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CONCLUSION
Since the governance of audit firms is considered to have a significant influence on audit

quality, regulators expect that more transparency on audit firm governance may provide insight in

firms’ audit quality, and as a result may provide incentives for audit firms to compete more directly

on audit quality. We examine audit firm governance disclosures contained in transparency reports

of 103 audit firms in four EU countries (Austria, Germany, The Netherlands, and the U.K.) to

investigate whether transparency report disclosures enable audit quality differentiation among audit

firms. To this end, we examine whether there is variation in the extent and type of disclosures in

audit firm transparency reports, and whether these are associated with the underlying audit quality

delivered by the audit firm.

We develop a transparency report disclosure score based on the items required by Article 40 of

the Eighth EU Directive and recommendations by national oversight bodies, expert opinions,

international standards, and our own review of transparency reports. In our analyses, we focus on

those policies and procedures that are most likely to be informative about audit quality.
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