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C"rctukoqpkqwu"oqfgn"vq"hqtgecuv"Þpcpekcn"
distress, based on audit evidence
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Abstract

This paper provides evidence that audit reports convey 

relevant evidence for inferring the existence of under-

n{kpi." wptgxgcngf." Þpcpekcn" kodcncpegu0"Wpnkmg" rtgxkq-

wu"yqtmu."yjkej"uvwfkgf"WU"nkuvgf/Þtou"dcpmtwrve{."qwt"
tgugctej" fgcnu"ykvj" Urcpkuj" pqp/Þpcpekcn" UOGu" wpfgt"
Þpcpekcn"uvtguu0"Qwt"tguwnvu"kpfkecvg"vjcv"vjg"cwfkv"qh"fku-
vtguugf"UOGu"jcu"ugxgtcn"fkuvkpevkxg"hgcvwtgu<"jkijgt"cw-

fkvqt"tqvcvkqp."oqtg"swcnkÞgf"tgrqtvu."cpf"pqp/eqornkcp-

eg"ykvj"fgcfnkpgu"vq"crrtqxg"cpf"Þng"vjg"cppwcn"Þpcpekcn"
statements. We use this evidence to build and test a parsi-

oqpkqwu"cpf"tgnkcdng"hqtgecuv"oqfgn0"Ugxgtcn"kornkecvkq-

ns for auditors’ independence, information quality, and 

failure forecast are discussed.

Mg{yqtfu<"Þpcpekcn"fkuvtguu."hcknwtg"hqtgecuv."cwfkv"swc-
lity, logit regression.
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Wp"oqfgnq"ukorng"rctc"rtqpquvkect"ncu"vgpukqpgu"Þpcpekgtcu."dcucfq"gp"gxk-
dencias de auditoría

Resumen

Guvg" ctv‡ewnq" rtqrqtekqpc" gxkfgpekc" fg" swg" nqu" kphqtogu" fg" cwfkvqt‡c" eqpvkgpgp"
gxkfgpekcu"tgngxcpvgu"rctc"kphgtkt"nc"gzkuvgpekc"fg"fkuhwpekqpgu"Þpcpekgtcu"ncvgpvgu0"
C"fkhgtgpekc"fg"vtcdclqu"rtgxkqu."swg"jcp"guvwfkcfq"gn"hcnnq"Þpcpekgtq"gp"itcpfgu"
gortgucu" eqvk¦cfcu." hwpfcogpvcnogpvg"fg"GG0WW0." pwguvtq" vtcdclq" ug" egpvtc"gp"
R{ogu"gurc‚qncu"uqogvkfcu"c" vgpukqpgu"Þpcpekgtcu" ncvgpvgu0"Pwguvtqu"tguwnvcfqu"
kpfkecp"swg"nc"cwfkvqt‡c"fg"ncu"R{ogu"Þpcpekgtcogpvg"fgugswknkdtcfcu"rqugg"xctkcu"
ectcevgt‡uvkecu"fkuvkpvkxcu<"wpc"vcuc"oc{qt"fg"tqvcek„p"fg"cwfkvqtgu."oƒu"kphqtogu"
con salvedades e incumplimientos de los plazos legales para aprobar y registrar las 

ewgpvcu"cpwcngu0"Gorngcoqu"guvcu"gxkfgpekcu"rctc"eqpuvtwkt"{"xgtkÞect"wp"oqfgnq"
simple, o parsimonioso."ecrc¦"fg"cpvkekrct"gÞec¦ogpvg"gucu"fkuhwpekqpgu0"Ug"fku-
cuten las implicaciones para la independencia del auditor, la calidad de la informa-

ción, y el pronóstico del fallo.

Palabras clave: vgpuk„p"Þpcpekgtc."rtqp„uvkeq"fg"hcnnq."ecnkfcf"fg"nc"cwfkvqt‡c."tg-
itguk„p"nqi‡uvkec0

Introduction

When a company disappears or becomes insolvent there are serious implications 

for many external and internal economic agents; obviously, shareholders but also 

moneylenders, clients and suppliers, employees and the authorities themselves. 

That’s why business failure has been a recurrent topic in literature, and the deve-

lopment of forecast methods has been one of the priority objectives for Financial 

Research.

There are several mathematical and heuristic methodologies suitable for this pur-

rqug."g0i0"ownvkrng"fkuetkokpcpv"cpcn{uku"*OFC+"*Cnvocp."3;8:+<"nqikuvke"tgitgu-
ukqp" *nqikv+" *Octvkp."3;99="Dgcxgt."3;88="Qjnuqp."3;:2+<"Dc{gukcp"cpcn{uku"cpf"
ugxgtcn"ctvkÞekcn"kpvgnnkigpeg"*CK+"crrnkecvkqpu0"Oquv"qh"vjgo"wug"Þpcpekcn"tcvkqu"cu"
independent variables, thus they rely on the quality of accounting information. 
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Cp"gzjcwuvkxg"eqpegrvwcn"htcogyqtm"jcu"dggp"fgxgnqrgf"vq"gpjcpeg"ceeqwpvkpi"
kphqtocvkqp"swcnkv{0"Vjg"Kpvgtpcvkqpcn"Hkpcpekcn"Tgrqtvkpi"Uvcpfctfu"*KHTU+"fg-
Þpg"eqooqp"uvcpfctfu"hqt"vjg"hqtocv"cpf"eqpvgpv"qh"Þpcpekcn"uvcvgogpvu."hqt"vjg"
xcnwcvkqp"cpf"urgekÞecvkqp"qh"vjg"cuugvu."cpf"igpgtke"rtkpekrngu"vq"iwctcpvgg"vjg"
quality of accounting information; they have been adopted by more than one hun-

ftgf"eqwpvtkgu"ctqwpf"vjg"yqtnf."kpenwfkpi"Urckp0"

Pqvykvjuvcpfkpi"vjgug"twngu."vjg"gzvgtpcn"cwfkv"ku"vjg"ockp"iwctcpvgg"qh"vjg"swc-
nkv{" cpf" tgnkcdknkv{" qh"Þpcpekcn" kphqtocvkqp0"Cwfkvqtu" ctg" eqookvvgf" vq" kuuwg" cp"
gzrgtv"qrkpkqp"cdqwv"yjgvjgt"Þpcpekcn"uvcvgogpvu"jcxg"dggp"fgxgnqrgf"ceeqtfkpi"
vq"igpgtcnn{"ceegrvgf"ceeqwpvkpi"rtkpekrngu" *ICCR+<"cpf"eqpxg{"c" hckt" gzrtgu-
ukqp"qh"vjg"Þpcpekcn"cpf"geqpqoke"ukvwcvkqp"qh"vjg"eqorcp{0"Fkuvtguugf"eqorcpkgu"
wuwcnn{" vt{" vq" cxqkf" fkuenquwtgu" d{"ocmkpi" cdpqtocnn{" jkij" ceetwcnu" *Jgtdqjp"
cpf"Tciwpcvjcp."422:+<"dwv"vjgug"cflwuvogpvu"ctg"pqv"gcu{"vq"kpvgtrtgv"*Ctpgfq"et 

al0."4227+<"cp"kpetgcug"qh"ceeqwpvu"tgegkxcdng"okijv"dg"kpvgtrtgvgf"cu"c"ukip"qh"vjg"
growth in sales but, also, might be caused by changes in sales policies aimed at, 

rtgekugn{."jkfkpi"fgenkpkpi"ucngu0"Qh"eqwtug."vjgug"ceetwcnu"oc{"ngcf"vq"swcnkÞgf"
tgrqtvu"*Htcpeku"cpf"Mtkujpcp."3;;;+="vjwu."fkuvtguugf"eqorcpkgu"jcxg"cp"kpegpvk-
ve to hire low quality auditors, and to undermine auditors’ independence in order 

to “manage” audit reports. Previous research has found evidence supporting that 

ncvgpv"Þpcpekcn"fkuvtguu"ocpkhguvu"kvugnh."kpfktgevn{."kp"egtvckp"cpqocnqwu"gzvgtpcn"
events related to the auditing process such as systematic auditor changes, reluctan-

eg"vq"jktg"cwfkvqtu"htqo"vjg"pcvkqpcn"Þtou"qt"vjg"big four"Þtou."cpf"eqttgncvkqpu"
dgvyggp"cwfkvqt"ejcpigu"cpf"kuuwkpi"engcp"tgrqtvu"*Uejyctv¦"cpf"Ogpqp."3;:7="
Uejyctv¦"cpf"Uqq."3;;7="Twk¦"cpf"I„og¦."4223+

This paper gives an in-depth examination of both the conduct of the auditor and the 

ukipcnu"uvgookpi"htqo"vjg"cwfkv"qh"ceeqwpvu."kp"vjg"rctvkewnct"ecug"qh"vjg"pqp/Þ-

pcpekcn"UOGu"wpfgt"Þpcpekcn"fkuvtguu0"Yg"yknn"rtqxkfg"c"rctukoqpkqwu"hqtgecuvkpi"
oqfgn."ecrcdng"qh"cuuguukpi"ghhgevkxgn{"vjg"Þpcpekcn"jgcnvj"qh"vjg"eqorcp{"cpf"vq"
rtqxkfg"c"tgnkcdng"guvkocvg"qh"vjg"nkmgnkjqqf"qh"kvu"Þpcpekcn"hcknwtg0"Vjku"oqfgn"ku"
a novel contribution as the previous research had been focused on the descriptive 

uvwf{"qh"vjg"cwfkv"hgcvwtgu"kp"Þpcpekcnn{"kpuvcdng"eqorcpkgu."gurgekcnn{"kp"Cpinq/
Uczqp"eqwpvtkgu0"Jqygxgt."vjgtg"jcu"dggp"pq"eqpukfgtcvkqp"qp"wukpi"vjqug"hgcvw-

res to establish a complementary analysis to those performed by the conventional 

OFC"qt"nqikv"oqfgnu."yjkej"ctg"dcugf"qp"Þpcpekcn"tcvkqu="vjku"ku"rctvkewnctn{"vtwg"
kp"vjg"ecug"qh"uocnn"eqorcpkgu0"Qwt"tgugctej"rtqxkfgu"c"tgnkcdng"hqtgecuv"oqfgn"
that achieves a high hit rate and that depends on objective variables derivable 
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from the audit reports; this model provides useful results to clarify the effects of 

information asymmetries and the balance of power between the auditor and his/her 

client with respect to the quality of the general accounting information and, par-

vkewnctn{."qh" vjg"cwfkv" tgrqtv0" Kp"cffkvkqp." kv" hqtocnkugu" vjg" nqikecn" nkpmu"dgvyggp"
the content of the audit report, the quality of the accounting information and the 

kpvgtpcn"Þpcpekcn"kodcncpegu0

C"mg{"eqpvtkdwvkqp"qh"qwt"yqtm"ku"kvu"crrtqcej."yjkej"ku"hqewugf"qp"vjg"cpcn{uku"qh"
hcknwtg"tkumu"kp"UOGu."yjkej"ctg"wuwcnn{"rwujgf"kpvq"vjg"dcemitqwpf"d{"vjg"gorjc-
uku"qp"vjg"nkuvgf"eqorcpkgu"tgugctej0"Vjku"ku"c"xgt{"xcnwcdng"eqpvtkdwvkqp"cu"UOGu"
ocmg"wr"vjg"dwnm"qh"vjg"Urcpkuj"dwukpguu"hcdtke0"Cnuq."kphqtocvkqp"cu{oogvtkgu"
and imperfections are much more evident in them. 

C"nctig"oclqtkv{"qh"vjg"gctn{"tgugctej"kp"vjku"Þgnf"eqogu"htqo"eqwpvtkgu"dcugf"qp"
eqooqp/ncy"ceeqwpvkpi"u{uvgou0"Fgurkvg"vjg"uvcpfctfkucvkqp"dtqwijv"hqtyctf"d{"
vjg"KHTU."vjg"ceeqwpvkpi"eqpegrvwcn"htcogyqtm."vjg"dwukpguu"ewnvwtg"cpf"vgejpkecn"
auditing rules are still somehow different in the continental countries, and especia-

nn{"Urckp"*Ctpgfq"et al0."4227+<"hqt"gzcorng."swcnkÞgf"tgrqtvu"ctg"oqtg"htgswgpv"
kp"Urckp"eqorctgf"vq"vjg"WU."pqv"dgecwug"Urcpkuj"eqorcpkgu"dtgcej"vjg"ceeqwp-

vkpi"twngu"oqtg"qhvgp."dwv"dgecwug"oquv"qh"vjg"swcnkÞecvkqpu"kp"vjg"WU"eqttgurqpf"
vq"gzegrvkqpu"vq"vjg"iqkpi"eqpegtp"rtkpekrng"*Ectegnnq"cpf"Rcnotqug."3;;6+0"Vjg"
gxkfgpeg"rtqxkfgf"d{"qwt"yqtm"cnnqyu"wu"vq"tgkpvgtrtgv"vjku"gctn{"tgugctej"kp"ce-
eqtfcpeg"ykvj"vjg"rctvkewnct"hgcvwtgu"qh"vjg"Urcpkuj"ngicn"htcogyqtm"cpf"rtqxkfgu"
c"dcug"hqt" vjg"eqorctcvkxg"cpcn{uku"qh" vjg"Urcpkuj"UOGu"cickpuv"qvjgt" v{rgu"qh"
companies.

Background

Vjg"eqtg"qh"dwukpguu"hcknwtg"tgugctej"ku"nkpmgf"vq"vjg"ceeqwpvkpi"vtcfkvkqp"cpf"gz-

rnqtgu"vjg"rquukdknkv{"qh"hqtgecuvkpi"dwukpguu"hcknwtg"gxgpvu"dcugf"qp"vjg"Þpcpekcn"
kphqtocvkqp"tgngcugf"d{"eqorcpkgu0"Vjg"Þtuv"eqpvtkdwvkqpu"crrnkgf"wpkxctkcvg"uvc-
vkuvkecn"ogvjqfu"vq"ugctej"hqt"uvcvkuvkecnn{"ukipkÞecpv"fkhhgtgpegu"dgvyggp"jgcnvj{"
cpf" dcpmtwrv" eqorcpkgu" *Dgcxgt." 3;88+0" Jqygxgt." kv" ycu" pqv" nqpi" dghqtg" vjg"
business failure was described as a complex process caused by –and manifested 

kvugnh" kpÏ"ownvkrng"xctkcdngu0"Ukpeg"vjg"tgngcug"qh"CnvocpÔu"tgugctej"rcrgtu"*Cnv-
ocp."3;8:+"vjg"fqokpcpv"ogvjqfqnqikecn"crrtqcej"jcu"dggp"crrn{kpi"ownvkxctkcvg"
ogvjqfu"Ïgurgekcnn{."ownvkrng"fkuetkokpcpv"cpcn{uku"*OFC+<"cpf"vjg"logit or probit 

oqfgnu"*Qjnuqp."3;:2+Ï"qp"vkog/ugtkgu"ucorngu"qh"jgcnvj{"cpf"dcpmtwrv"eqorc-
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pkgu0"Vjgug"oqfgnu"wug"Þpcpekcn"tcvkqu"cu"kpfgrgpfgpv"xctkcdngu."cpf"kp"uqog"ecugu"
cnuq"octmgv"kphqtocvkqp"*g0i0"rtqÞvcdknkv{."tkum."RGT."rtkeg1dqqm"xcnwg."gve0+"cpf"
ocetqgeqpqoke" kpfkecvqtu" vq"gzrtguu" u{uvgocvke" tkum" hcevqtu" *Tqug"et al0."3;:4="
Ogpucj."3;:6="Nkw."4226+0

Tgegpvn{."c"rtqokukpi"dtgcmvjtqwij"jcu"dggp"cejkgxgf"ykvj"vjg"crrnkecvkqp"qh"jgw-

ristic methods: some studies try to enhance a priori failure probabilities using a 

posteriori"kphqtocvkqp"crrn{kpi"Dc{gukcp"kphgtgpeg"*g0i0"Uctmct"cpf"Utktco."4223+="
eqqrgtcvkxg"cpf"vgco"yqtm"jcxg"dggp"cnuq"wugf"vq"fgcn"ykvj"ownvketkvgtkc"rtqdngou"
kpxqnxkpi"swcnkvcvkxg"xctkcdngu"*Uwp"cpf"Nk."422;+0"C"tgngxcpv"tgugctej"rtqitco"
fgxgnqru"ctvkÞekcn"kpvgnnkigpeg"Ïdcugf"qp"vqqnu"vq"kortqxg"hcknwtg"hqtgecuvuÏ."g0i0"
support vector machines"*UXO+"*Mko"cpf"Uqjp."4232+<"gzrgtv"u{uvgou"cpf"ctvk-
Þekcn"pgwtcn"pgvyqtmu"*Oguukgt"cpf"Jcpugp."3;::="Dgnn"et al0."3;;2="Ugttcpq"cpf"
Octv‡p"fgn"Dt‡q."3;;5="Tqft‡iwg¦"et al0."4232+0"

Whatever the methodology, the inference process is based on the companies’ pub-

nke"kphqtocvkqp."yjkej"ku"c"xctkcdng"eqodkpcvkqp"qh"ceeqwpvkpi"kphqtocvkqp."octmgv"
information, and qualitative measures about the quality of management (Peel et 

al0."3;:8="Mgcug{"cpf"Ycvuqp."3;:9+0"Gzvgtpcn"cwfkv"rnc{u"c"etkvkecn" tqng"cu" vjg"
main guarantee of the quality of accounting data.

Auditors are committed to reduce the information asymmetries between manag-

ers, shareholders, and external users of accounting information, by ensuring that 

this information is reliable and revealing relevant GAAP non-observances. Pre-

xkqwu"yqtmu" jcxg" hqwpf" c" eqttgncvkqp" dgvyggp" fkuetgvkqpct{" ceetwcnu." cwfkvqtÔu"
swcnkv{."Þpcpekcn"fkuvtguu."cpf"swcnkÞgf"tgrqtvu"*Dwvngt"et al0."4226="Ctpgfq"et al, 

4227=" Dnc{." 4227+<" fkuvtguugf" eqorcpkgu" jcxg" cp" qdxkqwu" kpegpvkxg" vq" eqpegcn"
data and references whose interpretation may be unfavourable, hiding them within 

vjg"àqy"qh"kphqtocvkqp"fktgevgf"vq"kpxguvqtu."uwrrnkgtu"cpf"qvjgt"gzvgtpcn"itqwru"
*OeMgqyp"et al0."3;;3+="kp"uqog"ecugu"vjg{"ecp"ukorn{"qdxkcvg"vjgug"tghgtgpegu."
dwv"vjg{"htgswgpvn{"ocmg"wug"qh"ceetwcnu"vq"uoqqvj"fqyp"vjg"ejcpigu"kp"etkvkecn"
Þpcpekcn"ocipkvwfgu."g0i0"ucngu."dcf"fgdvu"qt"equvu" *Ctpgfq"et al0."4227+0" Kh"cw-

fkvqtu"fq"rgthqto"ygnn."cdpqtocn"ceetwcnu."ICCR"pqp"hwnÞnogpvu."cpf"tgngxcpv"
wpegtvckpvkgu"ujqwnf"dg"eqttgncvgf"ykvj"swcnkÞgf"tgrqtvu."gxgp"ykvj"fgpkcnu"kh"vjg"
eqorcp{"jkpfgtu"vjg"yqtm"qh"vjg"cwfkvqt"*Ekvtqp"cpf"Vcàgt."3;;4="Jqryqqf"et al, 

3;:;="Jgtdqjp"cpf"Tciwpcvjcp."422:+="vjwu."oqfkÞgf"tgrqtvu"okijv"dg"kpvgtrtgvgf"
cu"gzvgtpcn"ukipu"qh"ncvgpv"Þpcpekcn"kodcncpegu"*Dwujocp"cpf"Eqnnkpu."3;;:+<"cpf"
also convey information about audit quality.
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A part of the research has found little evidence of this relationship, and the hy-

rqvjguku"vjcv"swcnkÞecvkqpu"fq"pqv"jcxg"urgekÞe"kphqtocvkqp"eqpvgpv"jcu"vcmgp"jqnf"
qxgt"vjg"{gctu"*Gnnkqv."3;:4="Fqff"et al0."3;:6="Dguugnn"et al0."4225+0"Vjg"uq/ecnngf"
neutrality hypothesis has been used as an argument to explain the apparent low ca-

pacity of the accounting audit to highlight issues affecting the going-concern (Alt-

ocp"cpf"OeIqwij."3;96="Xgpwvk."4226+0"Jqygxgt."fkuectfkpi"vjg"kphqtocvkqpcn"
eqpvgpv"qh"vjg"swcnkÞecvkqpu"ku"c"xgt{"fgocpfkpi"cuuworvkqp="kv" kornkgu"vjcv"vjg"
cwfkv"tgrqtv"fqgu"pqv"rtqxkfg"tgngxcpv"gxkfgpeg"vq"kpvgtrtgv"vjg"Þpcpekcn"ukvwcvkqp"
qh"vjg"eqorcp{."cpf"Þiwtg"qwv"vjg"ecrcekv{"qh"vjg"eqorcp{"vq"uwtxkxg"cu"cp"geq-

pqoke"wpkv."pqv"gxgp"yjgp"vjg"cwfkvqt"jkijnkijvu"tgngxcpv"dtgcmfqypu"qt"tgxgcnu"
wpegtvckpvkgu0"Ugxgtcn"yqtmu"jcxg" hqwpf" vjcv" kpxguvqtu"rgtegkxg"cwfkv" tgrqtvu" cu"
kphqtocvkxg"*Fqrwej"et al0."3;:8="Nqwffgt"et al0."3;;4+0

Kp"hcev."cp"cwfkvqt"ku"pqv"gpicigf"vq"cev"cu"c"Þpcpekcn"cpcn{uv"cpf"ugctej"hqt"Þpcp-

cial imbalances, but only to express a professional opinion about the fairness of 

Þpcpekcn"uvcvgogpvu0"C"clean"tgrqtv"ku"eqorcvkdng"ykvj"ugxgtg"Þpcpekcn"kodcncpegu"
as long as the auditor considers that GAAP has been rigorously applied, and the 

information conveyed by the annual accounts can be considered reliable. Actually, 

only a few critical uncertainties are directly connected to the company’s survival, 

and even in these cases, the company may be able to avoid failure by applying 

oclqt"eqtrqtcvg" tguvtwevwtkpi"rncpu0" Kp" vjg"Urcpkuj"ecug."ctv0"403"qh" vjg"Ncy"qp"
Ceeqwpv"Cwfkvkpi"Ïtgftchvgf"d{"Ncy"34142331Ï"jcu"oqfkÞgf"vjg"etkvgtkc"vq"tgxgcn"
uncertainties by applying a restrictive interpretation of the auditor’s functions: up 

vq"vjku"fc{."wpegtvckpvkgu"jcf"vq"dg"urgekÞecnn{"tgeqtfgf"cu"swcnkÞecvkqpu0"Jqygx-

gt."vjg"pgy"Urcpkuj"cwfkvkpi"uvcpfctfu"guvcdnkuj"vjcv."kh"vjg"wpegtvckpv{"ku"rtqrgt-
ly described in the Annual Report, the audit report will just include an emphasis 

rctcitcrj0"C"swcnkÞecvkqp"qt."yjgp"crrtqrtkcvg."cp"cfxgtug"qrkpkqp"yknn"dg"kuuwgf"
qpn{"yjgp"vjg"tgrtgugpvcvkxgpguu"qh"vjg"cppwcn"ceeqwpvu"ku"uncemgpgf"dgecwug"vjg"
wpegtvckpv{"ku"kpuwhÞekgpvn{"qt"korgthgevn{"gzrtguugf0

1Vjg"urcpkuj"tgiwncvqt{"htcogyqtm"jcu"iqpg"vjtqwij"tgngxcpv"ejcpigu"vq"wrfcvg"cpf"cfcrv"vq"vjg"kpvgtpcvkqpcn"
ceeqwpvkpi"tgiwncvkqpu="kp"vjg"ecug"qh"cwfkv."ugxgtcn"ejcpigu"ecog"chvgt"kpeqtrqtcvkpi"vjg"Fktgevkxg"42281651EG"
kpvq"vjg"pcvkqpcn"ncy0"Vjg"Ncy"3414233"qh"52"Lwpg"oqfkÞgu"ocp{"curgevu"qh"vjg"qnf"Ncy"3;13;::0"Coqpi"vjgug"
curgevu."yg"ecp"ogpvkqp"vjg"rtkpekrngu"kpàwgpekpi"vjg"cwfkvqt)u"qrkpkqp"yjgp"vjgtg"ctg"wpegtvckpvkgu"vjcv"oc{"
affect the going concern principle.
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Oqtgqxgt."vjg"pcvwtg"cpf"Þpcpekcn"kornkecvkqpu"qh"vjg"swcnkÞecvkqpu"oc{"dg"xgt{"
different2; their evaluation also depends on several subjective factors, e.g. auditors’ 

mpqyngfig." vjqtqwijpguu" cpf"ocvgtkcnkv{" ngxgnu" crrnkgf" *Htcpeku" cpf"Mtkujpcp."
3;;;+0"Kp"hcev."fkuewuukpi"vjg"hqtgecuvkpi"tgngxcpeg"qh"swcnkÞecvkqpu"cpf"oqfkÞgf"
cwfkv" tgrqtvu" kornkgu"ocmkpi" lwfiogpvu"cdqwv"cwfkv"swcnkv{." cpf"cwfkvqtÔu" kpfg-
pendence.

Although they are supposed to act as independent experts, the company discretion-

ally hires auditors; this places them in a potentially tense position with their clients 

*Mtkujpcp"cpf"Mtkujpcp."3;;8="Dnc{."4227+0"Geqpqoke"qt"kpvgtguv"tgncvkqpujkru"Ï
such as having common clients– might undermine the auditor’s independence, and 

gxgp"fkuvqtv"vjg"tgrqtv"*Ukowpke."3;:6="Tqdkpuqp."422:+0"

Coqpi"vjg"kpeqorcvkdknkv{"ecugu."vjg"Ncy"34/4232"kpenwfgu"rtqxkfkpi"ngicn"ugt-
xkegu"Ïcnuq"vjg"fgxgnqrogpv"qh"Kphqtocvkqp"Vgejpqnqi{"rncvhqtou"cpf."yg"owuv"
understand, any type of consultancy service in general– to the company subject to 

cwfkvkpi"*qt"kvu"chÞnkcvgu+"gzegrv"yjgp"vjg"ugtxkegu"ctg"rtqxkfgf"d{"c"fkhhgtgpv"ngicn"
entity managed by a different board of directors, and/or when those services are 

related to issues with very little impact on the annual accounts subject to analysis. 

The receipt of professional fees is also forbidden except when they are of relative-

n{"okpqt"korqtvcpeg"eqorctgf"vq"vjg"vqvcn"kpeqog"qh"vjg"cwfkvqt0"Jqygxgt."gxgp"
the smallest corporation groups are made up of numerous entities, managed by 

fkhhgtgpv"dqctfu"dwv"eqppgevgf"d{"vjg"ucog"ecrkvcn"nkpmu="ceeqwpvkpi"cpf"cwfkvkpi"
Þtou"ctg"pqv"cp"gzegrvkqp0"Kv"ku"cnuq"ygnn"mpqyp"vjcv"vjg"cwfkvqtÔu"hggu"owuv"dg"gu-
vcdnkujgf"dghqtg"uvctvkpi"vjg"cevkxkv{"cpf"ecppqv"fgrgpf"qp."qt"dg"kpàwgpegf"d{."vjg"
fact that other services are being hired. This is strictly prohibited; however it’s no 

wonder that this issue is subliminally present in the contract negotiations between 

the company and the auditor, as well as in the creation of the corresponding letter 

of engagement.

Uqog" gxkfgpeg" kpfkecvgu" vjcv" kphqtocvkqpcn" cu{oogvtkgu" cpf" vjg" uvtcvgike" cr-

proach play an important role in the assessment of the material evidence and the 

2Cnuq"cu"vjg"cwfkv"tgrqtv"ku"tgngcugf"vqigvjgt"ykvj"cpf"kpugrctcdn{"htqo"vjg"cppwcn"Þpcpekcn"uvcvgogpvu."kv"ku"
fkhÞewnv"vq"gxcnwcvg"vq"yjkej"gzvgpv"vjg"octmgv"tgcevkqp"ku"ecwugf"gkvjgt"d{"vjg"eqpvgpv"qh"vjg"tgrqtv"qt"d{"c"
fkcipquku"dcugf"qp"vjg"rtkoct{"ceeqwpvkpi"kphqtocvkqp"kvugnh"qt"d{"c"eqodkpcvkqp"qh"dqvj"*Gnnkqv."3;:4+"*Fqff."
Fqrwej."Jqnvjcwugp."("Nghvykej."3;:6+0
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qrkpkqp/ocmkpi"rtqeguu"*Ekvtqp"cpf"Vchàgt."3;;4="Mtkujpcp"cpf"Mtkujpcp."3;;8="
Vwemgt"cpf"Ocvuwowtc."3;;:="Ejgp"et al0."422;+0"Vjg"qrkpkqp/ocmkpi"rtqeguu"ku"
determined by the effect the auditor expects his report will have on the way the 

company interacts with its surroundings, particularly the effect on the quotes of 

rwdnken{"vtcfgf"eqorcpkgu0"Qpeg"cickp."dgecwug"qh"vjg"kphqtocvkqpcn"cu{oogvtkgu."
cwfkvqtu"okijv"dg"tgnwevcpv"vq"tgngcug"qrkpkqpu"vjcv"oc{"tgxgcn"ncvgpv"Þpcpekcn"f{u-
functions and precipitate the failure; for example, by instilling suspicion into the 

moneylenders or by altering the materials supply or by increasing the interest rates 

crrnkgf"kp"ugxgtcn"tgÞpcpekpi"qrgtcvkqpu0"Mkfc"*3;:2+"uwiiguvgf"vjcv"gxgp"yjgp"
it is widely assumed that the company will fall into an imminent business failure, 

auditors may decide not to issue an opinion with critical uncertainties with respect 

to the continuity of the company. This is the basis of the hypothesis of ugnh/hwnÞnnkpi"
prophecy: under some circumstances, auditors might avoid disclosures in fear that 

vjgkt"qrkpkqp"ecp"rtgekrkvcvg"vjg"hcknwtg0"Uqog"tgugctejgtu"encko"vjcv"vjg"cwfkvqtu"
may have the tendency to interpret evidence optimistically, that is, to give more 

weight to the evidence supporting the survival of the company.

The bundle of informational interchanges between the auditor, his client and the 

octmgv"ku"gzvtgogn{"eqorngz."vq"vjg"rqkpv"vjcv"vjg"kodcncpegu"cpf"vjg"ncem"qh"eqp-

Þfgpeg"oc{"dg"vtcpuokvvgf"vq"vjg"cwfkvqtÔu"enkgpv"cpf"gpf"wr"cnvgtkpi"jku"octmgv"
rtkegu"cpf"xqncvknkv{"*Jknnkpuqp"cpf"Rcekpk."4226+0"Icog"vjgqt{"jcu"dggp"crrnkgf"
to describe the interactive nature of this relation, and the underlying information 

cu{oogvtkgu" *Hgnnkpijco" cpf" Pgyocp." 3;:7=" Vgqj." 3;;4=" Ocvuwowtc" et al., 

3;;9="Vwemgt"cpf"Ocvuwowtc."3;;:+0

Vjku"tgugctej"rtqitco"jcu"uwrrnkgf"c"fggr"mpqyngfig"cdqwv"cwfkvqtuÔ"dgjcxkqwt"
kp" fkutwrvgf" eqorcpkgu0"Eqorcpkgu" vjcv" ejcpig" vjgkt" cwfkvqt" ugxgtcn" vkogu" qd-

vckp"swcnkÞgf"cwfkv"tgrqtvu"nguu"htgswgpvn{"*Ngppqz."4222+"yjknuv"kv"jcu"dggp"qd-

served that distressed companies change their auditor more frequently than av-

gtcig" *Uejyctv¦"cpf"Ogpqp."3;:7="Uejyctv¦"cpf"Uqq."3;;7="Twk¦"cpf"I„og¦."
4223+0"Nkmgykug."cwfkvqtu"vgpf"vq"kuuwg"engcp"tgrqtvu"yjgp"vjgtg"ctg"tgcuqpu"vq"dg"
concerned about whether the client will not renew the contract or will cancel it 

rtgocvwtgn{"*Dnc{."4227+0

Kp"hcev."kodcncpegf"Þtou"jcxg"kpegpvkxgu"vq"ugngev"xwnpgtcdng"cwfkvqtu."cpf"vq"crrn{"
rotation strategies in order to gain a dominant position over the auditor, and “plan” 

vjg"tgrqtvu" *Htcpeku"cpf"Mtkujpcp."3;;;="Ejgp"et al0."422;+=" vjku"cevkqp" ku"qhvgp"



C"rctukoqpkqwu"oqfgn"vq"hqtgecuv"Þpcpekcn"fkuvtguu."dcugf"qp"cwfkv"gxkfgpeg

159Contaduría y Administración 58 (4), octubre-diciembre 2013: 151-173

tgncvgf"vq"cp"cvvgorv"vq"jqnf"dcem"vjg"tgngcug"qh"oqfkÞgf"qrkpkqp"tgrqtvu."cpf1qt"
iqkpi/eqpegtp"fkuenquwtgu0"Htqo"vjku"rqkpv"qh"xkgy."vjg"vtgpf"vq"ocmg"ujqtv/vgto"
arrangements could be interpreted as an attempt to disable the effectiveness of the 

legal limitations with respect to the minimum duration of the audit contracts3.

Ugxgtcn"eqwpvtkgu"jcxg"korngogpvgf"ocpfcvqt{"ejcpigu"kp"qtfgt"vq"cxqkf"vjg"fg-
velopment of economic dependencies and/or an excessive closeness to the client, 

which might undermine auditor’s independence6="vjku"ecp"etgcvg"eqpàkevu"qh"kpvgt-
est, in the same way that the ratings issued by rating agencies may be biased by the 

geqpqoke"kpvgtguvu"qh"kvu"qypgtu."yjq"ctg"cnuq"rtqÞv/iwkfgf"kpxguvqtu0"Jqygxgt."
evidence on the so-called opinion purchase is inconclusive and requires a more 

urgekÞe"uvwf{"vq"enctkh{"vjg"gzvgpv"qh"vjg"cwfkvqtÔu"xwnpgtcdknkv{"ykvj"tgurgev"vq"jku"
geqpqoke"fgrgpfgpeg."vjg"uk¦g"cpf"fkxgtukÞecvkqp"qh"jku"enkgpv"rqtvhqnkq"cpf"jku"
degree of internationalisation. A low rotation might be interpreted also as a sign of 

ncem"qh"kpfgrgpfgpeg"*Dgem"et al0."3;::+<"dwv"gxkfgpeg"kp"vjku"ctgc"ku"kpeqpenwukxg"
*g0i0"Ectegnnq"et al0."4225+

Methodology

Dependent variable

Dcpmtwrve{"ku"wuwcnn{"vjg"yqtf"yg"wug"vq"fguetkdg"vjg"ukvwcvkqp"kp"yjkej"vjg"eqo-

rcp{"ku"wpcdng"vq"ocmg"kvu"rc{ogpvu0"Vjku"fgÞpkvkqp"ku"vqq"dtqcf"hqt"qwt"rwtrqugu"
dgecwug"Þpcpekcn"fkuvtguu"ukvwcvkqpu"fq"pqv"pgeguuctkn{"ngcf"vq"kpuqnxgpe{."qt"vjg"
demise of the company; on the other hand, covenants to extend the payment terms 

may not be revealed to the environment, and this prevents any exhaustive classi-

Þecvkqp0"Kp"vjku"yqtm"yg"fgÞpg"fkuvtguugf"eqorcpkgu"cu"vjqug"yjq"jcxg"Þngf"hqt"
dcpmtwrve{"rtqvgevkqp."dwv"jcxg"pqv"dggp"nkswkfcvgf="vjku"cnnqyu"hqt"c"tkiqtqwu"cpf"
gzjcwuvkxg"encuukÞecvkqp"kp"vyq"ecvgiqtkgu<"jgcnvj{"*2+"cpf"fkuvtguugf"eqorcpkgu"
*3+0"Vjgp."qwt"oqfgn"jgnru"hqtgecuv"vjg"nkmgnkjqqf"vjcv"c"eqorcp{"uwhhgtu"Þpcpekcn"
tensions that prevents timely payments due to liquidity problems, even if this si-

vwcvkqp"fqgu"pqv"ecwug"cp"kttgxgtukdng"dcpmtwrve{0

3Eqpvtcevu"kp"Urckp"owuv"ncuv"hqt"c"okpkowo"qh"vjtgg"{gctu"*ctv0":"swctvgt"qh"vjg"Ncy"3414232+="fwtkpi"vjcv"vkog."
the contract cannot be cancelled without good cause.

6Ocpfcvqt{"tqvcvkqp"fqgu"pqv"gzkuv"kp"Urckp0
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Vjku" urgekÞecvkqp" ku" cnuq" eqjgtgpv"ykvj" vjg"wuwcn" rtcevkeg" qh"Þnkpi" hqt"Þngf" hqt"
dcpmtwrve{" rtqvgevkqp" *pqycfc{u." fgÞpgf" cu" xqnwpvct{" dcpmtwrve{" rtqeggfkpiu"
hqt"etgfkvqtu"kp"Urcpkuj"ncy+"vq"cxqkf"etkokpcn"tgurqpukdknkv{"kp"kookpgpv"dcpmtwr-

tcy situations (Pozuelo et al0."4232+="kh"vjku"nkpg"qh"tgcuqpkpi"ku"eqttgev."vjg"oclqtkv{"
qh" vjg" eqorcpkgu" wpfgt" Þpcpekcn" uvtguu"yknn" wtig" dcpmtwrve{" rtqeggfkpiu." vjwu"
improving the reliability of our model. 

Independent variables

Assessing the information content of the audit reports and the ability of auditors 

to convey relevant signals to forecast business failure is extremely controversial. 

Kpfwevkxg" tgcuqpkpi" ku" tgswktgf" vq"fgfweg"yjgvjgt" vjg"swcnkÞgf"qrkpkqpu"cpf1qt"
the uncertainties proposed in each case by the auditor are helpful to assess the 

tkumu0"Vjku"ukipkÞecpeg"ku"qpn{"mpqyp"kp"c"tgnkcdng"yc{"ex post. Therefore, despite 

jcxkpi"ocfg"eqpukfgtcdng"cfxcpegu"kp"vjg"eqfkÞecvkqp"qh"swcnkÞecvkqpu"tgictfkpi"
vjgkt"rqvgpvkcn"Þpcpekcn"korcev."kp"vjku"uvwf{"yg"wug"c"ukornkÞgf"ugv"qh"gzrncpcvqt{"
variables inspired by three principles: objectivity, simplicity, and direct derivabi-

lity from the audit reports. All of the variables are supported by previous research, 

cnvjqwij"ekvgf"yqtmu"ygtg"rgthqtogf"qp"ucorngu"qh"nctig."rwdnken{"swqvgf."Þtou0"

̇"Proportion of audited years (pyears+0"Vjku"xctkcdng"cnnqyu"wu"vq"eqpvtqn"vjg"
eqorcp{Ôu"uk¦g."yjkej"ku"c"fqewogpvgf"hcevqt"qh"Þpcpekcn"tkum5 – and enhance 

the expression of certain anomalous behaviour, as the non-compliance with 

the auditing obligation. This variable is not interpreted as a predictive factor, 

bus as a control factor.

̇"Pwodgt"qh"fkhhgtgpv"cwfkvqtu"jktgf"*naudit+0"Rtgxkqwu"tgugctej"kpfkecvgu"vjcv"
kpetgcugf"tqvcvkqp"ku"oqtg"htgswgpv"kp"fkuvtguugf"Þtou"vt{kpi"vq"kpàwgpeg"vjg"
report.

̇"Temporal matches between auditor changes and changes in the opinion 

(tmatch+0
̇"Cxgtcig"ngpivj"qh"cwfkvqtu)"eqpvtcevu"*lengt+0
̇"Tcvkq"dgvyggp"swcnkÞgf"cwfkv"tgrqtvu"cpf"vqvcn"pwodgt"qh"tgrqtvu"*pqual+0"
̇"Pwodgt" qh" critical" swcnkÞgf" cwfkv" tgrqtvu" *pcqual+0" Kp" vjku" ecug." etkvkecn"

tghgtu" vq" k+" wpegtvckpvkgu" tgngxcpv" vq" vjg" eqorcp{Ôu" uwtxkxcn=" cpf" kk+" pqp/

5Kp"Urckp."ocpfcvqt{"cwfkv"ku"fgÞpgf"kp"vgtou"qh"pwodgt"qh"gornq{ggu."cuugvu."cpf"vwtpqxgt0"Nctigt"eqorcpkgu"
ctg"wuwcnn{"tgswktgf"vq"dg"cwfkvgf."yjkng"UOGuÔ"oggv"vjgug"eqpfkvkqpu"qpn{"kttgiwnctn{0
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compliances with the GAAP that are empirically related to business failure 

situations, e.g. irregular capitalisation of expenses.

̇"Auditor type (auty+0"Vjg"xwnpgtcdknkv{"qh" vjg"cwfkvqt"wpfgt"rtguuwtg" htqo"
vjg"eqorcp{"ku"gurgekcnn{"tgncvgf"vq"jku"jkij"qt"nqy"rtqÞng."cu"ygnn"cu"vjg"
degree of his economic dependence. Therefore, the interactions may be less 

htgswgpv"kp"vjg"ecug"qh"cwfkvqtu"yjq"ctg"ogodgtu"qh"vjg"Þto"cpf"gxgp"nguu"
htgswgpv" kp" vjg" ecug" qh"ownvkpcvkqpcn" ceeqwpvkpi"Þtou0"Vjku" xctkcdng" jcu"
been computed as categorical (individual, local/national society, big four+

̇"Gzrnkekv"qduvtwevkqpkuo"*obstr+<"uwej"cu"ncem"qh"eqnncdqtcvkqp"d{"vjg"eqorcp{."
cpf"ocuukxg"hcknwtg"qh"ocknkpi"ektewnctkucvkqp"cpf"dcncpeg"eqpÞtocvkqp0

̇"Pqp/eqornkcpeg"ykvj"vjg"qdnkicvkqp"qh"cwfkvkpi"vjg"ceeqwpvu"*nonau+0
̇"Fgnc{u" kp" vjg" Þnkpi" qh" cppwcn" Þpcpekcn" uvcvgogpvu" kp" vjg" Eqoogtekcn"

Registry (fgnÞn+0

Sample

Fcvc"ycu"eqnngevgf"vjtqwij"c"dcncpegf"ucornkpi"htqo"pqp/Þpcpekcn"cwfkvgf"eqo-

rcpkgu"ykvj"pq"oqtg"vjcp"c"jwpftgf"gornq{ggu."cpf"yjqug"egpvtcn"qhÞegu"ygtg"
nqecvgf"kp"Icnkekc0"Vjgug"Þtou"ygtg"tgswktgf"vq"dg"cv"ngcuv"Þxg"{gctu"qnf."vq"cxqkf"
cp{"eqphwukqp"ghhgev"ecwugf"d{"vjg"ygnn/mpqyp"cpqocnqwu"oqtdkfkv{"tcvg"kp"{qwpi"
dwukpguugu="dgukfgu"vjcv."ikxgp"vjg"pcvwtg"qh"vjg"kpfgrgpfgpv"xctkcdngu"qh"qwt"yqtm."
we also excluded those companies with less than two audit reports available80"Uco-

rnkpi"ycu" ecttkgf" qwv" ceeqtfkpi" vq" vjg" kphqtocvkqp" uwrrnkgf" d{" vjg"UCDK" *Kdg-
tkcp"Dcncpeg/ujggvu"Cpcn{uku"U{uvgo+"cpf"vjg"Eqoogtekcn"Tgikuvt{"hqt"vjg"rgtkqf"
3;;:/422:9.

Preliminary statistical analysis showed extremely anomalous failure rates in buil-

ding industry and real estate activities; this bias was caused by external exceptio-

nally adverse conditions which were unrelated to the relationship we were mode-

nnkpi."vjgtghqtg"vjqug"cevkxkvkgu"ygtg"cnuq"gzenwfgf0"Vjg"Þpcn"ucorng"ycu"ocfg"wr"
qh";:"eqorcpkgu0

8Kp"vjg"nqikv"oqfgn."vjg"pwodgt"qh"cxckncdng"cwfkv"tgrqtvu"ku"eqpvtqnngf"d{"vjg"xctkcdng"r{gctu0
9"Yg"twngf"qwv"vjg"{gct"422;"dgecwug"cv"vjg"vkog"yjgp"vjg"dcuke"ucornkpi"ycu"fqpg."vjg"ceeqwpvkpi"kphqtocvkqp"
hqt"vjku"{gct"ycu"pqv"cxckncdng"kp"vjg"igpgtcn"uvcvkuvkeu"htqo"vjg"UCDK"fcvcdcug0"Vjgtghqtg."wukpi"vjcv"{gct"yqwnf"
ogcp"vq"jcxg"vq"tguvtkev"vjg"ucorng"gzvtgogn{."chhgevkpi"dqvj"vjg"jgcnvj{"cpf"dcpmtwrv"eqorcpkgu0
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Method

Given the dichotomous character of the dependent variable and the nature of the in-

dependent variables, our study is based on a logistic (logit+"tgitguukqp"oqfgn0"Vjku"
allows us to estimate the probability of a company – with particular characteristics 

regarding the auditing process (number of reports, nature and proportion of quali-

Þecvkqpu."fgitgg"qh"eqornkcpeg"ykvj"vjg"tgikuvt{"qdnkicvkqpu."gve0+"Ï"dgkpi"uwdlgev"
vq"Þpcpekcn"f{uhwpevkqpu"ftkxkpi"vjg"eqorcp{"vq"dwukpguu"hcknwtg0"Nqikv"oqfgnu"fq"
not depend on restrictive assumptions with respect to the joint distribution of the 

rtqdcdknkv{"qh"vjg"kpfgrgpfgpv"xctkcdngu="vjku"ku"c"pqvcdng"uvtgpivj"dgecwug"Þpcpekcn"
tcvkqu"cpf"oquv"qh"tgcn"gorktkecn"xctkcdngu"fq"pqv"Þv"Icwuukcp"fkuvtkdwvkqpu0

Ngv"[
j 
dg"c"dkpct{"xctkcdng"gzrtguukpi"vjg"Þpcpekcn"jgcnvj"qh"vjg"lth company (zero 

if j is empirically healthy, and one"kh"l"jcu"Þngf"hqt"dcpmtwrve{"rtqvgevkqp+="ngv"Z
h
 

be the independent variable hth. The logit model can be expressed as:

   

where . The resulting p-value is the es-

vkocvgf"rtqdcdknkv{"qh"cp"qdugtxcvkqp"l"ykvj"rtqÞng"Z
j
"?"}Z

1j
."Z

2j
"È"Z

nj
} ending in 

business failure.

Results and discussion

The model has been estimated following a stepwise procedure, in order to select 

vjg"oquv"ukipkÞecpv"uwdugv"qh"rtgfkevqtu0"Vjtgg"xctkcdngu"ctg"ukipkÞecpv"kp"vjg"Þpcn"
model:

̇"Pqp/eqornkcpeg" ykvj" fgcfnkpgu" vq" crrtqxg" cpf" Þng" cppwcn" Þpcpekcn"
statements (fgnÞn+0" Ceeqtfkpi" vq" qwt" tguwnvu." vjku" ku" vjg" oqtg" tgngxcpv"
xctkcdng."ikxgp"vjg"cuuqekcvgf"qffu/tcvkq"*QT"?"4099G-2;+0

̇"The average length of the contracts (length+<"ykvj"c"pgicvkxg"eqghÞekgpv"cpf"
an odds-ratio less than one; therefore, the longer the contract is, the lower 

vjg"qffu"qh"vjg"eqorcp{"uwhhgtkpi"Þpcpekcn"fkuvtguu0"Qwt"tguwnvu"kpfkecvg"vjcv"
gcej"cffkvkqpcn"{gct"eqttgurqpfu"vq"c"fgetgcug"qh"49'"kp"vjg"nkmgnkjqqf0

̇"Vjg" rtqrqtvkqp" qh" swcnkÞgf" qrkpkqp" tgrqtvu" *pqual+=" vjg" qffu/tcvkq" ku"
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statistically different from one, given the results of the Wald test and 

vjg" gzvtgog"xcnwgu" qh" vjg" eqpÞfgpeg" kpvgtxcn" hqt" vjg"qffu/tcvkq." vjwu"yg"
ecp"tgnkcdn{"cuuwog"vjcv" vjku"xctkcdng"jgnru"gxcnwcvg" vjg"tgncvkxg"tkum"qh"c"
eqorcp{" tgegkxkpi" cffkvkqpcn"oqfkÞgf" tgrqtvu0" Qwt" tguwnvu" kpfkecvg" vjcv"
gcej"qh"vjgug"oqfkÞgf"qrkpkqpu"kpetgcug"vjg"tkum"vq"5'0

Cnn"vjgug"eqghÞekgpvu"ctg"uvcvkuvkecnn{"ukipkÞecpv"hqt"c = 0.01 and their signs are 

eqjgtgpv"ykvj"rtgxkqwu"tgugctej"cpf"ykvj"Þpcpekcn"vjgqt{0"Vjg"cxgtcig"ngpivj"qh"
the contracts is negatively related to the estimated failure odds. Therefore, these 

events are ceteris paribus, less frequent among companies that have long contracts 

qt."kp"vjgkt"cdugpeg."yjqug"rqnke{"ku"vq"tgpgy"vjgo"tgiwnctn{0"Qp"vjg"eqpvtct{."vjg"
guvkocvqtu"eqttgurqpfkpi"vq"vjg"rtqrqtvkqp"qh"oqfkÞgf"qrkpkqp"tgrqtvu"cpf"pqp/
eqornkcpeg"ykvj"fgcfnkpgu"vq"rcuu"cpf"Þng"cppwcn"Þpcpekcn"uvcvgogpvu"ctg"rqukvkxg0"
Ceeqtfkpin{."vjg"ceewowncvkqp"qh"swcnkÞgf"qrkpkqp"tgrqtvu"cpf1qt"tgkvgtcvkxg"dtgc-
ches of the registry obligations appear to be clear warning signals. 

Figure 1

Fguetkrvkxg"uvcvkuvkeu"*kpfgrgpfgpv"xctkcdngu+

Cnvqigvjgt"vjg"Þpcn"oqfgn"vwtpu"qwv"vq"dg"ukipkÞecpv"*Þiwtg"4"cpf"Þiwtg"5+0"Vjg"
/4NN"uvcvkuvke"ku"tgncvkxgn{"uocnn"cpf"vjg"igpgtcnkugf"eqghÞekgpvu"qh"fgvgtokpcvkqp."
rctvkewnctn{"PcignmgtmgÔu"T2, have satisfactory values for an empirical exploratory 

uvwf{"nkmg"vjku"Ï"cu"kv"ku"ygnn/mpqyp."EqzÔu"cpf"UpgnnÔu"T2 is not strictly bounded 

vq"dg"dgvyggp"¦gtq"cpf"qpg0"Vjg"ucog"eqpenwukqp"ecp"dg"fgfwegf"htqo"JquogtÔu"
cpf"NgogujqyÔu"uvcvkuvke"cpf"vjg"urgekÞekv{"cpf"ugpukvkxkv{"ngxgnu."cu"ygnn"cu"htqo"
vjg"vqvcn"rgtegpvcig"qh"uweeguu"kp"vjg"encuukÞecvkqp"*Þiwtg"6+0

Healthy Distressed Healthy Distressed

Cxgtcig SD Cxgtcig SD Cxgtcig SD Cxgtcig SD

pyears 2079 2026 205: 2026 fgnÞn 1.13 202; 1.10 0.10

length 5098 2076 40:5 2049 tmatch 0.10 0.10 2085 0.13

Pqual 390:: ;0:9 780;6 :02: propcam 2048 202; 0.33 2028
pqualg 5087 2.50 3809; 6068 naudit 3063 0.12 307; 0.13

Qduvtw 1.10 0.10 1.13 202; auty 2.20 0.11 30:8 202;
nonau 1.20 0.13 305: 0.13
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Figure 2

"OqfgnÔu"eqghÞekgpvu

Figure 3

Model statistics

Figure 4

Vcdng"qh"encuukÞecvkqp

Figure 5

Correlations matrix

Ngv"wu"nqqm"kpvq"qwt"tguwnvu"kp"oqtg"fgvckn0"Qwt"Þpfkpiu"uwrrqtv"vjg"xkgy"qh"vjg"tgnc-
tionships between the company and the auditor as being governed by informational 

asymmetries; this context is suitable to implement opportunistic strategies aimed 

at biasing the collection and interpretation of audit evidence, and the opinion- ma-

Model’s 

eqghÞekgpvu B E.T. Wald gl Sig. Odds-ratio
I.C. 95.0% for 

OR

length -0.32 2036 60;8 1 0.03 2095 0.55 20;8
pqual 0.03 0.01 3605; 1 0.00 1.03 1.01 3026
fgnÞn 43096 :86408; 0.00 1 1.00 4099G-2; 0.00 .

Eqpuvcpv /44038 :86408; 0.00 1 1.00 0.00

Hosmer and Lemeshow test Models Summary

Uvgr Ejk/uswctg gl Uvgr -2 log of 

nkmgnkjqqf
EqzÔu"cpf"
UpgnnÔu"T2

PcignmgtmgÔu"
R2

Uki0

3 803326 : 3 960:;6; 206854 208398 20856;

Qdugtxcvkqp  
Forecast Eqttgev

PercentageJgcnvj{ Fkuvtguugf

Qdugtxgf Jgcnvj{ 64 9 :7093
Fkuvtguugf 13 58 95069

Inqdcn"rgtegpvcig"*ewv/qhh"xcnwg"?"207+ 9;07;

Eqpuvcpv pqual fgnÞn Ngpivj
Eqpuvcpv 1.000 .000 -1.000 .000

Ngpivj .000 .102 .000 1.000

Pqual .000 1.000 .000 .102

FgnÞn -1.000 .000 1.000 .000
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mkpi"rtqeguu0"Hktuv."vjg"fwtcvkqp"qh"vjg"eqpvtcevu"Ï"yjkej"ku"c"ogcuwtg"kpxgtug"vq"
vjg" cwfkvqt" vwtpqxgt" tcvg" Ï" ku" nkpmgf" vq" vjg" eqorcp{Ôu"Þpcpekcn" jgcnvj0"Jgcnvj{"
eqorcpkgu"ctg"rtqpg"vq"tgn{"qp"vjg"ucog"cwfkvqt"vq"ocmg"vjg"tgrqtvu"fwtkpi"nqpigt"
periods of time, as well as hire the services of national and international accoun-

vkpi"Þtou0"Qp"vjg"eqpvtct{."vjg"tgvtqurgevkxg"cpcn{uku"qp"vjg"eqpfwev"qh"eqorcpkgu"
wpfgt"Þpcpekcn"fkuvtguu"tgxgcnu"vjcv"vjgkt"cwfkvkpi"rtqeguu"ku"oqtg"kttgiwnct"kp"uwd-

lgevkxg"*tgurqpukdng"cwfkvqt+"cpf"qdlgevkxg"*pwodgt"qh"cwfkv"tgrqtvu."ugpug"qh"vjg"
tgrqtv."pwodgt"qh"swcnkÞecvkqpu"cpf"ugxgtkv{"qh"vjg"wpegtvckpvkgu"rqkpvgf"qwv"d{"vjg"
cwfkvqt+"vgtou0"Vjgug"tguwnvu"gzvgpf"rtgxkqwu"gxkfgpeg"tgrqtvgf"d{"Ectegnnq"et al. 

*4225+<"yjq"hqwpf"vjcv"cwfkvqtu"yjq"jcf"ugtxgf"vjgkt"enkgpvu"hqt"oqtg"vjcp"vjtgg"
{gctu"ygtg"oqtg" nkmgn{" vq" kuuwg"c"iqkpi/eqpegtp"qrkpkqp."cnn"qvjgt" vjkpiu"dgkpi"
gswcn="yjkng"uqog"rtkegnguu"yqtmu"uwiiguv"vjcv"cwfkv"ghhgevkxgpguu"okijv"fgetgcug"
chvgt"vjg"Þtuv"{gct"qh"vjg"eqpvtcev"*Dgem"et al0."3;::+<"qwt"tguwnvu"kpfkecvg"vjcv"nqpi/
term contracts do not seem to undermine auditors’ independence.

Cxckncdng"gxkfgpeg"kpfkecvg"vjcv"fkuvtguugf"Þtou"ejcpig"cwfkvqtu"oqtg"htgswgpvn{"
vjcp"qvjgtu"*Uejyctv¦"cpf"Ogpqp."3;:7="Uejyctv¦"cpf"Uqq."3;;7="Twk¦"cpf"I„-

og¦."4223="Ejgp"et al0."422;+=" vjku"eqttqdqtcvgu"rtgxkqwu" tguwnvu" *g0i0"Ukowpke."
3;:6"cpf"Tqdkpuqp."422:+"vjcv"yctp"vjg"gzkuvgpeg"qh"uegpctkqu"yjgtg"vjg"cwfkvqtÔu"
independence is threatened by power and/or economic dependence asymmetries 

vjcv"oc{"ngcxg"jko"kp"c"xwnpgtcdng"rqukvkqp0"Yg"vjkpm"kv"ku"tgcnkuvke"vq"uc{"vjcv"fku-
vtguugf"Þtou"vt{"vq"rtgxgpv"vjg"cwfkvqt"htqo"tgxgcnkpi"vjgkt"Þpcpekcn"kodcncpegu"
Ïvjtqwij"swcnkÞecvkqpu"cpf1qt"wpegtvckpvkguÏ"with the help of their hiring policy. 

Kv" ku" kpvgtguvkpi"vq"rqkpv"qwv" vjcv" vjg"xctkcdngu"Ñrtqrqtvkqp"qh"swcnkÞgf"cwfkv"tg-

ports” and “average length of the contracts” have a small empiric correlation but 

are positive (t"?"20324+"cpf"vjgtghqtg"yg"uwiiguv"c"fgvckngf"uvwf{"vq"ejgem"kh"vjg" 
ceewowncvkqp"qh"swcnkÞecvkqpu"ku"cevwcnn{"nguu"rtqokpgpv"kp"eqorcpkgu"ykvj"c"jk-
ijgt"cwfkvqt"vwtpqxgt"tcvg0"Wpnkmg"rtgxkqwu"yqtmu."yg"jcxg"pqv"hqwpf"cp{"gxkfgpeg"
regarding the relationship between auditor quality, auditor vulnerability, and the 

enkgpvÔu"Þpcpekcn"uvcdknkv{0"Hkpcnn{."pqpg"qh"vjg"ukvwcvkqpu"itqwrgf"kp"vjg"xctkcdng"
obstr has led to a disclaimer of opinion; we must conclude that the auditors did not 

rgtegkxg"cp{"ukip"qh"ncem"qh"eqqrgtcvkqp"htqo"vjg"Þtou0

Qp"vjg"eqpvtct{." vjg"qffu/tcvkq"cuuqekcvgf"ykvj" vjg"xctkcdng"pqual appears to be 

abnormally low. There is a lot of empirical evidence concerning the relationship 

dgvyggp"Þpcpekcn"fkuvtguu."ceetwcnu."cpf"vjg"kuuwkpi"qh"swcnkÞgf"qrkpkqpu."vjgtghqtg"
qwt"tguwnv"okijv"fgocpf"c"oqtg"fgvckngf"cpcn{uku0"Wpvkn"4232"vjg"Urcpkuj"Cwfkv"
Ncy"fkf"pqv"ocmg"cp"gzrnkekv"fkuvkpevkqp"dgvyggp"ICCR"pqp/hwnÞnogpvu"cpf"wp-
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certainties, therefore our variable pqual combines multiple circumstances that may 

jcxg"nkvvng"tgncvkqp"vq"wpfgtn{kpi"Þpcpekcn"fkuvtguu"uegpctkqu0"OqfkÞgf"tgrqtvu"ctg"
owej"oqtg"htgswgpv"kp"Urckp"vjcp"kp"vjg"WU"dgecwug"Urcpkuj"ncy"cnnqyu"kuuwkpi"
swcnkÞgf" qrkpkqpu" pqv" qpn{"yjgp" vjg"Þto" hcegu" tgngxcpv" wpegtvckpvkgu." dwv" cnuq"
yjgp"c"ICCR"pqp/hwnÞnogpv" ku"fgvgevgf."cpf"gxgp"yjgp"vjg"cwfkvqt"fgekfgu" vq"
eqpxg{"uqog"kphqtocvkqp"vjcv"jg"qt"ujg"dgnkgxgu"tgngxcpv0"Hqt"gzcorng."Urcpkuj"
cwfkvqtu"wuwcnn{"kpenwfg"c"hqtocn"swcnkÞecvkqp"vjg"Þtuv"vkog"vjg{"cwfkv"c"Þto."uvc-
vkpi"vjcv"vjg{"fkf"pqv"cvvgpf"vjg"uvqem"eqpvtqn="vjku"kornkgu"c"swcnkÞgf"tgrqtv"dwv."
qdxkqwun{."ku"pqv"uwrrqugf"vq"dg"eqppgevgf"ykvj"c"jkijgt"Þpcpekcn"tkum0"Kv"ku"nkmgn{"
vjcv"ocp{"qh"vjg"tgeqtfgf"swcnkÞecvkqpu"ctg"kttgngxcpv"htqo"vjg"uvcpfrqkpv"qh"Þ-

nancial diagnosis; this might have biased the estimation of the odds-ratio for this 

variable.

Kv"ku"korqtvcpv"vq"gorjcuk¦g"vjcv"gzvgtpcn"wugtu"ujqwnf"pqv"rc{"cvvgpvkqp"vq"jqy"ug-
tkqwu"vjg"swcnkÞecvkqpu"uggo"vq"dg."dwv"vq"vjg"igpgtcn"cvvkvwfg"qh"vjg"eqorcp{"cu"tg-
àgevgf"d{"cnn"vjg"cxckncdng"cwfkv"tgrqtvu<"ceeqtfkpi"vq"qwt"oqfgn."vjg"ceewowncvkqp"
qh"swcnkÞecvkqpu."gxgp"kh"vjg{"uggo"vq"dg"kttgngxcpv."ku"kpfkecvkxg"qh"vjg"gzkuvgpeg"
qh"wpfgtn{kpi"Þpcpekcn"kodcncpegu"vjcv"oc{"ngcf"vjg"Þto"vq"dcpmtwrve{0"Vjku"fqgu"
pqv"ogcp"vjcv"etkvkecn"swcnkÞecvkqpu"cpf"iqkpi/eqpegtp"wpegtvckpvkgu"ctg"kttgngxcpv."
but that they can be caused by transitory circumstances –such as an uncertainty– 

vjcv"vjg"eqorcp{"oc{"qxgteqog"uwdugswgpvn{0"Qp"vjg"eqpvtct{."tgewttgpv"swcnkÞ-

cations are indicative of a chronic, unsolved distress.

Ceeqtfkpi"vq"qwt"qrkpkqp."kv"ku"tgcnn{"korqtvcpv"hqt"vjg"Þpcpekcn"rtcevkeg"vq"fgvgt-
okpg"vjg"vgejpkecn"etkvgtkc"hqt"vjg"kuuwg"qh"swcnkÞgf"qrkpkqpu"cpf"vjg"cuuguuogpv"
qp"jqy"korqtvcpv"vjg{"ctg0"Cwfkvkpi"Uvcpfctfu"jcxg"rwujgf"vjg"wpegtvckpvkgu"kpvq"
a simple emphasis paragraph and, in our opinion, this may be confusing to some 

gzvgpv0"Cv"ngcuv"kp"Urckp."gzvgtpcn"wugtu"wuwcnn{"kpvgtrtgv"c"engcp"tgrqtv"cu"c"ukip"qh"
pqtocnkv{"cpf"ygnn/fqkpi" kp" vjg"eqorcp{."dgecwug" vjg"swcnkÞecvkqpu"cpf"wpegt-
vckpvkgu"ctg"tgncvgf"vq"wpfgtn{kpi"Þpcpekcn"kodcncpegu"cpf"tkumu"*Jqryqqf"et al., 

3;:;+0"Vjg"nquu"qh"kphqtocvkqp"ecp"dg"gurgekcnn{"kpvgpug"hqt"vjqug"kpxguvqtu"wukpi"
ygd"u{pfkecvkqp"ugtxkegu."qt"CK/dcugf"ugocpvke"vqqnu="kp"vjgug"ecugu"vjg"wpegtvckp-

ties could be underestimated or even go unnoticed if the information of the Annual 

Tgrqtv"ku"pqv"eqortgjgpukxg"gpqwij."qt"fqgu"pqv"jkijnkijv"vjg"mg{"rtqegfwtgu."qt"
underestimates the adverse scenarios. 

We haven’t found any evidence for the so-called ugnh/hwnÞnnkpi"rtqrjge{"–the as-

uworvkqp"vjcv"vjg"hcknwtg"ku"ecwugf"d{"vjg"cwfkvqtÔu"qrkpkqpÏ0"Dgecwug"qh"vjg"Þpcp-
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cial logic, this hypothesis (in fact a post hoc, ergo propter hoc"kphgtgpeg+"ngcfu"vq"
cp"wpvgpcdng"uqrjkuo0"Kv" ku"rquukdng" vjcv"cp" kortwfgpv"qt" knn/eqpukfgtgf"qrkpkqp"
oc{"ciitcxcvg"vjg"Þpcpekcn"kodcncpeg."jqygxgt"yg"ecppqv"hqtigv"vjcv"vjg"hcknwtg"
jcu"dggp"ecwugf"d{"tgcn"Þpcpekcn"f{uhwpevkqpu"rtgegfkpi"vjg"cwfkv"tgrqtv"cpf"vjg-
tghqtg."pqv"ecwugf"d{"vjg"ncvvgt0"Vjg"cwfkvqt"hwnÞnu"jku"qt"jgt"fwv{"vq"vjg"eqorcp{"
and to society when he or she reveals the uncertainties that may plausibly affect the 

business continuity; the general omission of these references could cause a moral 

risk incompatible with the trust governing the trade activity.

Conclusions

Qwt"uvwf{"rtqxkfgu"c"hqtgecuv"oqfgn"fgukipgf"vq"kphgt"vjg"ncvgpv"Þpcpekcn"kodc-
ncpegu"kp"uocnn"cpf"ogfkwo"gpvgtrtkugu"vjcv"ctg"pqv"vtcfgf"qp"c"ugeqpfct{"octmgv="
independent variables are quantitative and qualitative measures directly derived 

from the external audit process, and audit reports themselves. The analysis of audit 

tgrqtvu"eqpÞtou"vjcv"Þpcpekcnn{" kodcncpegf"Þtou"vgpf"vq"ejcpig"cwfkvqtu"oqtg"
htgswgpvn{"vjcp"qvjgtu"*Uejyctv¦"cpf"Ogpqp."3;:7="Uejyctv¦"cpf"Uqq."3;;7="Twk¦"
cpf"I„og¦."4223+="cwfkvqtu"ctg"jktgf"hqt"ujqtvgt"rgtkqfu"qh"vkog."cpf"vjku"dgjc-
viour can be interpreted as an attempt to lessen the levels of thoroughness and 

kpfgrgpfgpeg0"Jqygxgt."gorktkecn"gxkfgpeg"uwiiguvu"vjcv"vjgug"cvvgorvu"ctg"htwkv-
nguu<"fkuvtguugf"Þtou"tgegkxg"oqtg"swcnkÞgf"qrkpkqp"tgrqtvu."cpf"vjgkt"cwfkvqtu"tg-
xgcn"oqtg"iqkpi/eqpegtp"wpegtvckpvkgu0"Kv"ku"pqvkegcdng"vjcv"vjg"cxgtcig"rtqrqtvkqp"
qh"swcnkÞgf"tgrqtvu"tgfwegu"kp"nkpg"ykvj"vjg"fwtcvkqp"qh"vjg"eqpvtcevu<"vjku"Þpfkpi"
is in line with previous results discussed in literature, but it can also be interpreted 

as a sign of collusion between auditors and their clients.

Given these results, it is not surprising that distressed companies have a tendency 

vq"fkutgictf"vjg"fgcfnkpgu"hqt"tgikuvtcvkqp"qh"vjg"EECC"cpf"vjg"cwfkv"tgrqtv."cpf"
even to breach the mandatory external audit. This attitude must be interpreted as an 

gzvtgog"cvvgorv"vq"rtgxgpv"Þpcpekcn"kodcncpeg"cpf1qt"fkuetgvkqpcn"ceetwcnu"dgkpi"
disclosed, and therefore corroborates auditor’s independence.

Vjg"nqikv"oqfgn"cejkgxgu"c"jkv"tcvg"qh"qxgt":2'"wukpi"c"uocnn"pwodgt"qh"gzvgtpcn"
objective indicators; therefore, it strictly complies with the principle of simpli-

city or parsimony0"Vjg"oquv" xcnwcdng" gzvgtpcn" ukipu" qh" Þpcpekcn" fkuvtguu" ctg" k+"
pqp/eqornkcpeg"ykvj"fgcfnkpgu"vq"Þng"vjg"cppwcn"Þpcpekcn"uvcvgogpvu="kk+"tgrgcvgf"
ejcpigu"kp"cwfkvqtu"*ujqtv/vgto"eqpvtcevu."cpf"jkij"tqvcvkqp"tcvg+="cpf"kkk+"ceewow-

ncvkqp"qh"swcnkÞgf"qrkpkqp"tgrqtvu"qxgt"vkog0"
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Yg"dgnkgxg"vjcv"kortqxkpi"vjg"eqfkÞecvkqp"qh"vjg"swcnkÞecvkqpu"ecp"gpjcpeg"vjg"
ceewtce{"qh"vjg"oqfgn="cu"yg"jcxg"fkuewuugf."oquv"qh"vjg"swcnkÞecvkqpu"tgikuvgtgf"
d{"Urcpkuj"cwfkvqtu"ctg"pqv"fktgevn{"eqppgevgf"ykvj"Þpcpekcn"fkuvtguu0"C"rtqokukpi"
crrtqcej"ku"vq"fgxgnqr"c"ugocpvke"encuukÞecvkqp"twng."yjkej"ku"cdng"vq"fkcipqug"cpf"
ncdgn"gcej"swcnkÞecvkqp."ceeqtfkpi"vq"kvu"ghhgev"qp"Þpcpekcn"uvcdknkv{"*Dwvngt"et al, 

4226+0"Oqfgn"owuv"cnuq"dg"gpjcpegf" vq"uwrrqtv" vjg"guvkocvkqp"qh" kpvgtvgorqtcn"
qffu<"c"urgekÞecvkqp"qh"vjg"vkog"uvtwevwtg"qh"Þpcpekcn"fkuvtguu"tkum"okijv"dg"wughwn"
to assess the severity of the imbalances, and to estimate the remaining time before 

they become irreversible.
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