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Abstract. The main purpose of this article is to determine the impact that Big 4 companies have had
after the adoption of IFRS became mandatory and if the level of the fees related to the audit services
registered a significant increase. Thus, after a thorough research of the specialized studies, we analyzed
the impact of financial reporting according to the International Financial Reporting Standards,
determining how the audit fees were influenced and which was the impact of the largest companies
targeted in this study. In order to determine the number of companies audited by Big 4, we analyzed all
the companies listed on Bucharest Stock Exchange, during the period 2010-2018, which trade premium
shares. It is obvious that the financial reporting according to the International Financial Reporting
Standards increases the number of companies audited by Big 4, although there has audit fees with higher
values. In the following, we will analyze the changes that have occurred in the audit market of Romania.
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Introduction

As Ball (2006) stated, accounting is the direct result of modeling economic and political factors,
which led intrinsically to the harmonization of accounting standards. The private organization, the
International Accounting Standards Board (IASB), was established in 1973 in London. It issued
set of standards that are used to prepare financial statements: IASs (International Accounting
Standards) were issued by the IASB until the end of 2001 and IFRSs (International Financial
Reporting Standards). Currently, when we use the term IFRS, we refer to the set of rules (IAS /
IFRS). The adoption of IFRS, at European Union level, has increased the credibility of the IASB
body worldwide (Brown, 2013). The number of countries adopting IFRS has increased by 175 and
is constantly increasing.

Moreover, globalization is the proper word that characterizes the 21st century, which leads
intrinsically to a global set of standards, given that the number of multinationals has increased
lately. As for the direct impact that Big 4 companies have on the global convergence of accounting
and auditing standards, those in charge of Big 4 have always expressed their desire for a single
global set of high quality standards. Financial reporting according to IFRS has led to a transition
involving: a re-qualification of the auditors, a total restructuring at the level of software /
technological platforms, specialized training for those who use the financial statements and not
least, the existence of the regulatory systems aligned for the IFRS ( Tomasz Janowski).

Literature review

On a global level, the adoption of International Financial Reporting Standards (IFRS) has led to an
increase in empirical research to improve the quality of financial reports, by systematically
increasing value (Chalmers et al.,, 2012). Several empirical reviews have summarized the
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specialized literature referring to financial reporting under IFRS, but its effects on the audit market
have not been deepened in our country. Finally, we identify several studies that specifically focus
on auditor choice and compliance with IFRS (e.g., Hodgdon et al., 2009; Ebrahim, 2014) and other
empirical work that generally examines the determinants of IFRS compliance, which is a testing
variable (eg, Glaum et al., 2013). In addition to the other studies, regarding the adoption of IFRS
on the quality of financial reports, another stream of research focuses on audit fees and how they
have influenced Big 4 audit market firms.

On the level of the European Union, Pope and McLeavy (2011) analyzed the mandatory
adoption of IFRS, in the light of the INTACCT project (European Revolution of IFRS: Conformity,
consequences and political lessons). It was concluded that the effects of the adoption of IFRS will
never be uniform, due to the different incentives of the developers but also of the application
method.

On the level of our country, Romania, this aspect has been marked since 2012, when the
adoption of International Financial Reporting Standards became mandatory, which implies a
continuous economic and financial transformation. The term already known as "Big 4" was first
used at the beginning of the 19th century, to designate the largest companies. The origin of these
terms “Big 4”and “audit” were first encountered in the Anglo-Saxon countries. The connection
between them is given by the international analysis of audit services. As Zeff states, in 2003, these
firms (Deloitte Touche Tohmatsu, Ernst & Young, KPMG and PricewaterhouseCoopers) are
considered the engine of profitability and internationalization of audit and accounting services
worldwide. Since 1970, customer expectations have increased with the competitiveness which
exists on the audit market. This is the real reason why the auditors were forced not only to deliver
accounting figures, but also new possibilities for meeting the inherent risk. These companies have,
over time, changed their primary ethical objectives into commercial objectives. This shows that the
audit services and consulting services were initially found separately, based on the following
relation: the success of the audited firm proves the success of the consulting firm. The traditional
role of large companies, as Tokar states, in 2005, is to provide guidance in the application of
standards and to develop the same interpretation of the issues raised by IFRS. The first obstacle to
a unanimous interpretation is given by a number of factors that differ from country to country. The
Big 4 dictionary is: ‘one interpretation, one name".

The number of countries adopting IFRS is increasing because this financial reporting
implies a number of advantages, namely: it increases the level of investments at international level
and the ability of foreign investors to make economic decisions, significantly reduces managerial
discretion (In Continental Europe, the accounting system allowed the manipulation of results
accounting, efficiency of reflecting financial gains / losses (Ball, 2014), the ability of investors to
make informed decisions, eliminating any confusion regarding the measurement of the entities
performance, reducing the costs regarding the preparation / processing of accounting information,
more efficient allocation of financial resources, increases the comparability of the financial
statements, the benefits resulting from the adoption of IFRS are higher than the costs of
implementing this paradigm, the commitment of managers increases because the degree of
evaluation increases, the use of certain recognition / measurement criteria that it effects the
economic reality, information materialized in accounting notes and the free access to the specific
competences of accounting standardization (Brown, 2013).

In order to be able to write about the audit fees, we must start from the expenses underlying
the transactions of an entity. Agency Theory (Agency Theory) highlights the immanent chain of
contracts between associates / shareholders and agents (managers who are required to control all
the resources within an entity) (Jensen and Meckling, 1976; Adams, 1994). This theory postulates
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the general idea that the shareholders / shareholders do not have access to all the information when
the managers have to make certain decisions. The informational asymmetry that emerges from this
theory can be a moral hazard, when managers act only for the purpose of maximizing their own
wealth and not for the purpose of the company they work for (Mohammad A., 2011).

There is the possibility of a decrease in the establishment of monitoring processes from the
point of view of the managers, which affect the working conditions of the audit companies
(Hudson, 2014). In this context, the Theory of the Agency postulates that the managers tend to
favor the interests of the shareholders to the detriment of the creditors, which may include
restrictions in the contracts carried out (Watson et al., 2002), which lead to the distorted increase
of the agency's costs. This is the moment where the auditors defend the interests of the shareholders
/ creditors impartially, verifying the internal controls, the risk and the financial reporting of the
management.

For the first time, this aspect was observed by Jensen and Meckling as follows: "the
existence and size of agency costs depend on the nature of the costs monitored by the agent
(manager)". The audit companies having the obligation to control the financial statements and the
management behavior attest to the decrease of the expenses related to the audit services. In 2011,
in a specialized journal, Leventis stated that: "audit costs are the most measurable and direct costs
of the agency and reducing audit costs reveals reducing agency costs.” It is quite obvious the
conclusion that the audit firms make bigger checks when there are problems, which increases the
number of hours worked, leading to an increased level of expenses. Another advantage of large
firms compared to small firms is that they have a rather sophisticated accounting system, thus
having an advantage given by internal audit, which immanently reduces the total level of expenses
related to audit services. For example, in France, adopting IFRS for the first time increased the
quality of financial statements (Cormier et al., 2009). In another study, profit management
increased after adopting IFRS in France (Jeanjean and Stolowy, 2008). Therefore, there are some
studies that prove that these expenses related to audit services increase with the adoption of IFRS
(Vieru & Schadewitz, 2010).

The relationship between financial reporting according to IFRS and audit fees

The main objective of the financial reports is to provide information for the internal and external
users of the financial statements. The audit report represents an assurance for potential capital
providers / investors, lending decisions but also the systematic allocation of resources to increase
the overall efficiency of the capital market. Thus, the desire for convergence is supported by many
arguments in the context of a common financial language. In the future, when the scope of IFRS
will expand in Romania, many investors would benefit from common information systems and
similar results.

The specialized literature makes the appearance of the request for audit services on the basis
of four basic theories:

1. Policeman Theory

2. The Lending Credibility Theory

3. The Theory of Inspired Confidence

4. Theory of Agency (Hayes et al., 2005).

The necessity for comparability and evaluating the performance of financial statements has
increased gradually, in recent years, for some public interest entities and the reporting framework
that provides comparable information is represented by the International Financial Reporting
Standards.In order to report stature, listed companies are obliged to use IFRS, while most
Romanian companies use RAS. For foreign investors, companies are obliged to use both standards,

10.2478/icas-2019-0040, pp 463-472, ISSN 2668-6309 | Proceedings of the 13t International Conference on Applied Statistics 2019|No 1, 2019



466

and can report to the principal company.

There is a number of differences in form (presentation of financial statements) but also in
substance (the content of financial statements that materialize in a different result). Therefore, until
the Romanian standards become similar to the international standards, we will have totally different
results, regarding: the deferred tax (term met in the financial statements according to IFRS, but
which does not exist in the financial statements according to the RAS), the evaluation of the real
estate investments. (notion that is accounted to the fair value according to IFRS respectively, it is
registered for revaluation reserves according to RAS), goodwill (item not depreciated under IFRS,
respectively depreciation according to RAS), difference between functional currency (IFRS) and
presentation currency (RAS) and the two standards, IFRS 15 and IFRS 16 have brought
considerable changes, changes that are not found in the Romanian accounting. IFRS 15 - Revenue
recognition has brought considerable changes, especially in telecommunications, real estate
investments and software development. According to International Standards, revenue recognition
goes from the transfer of risks / benefits to the transfer of control. IFRS 16 - Leasing standard
recognizes the right of use as an element of the respective leasing asset, as a debt, with no
operational / financial leasing distinction. Regarding the standard IFRS 9 Financial Instruments, it
brings significant changes to the level of financial results.

Audit services play a critical role in applying the new reporting standards, especially on
implementation costs (Loukil, 2016). Since the financial reporting according to the International
Financial Reporting Standards became mandatory, the audit costs have undergone considerable
changes. These fees have increased because the new reporting model requires a greater effort,
which automatically leads to an increase. The audit is the control mechanism of the company and
its main purpose is to reduce agency costs. It has always been seen as: "a politically neutral
technique of auditing accounts™ (Flint, 1988 cited in Klarskov Jeppesen, 1998: 518)

The relationship between audit expenses and financial reporting according to International
Financial Reporting Standards is based on the adoption of IFRS which involves an additional effort
from the audit firms that must verify additional information: footnotes, asset / debt assessment but
also managerial forecasts (DeGeorge et al., 2013)and the adoption of IFRS increases professional
judgment (KPMG, 2007; Diehl, 2010) because these principles are based on fair value, which can
significantly increase the errors encountered and the risk encountered can lead to a significant
distortion (DeGeorge et al., 2013). Regarding the relationship between the audit expenses that
record abnormal values and the discretionary power during the post IFRS period, Jung in 2016,
attested that there exists a positive correlation. Moreover, the expenses related to the audit services
are based on the following independent variables: total assets, total number of employees, stocks,
liquidities, leverage, loss / profit of the company, rate of return on assets, increase of sales, audit
firm, audit opinion and changing the audit firm (Boone et al., 2010; Choi et al., 2010; Reichelt and
Wang, 2010; Lopez and Peters, 2012; Asthana and Boone, 2012).

The exaggerated dimension of audit spending is based on the following theories:

- The theory of economic ties - this theory emphasizes that the independence of the audit can only
be determined if there is an economic commitment, which can influence the quality of the audit. In
this case, the client has to pay higher audit expenses, instead having a managerial discretion in their
financial statements or annual reports (Choi et all, 2010).

- The theory of audit effort - this theory shows that an exaggerated increase in these expenses does
not automatically lead to an increase in the quality of the audit services. (Eshleman si Guo, 2014).

On the other hand, the Theory of the Agency attests that the existing monitoring
mechanisms align the interests of the two involved parties (managers and shareholders), in order
to eliminate the inherent conflict of interests but also to eliminate an opportunistic manager's
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behavior (Alzoubi, 2016). This monitoring is given by the audit companies that solve the existing
divergences at the management and shareholder level, manage the behavior of the opportunistic
managers and even reduce the existing information asymmetry. The information asymmetry must
be reduced by the audit firms, which must detect all the differences between the annual financial
statements and the current data. The work of the auditor, which materializes in the audit opinion,
must be a guarantee for foreign investors. The relationship between financial audit and the quality
of audit services has changed with the adoption of IFRS. Therefore, the fair value that results from
convergence with IFRS increases discretionary power in making one's own decisions (Hamberg et
al., 2011).

These audit expenses are based on audit effort and risk, factors that are influenced by audit
firms (Choi et al., 2008). As an example, in South Korea, audit costs may be affected in some cases
by KAP discounts when the audit firm observes a rather low audit risk value. At the same time, the
fierce competition of KAP and the rates related to the audit services, can lead to compensations
regarding the audit expenses, taking into account the effort but also the increased risk of audit
leading to the increase of the quality of the audit services (Park, 2012). Current research shows that
there is a correlation between audit costs and the size of the audited firm (Simunic, 1980, Walace,
1984, Fleischer and Goettsche, 2012, Fung et al., 2012). Other specialized studies show that these
expenses are inversely proportional to the size of the audited firm (Simunic, 1980, Wallace, 1984).

Methodology
The present analysis is based on official data published by Bucharest Stock Exchage, Eurostat,
Transparency International and official site of Big 4 (Delloitte, E&Y, KPMG & PWC). The
database is for the entire period 2010- 2018, which also contains the trasition year, registered for
24 companies from Romania, audited by Big 4/ Non Big 4 firms. The next variables used in our
analysis are:
-Turnover (CA) divide the number of employees who leave each year by the average number of
employees on the payroll and then multiply by 100.
-Profit / loss (CPP) determine the net income (subtract the total expenses from the revenue), and
divide the net income by the revenue. Then, multiply the result by 100 to arrive at a percentage.
- The average number of employees (NA) represents the number of employees employed with
individual employment contracts, paid by the company for a normal average working time, during
the reference period.It is determined that the simple arithmetic mean calculated by dividing the
sum of the daily number of employees from the reference period, including weekly rest days, legal
holidays and other non-working days, to the total number of calendar days.

Without trying or generalizing, someone can accept the idea that, in most statistical
processing, someone can keep and take over for a hypothesis verification of the researchers.
The comparison of the average values accompanied by the Romanian market takes into account
the correct distribution. It is important to know if they can be dispersed about can be considered
equal or not. This is decided using the test F, based on theoretical distribution F (Fisher - Snedecor)
(D. Jula, 2017).
Test hypotheses are close to unilateral bilateral and top tips.
Bilateral test: H,: 02= 02; H,: 02+ o
One-sided tests: Hy: 02=c?; H,:0%< o sau H,: o? > o2

2
When the null hypothesis is true, then the statistics F*= z—; are distributed F with v;= n,-1
2

and v,= n,-1, - the degree of freedom, when it can be used in tables values for F(v,; v,)for
determining critical probabilities.
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2010 2011 2012 2013 2014 2015 2016 2017 2018
gl(;t' Company Auditor Auditor Auditor Auditor Auditor Auditor Auditor Auditor Auditor
BRD-Groupe
1 Societe Generale [Deloitte Deloitte Deloitte Deloitte [Deloitte [Deloitte [EY EY EY
S.A.
Baker
Tilly
S-N. Bak Bak Klit
2 Nuclearelectrica [KPMG [KPMG KPMG KPMG [ooner [paxer JUOU iy sars Mazars
Tilly Tilly and
S.A.
Partner
s SRL
3 SSX\I'G'N' ROMGAZ Deloitte Deloitte Deloitte Deloitte [Deloitte Deloitte Deloitte
SC
4 ICONPET SA Ei)srfjllllt KPMG KPMG KPMG [KPMG [KPMG [BDO BDO BDO
SRL
Fondul . . . . . . . .
5 . Deloitte Deloitte [Deloitte Deloitte BDO Deloitte Deloitte Deloitte Deloitte
Proprietatea
6 SIF Muntenia S.A. KPMG [KPMG [KPMG KPMG [KPMG [KPMG [KPMG [KPMG [KPMG
S.N.T.G.N. . . . .
7 TRANSGAZ S.A. PWC PWC PWC PWC PWC Deloitte Deloitte Deloitte Deloitte
C.N.T.E.E.
8 TRANSELECTRIC [KPMG [KPMG [KPMG KPMG [Deloitte [Deloitte Deloitte Deloitte Deloitte
A
Societatea
9 Energetica KPMG |KPMG |KPMG [KPMG [KPMG [KPMG [KPMG [KPMG [KPMG
Electrica S.A.
SIF SC
10 TRANSILVANIA Nicolis PWC Deloitte Deloitte Deloitte
S.A SRL
Ban BT
11 |oanea KPMG Securiti KPMG [KPMG [KPMG PWC [PWC  PWC
Transilvania S.A s SA
12 (OMV Petrom Deloitte [EY EY EY EY EY EY EY EY
13 Med Life Deloitte [Deloitte Deloitte Deloitte Deloitte [Deloitte
14 SS‘;F Banat Crisana KPMG KPMG KPMG [KPMG [KPMG [PWC PWC  PWC
JPA JPA JPA JPA JPA IPA JPA JPA IPA
Audit & Audit & Audit& Audit& Audit& Audit& Audit & Audit & Audit &
15 SIF Oltenia SA Consult [Consult [Consult (Consult (Consult (Consult [Consult Consult [Consult
anta anta anta anta anta anta anta anta anta
SRL SRL SRL SRL SRL SRL SRL SRL SRL
SPHERE
16 FRANCHISE EY EY EY
GROUP
17 |ALRO S.A Deloitte Deloitte Deloitte EY EY EY EY EY EY
SSIF BRK
18 [Financial Group Deloitte [Deloitte Deloitte
S.A
19 BIOFARM SA BDO BDO BDO BDO BDO KPMG BDO BDO BDO
20 ELECTROMAGNE Audit Audit Audit Audit Deloitte Deloitte Deloitte
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2010 2011 2012 2013 2014 2015 2016 2017 2018
ﬁl(;t Company Auditor Auditor Auditor Auditor Auditor Auditor Auditor Auditor Auditor
TICAS.A Expert [Expert [Expert [Expert
SRL SRL SRL SRL
21 |Antibiotice S.A BDO BDO BDO BDO BDO BDO BDO SOCECC SOCECC
22 [PATRIA BANK EY EY KPMG [KPMG [eloitte Deloitte Deloitte PWC PWC
Scot
IMPACT &Comp RSM RMS
23 DEVELOPER&CO pny Scot Scot KPMG |KPMG [eloitte Deloitte Deloitte Deloitte
INTRACTOR S.A Consult
ing
24 SIF Moldova S.A  |Deloitte [Deloitte [Deloitte Deloitte Deloitte [Deloitte [Deloitte [Deloitte [Deloitte

registered compared to the analyzed period 2010-2018.

Source: Own projection, usind Excel-Microsoft Office

In the transition year, the highest percentage of companies audited by Non Big 4 was

Table 2. Correlation matrix

Profit/Loss Turnover Number of employees
Profit/Loss 1
Turnover 0,618119871 1
Number of
employees -0,111998103 -0,082707121 1

fees.

Source: Own projection, usind SPSS

Thus, from the correlation matrix we can see that there is a direct link of average intensity,
0.618, between the turnover of each company and its profit and two other inverse links of low
intensity, -0.112 between the number of employees and the profit of the companies and
respectively, -0.082, the number of employees and the turnover of each company, all of which
show that the turnover of a company on the Big 4 market correlates with the high level of audit

Table 3. Model validity (ANOVA: Single Factor for the period 2010-2018)
Anova: Single Factor

SUMMARY
Groups Count  Sum Average Variance

EY 9 22 2,444444444 1,527777778
Deloitte 9 65 7,222222222 7,444444444

KPMG 9 44 4,888888889 7,111111111
PWC 9 14 1,555555556 1,027777778
ANOVA

Source of Variation SS df MS F P-value F crit
Between Groups 176,08 3 58,69444444 13,72077922 6,3535E-06 2,901119584
Within Groups 136,89 32 4277777778
Total 312,97 35

companies

Source: Own projection, usind Excel-Microsoft Office
The null hypothesis assumes that there are no significant differences between Big 4

Alternative hypothesis contradicts the null hypothesis
F calculated> F tabelated results that there are significant differences between the companies in
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Big 4 (the null hypothesis is rejected, the alternative hypothesis is accepted)

Table 4. Model validity (ANOVA: Single Factor for the year 2018)
Anova: Single Factor for the 2018

SUMMARY
Groups Count Sum Average Variance

Deloitte 3 1,11E+08 37098551 2,99077E+15
KPMG 3 56380062 18793354 8,27254E+14
Ernst&Young 3 1,56E+08 51938638 6,56529E+15
PRICEWATERHOUSECOOPERS 3 1,09E+08 36279359,67 3,48778E+15
ANOVA

Source of Variation SS df MS F P-value F crit
Between Groups 2E+15 3 5,51391E+14 0,159004203 0,9209222 4,066180551
Within Groups 3E+16 8 3,46777E+15
Total 3E+16 11

Source: Own projection, usind Excel-Microsoft Office

The same thing is demonstrated by analyzing the three indicators that show the success rate
of companies providing accounting services.

Conclusion

Thus, it could be confirmed that financial reporting according to International Financial Reporting
Standards has increased the number of companies audited by Big 4, even though these audit fees
have recorded high values. Moreover, the effect is positive for all companies of different sizes, but
the share of expenses is lower for larger companies.

This paper follows to establish the link between some important macroeconomic indicators

and audit fees index for the mentioned period, which tried to find out which variables affect this
index. A factor analysis was used in 22 countries from Europe. The strongest link for Europe is
between CA and Big 4 companies and the link is direct. The link is moderate, as Profit/Loss
increases, the number of Big 4 increases too and the level of audit fees increases also.
It can conclude that the growth of audit fees for Europe is explained by the the growth of the
companies audited by Big 4. Further research aims to extend the sample globally, but also to
include other variables. In addition, depending on the possibilities of accessing the specific data
series, the study can also be applied for another romanian regions.
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