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Chapter 4.  Data description 
 
 

4.1 Introduction 
 
The research question of this study is: what are drivers for the demand for audit 
in a non-mandatory environment? To empirically answer this question, this 
chapter deals with the description of the data used in this study (see figure 4.1). 
As data of private Dutch SME companies is used, this chapter also provides the 
context of auditing in the Netherlands. Therefore this chapter, consists of two 
parts. Section 4.2 starts with an overview of auditing in the Netherlands and 
section 4.3 describes the data selection and the descriptive data of the sample 
used in this study. 

 
Figure 4.1 Overview of the structure of the study 

 
 

4.2 Auditing in the Netherlands 
 
In chapter 1.1 it is postulated that auditing is a social control mechanism. And 
although the mechanisms (e.g. risk, uncertainty, trust and control) underlying the 
concept of auditing are universal, it is also important, due to the fact that country 
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specific data is used, to take into account country specific legal, social and 
cultural elements (the context) which potentially could have an influence on the 
drivers for the demand and supports interpreting the results of this empirical study 
compared to previous studies. Based on the sociological notion of ‘path 
dependence’ it is argued that developments in the past will have an impact on the 
current and future situation56. We therefore start this chapter with a brief 
historical overview of  auditing (and audit regulation) in the Netherlands. Special 
attention is given to the differences in development of auditing in the Netherlands 
compared to the Anglo-Saxon countries because of the dominant influence of 
their concept of auditing (both in research as in practice) since the 1980s. We will 
especially focus on the cultural differences between the Netherlands, the United 
Kingdom (as a representative of the Anglo-Saxon countries) and Finland. The 
rationale behind the comparison of the cultural differences with these countries is 
the attempt to explain the results of this study with the results of conducted 
studies in both the United Kingdom and Finland (chapter 6.5). 
 
 
4.2.1 Historical development of the audit profession 
 
Like in most Anglo-Saxon countries, the audit profession in the Netherlands arose 
in the aftermath of the first ‘broad’ fraudulent reporting scandals at the end of the 
19th century. They were seen as the ‘negative outcrops’ of the rapid 
industrialization process and the separation of ownership and management in, 
ever becoming larger, companies. In general, the ‘Pincoffs affair’ in 1871 is 
considered the marking point of the rise of the audit profession in the Netherlands 
(De Vries, 1985). According to Blokdijk, Drieënhuizen and Wallage (1995) the 
primary reason for the existence of the independent audit in the Netherlands, was 
the creation of a separation between management and ownership. The assumption 
that a potential conflict of interest may arise between the management of a 
company and its owners (the shareholders), forms the basis for the theory of the 
independent audit. It is thus concluded by the authors that the independent audit 
in the Netherlands originated from the need to examine the accounting of the 
amount of money entrusted to the management of a company, on behalf of those 
who had a direct financial interest in a company’s results. “As such, the origin of 
the audit profession can be seen as consistent with the ideas of agency theory” 
(Meuwissen and Wallage, 2008: 168). 

                                                      
56 ‘Path dependence’ can be described as the dependence of (economic) outcomes on the path of 
previous outcomes, rather than simply based on current conditions. History matters in ‘path 
dependence’, as history has an enduring influence. Choices made on basis of changing conditions and 
persist long after those conditions have changed. Thus, explanations of the outcome of processes 
requires also looking at history, rather than simply at current conditions.  
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However, Blokdijk et al. (1995) point out that in comparing the development of 
auditing in the Netherlands with the development in the Anglo-Saxon countries, 
there are some important differences. These differences have led to a historical 
development of some concepts in Dutch audit theory that differ from those in 
other countries and to some extent still have an impact on auditing in the 
Netherlands nowadays, namely: 

- the early focus on the development of a theory of auditing and auditing 
education; 

- cultural differences and legal system. 
 
4.2.1.1 The early focus on the development of a theory of auditing and 

audit education 
 
Already in the infant stage of the audit profession, auditors were involved in the 
development of a consistent audit theory. The first body of accountants was 
founded in 1895, the ‘Netherlands Institute of Accountants’ (Nederlandsch 
Instituut van Accountants, N.I.V.A). However, in absence of legislation, anyone 
could set up an association of auditors, which resulted that during the following 
years other bodies of accountants were founded besides the N.I.V.A (De Vries, 
1985). With the number of bodies growing, discussion about the quality of the 
audit arose. Under leadership of professor Th. Limperg, during the early 1920s a 
consistent theory of auditing was developed resulting in the ‘theory of inspired 
confidence’. This normative and dynamic theory has heavily influenced auditing 
and audit education in the Netherlands. “It connects the community’s need for 
reliable financial information to the technical possibilities of auditing to meet 
these needs; it also takes into account the evolution of the needs of the 
community and of auditing techniques over the course of time. According to this 
theory, changes in the needs of the community and changes in auditing 
techniques result in changes in the auditor’s function” (Blokdijk et al., 1995: 23). 
The theory of inspired confidence states that the auditor’s report derives its added 
value (confidence) form expert work, on which the audit opinion is formed, 
therefore the auditor should act in such a way that he does not disappoint the 
(rational) expectations of those who may use the audit report (general audit 
norm). “Limperg argued that there was no need for specific technical auditing 
standards; the general auditing norm, directly linked to users’ rational 
expectations, would suffice to perform any audit” (Blokdijk et al., 1995: 24). 
Although there was an extensive discussion about the application of the general 
auditing norm and these discussion evolved into comprehensive theories, the 
development in the USA of auditing standards was not followed in the 
Netherlands until the 1970s.  
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With regard to the auditing education in the Netherlands, “Dutch auditors felt that 
business economics should form the basis of accountancy education in the 
Netherlands. The auditor should grasp the underlying concepts of business 
economics in order to understand the role of financial statements in decision 
making processes and to be able to form an independent opinion on such 
statements” (Blokdijk et al., 1995: 30). Given the historical development to 
finance the growth of companies by  retained earnings and/or borrowing from 
banking institutions instead of raising new capital (the common situation in 
Anglo-Saxon countries), the Dutch focus of auditing was on  meeting the 
requirements of owners and others who were entitled to the profits of the 
company. The focus on ‘understatement of net profits’ (the attention for the profit 
and loss account) led to the development of a specifically Dutch discipline, 
‘Administrative and Accounting Organization’ (AAO)57, strongly based on the 
concepts of business economics. With this perspective Dutch auditors and 
management held a mutual interest in the ‘AAO system’ of the company. The 
findings and recommendations of the auditor to management regarding the 
improvement of the existing ‘AAO system’ generally are viewed as an added 
value of audit by management for own purposes. Until the late 1980s audit 
education has been heavily influenced by the general Limpergian norm of 
inspired confidence. However, due to internationalization and the creation of big 
audit firms, audit education in the Netherlands makes an increasing use of Anglo-
American audit literature. But AAO and internal controls together with a broad 
business economics approach are still corner stones in the education of auditors in 
the Netherlands nowadays. 
 
4.2.1.2  Cultural differences and legal system 
 
As Blokdijk et al. (1995) noticed, another explanation for the differences in the 
way auditing and the audit profession have developed between the Netherlands 
and the Anglo-Saxon countries, are existing cultural differences. These 
differences may also cause the existence and/or serve as an explanation of 
possible differences between the factors driving the demand for audit in the 
decision making process of managers between different countries. 

                                                      
57 “AAO deals with  the organization of the collection and processing of data by an entity, in order to 
make relevant and reliable information available on a timely basis for operational, managerial and 
financial accounting purposes. It has three basic concepts: 

- the economic substance of the business: ‘what is really happening in the company?’; 
- the circular flow of values within a company, which may appear as a ‘flow of goods and 

cash values’ through the entity; and, 
- -the classification model of business entities, which serves as an analytical tool for the 

design of an ‘AAO system’ in a given entity. 
Emphasized are the internal controls on the completeness of revenue recognition.” (Blokdijk et al., 
1995:14-15). 
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Hofstede (2001) found that cultural differences between countries exist and that 
these differences in ‘national culture’ can be ordered along five dimensions: 

- power distance; 
- uncertainty avoidance; 
- individualism versus collectivism; 
- masculinity versus femininity; 
- long-term versus short-term orientation. 

 
Table 4.1 presents an overview of Hofstede’s classification along these 
dimensions of the Netherlands compared to the  United Kingdom and Finland. In 
chapter 6.5 differences between the results of this study and similar studies in 
both countries are explained. 
 

Table 4.1 Classification of cultural differences 

 The 
Netherlands 

United 
Kingdom 

Finland 

Power distance Low Low Low 
Uncertainty avoidance Weak Weak Strong 
Individualism/collectivism Individualism Individualism Individualism 
Masculinity/femininity Feminine Masculine Feminine 
Long-term/short-term 
orientation 

Long-term58 Short-term Long-term 

Source: Hofstede (2001)    

 
What implications do these cultural differences have on the development of 
auditing and the audit profession in the different countries? Blokdijk et al. (1995) 
relate the development of a principle based approach to auditing and the large 
degree of uniformity within the Dutch audit profession, even in absence of 
standards and regulation to the following Dutch cultural factors: 

- the existing consensus and compromise culture; 
- the substance over form attitude; and  
- aversion to detailed laws and regulations to ensure compliance.   

 
According to Hofstede, accountants (and also auditors, HBD) and accounting 
systems “can also be considered uncertainty-reducing rituals, fulfilling a cultural 
need for certainty, simplicity and truth in a confusing world” (Hofstede, 2001: 
382) and as accounting is a field in which technical imperatives are weak, it is, 
according to Hofstede, logical for the rules of accounting and the way they are 

                                                      
58 With the long-term/short-term orientation Hofstede (2001:359) remarks: “Among western societies, 
the Netherlands scored relatively highest on LTO; the Dutch have been teased by other Europeans for 
their stinginess and have been called “the Chinese of Europe”.  
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used to vary along national cultural lines. Using the five dimensions Hofstede 
points towards a number of differences in the role of accounting systems and the 
people involved: 

- in large power distance countries, accounting systems serve to justify the 
decisions of the top power holders; 

- in strong uncertainty avoidance countries, accounting systems will 
contain more detailed rules and will be more theoretically based, 
whereas in low uncertainty avoidance countries more will be left to the 
professional judgement of the accountant; 

- in collectivist countries the accounting profession is likely to carry lower 
status than in individualistic countries; 

- in more masculine countries, accounting results are more likely to be 
presented in such a way that a responsible manager is pictured as a hero 
of a bum; 

- in more masculine countries, accounting systems stress the achievement 
of purely financial targets more; 

- in more masculine countries, accounting professionals tends to be less 
conservative and more optimistic in evaluating accounts; 

- in short-term oriented countries, accounting systems stress the 
importance of short-term results more. 

Acknowledgement of these differences supports our understanding why auditing 
(and auditors) in the Netherlands originally focused on the broad business 
environment of the company and ‘precautionary principle’ in preparing and 
auditing the annual accounts was prevalent for long. 
 
With regard to the differences in legal system, the Netherlands is to be considered 
part of the Rhineland governance model, which differ in various ways from the 
Anglo-Saxon governance model. The legal system in the Rhineland governance 
model is based on ‘civil code’ and in the Anglo-Saxon governance model on 
‘common law’. With regard to ownership structure and litigation risks the 
difference between civil code law and common law is prominent. Auditors in a 
civil code law governance model generally face lower risks than in the common 
law governance model. Blokdijk et al. (1995) noticed that compared to the United 
States there have only been a few cases against auditors. And of those, most are 
settled out of court. However, it can be questioned to which extent these 
differences in ownership structure and litigation risks between civil code  and 
common law also hold in the case of SME companies (Niemi et al., 2009).  
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4.2.2  Audit regulation 
 
The history of independent auditors in the Netherlands goes back to 1879 and the 
first accountancy body, N.I.V.A, was already founded in 1895. Nevertheless, it 
took a while before auditing was regulated by company law in the Netherlands. 
Although a revision of the Dutch company law in 1929 did mention the 
possibility of an external audit, it should be emphasized that this was optional 
(Buijink, 1992). However, as the revision tightened disclosure requirements for 
larger Dutch companies, this may have influenced the demand for accounting 
expertise of external auditors at that time. The development of larger companies 
voluntarily choosing to have their financial statements audited may also be 
attributed to a further internationalization and the need for larger Dutch 
companies to join common practice in the Anglo-Saxon countries (were auditing 
at that time already was mandatory). As such, the 1958 mandatory requirement of 
the Amsterdam Stock Exchange can be seen, as of that time an external 
independent audit of financial statements information in security issue 
prospectuses is required.  
 
First in 1970 companies in the Netherlands were obliged to have their financial 
statement audited. As a result of the major revision of Dutch company law, 
leading to the passing of the Law on the Financial Statements of Companies (Wet 
op de Jaarrekening van Ondernemingen) all public companies, large private 
companies and large co-operative societies had to disclose audited annual 
accounts (Maijoor, 1991). But it took until 1983, when a second major legislation 
change took place (the passing of Title 8, book 2 of the Dutch Civil Code) that 
besides aforementioned companies also middle-sized companies were required to 
audit their financial statements. Under Title 8 all public companies, private 
companies, and co-operative societies are obliged to disclose annual accounts. 
However, small and middle-sized firms are allowed to submit abridged annual 
accounts. All large and middle-sized firms subjected to Title 8 were required to 
audit their annual accounts. The legislation change also concerned the 
requirements for the auditing and content of annual accounts. The legislation 
change was effective in 1984 and with this change Dutch law was adapted to the 
Fourth EC Directive on Company Law. Within Title 8, there was a temporary 
provision for middle-sized private companies with respect to the mandated audit. 
Until 1990 only large private companies (size criterion based on “old’ legislation) 
were required to have their financial statements audited (Maijoor, 1991).  
 
Figure 4.2 shows that the number of auditors in public practice grew steadily until 
1970 and then rapidly expanded. This increase in the number of auditors from 
1970 till 1990 is mainly the result of the demand-side regulation (Maijoor, 1991; 
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Meuwissen and Wallage, 2008). However, the increase in the number of auditors 
during the 1990’s is mainly caused by the effects of the implementation of the 
Eighth EU Directive, whereby members of the Dutch Association of Certified 
Accountants are also allowed to conduct statutory audits. However, most of these 
certified accountants in public practice do not conduct statutory audits, but are 
mainly involved in rendering compilation and tax services to small companies. 

 

 
Figure 4.2: The Dutch market for audit services, 1879-2005  (source: Meuwissen and Wallage, 2008) 

 
In 2006, as a response to US and European accounting scandals, the Supervision 
of Auditors’ Organizations Act (Wet Toezicht Accountants) was implemented 
together with a independent oversight board for statutory auditors. “All other 
auditors and audit firms – i.e. those conducting non-statutory audits – are subject 
to inspections by the professional bodies” (Meuwissen and Wallage, 2008). As 
from 2006 audit firms which conduct mandatory statutory audits should obtain a 
license from the Netherlands Authority for Financial Markets (AFM), the 
oversight board. Only licensed audit firms and the by these firms AFM-licensed 
auditors are allowed to conduct mandatory statutory audits after being approved 
by the AFM, whereby a difference is made in licenses for the mandatory statutory 
audit of Public Interest Entities (Organisaties van Openbaar Belang) and other 
mandatory statutory audits. Due to this additional layer of control the number of 
audit firms and auditors with a licence  decreased significantly. Only 475 (of 
which 16 audit firms with a OOB-license and 459 with a general license) audit 
firms of the 1.939 audit firms in the Netherlands applied for a license from the 
AFM. Also the number of auditors which are registered to perform mandatory 
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statutory auditors decreased to 2.266 (of the number of 8.69l auditors working in 
public practice)59.  
 
From the history of audit regulation it can be concluded that the mandatory audit 
for middle sized companies in the Netherlands only exists for about three decades  
and that Dutch small companies in the Netherlands have never been faced with a 
mandatory audit regime. Unlike some other European countries, only a small 
percentage (2%) of the number of companies are mandatorily required to have 
their financial statement audited. The table listed below (table 4.2) shows the 
number of companies in the Netherlands under the mandatory audit regime 
compared to several other (European) countries. 
 
Table 4.2. shows that the number of companies falling under a mandatory 
statutory audit regime related to the total number of enterprises for the 
Netherlands is relatively low. Comparing the Gross Domestic Product (GDP) of 
these countries, it shows that the Netherlands has one of the highest GDP. On a 
global scale the Netherlands is the 16th largest economy of the world60. It appears 
that audit regulation in the Netherlands is less stringent compared to e.g. the 
Scandinavian countries. Furthermore, the majority of enterprises in the 
Netherlands can be classified as ‘small’ and therefore are exempted from the 
mandatory audit regime. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                      
59 Source: Accountant Adviseur, September 2009. The numbers presented are as of January 2009 and 
contains both  the number of Registered Auditors (Registeraccountants) and Certified Accountants 
(Accountants-Administratieconsulenten). 
60 International Monetary Fund, World Economic Outlook Database, April 2011: Nominal GDP list of 
countries. Data for the year 2010. 
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Table 4.2 Number of companies falling under a national mandatory audit regime 
and GDP 

 number of 
companies 
mandatory 

audit61 

number of 
enterprises62 

GDP (million 
€)63 

Belgium 18,300 424,600 339,000 
Denmark 75,000 212,100 223,000 
Finland 370,000 213,800 171,000 

France 200,000 2,569,100 1,907,000 
Ireland 140,000 92,700 160,000 
The Netherlands 9,000 540,300 572,000 
Norway 207,000 253,900 273,000 

Spain 29,000 2,712,400 1,054,000 
United Kingdom 179,000 1,670,600 1,563,000 
Sweden 280,000 560,800 293,000 
Switzerland 170,000 312,900 354,000 

 
 
4.2.3  Summary 
 
In interpreting the empirical results of this study, the context of the environment 
should be taken into account as to some extent factors driving the demand for 
voluntary audit for SME companies in the Netherlands probably are caused by  
sociological influences as ‘path dependence’ and  ‘national culture’. These 
influences, in turn may also impact the decision making process whether or not to 
opt for a non-mandatory audit. This section has described a number of historical 
and sociological developments which potentially influence (both positively as 
negatively) the demand for audit in the Netherlands, such as: 

• the broad knowledge of Dutch auditors of business economics; 
• the ‘shared focus’ with management on the quality of the ‘AAO-system’ 

of the company; 

                                                      
61 Source: De Accountant, June 2007. The numbers are an estimate of the numbers of companies 
falling under a mandatory audit regime as of July 1, 2006. Due to the estimate of these numbers no 
clear explanation can be given why the number of companies falling under a mandatory audit regime 
for Finland and Ireland exceeds the total number of enterprises. However numbers implicate that as a 
result of a more stringent audit regulation in both Ireland and Finland the majority of companies are 
mandatory required to have their financial statements audited. 
62 Source Eurostat 2009 presenting the 2007 figures (Ireland, 2006), whereby an enterprise is defined 
as: the enterprise is the smallest combination of legal units that is an organisational unit producing 
goods or services, which benefits from a certain degree of autonomy in decision-making, especially 
for the allocation of its current resources. An enterprise carries out one or more activities at one or 
more locations. An enterprise may be a sole legal unit. 
63 Source Eurostat: Keyfigures on Europe – 2011 edition, presenting 2009 figures 

80



 
 

• the relatively low number of private companies which are subject to a 
mandatory audit and the relatively short period of the existing mandatory 
regime for middle-sized companies in the Netherlands; 

• the traditional aversion of (detailed) laws and regulations to ensure 
compliance coupled with the recent installed additional layers of 
controls on auditing (and audit profession); 

• the existence of a large number of audit firms and auditors in public 
practice which are not conducting mandatory statutory audits but 
providing other services (e.g. compilation services). 

 
 

4.3 Data selection 
 
4.3.1 Introduction 
 
As we know from the preceding section, in the Netherlands all incorporated 
companies with limited liability, whether their shares are publicly traded or 
privately held, are required to disclose financial statements following the 
requirements stated in the Dutch Civic Code. But only large and medium sized 
companies are required  to have their annual financial statements audited by an 
independent certified public accountant. The classification in company law is 
made by size criteria as mentioned in article 2:396 section one and article 2:397 
section one of the Dutch Civil Code64.  
 
Due to a number of developments, Dutch government was faced with an 
increasing call of the Dutch business environment to lessen the administrative 
burden65. Already in 2003 the first governmental studies were undertaken to 
explore opportunities to lessen this burden. One of the suggested possibilities was 
raising the current size criteria by 25%. A study commissioned by the department 

                                                      
64 The full text of these articles (in Dutch) is as follows. Artikel 2:396 BW lid 1: “De leden 3 tot en 
met 8 gelden voor een rechtspersoon die op 2 opeenvolgende balansdata, zonder onderbreking nadien 
op 2 opeenvolgende balansdata, heeft voldaan aan 2 of 3 van de volgende vereisten: (a) de waarde van 
de activa volgens de balans met toelichting bedraagt, op de grondslag van verkrijgings- en 
vervaardigingsprijs, niet meer dan € 4.400.000; (b) de netto-omzet over het boekjaar bedraagt niet 
meer dan € 8.800.000; (c) het gemiddeld aantal werknemers over het boekjaar bedraagt minder dan 
50.”. Artikel 2:397 BW lid 1: “Behoudens art. 396 gelden de leden 3 tot en met 7 voor een 
rechtspersoon die op 2 opeenvolgende balansdata, zonder onderbreking nadien op 2 opeenvolgende 
balansdata, heeft voldaan aan 2 of 3 van de volgende vereisten: (a) de waarde van de activa volgens de 
balans met toelichting, bedraagt, op de grondslag van verkrijgings- en vervaardigingsprijs, niet meer 
dan € 17.500.000; (b) de netto-omzet over het boekjaar bedraagt niet meer dan € 35.000.000; (c) het 
gemiddeld aantal werknemers over het boekjaar bedraagt minder dan 250.” 
65 This was not only a Dutch phenomenon, but also occurs in other countries. The members of the 
European Union therefore agreed to simplify and reduce the administrative burden in the EU in the 
Lisboa-agreement. 
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of Justice showed that the number of companies, which due to this deregulation 
no longer classify as medium sized, would decrease with almost 1,000 companies 
(from 7,690 to 6,706)66. At that time the European Union was also in the process 
of revising the criteria for classification of companies as set out in the 4th 
Directive. This made the Dutch government decide to follow the revised criteria 
as proposed by the EU. In October 2006 the criteria for classification were 
revised as of January 1, 2006. Table 4.2 shows an overview of the revised and old 
criteria for classification as a ‘small’ company. 
 

Table 4.2 Revised criteria and criteria before October 2006 for classification 
‘small’ sized companies 

 Revised criteria Criteria before October 2006 

Total amount of assets (in €) ≤ 4,400,000 ≤ 3,650,000 

Total amount of revenue (in €) ≤ 8,800,000 ≤ 7,300,000 

Total number of employees < 50 < 50 

 
The revision of the law led to an increase of the size criteria. Thus, a group of 
companies that, due to the revision, did not fall within the “middle” sized 
company range anymore was faced with the decision whether they continue with 
the practice of having their financial statements audited voluntarily by external 
auditors. It is this deregulation which created the opportunity for an empirical 
study regarding the drivers for the demand for voluntary audit choice. 
 
 
4.3.2 Sample selection 
 
As all Dutch companies resorting under company law are mandatorily required to 
file their annual accounts at the Chamber of Commerce, the total population of 
companies could be extracted from the files of the Chamber of Commerce. The 
population consists of companies that, according to the Chamber of Commerce, 
fell in the specified range for at least two out of three size criteria. The companies 
of interest fall in the range between the old size criteria and the new size criteria 
of article 2:396 section one of the Dutch Civil Code. A request was made to the 
Chamber of Commerce to produce a list of companies which based on the size 
criteria classified as medium sized in 2005 and, according to the revised criteria, 
classified as small in 2006. This process resulted in a number of 759 companies 

                                                      
66 Source: letters of the minister of Justice to Parliament – March 1, 2006 and April 15, 2004  (brief 
29515, nr. 130 van de minister van justitie aan de tweede kamer der Staten-Generaal, d.d. 1 maart 
2006 en brief 29515, nr. 8 van de minister van justitie aan de tweede kamer der Staten-Generaal, d.d. 
15 april 2004). 
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(the total population)67. Based on article 2:396 section one of the Dutch Civil 
Code companies are only allowed to apply the exemptions for small companies if 
they fulfil to the size criteria for two concessive years. This implicates that of the 
population only companies who fulfil the size criteria for small companies for 
two concessive years are allowed to apply the other sections of article  2:396 of 
the Dutch Civil Code, including the exemption for a mandatory audit68. However, 
due to the deregulation, a provisional clause exists whereby companies were 
allowed to apply the other sections of article 2:396 of the Dutch Civil Code 
already in 2006 if, according to the new size criteria the company would have 
been classified as small in 2005 (it showed that 52% of the respondents meet this 
provisional clause in 2006)69.  
 
 
4.3.3 Data collection 
 
4.3.3.1 Methodology 
 
To gather the necessary data to answer the research question of this study, besides 
publicly available data, the survey as research method will be used. With the use 
of survey studies a number of common difficulties are identified such as low 
target populations, the difficulty of achieving adequate levels of response and 
non-response bias. Nonetheless, survey research can be used to obtain multi-
faceted data regarding the behaviour and perceptions of the respondent (Henn et 

                                                      
67 This number is lower than the originally estimated number by the Minister of Justice, although for 
that estimation also the figures of the Chamber of Commerce has been used. A possible explanation 
for the difference is that the estimation of the Minister of Justice is based on 2002-figures. 
68 The existence of this ‘step-on’/’step-off’ period in Dutch Civil Code may have consequences for the 
population of this study. As a result of this ‘step-on’/’step-off’ period it could occur that over time not 
all companies of the population are allowed to apply for the exemptions for small companies under 
Dutch Civil Code.  Companies which are facing the exemptions for small companies, due to their size, 
in 2006 but finally do not meet these criteria for two concessive years (in this case the adapted 2005 
figures or the 2007 figures) may not apply for the small-company-exemptions. Althouh the focus of 
this study is on the (renewed) audit decision in a non-mandatory setting it was recognized, in the 
construction of the questionnaire, that the possibility exists that not all companies of the population 
finally could apply for this exemption.  
69 Besides the 52% of the respondent companies which already in 2006 meet the legal requirements of 
a small company according to article 2:396 section 1 of the Dutch Civil Code, 37 % classified as small 
company in subsequent years. It showed, that of the respondents, although facing the possibility of a 
non-mandatory audit decision in 2006, finally 11% (17 of the 154) could not apply for the small 
company exemptions. Chapter 6.2.2 discusses the need of a minimum number of cases related to the 
number of independent variables incorporated in the regression model to produce statistical reliable 
outcomes. Given the research question of this study (chapter 1.3), an aim of this study is to include as 
many as possible expected drivers for the demand for audit in the regression model (see chapter 6.3). 
Therefore it is decided to include in the final sample also the responses of companies which finally 
could not apply for the small company exemptions. An additional performed non-parametric Mann-
Whitney (see Appendix VI) showed that no significant differences exists between characteristics of 
the companies which ultimately did and companies which did not classify as small company. 
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al, 2006). As this study is focused on enrichment of our understanding of the 
factors driving the demand for audit in the decision making process of 
management, both publicly available data and private data is needed. The 
publicly available data (e.g. total assets, number of employees, leverage and audit 
report) are collected using databases of Chamber of Commerce, REACH and 
Company.info. To collect the private data, consisting of factual private data (e.g. 
management-ownership share and existence of outside directors) and 
psychological (perceptions) data (e.g. perceptions regarding audit improves 
credibility of financial statements), it was decided to use a survey method. To 
mitigate the mentioned difficulties, as they are in essence ‘technical’ in nature, 
proposed solutions in designing (e.g. covering letter, specific targeting to 
respondents, follow-up procedures, easy to understood and quick to answer 
questions) and pilot testing of the survey (Smith, 2003; Henn et al., 2006) are 
executed to overcome these difficulties  
 
Survey research can be divided into three main types of data collection methods: 
the face-to-face interview, postal questionnaires (including e-mail and internet) 
and telephone interviews. For this study, the postal questionnaire has been chosen 
as survey method, mainly due to the size of the population. The main advantage 
of using postal or electronic questionnaires is that they can be used for large-scale 
survey and this method of data collection ensures a degree of privacy for the 
respondent and produces less distortion than face-to-face and telephone 
interviews (Henn et al., 2006). In addition, the costs are relatively low compared 
to interviews. It was decided to use a traditional postal questionnaire 
accompanied with a cover letter as, based on anecdotic evidence, it is expected 
that the response rate of management (the targeted respondents) would be higher 
than using an electronic survey. 
 
In designing the questionnaire (see appendix I) and the construction of the 
detailed questions for gathering data for the identified variables driving the 
demand for audit the following steps were executed. First, several interviews 
were conducted to explore the issues and test whether the questions are clear and 
to test the sequence of the questions70. Subsequently in November 2009 a pilot 
survey71 was sent out to the management of a number of companies outside the 
population to test the designed questionnaire. The lay-out of the questionnaire 

                                                      
70 As “one of the most serious criticism of survey research is that the questions asked are often 
complex” (Smith, 2003: 121). To mitigate the risk of to complex questions and to test if reasonably 
can be expected that the asked questions can be answered without having to search or look up for 
details (which would increase the risk of a low response rate) pilot testing of the questionnaire was 
conducted. 
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was constructed in a way that all questions, including intentionally created blank 
space to give respondents the opportunity to add some qualitative remarks72, fit 
within a four page survey which were double side folded on a one A3-paper. 
 
4.3.3.2  Collection of the survey data and response rate 
 
The postal questionnaire was accompanied by a cover letter explaining the 
purpose of the survey that also highlighted the importance for (SME) companies 
to gather insights in the demand for voluntary audit decision. The cover letter, the 
questionnaire and a prepaid envelope were addressed to the management of the 
companies of the population73. The questionnaire was sent on January 18, 2010. 
From the original total population of 759 companies a total of 36 companies were 
removed due to parent-subsidiary-relation, resulting in a total of 723 sent 
questionnaires. As the data used in this study combines public available data with 
private data and the perception of management regarding the audit decision, each 
questionnaire was given an unique reference code so that the returned 
questionnaires could be connected to the individual company and public data and 
also the non-respondents could be identified. A reminder was sent on March 2, 
2010. In order to maximise the response rate, the reminder consisted of a new 
cover letter together with a copy of the original cover letter and the questionnaire. 
Also the effective number of companies surveyed was reduced to 695 due to the 
elimination of 28 companies that were subsequently found to be out of scope and 
were excluded for the reasons shown in table 4.3. 
 

Table 4.3 Breakdown of companies excluded from survey 
 

Reason No. of companies 
Not trading/(in) liquidation/ bankrupt 6 
Owner overseas/unavailable 5 
Questionnaire returned ‘moved to another address’ 17 

Total 28 

 
A total of 154 filled-in questionnaires were returned, resulting in a response rate 
to the questionnaire survey of 22% (22.2%). This is higher than the 17% achieved 

                                                                                                                         
71 The pilot survey was conducted under 189 middle sized companies. As these companies still felt 
under the mandatory audit regime it was asked if they would forgo with a voluntary audit if the 
existing mandatory audit regime would no longer exist. 
72 It showed that 16 of the 154  respondents have taken the opportunity to add some qualitative 
responses. Of the respondents who have added qualitative responses 75% opt not to continue with the 
audit. 
73 It should be noticed that, although the questionnaires have been addressed to management of the 
companies, the possibility exists that the questionnaire not have been filled-in by management but by 
other employees of the company on behalf of management. 
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by the postal survey of Collis et al. (2004) and the realized response rate of 12% 
of the electronic survey of Niemi et al. (2009), but lower than the 32% achieved 
by the postal survey of Senkow et al. (2001).  
 
As non-response is a concern in almost all survey research, a check was carried 
out to test for evidence of non-response bias. In previous research it is suggested 
that non-respondents behave like late respondents. Therefore an additional test 
was conducted to see whether the characteristics of late-respondents (received at 
least 6 days after sending the reminder) significantly deviated form early 
respondents. A non-parametric Mann-Whitney test on a number of key 
characteristics was conducted. The results (see appendix II) showed that the null 
hypothesis (there is no difference between the two groups of respondents) for all 
these characteristics, was confirmed and no indication of non-response bias 
existed in this study. Another concern (although occurring in most forms of 
research) is the existence of missing data.  This study has also to deal with the 
existence of missing values and has initially treated missing values based on a list 
wise deletion. A more in detail explanation the way this study has dealt with 
missing values is provided in chapter 6.3.2 and appendix IV. 
 
Furthermore, the research focuses on a population of companies which due to 
deregulation no longer meets the 2006 size criteria for medium sized companies. 
The companies were selected from the data of the Chamber of Commerce. 
However the population may be biased to some extent for two reasons. First, 
although all companies are mandatorily required to file their financial statements 
at the Chamber of Commerce, not all companies fulfil this requirement and 
therefore companies which fulfil the requirements for selection could be 
missing74. Second, although with a number of questions the views of management 
were asked at the time of decision making, due to the existing ‘time-gap’, the 
perceptions held at time of responding on the questionnaire may be ‘coloured’ by 
later events.  
 
 
 
 
 

                                                      
74 As described in chapter 4.3.1, all incorporated companies with limited liability in the Netherlands 
are required to disclose their annual financial statements at the Chamber of Commerce. Supervision of 
this obligation is executed by the Tax Authorities and companies which do not fulfil their filing 
obligation risk a penalty. Research has revealed that about 13% of the companies in the Netherlands 
do not file their financial statements yearly at the Chamber of Commerce. Due to the large absolute 
and relative number of small companies in the Netherlands, it is tentative to expect that the majority of 
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4.3.4 Description of the variables in this study 
 
The objective of this study is to test empirically the possible variables that could 
explain the demand for audit and to enlarge our understanding of the drivers for 
the demand for audit in a non-mandatory environment. Chapter 3.3 provided an 
overview of general hypotheses (table 3.1) already tested in previous ‘demand for 
audit’ studies. Of the total of nineteen identified general hypotheses, eighteen will 
be included in this study. The general hypothesis related to ‘the cost of an audit’ 
(no. 14 of table 3.1) was not included. Also it was decided not to include the 
hypothesis related to ‘earnings management’ (the second part of hypothesis no. 
13 of table 3.1). The reason is the expected impossibility to gather the necessary 
data from publicly available information due to existing disclosure exemptions75. 
Besides these eighteen hypotheses an additional three hypotheses are included in 
this study of which one hypothesis will use a ‘direct’ variable measuring the 
influence of the need of shareholders for audited financial statements in the 
decision making process. The other two hypotheses are related to the 
shareholders-company relationship and stakeholder-company relationship. 
Whereby the number of shareholders is included as an additional proxy variable 
to measure the potential external (‘classical’) agency relationship between the 
owner and the manager. The number of relevant stakeholders as identified by 
management is added as a new variable to measure the stakeholder-company 
relationship, following the critics brought forward against agency theory (e.g. 
stakeholder theory) and also the acknowledgement of Dutch historical and 
cultural factors. 
 
The following variables will be included in the analysis, showing the label used in 
this study, the description, the source of the data (public data or data obtained 
through questionnaire), the expected sign and the reference to the corresponding 
hypothesis tested in chapter five:  
 
 
 

    
                                                                                                                         
the companies which do not fulfil their filing duties are ‘small companies’ and the potential impact on 
the population of this study is negligible. 
75 The test for earnings management commonly uses the abnormal working capitals accruals method, 
or a similar model. For these methods is data needed which, due to disclosure exemptions for SME 
companies, are not publicly available. With regard to the audit fee SME companies are also exempted 
to disclose the audit fee. Initially, in the pilot survey, a question was introduced regarding the audit 
fee. However, based on the responses and the decision that the survey should be easily to answer 
prevails, it was decided not to incorporate an audit fee question in the final questionnaire. 
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Table 4.4 Description of variables in this study 
 

Label Description Source of 
data 

Expected 
 sign 

Hypothesis 
tested 

DVA Whether the company opts for a 
non-mandatory audit of its 
financial statements 

Dependent variable 

     

 EXTERNAL AGENCY 
VARIABLES 

   

SHRH# The number of shareholders of 
the company 

Questionnaire Positive H1a 

SHRHAC If all shareholders have direct 
access to internal financial 
information of the company. This 
is treated as a categorical variable 
coded as “1” if the company has 
shareholders with no access to  
internal financial information and 
“0” otherwise 

Questionnaire Positive H1b 

STAKE# The number of relevant 
stakeholders identified by 
management of the company next 
to shareholders.  

Questionnaire Positive H1c 

MOWN50 The percentage of shares held by 
the company’s management. This 
is treated as a categorical variable 
coded as “1” if management 
owned 50% or more of the shares 
and “0” otherwise 

Questionnaire Negative H1d 

SHRHND Perception of management that 
the decision is related to the need 
of existing shareholders of the 
company for audited financial 
statements  (1 = disagree, 5 = 
agree). 

Questionnaire Positive H1e 

CREDIBLY Perception of management that 
the audit improves the credibility 
of the financial information to 
external users (1 = disagree, 5 = 
agree). 

Questionnaire Positive H2a 

LVRG The proportion of debt as 
measured by debt-to-asset ratio 

Public Positive H2b 

LRQM The existence of a lender 
requirement for an audit at the 
time of change in legislation. This 
is treated as a categorical variable 
coded “1” if a lender requirement 
exists at the time and “0” 
otherwise 

Questionnaire Positive H2c 
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LENDPLUS Perception of management that 
audit has a positive effect on 
lending conditions (1 = disagree, 
5 = agree). 

Questionnaire Positive H2d 

COMPCRED Perception of management that 
audit improves the company’s 
credit rating (1 = disagree, 5 = 
agree). 

Questionnaire Positive H2e 

ASSETS Size of company as measured by 
the natural log of balance sheet 
total in € 

 Positive H3 

CATOMZ Size of the company as measured 
by turnover. This is treated as a 
categorical variable coded “1” if 
the turnover does not fit in the 
small category and “0” otherwise 

Questionnaire Positive H3 

CATEMPLS Number of employees represents 
both size of the company and 
hierarchical levels within 
company and therefore serves as 
a proxy for complexity. This is 
treated as a categorical variable 
coded “1” if the number of 
employees does not fit in the 
small category and “0” otherwise 

 Positive H3 + H4 

     

 INTERNAL AGENCY 
VARIABLES 

   

OUTDIR The existence of outside 
directors. This is treated as a 
categorical variable coded as “1” 
if the company has outside 
directors and “0” otherwise. 

Questionnaire Positive H5 

CHECK Perception of management that 
audit provides a check on 
accounting records and systems 
(1 = disagree, 5 = agree). 

Questionnaire Positive H6a 

FINAFD Whether the company has a 
financial department. This is 
treated as a categorical variable 
coded as “1” if the company has a  
financial department and “0” 
otherwise 

Questionnaire Negative H6b 

EDUFIN Whether the company has a 
qualified head of financial 
department. This is treated as a 
categorical variable coded as “1” 
if the company has a qualified 
head of the financial department 
and “0” if the company has a 

Questionnaire Negative H6c 

89



 
 

qualified head of financial 
department  

QUALITY Perception of management that 
audit improves the quality of the 
financial information (1 = 
disagree, 5 = agree). 

Questionnaire Positive H7 

     

 OTHER VARIABLES    

AUDTERM The number of years the current 
auditor has been engaged with the 
company.  

Questionnaire Positive H8a 

AUDSERV The number of other services, 
such as MAS and taxation 
services, provided by the audit 
firm besides the audit.  

Questionnaire Positive H8b 

AUDREP Whether an unqualified audit 
report has been issued in previous 
year(s). This is treated as a 
categorical variable coded as  “1” 
if an unqualified audit report has 
been issued and “0” otherwise. 

Public Negative H8c 

HEALTH Whether the company makes 
profit or not. This is treated as a 
categorical variable coded “1” 
when the company makes profit 
the previous year and “0” 
otherwise 

Public Positive H9 

STRAT Perception of management that 
the expected future growth of the 
company has been part of the 
decision making process (1 = 
disagree, 5 = agree). 

Questionnaire Positive H10 

 
 
4.3.5 Descriptive data 
 
Table 4.5 provides the descriptive statistics of this study. The variables presented 
are described in the number of cases (N), the mean, the median and the standard 
deviation from the mean. The descriptive statistics of the independent 
dichotomous variables are not presented in this table, as the calculation of the 
mean, median and the standard deviation from the mean is not meaningful. 
However, in the individual hypotheses testing of chapter five the mean and 
standard deviation of the dichotomous independent variables are presented. 
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Table 4.5 Descriptive statistics 
 

     
  Total Sample DVA = ‘Yes’ DVA = ‘No’ 

     
SHRH# N 154 95 59 

 Mean (Median) 3.05 (2.00) 3.61 (2.00) 2.15 (1.00) 
 Std.Dev. 6.127 7.478 2.658 

STAKE# N 154 95 59 
 Mean (Median) 2.94 (3.00) 3.01 (3.00) 2.81 (3.00) 
 Std.Dev. 1.089 1.162 0.955 

SHRHND N 141 88 53 
 Mean (Median) 3.08 (3.00) 3.70 (4.00) 2.04 (1.00) 
 Std.Dev. 1.536 1.288 1.344 

CREDIBLY N 154 95 59 
 Mean (Median) 3.77 (4.00) 4.05 (4.00) 3.31 (3.00) 
 Std.Dev. 1.053 0.880 1.149 

LVRG N 154 95 59 
 Mean (Median) 0.70 (0.56) 0.81 (0.56) 0.53 (0.55) 
 Std.Dev. 1.443 1.816 0.319 

LENDPLUS N 154 95 59 
 Mean (Median) 3.29 (3.00) 3.42 (3.00) 3.07 (3.00) 
 Std.Dev. 1.282 1.234 1.337 

COMPCRED N 152 94 58 
 Mean (Median) 2.88 (3.00) 3.03 (3.00) 2.64 (3.00) 
 Std.Dev. 1.239 1.248 1.195 

ASSETS N 154 95 59 
 Mean (Median) 15.71 (15.51) 15.67 (15.46) 15.76 (15.62) 
 Std.Dev. 0.978 1.081 0.791 

CHECK N 154 95 59 
 Mean (Median) 3.36 (4.00) 3.72 (4.00) 2.80 (3.00) 
 Std.Dev. 1.119 0.986 1.095 

QUALITY N 153 94 59 
 Mean (Median) 2.93 (3.00) 3.29 (3.00) 2.37 (2.00) 
 Std.Dev. 1.134 0.957 1.173 

AUDTERM N 136 86 50 
 Mean (Median) 9.71 (7.50) 11.31 (10.00) 6.96 (4.00) 
 Std.Dev. 9.105 9.298 8.136 

AUDSERV N 154 95 59 
 Mean (Median) 2.47 (2.00) 2.39 (2.00) 2.60 (2.00) 
 Std.Dev. 1.661 1.586 1.782 

STRAT N 126 74 52 
 Mean (Median) 2.13 (2.00) 2.34 (2.00) 1.83 (1.50) 
 Std.Dev. 1.088 1.126 0.964 
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The results of the descriptive data showed that 62% of the companies choose for a 
non- mandatory audit. Compared to the study of Senkow et al. (2001), the only 
other study using data of companies which are facing a non-mandatory audit 
decision, this percentage is 12% lower. However, it should be noticed that the 
study of Senkow et al. consists of private large Canadian companies, whereas this 
study consists of private SME Dutch companies. Compared to the study of Collis 
et al. (2004) the percentage of companies choosing an audit is almost identical 
(62% vs. 63%).  
 
In general the respondents agree that the auditing has a positive effect on the 
credibility of the financial information (CREDIBLY) and provides a check on 
accounting records and systems (CHECK). This is also the case for the responses 
of management with regard to their perception that the decision is related to the 
need of existing shareholders for audited financial statements The mean of these 
variables for the sample as a whole is above three (out of five) and the relative 
low standard deviations imply that with regard to these variables considerable 
consensus exist between the population as a whole. The differences in the mean 
for these variables between the respondents which opt for a non-mandatory audit 
and those who did not suggest that these could be a driver for the demand for 
audit. Also the differences in a number of other variables (e.g. SHRH#, LVRG, 
QUALITY, AUDTERM) suggest that these may be statistically significant. To 
which extent this indeed will be the case, will be presented in the next chapter. 
Chapter five deals with the hypotheses testing of the identified individual 
relationships with the demand for auditing. 
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