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ABSTRACT

This study investigates whether companies engage in audit opinion shopping
activities by exerting influence over an audit firm’s decision to switch the en-
gagement partner (“partner-level opinion shopping”) in the Chinese setting,
where the identities of engagement partners are publicly disclosed. Adopting
the empirical framework developed by Lennox [2000], we show evidence that

companies successfully engage in partner-level opinion shopping. Further,
partner-level opinion shopping is more likely to be successful if a company
is economically important to an audit firm, and it is less likely to be success-
ful if the audit firm is formed as a partnership rather than a corporation.
We also find that companies successfully engaging in partner-level opinion
shopping exhibit significantly lower earnings quality. Finally, we directly com-
pare audit records between incoming and outgoing partners and find that,
for companies that successfully improve audit opinions after partner switch-
ing, iIncoming partners have a significantly higher propensity to issue clean
opinions than their outgoing counterparts.
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Do Managers Successfully Shop for Auditors
Who Allow them to Opportunistically Report Positive News?
Evidence from Accounting Estimates

Abstract

Prior auditor-shopping literature examines managers’ attempts to opportunistically underreport
negative news, by finding auditors who will allow them to avoid negative audit opinions or
underreport goodwill impairments or financial misstatements. We advance this literature by
examining management attempts to opportunistically report positive news, as captured by income-
increasing changes in accounting estimates. Adapting the framework in Lennox (2000) we find
that, ex-ante, managers are more (less) likely to dismiss their auditor if it increases (decreases) the
expected likelihood of reporting income-increasing changes in accounting estimates (POSCHGs).
We also find that, ex-post, following auditor dismissals, the frequency and magnitude of
POSCHGs increase and companies reporting POSCHGs are more likely to restate earnings,
receive SEC comment letters related to estimates, meet or beat earnings targets, and less likely to
receive going concern opinions or violate debt covenants. Placebo tests show that none of the
above results hold for income-decreasing changes in estimates. Finally, we identify several
institutional factors that constrain managers’ ability to shop for lenient auditors, including the
quality of the successor auditor and strong corporate governance. Collectively, our findings are
consistent with managers successfully shopping for auditors who allow them to opportunistically
report positive news following auditor dismissals.
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ABSTRACT

This study investigates whether companies engage in audit opinion shopping
activities by exerting influence over an audit firm’s decision to switch the en-
gagement partner (“partner-level opinion shopping”) in the Chinese setting,
where the identities of engagement partners are publicly disclosed. Adopting
the empirical framework developed by Lennox [2000], we show evidence that

companies successfully engage in partner-level opinion shopping. Further,
partner-level opinion shopping is more likely to be successful if a company
is economically important to an audit firm, and it is less likely to be success-
ful if the audit firm is formed as a partnership rather than a corporation.
We also find that companies successfully engaging in partner-level opinion
shopping exhibit significantly lower earnings quality. Finally, we directly com-
pare audit records between incoming and outgoing partners and find that,
for companies that successfully improve audit opinions after partner switch-
ing, iIncoming partners have a significantly higher propensity to issue clean
opinions than their outgoing counterparts.
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