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Abstract: This paper analyzes if the Financial Fair Play (FFP) regulations set by UEFA have
influenced the auditing fees charged to the football clubs. In addition, it explores the determinants
of audit fees. We use a two-sample t test with equal variances to determine whether differences are
present. After this, we carry out a panel data regression with clubs fix effect to estimate the
determinants of audit fees in football clubs. Our findings reveal an increase of audit fees after the
implementation of FFP regulations. On top of that, audit fees are explained by the presence of
foreign investors if the audit firm is one of the Big4 and if the auditor is a woman. The regulation
change has an impact on the audit fees charged by auditors for their services. However, this
increase can be compensated across future years given the improving financial situation of clubs;
therefore, the auditors’ risk diminishes and subsequent audit fees may be reduced. UEFA should
monitor audit fees as well as the quality of the audit reports, which have become crucial to
obtaining the license to participate in UEFA competitions.
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1. Introduction

Increasing debts and persistent deficits have characterized the financial situation of most of the
European football clubs (Ascari and Gagnepain, 2006; Barajas 2004; Barajas and Rodriguez, 2010;
Bosca et al., 2008; Deloitte, 2014; Gammelsaeter, 2010; Garcia and Rodriguez, 2003; Gay, 2009a & b;
Robinson and Simmons, 2014; Storm and Nielsen, 2012). Serious financial problems due to the
unbalance between revenues and expenses and the subsequent increase of debt have affected
European football. This is why some clubs are or have been on the edge of bankruptcy. Numerous
clubs have been under administration. Kuper & Szymanski (2009) pointed out that 40 professional
English football clubs were involved in processes of insolvency between 1992 and 2008. Beech,
Horsman & Magraw (2010) indicate that over half of the clubs in the Premier League and the English
Football League Championship in season 2008-09, had been insolvent over the last years. In Spain at
the end of 2011, 22 clubs were or had been under administration (Barajas & Rodriguez, 2014) .

The Union of European Football Associations (UEFA), concerned about the financial health of
the clubs, approved the Financial Fair Play (FFP) Regulations in 2010, updated in 2012 and 2015.
Since 2011, all clubs taking part in competitions organized by UEFA must fulfill the requirements of
the FFP. These regulations aim to ensure the long-term financial viability and the sustainability of
the clubs. They should be managed in break even, avoid reporting negative equity changes, set
overdue payables and finally prove their going concern ability (Morrow, 2014; UEFA, 2010).

The FFP Regulation stipulates that the financial statements of clubs must be audited by an
independent external auditor . UEFA assesses the content of the auditing report and can deny the
license if (i) the report has a disclaimer of opinion or an adverse opinion, (ii) the auditor’s report
either has an emphasis of matter or a qualified ‘except for” opinion in respect of going concern, (iii)
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46  the auditor’s report has, concerning a matter other than going concern, either an emphasis of matter
47  oraqualified ‘except for’ opinion but they are significant in expressing the true and fair image of the
48  equity and financial results of the club.

49 Failure of the clubs to meet the criteria established by the FFP Regulation may lead to sanctions
50  and the denial of the license for participation in UEFA competitions. This could lead to serious losses
91  to the sanctioned club, since competitions such as the Champions League or the Europa League
52 provide significant revenues to clubs, which could jeopardize their financial viability
53  (Dimitropoulos, 2016).

o4 Therefore, the role of auditors will become even more relevant. In many countries, when the
95 football clubs presented their audited accounts, the opinion of the auditors had no repercussions on
56  sporting. However, as previously explained, the implementation of the FFP has converted the
57  opinion of the auditor into a crucial factor. Thus, auditors will increasingly become responsible for
58  expressing their opinion. Along with this, audit efforts will have to be greater given the current
59 financial problems of the clubs. The relevance of having an unqualified opinion can exert pressure
60  on the auditor. Ruiz-Barbadillo (2016) asserts that an unqualified opinion for the users may generate
61  an extra cost for the company and its managers. This fact implies pressure on the auditor to provide
62  apositive opinion, which is a threat to the independence of the auditor. This possible attitude, on top
63  of being a fraud, could actually damage the interest of the shareholder and affect stakeholders using
64 the financial information (De Angelo, 1982; Archambeault & DeZoort, 2001; Ruiz-Barbadillo &
65  Gomez-Aguilar, 2007).

66 On the other hand, the weak financial position of numerous football clubs - some of which have
67  serious on-going problems- will increase the risk of the auditors and affect their work. The studies of
68  Simunic (1980), Simunic & Stein (1996), Seetharaman, Gul, & Lynn (2002), Choi Kim, Liu, & Simunic
69  (2008) and Francis & Wang (2008) support the theory that auditors increase their effort in high risk
70 environments. If the perception of risk in the company is higher, the auditors increase the audit
71 procedures. This implies more evidence to be gathered, more time, more personnel and,
72 consequently, higher fees (Mautz & Sharaf, 1961; Davis, Ricchiute & Trompeter, 1993; Bell, Wayne &
73 Shackelford, 2001; Bell, Doogar & Solomon, 2008; Bedard, Donald, Curtis & Jenkins, 2008; Asthana,
74  Balsam & Kim, 2009; Redmayne, Bradbury & Cahan, 2010).

75 Griffin, Lont & Sun (2009), Vieru & Shadewitz (2010), Kim, Liu, & Zheng (2012), De George,
76 Ferguson & Spear (2013), De Fuentes & Sierra-Grau (2015a), Higgins, Lont, & Scott (2016), and Lin &
77  Yen (2016) have studied the impact of new rules or changes in regulation on audit fees in several
78 countries from an accountancy viewpoint. Menon & Williams (2001), Oxera Report (2006),
79  Raghunandan & Rama (2006), Griffin & Lont (2007), Ghosh & Pawlewicz (2009), Huang, Liu,
80  Raghunandan & Rama (2009), Salman & Carson (2009), Charles, Glover & Sharp (2010), De Fuentes
81 & Sierra-Grau (2015b) have analyzed the impact of changes in auditing standards on audit fees.
82  However, no paper analyzes the impact of FFP Regulation implementation on audit fees charged by
83  football club auditors. Dimitropoulos (2016) pointed out the need for future research on audit fees
84  paid by clubs before and after FFP implementation. This paper aims to fill this gap in the literature.
85  To this end, we have used the Spanish clubs in First Division during the period 2007 to 2016 as the
86  sample on which to test it. FFP regulation was inexistent from 2007 to 2010, the period from 2010 to
87 2013 was a transition period, and FFP regulation was totally implemented throughout 2014 to 2016.
88  Moreover, this paper also studies the factors that determine audit fees.

89 This paper makes two main contributions. First, it examines one of the economic consequences
90  of implementing FFP regulations and analyzes its effect on audit fees. Second, it analyzes the
91  behavior of audit fees within a particular context, the football industry.

92 The methodology employed is in line with previous studies. After a t-test to determine the
93  presence of significant changes in audit fees, we use an OLS to test the hypothesis that the change in
94 regulation and other variables affects the audit fees. The model includes features related to both the
95  auditor and the clubs.

96 As aforementioned, this paper analyzes the clubs in the Spanish First Division. These clubs can
97  qualify for the UEFA competitions (Champions League and Europa League) and they would need
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98  the UEFA license to do so. The period under study began in 2007-2008 and spanned until 2015-2016.
99  The study divides this period into 3 periods: Pre-FFP, the time before the regulations were set (from
100 June 2007 to 2010); trans-FFP, a transitory period (from June 2010 to 2013); and FFP, when the
101  regulations fully apply (from June 2013 to 2016). Similar divisions have been employed by
102  Dimitropoulos (2016) and Dimitropoulos, Leventis & Dedoulis (2016). Financial data have been
103  deflated. So, we have work with real (not nominal) prices.
104 The results show that the new FFP rules have increased audit fees in real terms. Moreover, audit
105 fees are explained by the presence of foreign investors if the audit firm is one of the Big4 and if the
106  auditor is a woman.
107 The remainder of this paper is organized as follows. Section 2 provides an overview of the
108  relevant literature and introduce the hypotheses. In Section 3, we describe the model and the data,
109  while section 4 presents the results. Section 5 summarizes the main findings and discusses some

110  implications.
111

112 2. Literature review and hypotheses development

113 The literature evidences that the implementation and changes in rules of both accountancy and
114  auditing have driven to increased audit fees. Changes in account rules affect the audit fees because
115  auditors will need to invest to acquire the needed knowledge on the new rules. This will increase
116  their cost. Moreover, the inherent risk of the financial statements will increase, and subsequently so
117  will the audit risk. According to De Fuentes & Sierra-Grau (2015a), IFRSs implied a significant
118  change for most European countries. Their results show that, between 2004 and 2006, audit fees
119  increased for the group accounts of listed companies given the incremental costs associated with the
120  mandatory adoption of IFRS. On the other hand, they also reflect an increase for parent audit fees in
121 2008 with the new domestic accounting rules.

122 Griffin et al. (2009) found that the audit fees increased significantly in the year prior to IFRS
123  adoption, the year of adoption, and in subsequent years in New Zealand. Higgins et al. (2016)
124 confirm the results of Griffin et al. (2009) indicating higher audit fees post-IFRS, but they extend the
125  prior analysis by considering a longer sample period (2002-2012).

126 Vieru & Shadewitz (2010) indicate that IFRS adjustments, as a measure of the disparity between
127  Finnish Accounting Standards (FAS) and IFRS, positively and significantly affect total audit fees
128  paid to statutory auditors. Complementarily, Kim et al. (2012) conclude that mandatory IFRS
129  adoption leads to an increase in audit fees, which suggests that the increase in audit task complexity
130  is the driving force behind the IFRS-related audit fee increase. In the same line, De George et al.
131  (2013) provide evidence of a directly observable and significant cost of IFRS adoption. Their results
132  imply an overall increase of approximately 9 percent in the average level of audit fees in the year of
133  IFRS adoption.

134 Lin & Yen (2016) found that auditors with IFRS experience charged significantly higher audit
135 premiums in the initial years of IFRS adoption. They also find that audit clients' with IFRS
136  experience paid significantly lower incremental fees. In the UK, the Oxera Report (2006) identifies
137  high audit fees between 2002 and 2004 due to changes in regulation and accounting rules.

138 Regarding auditing rules, Menon & Williams (2001) observed increased audit fees between
139 1980 and 1997. In particular, they noted a significant increase in 1988, when the Auditing Standards
140  Board issued the “expectation gap” standards. Most of the research focuses on the implementation
141 of the Sarbanes Oxley Act (SOX, 2002), which revealed high audit fees charged to customers during
142 the post-SOX period in relation to the pre-SOX period as consequence of the increased auditing
143 procedures, increased liability litigation and a more highly regulated audit environment.

144 Thus, for the United States, Raghunandan & Rama (2006) examine the association between
145  audit fees and internal control disclosures pursuant to Section 404 of the SOX Act, which require
146  management and the auditor to report on internal controls over financial reporting. They found that
147  audit fees for the firms, on average, were 86 percent higher for fiscal 2004 than the corresponding
148  fees for 2003.
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149 Huang et al. (2009) examine audit fees for clients changing auditors in 2001 and 2006. They find
150 that there is a significant initial-year audit fee discount in 2001 for clients of the Big 4 audit firms. The
151 new clients pay, on average, about 24 percent less than do the continuing clients. In contrast, a
152 significant premium for new Big 4 clients is present in 2006. Initial-year client premiums are, on
153  average, 16 percent higher than those of continuing clients.

154 Charles et al. (2010) found a positive statistically and economically significant relationship
155  between financial reporting risk and audit fees paid to Big 4 auditors. The relation between financial
156  reporting risk and audit fees strengthened significantly in 2002 and 2003. This is consistent with a
157  shift in the way auditors priced risk in likely response to the events surrounding the Sarbanes-Oxley
158  Act of 2002.

159 Regarding football, as mentioned in the introduction, FFP regulations implemented by UEFA
160  will create an influence of the auditors in this process. One way to see this is to consider audit fee
161  changes. Silva, Moreira, Firmino, Miranda & Silva (2016) point out the relevant role of independent
162  audits in the reduction of informational asymmetry in football industry. The perception is that a
163  special role can bring about changes in auditor service charges. Moreover, Dimitropoulos et al.
164  (2016) evidenced that club managers became more inclined towards aggressive Earning
165 Management after the FFP regulation was established. They additionally found that club managers
166  tended to move from big-4 company auditors to local auditors. Moreover, these authors consider
167  that regulatory monitoring related to accounting data will inevitably lead to the deterioration of
168  accounting quality. Nevertheless, financial statements must be audited by independent auditors and
169  the reports must be ‘clean’; new tensions are thus likely to appear and may be reflected in the audit
170  fees. For this reason, studying audit fees sheds light on a wider debate than just auditor earnings.
171  Audit fees point to a deeper effect of the changes brought about by FFP regulation.

172 Therefore, according to the previous evidence, audit fees are expected to increase with the
173  establishment of the FFP regulation given the greater auditing effort and risk with higher exposure
174 of their responsibility when the auditors send opinion. The weak financial situation of many football
175  clubs implies a greater audit effort due to the higher perception of auditor risk. This perception of
176  risk usually represents more working hours and therefore higher fees. The FFP regulation
177  emphasizes the going concern. If auditors perceive symptoms of going concern, they will modify the
178  audit processes to investigate the impact of risk factors in depth. Consequently, we propose the
179  following hypothesis:

180 H1: Auditors increase their audit fees after implementing Fair Play requlation when they compare them to
181  pre-implementation fees.
182

183 3. Methodology

184  3.1. Data

185 The study conducts the empirical analysis for the football teams of the Spanish First Division. It
186  wuses the information included in the annual accounts and their corresponding audit reports. We
187  have gathered this information from several sources: websites of football teams, Spanish
188  Professional Football League (La Liga), House of Companies and Amadeus database. Therefore, the
189  initial sample consists of data from 20 football teams with a nine-year follow-up for each of the
190  seasons between 2007/08 and 2015/16, that is, 180 records. We have only analyzed the first division
191  teams as they are the ones that have the chance to qualify for UEFA competitions (Champions
192  League and Europa League). Finally, the data for Osasuna (from 2009/10 to 2012/13), Xerez (2009/10)
193  and Levante (2007/08) are missing. Therefore, the database contains 174 records. None of the Spanish
194 football clubs listed on the stock exchange. As there is promotion and relegation, we have an
195  unbalanced panel.

196 As shown on Table 1 and Figure 1 the audit fees paid by Real Madrid and Barcelona (group 1 in
197  the graph) are much higher on average than those paid by the rest of the clubs (group 2 in the figure
198  1). This is why Real Madrid and Barcelona have been excluded from the sample.
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Table 1. Descriptive statistics for Real Madrid (RM) and Barcelona audit fees and those of the rest of
the clubs. (Data in Euros corrected by the inflation).

Obs. Mean Std. Dev. Min Max

Rest of the clubs 156  18,449.25  9,804.43 3,705.00 50,500.00
RM and Barcelona 18 144,333.30 23,069.59 104,000.00 170,000.00

2008 2009 2010
— — —
=T —_— =
0 1 0 1 0 1
2011 2012 2013
0 1 0 1 0 1
2014 2015 2016
E — - |
0 1 0 1 0 1

Graphs by year  Group 1: Real Madrid & Barcelona  Group 0: Rest of the clubs

Figure 1. Differences, on average, between the Real Madrid and Barcelona audit fees and those of the
rest of the clubs.

Before analyzing the factors that explain the audit fees, we conducted different t-test for the two
samples to detect significant differences among the three periods. The comparison is between each
of the periods and the rest. We do this on the sample without Real Madrid and Barcelona (Table 2).

Table 2. Two-sample t test with equal variances (pre-FFP)

Group Obs. Mean Std. Err. Std. Dev.  [95% Conf. Interval]
105 17499.07  931.671  9546.787 15651.54 19346.61
51 15329.05 1016.084  7256.292 13288.18 17369.91
combined 156 16789.64 712.4386  8898.355 15382.3 18196.98
diff 2170.025 1513.627 -820.1261 5160.177

diff = mean(0) - mean(1) t= 14337
Ho: diff =0 degrees of freedom = 154

d0i:10.20944/preprints201809.0395.v1
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Ha: diff <0 Ha: diff =0 Ha: diff >0
Pr(T <t)=0.9232 Pr(ITI > 1tl)=0.1537 Pr(T > t)=0.0768
212
213 The audit fees in the period before the FFP are slightly lower than the two other periods.

214  However, the transition period showed no significant difference in audit fees. Finally, the audit fees
215  in the period of full FFP implementation are significantly higher than those of the two previous
216  periods (Table 3).

217
218 Table 3. Two-sample t test with equal variances (FFP)
Group Obs Mean Std. Err. Std. Dev. [95% Conf. Interval]
102 15673.23 746.4224 7538.497  14192.53 17153.93
54 18898.43 1467.803  10786.1  15954.39 21842.47
combined | 156 16789.64 712.4386 8898.355 15382.3 18196.98
Diff -3225.198 1479.733 -6148.392  -302.0034
diff = mean(0) - mean(1) t= -2.1796
Ho: diff=0 degrees of freedom = 154
Ha: diff <0 Ha: diff =0 Ha: diff>0
Pr(T <t)=0.0154 Pr(ITI > Itl)=0.0308 Pr(T > t) = 0.9846
219

220  3.2. Regression model and variable definitions

221 The model proposed by Simunic (1980) is the starting point for literature on the study of fees. In
222 this seminal work, audit fees are considered a cost in the client’s accounting system, which clients
223  attempt to minimize.

224 The research conducted so far in different countries signals a set of independent variables
225  linked to the determination of audit fees for both the audited company and the auditor. The
226  variables related to the audited company are fundamentally size, complexity and risk.

227 Following Simunic (1980), the model used to explain audit fees and test the stated hypothesis
228  presents the following expression:

AUDITFEES;, = B, + 3,TRAN_FFP + B.FFP + f; NON_AUDITFEES;, + B,TA;_, + Bs FOWND,,
+ B REFORTLAG; + B;ROA;_, + BLEV:_ + BoLIQ;_, + B1oLO55;

1)
+ B,,6C0,_, + B.BIG4, + B, AUDITCHAN G, + B,,GENDER,, + B,;POINTS,._,
+ B ATTENDANCE;,_, + B,;UCL_EL._, + &;
229
230 Table 4 presents the variables included in the model. The dependent variable is the amount of

231  money paid for audit services. This variable as well as the rest of financial variables have been taken
232 in real terms adjusted by the inflation. In it, three dummy variables reflect the different periods
233 under scrutiny in this paper. They are related directly to FFP. The seasons before the FFP (PRE_FFP)
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234  are considered as base. The total assets variable has been included to control for size. We have
235  considered whether the owner of the club is a foreigner as a factor that may increase the audit fees.
236  We have also included other variables to analyze the impact of risk. These are ROA, leverage,
237  liquidity, whether the club had losses in the previous season, and whether the auditing report
238  presented going concern opinion. The features of the auditor are included to analyze the effect the
239  auditor being one of the Bigd and whether choosing to change the auditor and selecting an auditor of
240  another gender affects the fees and the perception of non-audit fees by the auditor. Our work
241  includes the report lag in the audit report to capture the potential existence of a more complex audit
242  work. Finally, we introduce the possible effect of sporting factors in the model through the points
243  obtained in the previous season, the average attendance to the stadium and whether the club
244 participated in the previous season UEFA competitions. The following subsections explains all of
245 these variables.

246

247 Table 4. Description of the variables included in the model and expected sign (financial variables in real terms)

248

Variables Definition Sign

Dependent variable

AUDITFEES Amount paid for auditing fees (in Euros)

Independent variables

PRE_FFP 1 seasons when FFP regulations were not applied (2007/08, (base)
2008/09 y 2009/10); 0 otherwise.

TRAN_FFP 1 seasons of transition to the full implementation of the FFP +
(2010/11, 2011/12 y 2012/13; 0 otherwise.

FFP 1 seasons when FFP regulations are fully implemented +
(2013/14, 2014/15 y 2015/16); 0 otherwise.

NON_AUDITFEES Expenses on non-audit services (in Euros) +/-

L.TA Total Assets in the previous fiscal year +

FOWND 1 if the main owner is foreign; 0 otherwise +

REPORTLAG Days between the close of the accounts and the auditing +
report.

L.ROA Return on Assets in previous fiscal year -

L.LEV Leverage in previous fiscal year +

L.LIQ Current Assets divided by Current Liabilities in previous -
year

L.LOSS 1 if the club had losses in previous season; 0 otherwise. +

L.GCO 1 of the report in previous year include going concern +
opinion; 0 otherwise.

BIG4 1 if auditor is one of the big 4 auditing companies; 0 +
otherwise.

AUDITCHANG 1 if the auditor has changed; 0 otherwise. -

GENDER 1 if the auditor who signs the report is a woman; 0 otherwise. +

L.POINTS Points obtained by the club in the previous season -1+

L.ATTENDANCE Average attendance to the stadium in the previous season -

L.UCL_EL 1 if the club participated in the previous season UEFA -

competitions; 0 otherwise.
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249
250  3.2.1. Regulation
251 As stated, Griffin et al. (2009), Vieru & Shadewitz (2010), De George et al. (2013), De Fuentes &

252  Sierra-Grau (2015a), Higgins et al. (2016) and Lin & Yen (2016) have analyzed the impact of changes
253  in accountancy rules, or the impact of new ones, on audit fees. Menon & Williams (2001), Ghosh &
254  Lustgarten (2006), Raghunandan & Rama (2006), Griffin & Lont (2007), Ghosh & Pawlewicz (2009),
255  Huang et al. (2009), Salman & Carson (2009), Charles et al. (2010) and De Fuentes & Sierra-Grau
256  (2015b) have studied the impact of changes in auditing rules. Most of these studies distinguish
257  between two or three periods: before the application of the regulation, during the first years of
258  implementation, and after the implementation. This paper analyzes the time before the FFP (seasons
259 2007-2008, 2008-2009 and 2009-2010), a transitory period (2010-2011, 2011-2012 and 2012-2013), and
260  the period when the FFP was fully implemented (2013-2014, 2014-2015 and 2015-2016). The first
261  period is the base. Audit fees are expected to be higher after the transitory or full implementation
262  than they were before the new rules. The complexity of the audit work will increase with a
263  subsequent increase in auditing effort. Moreover, the responsibility of auditors will be more highly

264  exposed when they report their opinion.
265

266  3.2.2. Non audit fees

267 Studies trying to conjunctly determine the fees for audit and non-audit services have observed
268  interdependency between both fees and they have identified the presence of efficiencies deriving
269  from the exchange of knowledge between both activities (Monterrey & Sanchez, 2007). Simunic
270  (1984) discovered a positive association between both fees. He concluded that firms hiring non-audit
271  services from the same auditor assume cost in the audit fees that are higher than those assumed by
272  firms that do not do so. Palmrose (1986) and Bell, Landsman & Shackelford (2001) point out that the
273  positive coefficients associated among audit and non-audit fees originate in scale economies that
274 reduce the number of required auditing hours. Nevertheless, other authors like Stein, Simunic &
275  O’Keefe (1994) and Whisenant et al. (2003) did not find a direct relationship between both variables.
276

277  3.2.3.Size of the firm (the club)

278 Hay, Knechel & Wong (2006) and Hay (2013) found that the size of the audited firm explains
279  audit fees. This paper uses the lagged total assets in real terms of the company to avoid endogeneity.
280  Casterella, Francis, Lewis & Walker (2004), and Basioudis, Papakonstantinou & Geiger (2008) also
281  use total assets to control for the size.

282

283  3.2.4. Foreign ownership

284 Wilson, Plumley & Ramchandani (2013) assert that foreign ownership may help clubs to
285  improve their accounts, make them sustainable and improve their finances. At the same time,
286  foreign investors have more difficulties in getting information than do the local ones (Beneish &
287  Yohn 2008; He, Rui, Zheg & Zhu, 2014). To compensate this, foreign investors will look for more
288  qualified auditors (Dimitropoulos, 2016). We therefore expect a positive relationship regarding audit
289  fees.

290

291  3.2.5. Delay in the report

292 The existence of problems can imply longer periods of time to finish audit reports (Knechel &
293  Payne 2001). Stanley (2011) found a positive relationship between audit fees and the time spent until
294  the final audit report. More complex audit work may take longer to perform and may imply a
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295  subsequent delay in the signing of the audit report. In such case, higher fees are expected. This is
296  why the model includes the variable REPORTLAG.
297

298  3.2.6.Risk

299 Extensive literature reveals that the audit fees are positively related to risk. See the papers by Xu
300 etal. (2013), Zhang & Huang (2013), Alexeyeva & Svanstrom (2015), and Groff et al. (2017). That is,
301  higher client risk may expose the auditor. Then the auditor will practice more tests and thereby
302  increase the time employed. Thus, fees would be higher. Several variables measure risk direct or
303  indirectly. ROA is included because a low return on assets may be symptomatic of mismanagement.
304  So, we would expect a negative relationship.

305 Leverage (LEV) and liquidity (LIQ) ratios, two of the proxies most commonly used to measure
306  indebtedness (Hay et al., 2006; Hay, 2013), reflect whether the club could have financial problems. A
307  positive relationship between leverage and audit fees is expected (Callaghan et al. 2009; Casterella et
308  al. 2004). On the contrary, a negative relationship is expected with the liquidity (Craswell et al., 1995;
309  Simunic, 1980).

310 Moreover, Casterella et al. (2004), Callaghan et al. (2009) find that firms with losses (LOSS)
311  represent higher risk. This would imply higher audit fees as well.
312

313  3.2.7. Additional risk

314 Football clubs have real financial difficulties in their operations (Ascari & Gagnepain, 2006;
315 Barajas & Rodriguez, 2010 and 2014; Beech et al. 2010; Bosca et al., 2008; Kuper & Szymanski, 2009),
316  which in some cases have led to bankruptcy. This creates an additional risk for the auditor. The
317  auditor will have to pay special attention to these events, which can imply going concern. Audit fees
318  are expected to be higher in presence of a going concern opinion (Krishnan & Wang, 2015; Stanley,
319  2011; Wang & Chui 2015).

320

321 3.28.BIG4

322 Previous studies indicate that the big international audit firms have a differential reputation
323  derived from having a recognised brand name, and deliver audits of a higher quality than small and
324 medium-sized audit firms (DeAngelo, 1981; DeFond, 1992). The existence of a relationship between
325  audit fees and an auditor’s reputation has been studied by various authors with positive results.
326  That is the case of Liu (2007), Monterrey & Sanchez (2007), and Whisenant et al. (2003). The variable
327  BIG4 has been included in the model as a dummy variable, making a distinction between the Big 4
328  (PwC, E&Y, KPMG or Deloitte) and the other firms. A positive relation with the audit fees variable is
329  expected.

330

331  3.2.9. Auditor change

332 One of the most common reasons given by clients for deciding to change auditor is that the
333  audit fee will decrease. This is why this type of variable is often included when analyzing audit fees.
334  Hay (2013), Wang & Chui (2015) and De Fuentes & Sierra-Grau (2015a) use a dummy variable that
335  reflects auditor change. This paper also includes this variable and expects it to be negatively related
336  to audit fees.

337

338  3.2.10. Auditor features

339 Gul et al. (2013), Ittonen & Peni (2012), Ittonen et al. (2013), and Sundgren & Svanstrom (2014)
340  have studied recently the effect of auditor features on auditing service quality. Ittonen & Peni (2012)
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341  found that audits performed by women in Denmark, Sweden and Finland were more expensive that
342  those performed by men. However, Alexeyeva & Svanstréom (2015) did not find evidence in their
343 work about audit fees in Sweden. Our model includes a variable considering gender.

344

345  3.2.11. Sporting features

346 We expect teams with better performance in the previous season to be capable of increasing the
347  club’s revenue and reducing its financial risk. However, some clubs could overspend to achieve
348  good sporting performance and this would make risk higher. Therefore, the sign of the coefficient
349  could be positive or negative. After the FFP, with higher financial control, the chances of getting a
350  negative sign could be greater.

351 On the other hand, we may expect reduced club risk if the average attendance to the stadium is
352  high because it reflects a wide fan base that would help increase revenues. If the risk is low, the audit
353 fees should also decrease. Therefore, the model includes variables that gather the information about
354  points (performance measure) and average attendance in the previous season.

355 Finally, we have also included participation in the previous edition of UEFA competitions
356  (Champions League and Europa League) to reflect the effect of sporting features. If a team took part
357  in previous editions, it had to fulfill financial requirements in that season and this facilitates the
358 fulfillment of the financial requirements of the current season. What is more, participation usually
359  provides extra revenue to the club and may reduce an eventual going concern situation under
360 financial control.

361

362  4.Results

363 Some results corroborate what was expected. However, most of the variables do not present
364  significant influence on audit fees. First, we find that audit fees increased by nearly 1,700 Euros
365 (2,000 in nominal terms) in the transition period as compared with the period in which FFP did not
366  exist. That amount was practically two-fold in the period of full FFP regulation implementation. This
367  was the expected result, even more so after the t-test.

368 Foreign ownership is another significant factor that explains the audit fees. In clubs with local
369  owners, audit fees increase by nearly 4,500 euros in the advent of foreign investment.
370
371 Table 5 Outputs of the regression (real terms)
VARIABLES Audit Fees
TRAN-FFP 1,661*
(878.3)
FFP 3,408***
(1,186)

NON_AUDITEEES -0.00689

(0.0518)
LTA 2.49e-07
(1.24e-05)
FOWND 4,436*
(2,057)
REPORTLAG -12.81
(21.26)
LROA 2748

(2,071)
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L.LEV -551.9
(879.6)
L.LIQ 18.61
(1,680)
L.LOSS -170.8
(797.7)
L.GCO 1,567
(1,238)
BIG4 11,662***
(2,244)
AUDITCHANG 1,289
(1,311)
GENDER 3,516*
(1,844)
L.POINTS -8.329
(56.53)
L.ATTENDANCE 0.00838
(0.189)
L.UCL_EL -1,862
(1,179)
Constant 10,709*
(5,400)
Clubs fix effect YES
Observations 115
Number of id 25
R-squared 0.926
372 Standard errors in parentheses
373 3+ p<0.01, ** p<0.05, * p<0.1
374
375 If the auditor is one of the Big 4, audit fees are about 11,700 Euros over those of smaller audit

376  firms. This falls in line with previous research. We should point out that apart from Real Madrid and
377  Barcelona -both excluded from this analysis- only Sevilla CF and Valencia CF were audited by a
378  Big4 audit firm in seasons 2014-2015 and 2015-2016 in addition to Mélaga CF in season 2015-2016,
379  periods in which the FFP regulations were fully implemented. Moreover, Valencia CF and Mélaga
380  CF have foreign investors. On the other hand, only Emst & Young and Deloitte, both of which
381  belong to the Big4, had audited football clubs throughout the whole period.

382 Another interesting result is that when the auditor is a woman, audit fees are about 3,500 Euros
383  higher than when the auditor is a man. It should be noted that only one of the female auditors works
384  for a Big4 (Ernst&Young). Recent studies find similar results when considering the gender of the
385  auditor. Ittonen & Peni (2012) introduced gender differences in risk tolerance as potential reasons to
386  explain this effect. These authors claim this may increase audit investment and audit fee risk
387  premium. They also point out other factors such as the diligence of female auditors, lower
388  overconfidence, and a higher level of preparation could also lead to an increased audit fees.
389  Moreover, Ittonen et al. (2013) found that female auditors may have a constraining effect on earnings
390  management, which may also contribute to higher audit fees. The results obtained by Hardies et al.
391  (2015) show that firms pay higher audit fees (by about 7 percent) to female auditors. They suggest
392 the existence of a female audit fee premium due to differences in knowledge, skills, abilities,
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393  preferences, and behavior or due to supply-side factors. Hu et al. (2014) find that female auditors
394  charge significantly higher audit fees than their male counterparts. They explain that this is due to
395  female auditors’ preference to reduce audit risk. In the case of football clubs, the perception of risk
396 by female auditors may also be a plausible reason.

397 No evidence supports that sporting factors could influence audit fees. A lacking relationship
398  between sports performance and economic results in Spanish football (Barajas et al. 2005) could
399  explain this. Variables related to risk have resulted non-significant as well. Increased risk for the
400  auditor was expected to increase audit fees. In this sense, we expected that higher leverage and the
401  presence of losses and going concern opinion to have an impact on higher audit fees. By contrary, a
402  higher return on assets and liquidity ratio resulted in lower risk and lower expected audit fees too.
403  However, none of these variables were significant. This may be related to the real influence of the
404  FFP regulations on club finances. In fact, as shown in Table 6 the financial situation of clubs
405  improved on average. Throughout the period when the FFP regulations were fully implemented, the
406  return on assets was much higher on average than it had been in the previous periods. The average
407  of these three years was 11.5%, while the average of both previous periods was negative. Something
408  similar happened with the rest of the indicators. The leverage was around 1 on average in the last
409  period; this was lower than it had been in the previous years. Liquidity clearly improved with a 0.82
410  average over the last three years as compared to its prior 0.6 average. The number of clubs declaring
411  losses declined to less than a third as compared to the peak of the whole period, in which over 60%
412  of companies had reported losses. Finally, the percentage of clubs with problems of going concern
413  dropped notably over the last years, especially in 2016. All this may explain the contribution of FFP
414  regulations to improving the financial situation of the clubs, thereby reducing risk and not
415  influencing the fees charged by the auditors. This may represent a problem of endogeneity but we
416  must recall that we used lagged variables in the regression to avoid it.

417
418 Table 6 Evolution of risk indicators.
2008 2009 2010 2011 2012 2013 2014 2015 2016
ROA  -124% 29% 56% -79% -89% 93% 10.1% 8.6% 15.9%
LEV 0.88 1.19 1.23 1.34 1.17 1.19 0.99 1.07 0.98
LIQ 0.62 0.65 0.54 0.63 0.58 0.76 0.80 0.90 0.75
LOSS 41.2% 27.8% 41.2% 471% 61.1% 33.3% 27.8% 33.3% 27.8%
GCO 52.9% 55.6% 64.7% 61.1% 55.6% 722% 44.4% 44.4% 29.4%
419
420 We have included clubs fixed effect as there are features of the clubs that remain constant

421  during the time. It is interesting to observe which clubs pay more or less than the base team that in
422  our case is Almeria CF. The clubs that pay significantly higher audit fees are Atletico de Madrid
423 (understandable due to its size), Athletic de Bilbao, Deportivo de la Corufia, Osasuna, Racing de
424  Santander, Rayo Vallecano, Real Sociedad and Zaragoza CF. Most of these clubs had faced serious
425  financial problems. On the other hand, the clubs that pay significantly less are Eibar, Getafe and
426  Granada CF. All of them are ‘small’ clubs and Eibar only had been the last 2 seasons in First Division
427  (never before).

428

429

430 5. Summary and discussion

431 As it has been proved, the audit fees have grown in real terms after the implementation of FFP
432  regulations. Moreover, audit fees are explained by the presence of foreign investors, having one of
433  the Big4 as the auditing firm and having a female auditor. The fact that the Big4 audit companies
434 charge higher audit fees seems clear. The fact that the presence of a female auditor may increase the
435  fees is surprising but it is even more surprising to find that other studies have obtained results akin
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436  to ours. These studies explain the higher audit fees given female auditors’ perception of risk. This
437  may be relevant in the case of football clubs which are ‘risky businesses’.

438 This paper makes two main contributions. On one hand, it analyzes the economic consequences
439  of the implementation of FFP regulations by mainly considering their effect on audit fees. On the
440  other hand, the behavior of audit fees is analyzed within a particular context, the football industry. It
441  reveals no influence of sporting factors, even when they had been expected.

442 With respect to the implications of the paper, it seems that the change in regulations have an
443  impact on audit fees charged by auditors for their services. However, this increase may be
444  compensated over future years because the financial situation of clubs is improving and,
445  subsequently, the risk taken by auditors is diminishing. This facilitates the reduction of audit fees.
446  UEFA should monitor whether the audit fees are reasonable as well as the quality of the audit
447  reports, which have become crucial for obtaining a license to participate in UEFA competitions.

448 Audit fees are symptomatic of the deeper effects of the changes brought about by FFP
449  regulation. Besides, the role of auditors imposed by UEFA can contribute to avoiding the problem of
450  earning management pointed out by Dimitropoulos et al. (2016).

451 The results of this study provide several future research lines. First, it would be interesting to
452  carry out this analysis on other European leagues. Second, would also be interesting to study other
453  effects of FFP regulations such as the presence of significant changes in auditor opinion. And third
454  seeing if the adoption of FFP regulation would lead to an increased likelihood that clubs choose a Big
455 4 accounting firm.
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