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ABsTRACT Corporate Governance (CG) reporting receives increasing attention. This study examines the
impact of voluntary CG statement assurance on financial analysts’ and bankers’ decisions. An experiment
with a 2 x 2 + 1 between-subject design was conducted. The independent variables comprise the assurance
provider (Big Four statutory auditor vs. another Big Four audit firm) and assurance level (limited vs.
reasonable). Additionally, a control condition without assurance provision is used. The participants’
reliance on the CG statement, their likelihood to recommend an investment in shares of the fictitious
company, their credit risk assessment, and the likelihood to purchase shares of the fictitious company
themselves served as dependent variables. Our results indicate that CG statement assurance increases the
likelihood for investment recommendation. Moreover, they do not indicate a significant impact of the
type of assurance provider. Reasonable assurance predominantly results in decisions of financial
professionals which are more favorable for the fictitious company than limited assurance.

Keywords: corporate governance; corporate governance statement; assurance provider; big four; assurance
level; limited assurance; reasonable assurance; assurance services; financial professionals; financial
analysts; bank directors

1. Introduction

This study examines the impact of voluntary assurance on corporate governance statements on
the decision-making behavior of financial professionals. It investigates to what extent the assur-
ance provision itself, the type of assurance provider, and the level of the assurance impact the
perceptions and decisions of informed users, such as financial analysts, corporate banking advi-
sors, and private banking advisors.

Corporate governance (CQ) is the set of mechanisms through which companies are directed
and controlled and by which they are held accountable to their shareholders (Cadbury, 1992;
Shleifer & Vishny, 1997; Sternberg, 2004). It involves a set of relationships between a com-
pany’s management, its boards, and its stakeholders. It provides the structure through which
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the company’s objectives are set and determines the means of attaining them and monitoring per-
formance (OECD, 2015). Corporate governance provides oversight and accountability mechan-
isms to ensure that the company is managed effectively and ethically, which protects the interests
of capital providers (Gill, 2008). CG management is gaining importance in the increasingly
complex and fast-paced business world and deficient CG can have far-reaching consequences
for both companies and shareholders (HKCGI et al., 2022). A prominent example is the
recent diesel emission scandal, which triggered a severe crisis in the global automotive industry
(Bouzzine & Lueg, 2020)." Good corporate governance is relevant to a firm’s shareholders
(Shank et al., 2013), potentially impacting their financial decisions. Hence, there is a demand
for related reports.

A principal-agent relationship exists between a company’s management and its shareholders
(Jensen & Meckling, 1976), i.e. the management has better information on corporate governance.
This agency problem could be reduced by CG reporting. Furthermore, shareholders cannot
demarcate companies with a high-quality CG, and companies could disclose related information
as a signal to market (Spence, 1973). Disclosing corporate governance practices enables man-
agers to discharge their accountability to their shareholders (Ling Wei et al., 2008). CG reporting
provides a clear and concise picture of a company’s corporate governance framework, enhancing
transparency and building shareholder confidence (Cheung & Tsui, 2010).

In 2006, the European Union introduced mandatory CG statements for listed companies
(Directive 2006/46/EU, 2006). They should provide shareholders with easily accessible essen-
tial information about the CG practices applied. Germany implemented the EU Directive in
2009 by adding § 289a (now § 289f) to the Handelsgesetzbuch (HGB) (German Commercial
Code). CG statements became part of the management report. In terms of content, the CG
statement comprises the following components: (i) the declaration of conformity with the
German Corporate Governance Code according to § 161 Aktiengesetz (AktG) (Stock Corpor-
ation Act); (ii) details on applied CG practices that go beyond legal requirements, such as
ethical standards, labor standards, social standards, and guidelines on compliance or sustain-
ability; and (iii) a description of the working methods of the management board and the
supervisory board, and the composition and working methods of their committees. In the fol-
lowing years, the CG statement was continuously extended by European and German legis-
lators, and in 2015, the Act on the Equal Participation of Women and Men in Leadership
Positions supplemented the CG statement with a description of diversity enhancements.
Then, with the CSR Directive (Directive 2014/95/EU, 2014) and its implementation into
German law in 2016, German listed corporations were required to describe the diversity
concept concerning the composition of the board of management and the supervisory
board. Finally, in conjunction with implementing the Second Shareholder Rights Directive
(Directive 2017/828/EU, 2017) in 2020, the CG statement must include a reference to the
compensation report.

The management prepares the CG statement, and providers of capital cannot determine
whether the statement is correct. This hidden action problem implies a moral hazard (Arrow,
1985); that is, management can use its information advantage to maximize its benefit instead
of shareholder benefit by misstatements. Assurance by an external assurance provider could
reduce this risk and increase the credibility of the CG statement (Antle, 1982). However, in con-
trast to most components of the management report, the CG statement is not covered by the
annual statutory audit. The auditor must check whether the CG statement is provided and pub-
lished but not audit its content. Nevertheless, auditing standards require the auditor to critically
read other information included in a company’s annual report, such as the CG statement, and to
check whether there is material inconsistency between other information and the financial state-
ments or the auditor’s knowledge obtained in the audit (ISA 720 (rev.); IAASB, 2015).
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Companies may voluntarily engage in an assurance provider regarding the CG statement. Thus,
two research questions may be of interest: (i) Is the assurance on CG statements beneficial to
external users? (ii) How should such an assurance be designed?

Against this backdrop, we investigate the effect of voluntary CG statement assurance on finan-
cial professionals’ decision making. Moreover, we analyze whether the assurance impact differs
according to the type of assurance provider (statutory auditor (SA) vs. another Big 4 audit firm
(AA)) and level of assurance (limited (LA) vs. reasonable assurance (RA)). In doing so, we per-
formed an experiment with a 2 x 2 + 1 between-subject design based on two treatment variables
(assurance provider and assurance level) and a control condition without assurance provision. As
study participants, we focus on financial professionals, i.e. financial analysts and bankers,
because they have a high level of experience and decision-making power in the valuation and
analysis of companies. The dependent variables are reliance on the CG statement of a fictitious
company, the likelihood of giving an investment recommendation regarding the shares of this
company, the perceived level of the company’s credit risk, and the likelihood of privately invest-
ing in shares of the fictitious company.

We hypothesize and find that voluntary assurance of the CG statement positively impacts finan-
cial professionals’ likelihood of advising clients to invest in the respective company. For the other
dependent variables, our results also indicate that assurance results in more favorable decisions for
the company. However, the mean differences were not statistically significant. Regarding the assur-
ance provider, we mainly do not identify significant differences between the assurance provision by
the statutory auditor and another Big 4 audit firm. This may be explained by opposing effects. On
one hand, the incumbent auditor knows the client, which may result in knowledge spillovers and
positively impact audit quality. On the other hand, the provision of additional services increases
financial interest and may threaten the auditor’s independence, with adverse effects on audit
quality. However, we observe a significant interaction between the two treatment variables for
ADVICE and CREDIT, indicating that financial professionals may prefer assurance provision
by another Big 4 audit firm in the case of reasonable assurance. Concerning assurance level, our
results show a clear preference for reasonable assurance.

Prior research examined the effects of assurance on ESG, CSR, or sustainability reports (Hay
et al., 2021). However, the granularity of such studies is low; that is, an impact of ESG assur-
ance could be caused, for example, by a high relevance of assurance on environmental issues
and a lack of significance of assurance on corporate governance components of the report. Our
study addresses this research gap by investigating the effects of voluntary assurance on CG
statements (Segui-Mas et al., 2018), thereby contributing to research on the benefits of assur-
ance on non-financial information. European research (Sierra Garcia et al., 2022) regarding
assurance on non-financial reporting is still scarce, and findings from the Anglo-American
setting (Clarkson et al., 2019) are not directly transferable to the Continental European
context. In addition, we complement existing research on alternative assurance providers by
comparing the assurance provided by the statutory auditor with that provided by another
audit firm. Prior research has typically investigated the effects of alternative assurance provi-
ders outside the accounting profession (Hay et al., 2021). The research findings on the relevance
of different assurance levels are mixed. We contribute to this research by revealing that assur-
ance level influences users’ preferences for a specific assurance provider. A further strength of
this study is that real-world subjects participated in the experiment instead of proxying business
students. Our results excite regulators who consider making assurance on CG statements man-
datory. The findings also interest the demand and supply side of voluntary assurance services
because they show that such services might benefit reporting companies. Finally, based on our
results, users of such reports could strengthen related demands towards reporting entities for
demanding assurance on them.
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The remainder of the study is structured as follows. Section 2 provides an overview of the
theoretical background and prior research and develops the hypotheses. Section 3 describes
the research method, including details of the experimental case, dependent and independent vari-
ables, and information about the participants. The following section presents and discusses the
empirical results. The final section concludes the study’s main findings, provides information
on related implications, reveals the study’s limitations, and offers avenues for future research.

2. Background, prior research, and hypothesis development
2.1. Corporate governance reporting

There is no clear definition of the term corporate governance. One widely used definition
describes CG as ‘the system by which companies are directed and controlled’” (Cadbury,
1992). Multifaceted CG research has led to further additions to this definition. CG definitions
can be assigned to behavioral or normative research frameworks. The normative category
deals with the formal and informal rules under which a company operates, such as the legal
system, financial markets, and factor markets. The behavioral category deals with the actual be-
havior of corporations in terms of performance, efficiency, growth, financial structure, and
relationships between the different stakeholders inside and outside the company. The distinction
between these two streams helps insofar as different purposes of CG reporting can be derived.
The normative framework includes a formalized description of CG along the legal system and
informal claims of various stakeholders. The behavioral framework includes a structured
summary and formalization of the relevant relationships and management within the company
(Claessens, 20006).

Referring to the normative view, the legal context of CG, both EU and German law, must be
considered. In recent years, a major change in CG reporting requirements has emerged at the EU
level and continues to expand. Based on the globally agreed UN Sustainable Development Goals
(Independent Group of Scientists appointed by the Secretary-General, 2023) and the Paris Agree-
ment (Paris Agreement to the United Nations Framework Convention on Climate Change, 2016),
the EU is pushing for fundamental changes in reporting requirements on CG topics with initiat-
ives currently in development, such as the EU Taxonomy Regulation (Regulation (EU) 2020/
852, 2020), Non-Financial Reporting Directive (Directive 2014/95/EU, 2014), and the Corporate
Sustainability Reporting Directive (Directive (EU) 2022/2464, 2022). Together, these initiatives
have pushed for an extensive transformation of non-financial reporting, including CG reporting.
Martinez-Ferrero and Garcia-Sanchez (2017) find evidence that these regulatory pressures
explain large portions of the rising demand for voluntary assurance.

In this study’s context, the currently applicable legal framework regarding CG statements for
German companies is the German Handelsgesetzbuch, which corresponds to current EU law.
Under HGB §§ 289f, 315d, listed companies are required to issue a summarized CG statement
[Erkldarung zur Unternehmensfiihrung]:

o The statement includes the declaration of conformity according to § 161 AktG, i.e. it states
whether the recommendations of the German Corporate Governance Code are complied
with, and which recommendations have not been or are not being applied and why not
(comply or explain approach). Moreover, it includes information on significant CG prac-
tices and the supervisory and management board’s working methods and composition.
Finally, companies need to disclose the diversity concept yearly for the supervisory
board and management board, and the statutory requirements for the equal participation
of women and men in management positions.
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o The statement must be published (i) in full as a separate section in the management report,
(ii) as a separate section in the management report with references to publicly available
information, or (iii) in full on the company’s website for at least ten years.

 The statutory auditor of the financial statements must control whether a CG statement has
been made and whether the required disclosures have been made in this statement. There-
fore, only the completeness of the information, but not its correctness in terms of content,
must be audited (§ 317,2 HGB).

» If the CG statement is missing in its entirety or if significant parts of its content are missing,
then there will be a violation of the completeness of the management report, which gen-
erally results in qualification of the audit opinion.

e The overarching purpose of the CG statement is to improve CG in EU member states
through increased transparency and EU-wide harmonization (Camilleri, 2015).

Turning to the second, behavioral-focused view, there have been only a few studies on CG
reporting in settings comparable to this examination. However, CSR reporting, a prominent
type of non-financial reporting, has been more intensively researched, and corporate governance
is often considered an element of CSR. To date, the external and voluntary assurance of non-
financial reporting remains a comparatively underrepresented area of investigation (Ballou
et al., 2018; Fatima & Elbanna, 2023; Pollman, 2019). However, research on CG statement
assurance is lacking. In contrast, research on the reasons and drivers of external assurance on
CSR reports has attracted considerable attention over the last few decades (Martinez-Ferrero
& Garcia-Sanchez, 2017; Simnett et al.,, 2009). Peters and Romi (2015) found that CSR-
related organizational bodies with higher levels of related expertise are more likely to adopt
external assurance. However, a significant research gap exists regarding the impact of external
assurance on CG statements on the decisions of the company’s key stakeholder groups. Our
study, therefore, aims to close this gap by obtaining evidence on the effects on the stakeholder
group of financial professionals, who are of prime importance to most companies.

2.2. Assurance provision

Signaling theory can be used as a rationale for external assurance on CG statements (Schaltegger
& Horisch, 2017). It is defined as the deliberate reduction of information asymmetries in a market
through the provision of information through a costly signal by one party (Ross, 1977; Spence,
1973). Disclosing financial and non-financial information, such as sustainability or corporate
governance reports, can signal an organization’s attributes (Connelly et al., 2011; Lys et al.,
2015; Mahoney et al., 2013). However, the receiver of these signals cannot entirely observe
their correctness. Thus, external assurance can be used as a signal to the providers of capital
about the reliability, credibility, and transparency of the information disclosed (Braam &
Peeters, 2018). From a sender’s perspective, the assurance of information can be interpreted
as a beneficial signal to emphasize the importance of the provided information (Cheng et al.,
2015). By demanding assurance on CG statements, companies can send repetitive signals that
are positively perceived by various stakeholders (Six et al., 2010). From a recipient’s perspec-
tive, sending information signals can be voluntary and actively claimed by other stakeholders
(Moroney et al., 2012). This behavior of sending and receiving signals can create a partnership
relationship between stakeholders. However, this assumes that the signals sent and the provided
information are highly valued and complete. Otherwise, signals can potentially harm the partner-
ship between a company and its stakeholders (Velte & Stawinoga, 2017). The effectiveness of
assurance as a signal depends on the assurer’s credibility, the assurance engagement’s scope,
and the assurance process’s rigor.
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Existing research considers the impact of external assurance on non-financial reports in terms
of factors such as firm performance, report quality, credibility, and investor decisions. External
assurance may raise and reinforce the sender and recipient’s information levels. Consequently,
prior research has shown that the external assurance of non-financial reports reduces information
asymmetries between stakeholders (Cuadrado-Ballesteros et al., 2017).

Investigating performance, Reimsbach et al. (2018) show that assurance of sustainability
information positively affects investors’ evaluation of firm performance and leads to better
investment-related judgments. However, these findings might be driven by a selection bias;
that is, better-performing companies are, per se, more willing to demand an external assurance
service.

Other studies have examined the impact of external assurance on factual and report users’ per-
ceptions of report quality. For example, in a matched pair study of the top 500 publicly listed
companies in Australia, Moroney et al. (2012) demonstrate that external assurance on voluntary
environmental disclosures increases the report quality. Clarkson et al. (2019) show similar results
for a comparable US sample and disclose a positive impact of external assurance on information
quality. Based on an international sample, Luo et al. (2023) reveal a positive association between
corporate carbon assurance and the quality of carbon disclosure. An archival study based on an
international sample of listed companies shows that the sole provision of non-audited infor-
mation might compromise the desired disclosure effect (Cuadrado-Ballesteros et al., 2017).
Using data from South African listed firms, Donkor et al. (2021) find a positive association
between assurance quality and sustainability reporting quality. The credibility of non-financial
reports increases when the quantitative and qualitative components are externally assured
(Hodge et al., 2009). Likewise, based on a sample of listed firms in Taiwan, Du and Wu
(2019) observe that external assurance can enhance the credibility of CSR reports.

Another aspect is the impact of external CG assurance on investors’ willingness to invest.
When assured non-financial reports are designed in alignment with the company strategy, in a
2 x 2 between-subjects design using MBA students as proxies for non-professional investors,
evidence was found that external investment propensity is higher for assured than for non-
assured reports (Cheng et al., 2015; Shen et al., 2017). Analyzing data from an international
sample, Garcia-Sanchez et al. (2019) reveal that external assurance on CSR reports strengthens
access to financial assets. Gerwanski et al. (2019) show by using a sample of 1408 firm-year
observations of European and South African firms that the deliberate neglection of external
assurance on non-financial information may even trigger a negative investment signal among
shareholders.

Signaling theory emphasizes the potentially positive effects of sending signals like assurance
on CG statements to providers of capital, which may reduce agency problems. Prior research has
shown that the assurance of non-financial information results in shareholder decisions that are
more favorable to the reporting firm. Thus, based on theoretical considerations and previous
research findings, we formulate our first hypothesis as follows:

H1: Assurance on CG statements positively impacts financial professionals’ decisions.
2.3. Type of assurance provider

The statutory auditor, another audit firm, or an alternative assurance provider could provide assur-
ance on corporate governance statements. There are information asymmetries between the assur-
ance provider and the shareholders regarding the attributes of the assurance provider. Different
providers may differ in their characteristics, and such hidden characteristics (Rothschild & Stiglitz,
1978; Spremann, 1987) could result in an adverse selection problem (Akerlof, 1978). Some assur-
ance provider characteristics can be revealed through screening (Stiglitz, 1975). Providers of
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capital could assess the pros and cons of assurance provision by the financial statement auditor or
another audit firm to assess the credibility of their services based on presumed characteristics. The
effectiveness of signaling depends on the credibility of the assurance provider; that is, the higher
the perceived assurance quality, the stronger the signaling effect.

The quality of the assurance service impacts credibility and depends on the assuror’s ability to
detect misstatements (competence) and his/her willingness to report revealed misstatements
(independence) (DeAngelo, 1981). The type of assurance provider may have opposing effects
on the perceived quality of the assurance service. Engaging the incumbent financial statement
auditor may result in knowledge spillover (Arrufiada, 1999). The financial statement auditor
has a deep and broad insight into the company’s systems and structures and an enhanced under-
standing of the company, including its business model, business strategies, and objectives (Eilif-
sen et al., 2001; ISA 260 (rev.), 2016, ISA 315 (rev.), 2019; Lu et al., 2023). Furthermore, when
assessing the risks of material misstatement, the financial statement auditor obtains an under-
standing of the entity’s governance (ISA 315 (rev.).19) and of its system of internal control
(ISA 315 (rev.).21-27), including the proper application of policies. Apart from that, the finan-
cial statement auditor already knows the client’s management, helping him to assess the correct-
ness of the corporate governance statement. This information might be useful for assuring CG
statements, and could contribute to higher assurance quality and/or lower assurance costs.
Beyond that, the CG statement is integrated into the management report. Assurance provision
by the statutory auditor could help to ensure the connectivity between, and the consistency of,
financial and corporate governance information (Directive 2022/2464/EU). Thus, the choice
of the financial statement auditor may appear more salient to users and demonstrate consistency
and integrated thinking (Lu et al., 2023). Additionally, applying similar methodologies and pro-
cedures could result in economies of scale. Clients reduce transaction costs when engaging with
the financial statement auditor and can negotiate discounts for bundled services (Lu et al., 2023).

However, the engagement of the financial statement auditor may threaten the factual and per-
ceived independence of the assurance provider. The provision of assurance on CG statements
increases the total fees of the auditor generated from one client, and may result in economic
bonding. Furthermore, the simultaneous provision of different assurance services intensifies the
familiarity between the audit firm and the client. Although the joint provision of audit and other
assurance services is less critical than the simultaneous provision of audit and consulting services
(Eilifsen et al., 2018; Meuwissen & Quick, 2019) it may result in negative shareholder perceptions.

Concerning the type of assurance provider, existing research mainly focuses on comparing audit
firms and alternative assurance providers such as consultants or engineers (Pflugrath et al., 2011).
Exceptions are the studies by Lu et al. (2023), who demonstrate that companies with the same
assurance provider for financial and non-financial information have less discretionary accruals
and higher chances of receiving going concern modifications, indicating higher audit quality,
and by Maso et al. (2020) who also observe an increase in audit quality if an audit firm provides
both CSR assurance and the financial statement audit. Nevertheless, there is a research gap regard-
ing the potentially different impacts of assurance on non-financial information provided by the stat-
utory auditor of financial statements or another audit firm. This gap is of particular interest, as the
recently issued EU Corporate Sustainability Reporting Directive includes a Member States option
to allow a statutory auditor or an audit firm other than the one conducting the statutory audit of
financial statements to assure sustainability reports (Directive (EU) 2022/2464, 2022).

The results of a behavioral experiment by Pflugrath et al. (2011) show that financial analysts
from Australia, the US, and the UK perceive greater credibility of CSR reports when assured by a
professional accountant. In addition, many archival studies have explored the relationship
between the type of assurance provider and the (perceived) quality of assurance provided. Assur-
ance provision by professional accountants is often superior, factually and perceived (Peters and
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Romi using US data (2015); Sierra Garcia et al. (2022) for Spanish listed companies; Casey and
Grenier (2015) based on a US sample; Martinez-Ferrero and Garcia-Sanchez (2017); Cuadrado-
Ballesteros et al. (2017); Martinez-Ferrero et al. (2018); Carey et al. (2021) all with an inter-
national sample). However, some experimental studies Hodge et al. with MBA students from
Australia (2009); Shen et al. with non-professional investors from China (2017), and archival
studies by Moroney et al. with Australian data (2012); Birkey et al. using a US sample (2016)
indicate that the type of assurance provider is irrelevant or that the assurance provided by a
public accounting firm is not superior. Hummel et al. (2019) even indicate that assurance provi-
ders that are not belonging to the accounting profession are associated with broader assurance
statements.

Assurance provision by the statutory auditor is associated with a strong positive effect on
auditor competence. There is an opposing effect on auditor independence. However, fees for
assurance services on corporate governance statements are much lower than audit fees, and
the familiarity threat is reduced due to mandatory audit firm and audit partner rotation. In
addition, some prior research indicates the positive effects of assurance provision by the financial
statement auditor. Thus, we formulate the following hypothesis:

H2: Assurance provision by the statutory auditor has a greater positive impact on financial
professionals’ decisions than assurance provision by another audit firm.

2.4. Level of assurance

Assurance services are credence goods (i.e. essential aspects of the service, including the actual
assurance level) that cannot be observed (Causholli & Robert Knechel, 2012), and there is a
hidden action problem (Arrow, 1984; Grossman & Hart, 1986; Laffont & Tirole, 1993)
because the audit effort remains unclear. Consequently, there is a moral hazard risk (Hart &
Moore, 1990; Jensen & Meckling, 1976); that is, the assurance provider could apply less
effort than the client and its shareholders assume. Standards and rules that govern the behavior
of assurance providers, such as standards on assurance levels, can mitigate the hidden action
problem (Jensen, 1986).

An assurance on CG statements intends to increase their credibility and to signal commitment
to good corporate governance to a firm’s shareholders. This credibility depends on the assurance
providers’ stated confidence in their opinion, i.e. the level of assurance. It is the extent to which
the assurer feels that the information given in a report is correct and, in turn, reflects how much
trust users should place in the content of a report (Ackers & Eccles, 2015).

International and national audit frameworks regulating assurance engagements refer to differ-
ent assurance levels that are most frequently reasonable and limited. (ISAE 3000 (rev.); IAASB,
2013) and ISAE 3410 (rev.); IAASB, 2012, dealing with assurance engagements other than
audits or reviews of historical financial information and greenhouse gas statements, respectively,
as well as the proposed International Standard on Sustainability Assurance 5000 (ED ISSA 5000,
2023), differ between reasonable and limited assurance (ISAE 3410.6 (rev.), 2012, ISAE
3000.12 (rev.), 2013). The level of assurance obtained in a limited assurance engagement is
lower than in a reasonable assurance engagement (ED ISSA 5000.7). In a reasonable assurance
engagement, the auditor reduces engagement risk to an acceptably low level. In contrast, in a
limited assurance engagement, the auditor reduces engagement risk to an acceptable level,
where the risk is greater than for reasonable assurance. The nature, timing, and extent of pro-
cedures performed in a limited assurance engagement are limited compared with those necessary
in a reasonable assurance engagement, but are planned to obtain a level of assurance that is mean-
ingful in the auditor’s professional judgment (ISAE 3000.12 (rev.), 2013). In a limited assurance



Accounting in Europe 9

engagement, the assuror identifies disclosures where material misstatements are likely to arise. In
contrast, in a reasonable assurance engagement, the assuror identifies and assesses the risks of
material misstatements of the disclosures at the assertion level (ED ISSA 5000.17, 2023).

In a reasonable assurance engagement, the assurance provider must acquire a more compre-
hensive understanding of the entity’s relevant internal control system and perform more exten-
sive analytical and substantive procedures (ED ISSA 5000.102, .107, .109, 2023). Only in a
reasonable assurance engagement, such procedures must be applied at the assertion level. The
procedures for estimating or forward-looking information are more detailed in the case of reason-
able assurance (ED ISSA 5000.134). Reasonable assurance is expressed in a positive form (e.g.
... the CG statement is prepared, in all material aspects, in accordance with the legal provisions’).
In contrast, limited assurance, on the other hand, encompasses a conclusion in a negative form (e.
g. ‘... no matters have come to the attention of the assurance provider that causes her or him to
believe that the CG statement is not prepared, in all material aspects, in accordance with the legal
provisions’) (ISAE(rev.) 3000.72, 2013).

It is possible that financial professionals do not understand the different assurance levels, per-
ceive limited assurance as sufficient, or doubt that audit firms have the necessary competence and
capacity to provide reasonable assurance. Research on assurance levels is limited; however, prior
studies demonstrate that report addressees principally notice and understand the qualitative differ-
ence between the assurance levels (Hasan et al., 2003; Schelluch & Gay, 2006). In a study of sus-
tainability reports of the world’s largest listed firms, Cuadrado-Ballesteros et al. (2017) show that
analysts’ forecasts are more accurate when based on reports with reasonable assurance than those
with limited assurance. From a European sample, Fuhrmann et al. (2017) find that sustainability
reports with high assurance levels are significantly and negatively related to the bid/ask spread,
but other reports do not. Quick and Inwinkl (2020) experimentally show that German bankers
make more favorable decisions toward the reporting company when CSR reports are assured.
This effect is stronger when the assurance level is reasonable rather than limited. The higher
the assurance level, the higher the likelihood that financial analysts recommend buying shares
(Riviere-Giordano et al., 2018), the higher the firm value (Hoang & Trotman, 2021), the higher
the credibility of reports (Hodge et al., 2009), and the higher the attractiveness of shares
(Sheldon & Jenkins, 2020). Conversely, Hodge et al. (2009) does not identify a correlation
between assurance levels and the perceived reliability of environmental and social information.
Other studies reveals that users often do not understand different assurance levels (Hasan et al.,
2003; Low & Boo, 2012; Roebuck et al., 2000; Schelluch & Gay, 2006).

We postulate that financial professionals are knowledgeable parties and, therefore, change
their judgments by assurance level, presuming that they are especially aware of the differences
between various assurance levels. Since reasonable assurance is more substantial than limited
assurance, it should provide the CG statement with greater credibility. Further, there is more
support in the research on the positive impact of reasonable assurance. As a result, we post
hypothesis 3 as follows:

H3: Reasonable assurance on CG statement has a greater positive impact on financial pro-
fessionals’ decisions than limited assurance.

3. Research method

3.1. Experimental design

3.1.1. Case materials and procedures
We opted for a vignette experiment (Rossi, 1979; Rossi & Berk, 1985) as the most suitable
research method. It allows us to present participants with hypothetical scenarios and to
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manipulate the independent variables systemically, enabling us to control the content (Rungtu-
sanatham et al., 2011). We manipulated the assurance provision, the assurance provider, and the
assurance level. Our experimental case versions, i.e. the vignettes, are designed to resemble real-
life situations, enhancing the validity of our findings. However, they still lack the richness and
complexity of reality, constraining the generalizability of findings to real-world situations (Gou-
driaan & Nieuwbeerta, 2007). Compared to direct questions, participants may feel more comfor-
table providing honest responses to hypothetical scenarios. Thus, the method may help reduce
the likelihood of a social desirability bias (Walzenbach, 2019). Given that our participants are
financial professionals, a subject group challenging to attract for participation, it was,
however, impossible to make use of an advantage commonly associated with vignette exper-
iments, namely having all participants participate in the experiment at the same time of the
same day.

We utilized a 2 x 2 + 1 between-subjects design to test the hypotheses. The two treatment vari-
ables are the assurance level and assurance provider; both are manipulated at two levels. Assur-
ance Level (ALEVEL) is manipulated at (i) a limited assurance level and (ii) a reasonable
assurance level. The assurance provider (APROVIDER) is manipulated at (i) the assurance pro-
vider corresponds to the audit firm, which also performs audits of the financial statements, and
(i) the assurance provider is another audit firm. Additionally, a control condition was applied,
where no assurance of the CG statement was provided.

To ensure a high level of transparency and compliance with the ethical standards of science,
the experimental materials were prepared following the ethical guidelines of the authors’ univer-
sity and were reviewed and approved by its ethical board. The experiment was conducted online
via the ‘SoSciSurvey’ platform.

The experimental case described a fictitious automobile manufacturer, Automobil AG, based
in Frankfurt am Main, Germany. To ensure a realistic setting, the financial data of a leading auto-
motive manufacturer were multiplied by a factor of 0.4. The participants were first informed
about the company’s production sites, product portfolio, main sales markets, sales figures,
number of employees, listing on the Frankfurt Stock Exchange, and key financial indicators,
such as EBIT, cash flow, and EPS in a 2-year comparison. Furthermore, information was pro-
vided on the aspects of CG at Automobil AG, such as the composition of the management
and supervisory board, their members’ compensation, and their qualifications.

Further, the experimental case included information about ‘Automobil AG’s annual audit. A
Big Four audit firm performed the audit and issued an unqualified audit opinion. Participants
were informed about the appointment of the auditor, absence of any disagreements between man-
agement and the auditor, audit fees, and non-audit fees.

Next, the experimental case included an aggregated description of the Corporate Governance
Statement of ‘Automobil AG’. It includes a reference to the relevant paragraphs of the German
Handelsgesetzbuch (§ 289f, 315d HGB), a declaration of conformity with the German Corporate
Governance Code, disclosure of effective CG practices and working methods, information on the
composition of the supervisory board and executive board including disclosures on the CG of the
company, its diversity concept for its boards, and the legal requirements for the equal partici-
pation of women and men in management positions.

The information on the treatment variables followed. After the presentation of the experimen-
tal case, we asked participants to answer case-related questions assuming their role as a financial
professional, including manipulation checks (MC), and to provide demographic information in a
post-experimental questionnaire.

Audit opinions were listed according to limited vs. reasonable assurance and statutory auditor
vs. another auditing firm. The audit opinion was prepared based on an established standard indus-
try template from a Big Four audit firm following (ISAE 3000 (rev.); IAASB, 2013).
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The wording of the limited assurance opinion is:

[...] Based on the audit procedures performed and the audit evidence obtained, nothing has
come to our attention that causes us to believe that the corporate governance statement of
Automobil AG for the period January 1, 2020-December 31, 2020, is not prepared, in all
material respects, was not determined factually and arithmetically and that the require-
ments and conditions have not been met in all material respects.

The wording for the reasonable assurance opinion is:

[...] In our opinion, the corporate governance statement of Automobil AG for the period
January 1, 2020-December 31, 2020, has been properly compiled in all material respects,
and the requirements and conditions have been complied with in all material respects.

In the last section of the survey, we asked participants to answer case-related questions about
their role as financial professionals, including manipulation checks, and to answer demographic
information in a post-experiment questionnaire.

Before starting the experiment, seven pilot tests were conducted with representative partici-
pants, such as certified financial analysts and bankers, to verify the comprehensibility, plausi-
bility, and terminology. These pilot tests led to marginal verbal and technical changes.

The experimental case was made available to the participants in German and English.”

3.1.2. Dependent variables

It is of interest whether assurance on CG statements impacts the decisions of financial pro-
fessionals. Consequently, participants were asked the following questions, which relate to the
four dependent variables of this study:

(1) To what extent do you rely on the corporate governance statement of ‘Automobil AG’?
(RELY),
(i) With what probability would you make an investment recommendation for ‘Automobil
AG’? (ADVICE),
(iii) How would you assess the credit risk at ‘Automobil AG’? (CREDIT),
(iv) How likely would you invest in ‘Automobil AG’ shares yourself? INVEST).

Hence, the first dependent variable refers to the participants’ reliance on the company’s CG state-
ment (RELY) to measure whether and to what extent voluntary assurance may impact the statement’s
perceived reliability. Second, participants are asked about the probability of making an investment
recommendation for the fictitious company (ADVICE), aiming to measure whether and to what
extent voluntary assurance impacts their decision-making behavior as financial professionals in
their distribution and management of debt capital. Third, participants were asked about their per-
ceived credit risk assessment (CREDIT) to test whether and to what extent voluntary assurance of
the CG statement impacts the company’s sensed creditworthiness. Finally, financial professionals
were asked about the likelihood of personally investing in the company’s shares (INVEST) to
measure whether and to what extent voluntary assurance can impact personal risk behavior associ-
ated with using personal capital. All dependent variables were measured on a 7-point Likert scale.

3.1.3. Independent variables
Based on the study’s 2 x 2 + 1 design, a binary manipulation per treatment variable was used in
addition to the control group, in which no assurance of the CG statement was reported. The first
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Table 1. Overview of the five experimental conditions and number of participants per cell.

Assurance provider Assurance level Number of participants
SA =Statutory Auditor LA =Limited Assurance
Experimental condition AA = Another Auditor RA =Reasonable Assurance Before MC After MC

1 - - 19 12
2 SA LA 32 16
3 SA RA 32 12
4 AA LA 38 16
5 AA RA 36 10

treatment variable refers to the assurance provider (APROVIDER), and is manipulated at two
levels: the statutory auditor (SA) and another auditor (AA). In the additional engagement to
assure the CG statement, the auditor may assume specific knowledge about the company from
the annual report audit. On the other hand, assurance by another auditing firm may radiate
higher independence from the annual audit because of the absence of this implicit knowledge.

The second independent variable is the level of assurance provided (ALEVEL), which is also
manipulated at two levels: limited assurance (LA) and reasonable assurance (RA). Both assur-
ance reports and their corresponding assurance levels are based on established templates of a
Big Four auditing firm. They are also practiced in this form in real-world reports in use for
testing, according to (ISAE 3000 (rev.); IAASB, 2013).

In the case versions where the statutory auditor additionally assured the CG statement, the par-
ticipants were informed about the related fees (49,500 € in case of limited assurance and 89,500 €
in case of reasonable assurance). To ensure a realistic amount of fees, we consulted several part-
ners of a Big Four audit firm that regularly perform voluntary assurance services of CG state-
ments. Furthermore, a control condition was applied, in which no assurance on the CG
statement was reported.

Thus, the study’s design resulted in five experimental conditions. Table 1 shows an overview
of the different experimental conditions, their independent variables, and the number of partici-
pants per cell.

3.2. Participants

For our study, we resort to participants who belong to the group of financial professionals. This
comprises participants with established certifications in the financial industry (CFA or similar) or
comparatively great professional experience in banks and the financial analysis of companies.
We do this deliberately because in this strand of research, the use of (undergraduate) business
students is a widespread practice. While the acquisition of students seems to be comparatively
more effortless in the university context, the suitability of this group as a proxy for the evaluation
of financial contexts is controversial. Considering the task’s complexity compared to the stu-
dents’ experience level, Elliott et al. (2007) find empirical evidence for the usability of MBA
students as proxies. In the context of assurance services, Low and Boo (2012) argue that the
basic knowledge of accounting is given because of the students’ curriculum. However, and in
particular, for reasons of external validity, it remains an open question whether conclusions
can be drawn with this group as a proxy for financial experts.

Therefore, this study focuses on financial professionals as participants. We define financial
professionals as a highly knowledgeable group through their profession, related theoretical edu-
cation, and practical experience. Financial professionals play a key role as information mediators
between capital markets, investors, and the concerned companies. Based on their professional
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training and experience, they have assumed credibility in analyzing and evaluating company-
specific information, such as financial and non-financial reports. Hence, their assessment of a
company’s reporting system and derived decision-making behavior can have a direct influence
on any recommendations for action for investors. Specifically, we subsume three different pro-
fessional groups under the term financial professionals: (i) financial analysts, (ii) corporate
banking advisors, and (iii) private banking advisors.

The first group consists of financial analysts with a highly reputable professional certification
(e.g. CFA, CIIA, or comparable). Owing to these professional qualifications, this group is par-
ticularly suitable for evaluating CG statements (Manetti & Toccafondi, 2012; van Duuren
et al., 2016). Additionally, financial analysts investigate financial data and use the results to
provide informed guidance to companies or individuals in business investment decisions.
Thus, their decision-making behavior is highly relevant to companies.

The second group comprises corporate banking advisors. They typically offer loans and credit
products to business customers and treasury services, cash management, trade finance services,
or asset management.

The third group encompasses private banking advisors, who primarily serve banks’ private
customers.

Common features of all three groups are a high degree of financial and analytical expertise,
regular execution of evaluation and decision-making regarding capital flows, and a highly
responsible intermediary function between capital providers and capital recipients.

Data were collected from November 17, 2021, to July 12, 2022. For participant selection, we
conducted the following process:

First, the graduate databases of the CFA (Chartered Financial Analyst) Institute and DVFA
(Deutsche Vereinigung fiir Finanzanalyse und Asset Management) [German Association for
Financial Analysis and Asset Management] were examined for officially accredited graduates
and their respective contact data. The accreditations of the CFA Institute, especially in the
Anglo-American region, and the DVFA, especially in the DACH region, are internationally
recognized and highly respected qualifications in the global financial industry. Second, individ-
uals holding one of these accreditations were contacted directly via the professional network Lin-
kedIn. Third, contact information for bankers with analyst roles was collected through Internet
research by researching the publicly available investor relations websites of investment funds,
publicly listed companies, and corporate websites. These three steps resulted in 4,250 contact
data from financial professionals.’

Six weeks after the financial professionals were asked to participate, we sent individual remin-
ders. This resulted in 157 usable responses before the manipulation checks and an estimated
response rate of 3.7%.*

Based on the assumption that late respondents indicate the perceptions of non-respondents
(Armstrong & Overton, 1977), we checked for a potential non-response bias by comparing
early and late responses using t-tests. The results do not indicate significant differences, which
makes a non-response bias unlikely. We also applied t-tests and compared responses with a
low completion time with responses with a high completion time (Li et al., 2018). Again, the
results do not reveal significant differences, suggesting that the non-response bias is not a
major concern in our sample. Moreover, informal talks with bank directors gave us reason to
believe that the demographic data of our sample are representative of financial professionals.

The experimental questionnaire included three control questions to check whether participants
had read and understood the case correctly. The first manipulation check (‘Was the corporate
governance statement assured? * — ‘yes’ or ‘no’) was applied to all experimental conditions.
Incorrect answers led to the exclusion of 55 cases. The second manipulation check asked
which audit firm had carried out the assurance of the CG statement (‘Who has assured the
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corporate governance statement of “Automobil AG”?” — ‘ABCD’ or ‘XYZ’). Again, incorrect
answers led to the exclusion of 9 cases. The third manipulation check deals with the assurance
level of the assurance service in the CG statement (‘How do you assess the assurance level’ on a
7-point Likert scale from 1 = very low to 7 = very high). Comparing the mean answers of the par-
ticipants with reasonable assurance case versions (4.286) with the mean answers of the partici-
pants with limited assurance case versions (2.616) shows a significant difference (t-value =
—4.346; p-value <0.001). It indicates that the majority of our participants understand the differ-
ences between assurance levels. However, the results are weak without eliminating potential fail-
ures regarding the third manipulation check. Thus, for the experimental conditions in which
reasonable assurance was provided, responses in the low range of the 7-point Likert scale (1
=very low to 3), and for the experimental conditions with a limited assurance level, responses
in the high range (5 to 7 =very high) were eliminated. Incorrect answers led to exclusion of
other 27 cases. This resulted in 66 usable responses after manipulation checks.’

The combined failure rate for the three manipulation checks (57.9%) is relatively high.
However, such failure rates are not uncommon in experimental research, e.g. Cheng et al.
(2015) with 35% in a 2 x 2 design; Brown-Liburd and Zamora (2015) with 46% in a 2 x 2x2
design; Aschauer and Quick (2018) with 57.6% in a 2 x 2x2 design; Quick and Sayar (2021)
with 34% in a 2 x 2 design; Hoang and Trotman (2021) with 49% in a 2 x 3 design. In addition,
our passing rate of about 42% is much better than a random passing rate (0.5 -0.5 -0.5; about
16%) (Table 2).°

The mean age of the participants is 3.09, which translates into a range of 40-50 years (AGE;
mean = 3.09; median = 3; range 1-5). The average level of education is 3.32, which falls within
the range of a bachelor’s degree or comparable diploma (EDU; mean =3.32; median =4.00;
range 1-5); however, the majority of participants have a master degree. Further, to underline
the quality of the sample, 50.8% of participants have a master’s degree or an even higher edu-
cational level. Expertise regarding assurance services in general averages 3.88 (KNOW_AS;
mean = 3.88; median =4.00; range 1-7). Expertise in corporate governance has a mean of
3.84 (KNOW_CG; mean = 3.84; median =4.00; range 1-7). General trust in corporate govern-
ance reports averages 3.98 (TRUST_CG; mean = 3.98; median = 4.00; range = 2—7). In compari-
son, general trust in audit firms is, on average, slightly higher at 4.28 (TRUST_AF; mean =4.28;
median =4.00; range 2-7). Due to ethical study constraints, the sociodemographic questions
were optional, accounting for nine missing responses.

Table 2. Overview of socio-demographic information of participants.

AGE in years <30 30-40 40-50 50-60 >60
N=57 6 11 18 16 6
EDUCATION Middle High Bachelor’s Master’s PhD
School School Degree Degree
or
Diploma
N=57 2 10 16 26 3
N
Variable Valid Missing Mean SD Minimum Maximum Median
KNOW_AS 57 9 3.88 1.62 1 7 4
KNOW_CG 57 9 3.84 1.57 1 7 4
TRUST_CG 57 9 3.98 1.13 2 7 4
TRUST_AF 57 9 4.28 1.28 2 7 4
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4. Results

Table 3 shows that the means of the dependent variables regarding the assurance provider vary;
for the dependent variables RELY and CREDIT, the means are higher for the assurance provided
by another audit firm. For the dependent variables ADVICE and INVEST, the means are higher
for the assurance provided by the statutory audit firm. Concerning the assurance level, all means
across all dependent variables are higher when reasonable assurance is provided.

Table 4 presents the means and standard deviations of the dependent variables according to the
experimental conditions. Across all dependent variables, reasonable assurance provided by
another audit firm received the highest mean compared to the statutory audit firm. Furthermore,
reasonable assurance provided by the statutory audit firm received the second highest means in
most cases. It is striking that the control group does not have the lowest means for the dependent
variables CREDIT and INVEST, indicating that limited assurance needs not be beneficial.

To test our first hypothesis, whether assurance of the CG statement, in general, has an impact
on the decisions of financial professionals, we performed t-tests for all four dependent variables
by comparing the control group (no assurance) to a pooled sample of the conditions with assur-
ance on the CG statement (experimental conditions 2 to 5).” As shown in Table 5, the means for
the control group are lower for all dependent variables. The differences between the two groups
are significant for the dependent variable ADVICE but insignificant for the dependent variables
RELY, CREDIT, and INVEST. Regarding our first hypothesis, we can conclude that assurance
on CG statements significantly affects financial analysts’ willingness to make an investment rec-
ommendation. Hence, we can only partially confirm our first hypothesis. We find no support for
variables RELY, CREDIT, and INVEST.

Regarding the second and third hypotheses, we first performed a MANOVA. The MANOVA
results in Table 6 provide a general overview of the cumulative impact of the type of assurance
provider and the assurance level. The results concerning the assurance provider are insignificant
(F-value = 1.41; p-value =0.244); that is, H2 is not supported. However, the results indicate a

Table 3. Means and standard deviations of dependent variables by factor levels.

Variable RELY ADVICE CREDIT INVEST

Factor Level Mean SD Mean SD Mean SD Mean SD

AProvider SA (N=28) 4.64 1.39 3.96 1.40 4.29 1.41 3.39 1.60
AA (N=26) 4.96 1.40 3.62 1.65 4.69 1.49 3.31 1.67
ALevel LA (N=32) 4.31 1.28 3.53 1.44 4.03 1.23 291 1.35
RA (N=22) 5.50 1.26 4.18 1.59 5.14 1.52 4.00 1.77

Table 4. Means and standard deviations of dependent variables by experimental conditions.

Variable RELY ADVICE CREDIT INVEST
Experimental

Condition Mean SD Mean SD Mean SD Mean SD
1 CG 4.17 1.64 2.92 0.67 4.17 1.19 2.83 0.72
2 SA_LA 4.19 1.28 4.00 1.46 4.13 1.09 3.00 1.41
3 SA_RA 5.25 1.36 3.92 1.38 4.50 1.78 3.92 1.73
4 AA_LA 4.44 1.32 3.06 1.29 3.94 1.39 2.81 1.33
5 AA_RA 5.80 1.14 4.50 1.84 5.90 0.57 4.10 1.91
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Table 5. Difference in means of dependent variables of control group against other experimental

conditions.
Variable Mean control Mean all other t-value p-value
RELY 4.17 4.80 —1.372 0.175
ADVICE 2.92 3.80 —1.951 0.055
CREDIT 4.17 4.48 —0.700 0.487
INVEST 2.83 3.35 —1.083 0.283

Table 6. Multivariate analysis of variance (MANOVA) results [Wilks” Lambda].

Value df F Sig.
Intercept 0.04 4 278.99 0.000%%**
AProvider 0.89 4 1.41 0.244
ALevel 0.74 4 4.23 0.005%**
AProvider x ALevel 0.80 4 291 0.031%#%*

significant impact of assurance level on financial professionals’ decisions (F-value =4.23; p-
value = 0.005), supporting H3. In addition, there is a significant interaction between the two treat-
ment variables (F-value =2.91; p-value =0.031). The MANOVA provides aggregated results.
For deeper insights, we perform ANOVAs.

Table 7 informs on the ANOVA results for the dependent variable RELY. The means for
assurance provided by another audit firm are higher than those provided by the statutory audit
firm (Panel A). However, the difference is insignificant (t-value = —0.838; p-value = 0.406). In
contrast, the means for limited assurance are significantly lower than the means for reasonable
assurance (t-value =—3.366; p-value =0.001). The ANOVA results (Panel B) also do not
support H2 (F-value = 1.26; p-value = 0.267). Hence, the assurance provider does not have a sig-
nificant effect. In contrast, the ANOVA results for assurance level (F-value = 11.60; p-value =
0.001) are significant and support H3 in conjunction with the means (Panel A). Reasonable
assurance results in a significantly stronger reliance on CG statements than limited assurance.
There is no significant interaction between the two treatment variables (F-value=0.18;
p-value =0.675).

Panel C shows the post hoc test results. As expected, the provision of reasonable assurance by
a statutory audit firm results in significantly stronger (t-value = —2.122; p-value = 0.044) reliance
(mean = 5.25) than the provision of limited assurance by the same audit firm (mean =4.19). Simi-
larly, we find a significant difference (t-value = —2.703; p-value =0.012) between reasonable
assurance (mean =5.80) and limited assurance (mean =4.44), both provided by another audit
firm. Likewise, there is a significant difference (t-value =—-3.264; p-value =0.003) between
the reasonable assurance provided by another audit firm and the limited assurance provided
by a statutory audit provider. All other pairwise comparisons are insignificant. In summary,
reasonable assurance on the CG statements has a more positive impact on financial professionals’
reliance than limited assurance. Contrarily, a significant effect of the assurance provider is not
found.

The second dependent variable, ADVICE, refers to the likelihood that financial professionals
would issue an investment recommendation for the fictitious company. Univariate tests (Table 8,
Panel A) do not reveal significant impacts of assurance provider and assurance level. The
ANOVA results are presented in Panel B of Table 8. We find no support for H2 related to the
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Table 7. Analysis of variance (ANOVA) results for dependent variable RELY.

Panel A Descriptive statistics for RELY for each experimental cell

t-value
LA RA p-value Total

SA N=16 N=12 —0.838 N=28

4.19 5.25 0.406 4.64

(1.28) (1.36) (1.39)
AA N=16 N=10 N=26

4.44 5.80 4.96

(1.32) (1.14) (1.40)
t-value —3.366

p-value 0.0071***

Total N=32 N=22

4.31 5.50

(1.28) (1.26)
Panel B ANOVA results with RELY as the dependent variable

Type III sum of squares df F-value p-value  partial 5°
Intercept 1255.48 1 763.44 0.000%** 0.939
AProvider 2.08 1 1.26 0.267 0.025
ALevel 19.07 1 11.60 0.0071*** 0.188
AProvider x ALevel 0.29 1 0.18 0.675 0.004
Residuals 82.23 50
N=54
Adjusted R?=0.152
Panel C Pairwise Comparisons (t-test)
t-value p-value

AA_LA vs. AA_RA —2.703 0.012%*
SA_LA vs. SA_RA -2.122 0.044**
SA_RA vs. AA_RA —1.018 0.321
SA_LA vs. AA_LA —0.546 0.589
SA_RA vs. AA_LA 1.596 0.123
SA_LA vs. AA_RA -3.264 0.003***

type of assurance provider (F-value =0.19; p-value =0.667) or for H3 related to the assurance
level (F-value =2.74; p-value =0.104) (Table 8, Panel B). However, the interaction between
the two treatment variables is significant (F-value = 3.46; p-value = 0.069). Additionally, we per-
formed a contrast test for this dependent variable and compared the provision of limited assur-
ance by another audit firm with the other three conditions (=3, +1, +1, +1). The result is not
significant (p-value =0.107).®

As shown in Figure 1 and the means in Panel A, reasonable assurance only increases the
likelihood of an investment recommendation if provided by another audit firm. Oppositely,
limited assurance provided by another audit firm is characterized by an extraordinarily low
probability of an investment recommendation. A low assurance level could explain this, in
combination with a lack of client-specific knowledge. The post hoc tests (Panel C) reveal
a significantly higher recommendation likelihood for reasonable assurance than for limited
assurance, both provided by another audit firm (t-value=-2.346; p-value=0.028). In
addition, the limited assurance provided by the statutory auditor results in a significantly
higher recommendation likelihood than the limited assurance provided by another audit
firm (t-value = 1.925; p-value =0.064).
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Table 8. Analysis of variance (ANOVA) results for dependent variable ADVICE.

Panel A Descriptive statistics for ADVICE for each experimental cell

t-value
LA RA p-value Total
SA N=16 N=12 0.839 N=28
4.00 3.92 0.405 3.96
(1.46) (1.38) (1.40)
AA N=16 N=10 N=26
3.06 4.50 3.62
(1.29) (1.84) (1.65)
t-value —1.564
p-value 0.124
Total N=32 N=22
3.53 4.18
(1.44) (1.59)
Panel B ANOVA results with ADVICE as the dependent variable
Type III sum of squares df F-value p-value partial n°
Intercept 777.10 1 358.59 0.000%** 0.878
AProvider 0.41 1 0.19 0.667 0.004
ALevel 5.95 1 2.74 0.104 0.052
AProvider x ALevel 7.50 1 3.46 0.069* 0.065
Residuals 108.35 50
N=54
Adjusted R? = 0.064
Panel C Pairwise Comparisons (t-test)
t-value p-value
AA_LA vs. AA_RA —2.346 0.028%**
SA_LA vs. SA_RA 0.153 0.880
SA_RA vs. AA_RA —-0.850 0.406
SA_LA vs. AA_LA 1.925 0.064*
SA_RA vs. AA_LA 1.684 0.104
SA_LA vs. AA_RA —0.769 0.450

The following dependent variable tested (CREDIT) refers to the assessment of the credit
risk of the fictitious company by financial professionals. As shown in Panel A of Table 9,
the means related to the assurance provider are not significantly different (t-value =—1.030;
p-value =0.308). However, the means for limited assurance are significantly lower than
those for reasonable assurance (t-value =—2.943; p-value =0.005). The ANOVA results are
shown in Panel B of Table 9. The results for both treatment variables are significant (APro-
vider: F-value =2.82; p-value =0.099; ALevel: F-value = 10.48; p-value =0.002). In addition,
there is a significant interaction between the two treatment variables (F-value =4.83; p-value
=0.033).

As shown in Figure 2, the provision of reasonable assurance reduces perceived credit risk.
However, this effect is more substantial if another audit firm provides the assurance. The
mean values in Panel A confirm this observation. Reasonable assurance results in lower per-
ceived credit risk than limited assurance. Participants prefer the statutory auditor to another
audit firm if there is limited assurance (means 4.13 vs. 3.94). However, in the case of reasonable
assurance, they assess a lower credit risk if the assurance provider is another audit firm and not
the statutory auditor (means 5.90 vs. 4.50).
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Figure 1. ANOVA results for dependent variable ADVICE.
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Figure 2. ANOVA results for dependent variable CREDIT.

The post hoc tests (Panel C) show significant differences between limited and reasonable
assurance both provided by another audit firm (t-value = —4.227; p-value =<0.001), between
limited assurance provided by the statutory auditor and reasonable assurance provided by
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Table 9. Analysis of variance (ANOVA) results for dependent variable CREDIT.

Panel A Descriptive statistics for CREDIT for each experimental cell

t-value
LA RA p-value Total
SA N=16 N=12 —-1.030 N=28
4.13 4.50 0.308 4.29
(1.09) (1.78) (1.41)
AA N=16 N=10 N=26
3.94 5.90 4.69
(1.39) (0.57) (1.49)
t-value —2.943
p-value 0.005%%**
Total N=32 N=22
4.03 5.14
(1.23) (0.32)
Panel B ANOVA results with CREDIT as the dependent variable
Type III sum of squares df F-value p-value partial n°
Intercept 1105.51 1 653.47 0.000%** 0.929
AProvider 4.77 1 2.82 0.099* 0.053
ALevel 17.72 1 10.48 0.0027%** 0.173
AProvider x ALevel 8.17 1 4.83 0.033** 0.088
Residuals 84.59 50
N=54
Adjusted R*=0.196
Panel C Pairwise Comparisons (t-test)
t-value p-value
AA_LA vs. AA_RA —4.227 0.000%**
SA_LA vs. SA_RA —0.689 0.497
SA_RA vs. AA_RA -2.375 0.028**
SA_LA vs. AA_LA 0.425 0.674
SA_RA vs. AA_LA 0.939 0.356
SA_LA vs. AA_RA —4.747 0.000%**

another audit firm (t-value = —4.747; p-value = <0.001), and between reasonable assurance pro-
vided by the statutory auditor and reasonable assurance provided by another audit firm (t-value =
—2.375; p-value = 0.028). Another audit firm has less client-specific knowledge but is potentially
more independent. For the limited assurance condition, competence dominates the independence
effect, whereas our results indicate that the independence effect is stronger for the reasonable
assurance condition. Overall, the findings support H2 and H3.

Our last dependent variable (INVEST) deals with the likelihood that financial professionals
will invest their private capital in the fictitious company. Again, t-test results (Table 10, Panel
A) indicate no significant impact of the assurance provider different (t-value = 0.192; p-value
=0.849) but a significant effect of the assurance level different (t-value =—-2.571; p-value =
0.013). The ANOVA results presented in Panel B of Table 10 indicate that the assurance
level significantly affects these investment decisions (F-value = 6.44; p-value =0.014). By con-
trast, we find no evidence of a significant influence of the type of assurance provider (F-value =
0.00; p-value = 0.996). The interaction between the two treatment variables was also not signifi-
cant (F-value = 0.18; p-value = 0.671). Moreover, looking at the means (Panel A), we can see that
the means for limited assurance (3.00 and 2.81) are lower than those for reasonable assurance
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Table 10. Analysis of variance (ANOVA) results for dependent variable INVEST.

Panel A Descriptive statistics for INVEST for each experimental cell

t-value
LA RA p-value Total
SA N=16 N=12 0.192 N=28
3.00 3.92 0.849 33
(1.41) (1.73) (1.60)
AA N=16 N=10 N=26
2.81 4.10 3.31
(1.33) (1.91) (1.67)
t-value -2.571
p-value 0.013%%*
Total N=32 N=22
291 4.00
(1.35) 1.77)
Panel B ANOVA results with INVEST as the dependent variable
Type III sum of squares df F-value p-value partial n°
Intercept 620.26 1 253.68 0.0007%* 0.835
AProvider 0.00 1 0.00 0.996 0.000
ALevel 15.76 1 6.44 0.014%* 0.114
AProvider x ALevel 0.45 1 0.18 0.671 0.004
Residuals 122.25 50
N=54
Adjusted R”=0.063
Panel C Pairwise Comparisons (t-test)
t-value p-value
AA_LA vs. AA_RA —2.031 0.053*
SA_LA vs. SA_RA —1.543 0.135
SA_RA vs. AA_RA —0.236 0.816
SA_LA vs. AA_LA 0.387 0.702
SA_RA vs. AA_LA 1.914 0.067*
SA_LA vs. AA_RA —1.686 0.105

(3.92 and 4.10). Thus, H3 is supported. The post hoc tests in Panel C indicate significant differ-
ences between the limited and reasonable assurance provided by another audit firm (t-value =
—2.031; p-value=0.053) and between the limited assurance provided by another audit firm
and the reasonable assurance provided by the statutory auditor (t-value = 1.914; p-value = 0.067).

In summary, we find some support for HI: external assurance on CG statement positively
affects financial professionals’ decisions. In addition, the findings, at best, marginally support
the effects regarding the assurance provider. By contrast, financial professionals seem to recog-
nize differences in assurance levels and prefer reasonable assurance over limited assurance.
However, we eliminated responses from participants who failed in the third manipulation
check. Such failures could either be caused by a lack of attention or by a lack of understanding
of assurance levels. Thus, we can only claim that different assurance levels will matter if finan-
cial analysts understand the concept of assurance levels.

5. Conclusion

In recent years, corporate governance has attracted significant attention. For example, driving
factors are increased stakeholder demands for non-financial management and reporting of
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companies, scandals such as ‘Dieselgate’ or the legislators, which assign CG a central role in the
sustainable development of the economy. In the EU, capital market-oriented entities are obliged to
disclose a CG statement. However, the increased relevance of CG and the willingness of compa-
nies to strengthen their CG conflicts with the lack of mandatory assurance on CG statements.
Further, there are information asymmetries between the management and the addressees of such
statements. Therefore, the latter cannot wholly evaluate reporting correctness (hidden action)
and management may be tempted to misreport (moral hazard). The lack of generally accepted
reporting guidelines exacerbates these risks. The assurance of CG statements could reduce these
agency problems.

Against this backdrop, our study focused on three main aspects. First, we examine the decision
usefulness of assurance on the CG statement. Second, we analyze the influence of the type of
assurance provider, namely, whether the assurance provided by the entity’s statutory auditor
or by another Big Four audit firm matters. Third, we investigate the impact of the assurance
level, that is, limited or reasonable assurance, on the decision behavior of CG statement users.

Our experimental study used a 2 x 2 + 1 between-subjects design, with financial professionals
as participants. The treatment variables were the type of assurance provider and the level of
assurance. Additionally, a control group without any assurance on the CG statement was
included. Our results indicate that voluntary assurance increases financial professionals’ likeli-
hood of advising to invest in the fictitious company.

Regarding the type of assurance provider, our results mainly fail to identify a significant differ-
ence between assurance provision by the Big Four statutory auditor and another Big Four audit firm.
Knowledge spillovers may occur in the case of assurance provided by the statutory auditor, which
could improve the perceived audit quality. Conversely, additional fees stemming from the assurance
service may alleviate concerns about economic dependence and negatively affect audit quality per-
ceptions. These opposing effects could balance each other. However, there is a marginally signifi-
cant preference for another audit firm concerning the likelihood of credit granting. Reasonable
assurance predominantly results in the decisions of financial professionals being more favorable
for the fictitious company than limited assurance. Above that, there is a significant interaction
between the assurance level and the type of assurance provider for two of our dependent variables:
the likelihood of making an investment recommendation and perceived credit risk. Participants
seem to prefer assurance provision by another audit firm in conjunction with reasonable assurance.

The results of our study could be of interest to regulators, audit firms, directors, and providers
of capital. In light of the current discussions on reforming CG reporting requirements, our results
offer essential insights. As part of the recently adopted Corporate Sustainability Reporting Direc-
tive (CSRD) (Directive (EU) 2022/2464, 2022), an assurance requirement, first based on limited
assurance, is introduced to improve the reliability of sustainability information. In addition to
environmental and social aspects, the CSRD explicitly requires the inclusion of governance-
related components. Furthermore, the CSRD includes a Member State options to engage
another audit firm than the statutory auditor or even an alternative assurance service provider
to express an opinion on sustainability reporting. Our study results slightly support the decision
of the European regulator to require CSR assurance. In addition, our findings do not indicate that
financial professionals perceive the assurance provision by the statutory auditor as superior. Fur-
thermore, our results confirm the current EU plans to increase the assurance level to a reasonable
level in the coming years.

In the same vein, the results also have potential implications for voluntarily reporting compa-
nies since our results demonstrate that the demand for assurance may positively affect the report-
ing company. For audit firms, the identified usefulness of assurance services on CG statements
may help market such services. The users of these reports may learn to pay attention to the pres-
ence or absence of assurance.
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Naturally, our study has limitations. First, we only investigate assurance on CG statements and
cannot generalize our findings to assurance on ESG reports. Second, our participants are financial
professionals, and other user groups, such as nonprofessional investors, may perceive assurance
on CG statements differently. Third, strictly speaking, our findings are only valid for the specifics
of our experimental setting. For example, we assume a financially stable company, and the
results may differ for financially distressed firms. The automotive industry was chosen
because of its economic relevance and shareholders familiarity. However, this industry was
affected by the Dieselgate scandal, which may influence the perceptions of assurance on CG
statements. Fourth, our study is performed in Germany, a Roman legal country with a two-tier
CG-System. Hence, we cannot generalize our findings to companies with different environ-
mental settings. Fifth, the impact of spillover effects on financial statement audits cannot be
excluded. For example, the additional fees generated by the provision of CG report assurance
services could impair the statutory auditor’s perceived independence, and our participants
may have reacted to the reduced credibility of financial statements (Aobdia & Yoon, 2023).
Sixth, our experiment only considers the potential benefits of CG statement assurance but
ignores the related costs. Seventh, we collected data during the COVID-19 pandemic and
cannot exclude the possibility that this turbulent period affected our results. Finally, our
failure definition regarding the third manipulation check is subjective. However, related sensi-
tivity analyses reveal that our results are relatively stable concerning alternative definitions.

Many of these limitations highlight avenues for future research. For example, future research
could analyze the impact of other characteristics of the assurance provider, such as tenure or
industry expertise. In addition, it could be of interest to investigate how the new mandatory assur-
ance requirements impact the professional education of public accountants. Further, our study
opted for direct questioning over methods like eye-tracking, as our focus is on the financial pro-
fessionals’ decision-making following information processing. The application of eye-tracking,
however, could shed light on the behavioral aspects of information processing (Libby, 1981).
Finally, with the expanded requirements regarding CSR reporting and related assurance, archival
studies on their effects, such as capital markets (earnings response coefficients, abnormal returns,
abnormal trading volume, cost of capital, and credit ratings), will become feasible.

Notes

'The diesel or exhaust emissions scandal (also known as ‘Dieselgate’) is the term used to describe the combination of a
series of primarily illegal manipulations by various car manufacturers to circumvent legally prescribed limits for car
exhaust emissions.

2See the Appendix for the English version of the experimental case.

3The number of participants can only be estimated due to the acquisition process since the collected and individually
contacted email addresses it was called for participation in newsletters of a Financial Analysts Association.

“We cannot say how many subjects read the DVFA newsletter; therefore it is impossible to calculate a precise response
rate.

SIf the unsuccessful participants of this manipulation check are not excluded from the statistical analysis, then the results
and significance levels, especially for ‘ALevel’, are significantly weaker. This speaks for the manipulation checks’
effectiveness as these observations are left out for further analysis. We also tested the effects of a stricter or more
lenient treatment of the third manipulation check. A stricter treatment increases the significance of our results on the
impact of the assurance level for some dependent variables. However, it would have resulted in a loss of a further
13 observations. A more lenient treatment decreases the significance of our results on the impact of the assurance
level, which would become insignificant for the dependent variables RELY and ADVICE.

SAGE includes a 5-point scale with ascending ranks to rank age based on ethical study requirements (1 = under 30 years,
2 =between 30 and 40 years, 3 = between 40 and 50 years, 4 = between 50 and 60 years, 5 = over 60 years). In the same
context, EDU includes a 5-point scale to classify educational background (1 = secondary school degree, 2 = high school
diploma, 3 =Bachelor’s degree or comparable, 4 = Master’s degree or comparable, 5 = doctoral degree). KNOW_AS
and KNOW_CG include the question on general knowledge of audit services and corporate governance, respectively,
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on a 7-point Likert scale (1 =no knowledge, 7 = very high knowledge). TRUST_CG and TRUST_AF include the ques-
tion of general trust in corporate governance reports and auditors, respectively, on a 7-point Likert scale (1 = no trust, 7
=very high trust).

"The use of t-tests is common in research. A t-test by design assumes a normal distribution, which is usually not given for
Likert scale data. However, the non-parametric Mann-Whitney-U tests show similar results that both test procedures
derive the same results.

8In a one-tailed interpretation of this contrast test, the p-value is significant. Based on the underlying experimental setting
and in combination with the analysis of the overall findings, it can be concluded that the expression AA_LA does not
have a stronger influence on decision behavior than all three other comparable expressions.
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Appendix
Experimental case

Introduction
You will receive case materials on a hypothetical company below. There are no right or wrong
answers. We ask you to read the case information carefully. We can only utilize answers if the
case information is perceived correctly. Therefore, we need to check at a later point whether this
information has been correctly perceived by you.

You will then be asked to

+ make some hypothetical decisions of financial analysts regarding the described company
and

¢ To provide various demographic information.
Please answer all questions at your discretion.

Attention: While answering the questions it will not be possible to re-read the case
information!

General
‘Automobil AG’ is an automotive manufacturer headquartered in Frankfurt am Main, Germany,
with 48 production sites worldwide, selling its vehicles in 153 countries. The 5 different product
brands of the group range from small cars to premium class vehicles. Since 2018, ‘Automobil
AG’ has been continuously shifting its product range towards electric mobility. In recent
years, the national and international sales activities of ‘Automobil AG’ have been very success-
ful. In 2020, ‘Automobil AG’ produced around 3.56 million vehicles and was able to sell a total
of 3.67 million vehicles.

‘Automobil AG’ has 264,910 employees and the current collective agreement ends on Febru-
ary 28, 2022.

Shares in ‘Automobil AG’ are admitted to trading on the Frankfurt Stock Exchange in the
Prime Standard segment.

Business situation
Sales of ‘Automobil AG’ under IFRS decreased slightly from €101,052 million (2019) to
€89,153 million (2020). Net income also decreased from €5,338 million to €3,334 million. In
2020, free cash flow of €13,988 million was generated (2019: €15,980 million).

Compared to 2019, total assets have increased by €3,617 million, resulting in total assets of
€198,845 million in 2020. The following chart provides further information on key figures for
the balance sheet dates December 31, 2020 and December 31, 2019:

2020 2019 %
EBIT (in € million) 4,667 7,342 -36.4
Net cash flow (in € million) 2,542 4,334 —-41.3
Operating return on sales 4.8% 7.6% -36.8
R&D quota 7.6% 6.7% 134

Earnings-per-share (in €) 6.65 10.65 -37.6
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Corporate governance
The Executive Board of ‘Automobil AG’ consists of 4 members. The members of the Board of
Management receive a fixed basic salary and some fringe benefits, such as company cars. In
addition, the Supervisory Board determines performance-related compensation annually in
December on the basis of existing contracts.

The Supervisory Board comprises 10 members, 5 of whom represent the employees. All
members receive fixed annual compensation and expense allowances.

The members of the Board of Management and the Supervisory Board all have the necessary
professional and personal qualifications.

Auditor
‘ABCD’ is one of the 4 major auditing firms in the German auditing market.

‘ABCD’ issued an unqualified audit opinion and there were no disagreements between the
Board of Management and ‘ABCD’ regarding the accounting principles, the annual financial
statements and management report, the scope of the audit and the audit methods. ‘ABCD’
was commissioned by the Supervisory Board of ‘Automobil AG’ and elected by the Annual
General Meeting.

The audit fee of “ABCD’ for the statutory annual audit 2020 amounts to € 2,212,500.

Comment:
Visible to participants in case-specific form; one variant is shown for each case.
Explanation of abbreviations:

o SA: Assurance of the corporate governance statement by the auditor of the annual finan-
cial statements

o AA: Assurance of the corporate governance statement by a comparable other BIG Four
auditing firm

o LA: Assignment to obtain limited assurance of the CG statement according to (ISAE 3000
(rev.); IAASB, 2013)

o RA: Assignment to obtain reasonable assurance of the CG statement according to (ISAE
3000 (rev.); IAASB, 2013)

[2] SA_LA

In addition, ‘ABCD’ received €139,250 as fees for non-audit services, including €49,500
for the audit of the corporate governance statement.

[3] SA_RA:

In addition, ‘ABCD’ received €179,250 as fees for non-audit services, including €89,500
for the audit of the corporate governance statement.

[4] [5] AA_*/ [1] Control Group:

In addition, ‘ABCD’ received €89,750 as fees for non-audit services.

Corporate governance statement

Automobil AG’ publishes a summarized ‘Corporate Governance Statement’ in accordance with
sections 289f, 315d of the German Commercial Code (HGB). This includes the Declaration of
Conformity pursuant to Section 161 of the German Stock Corporation Act (AktG), information
on significant corporate governance practices and on the working methods and composition of
the Supervisory Board and Board of Management, including information on the corporate
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governance of the company, the diversity concept for the Supervisory Board and Board of Man-
agement, and the statutory requirements for the equal participation of women and men in man-
agement positions. Automobil AG’ also publishes the ‘Corporate Governance Statement’ on its
website and stores it there in a publicly accessible form for 10 years after publication.

Within the scope of the audit of the financial statements under commercial law, with regard to
the ‘Declaration on Corporate Governance’, it is only checked that a declaration has been made
and that the (required) information has been provided in this declaration.

1 Control Group:

No assurance of the “Corporate Governance Statement”.

[2] SA_LA:

The ‘ABCD’ auditing company has been additionally mandated to assure the ‘Corporate
Governance Statement’ of ‘Automobil AG’ with limited assurance. ‘ABCD’ states in
this regard:

[3] SA_RA:

The ‘ABCD’ auditing company has been additionally mandated to assure the ‘Corporate
Governance Statement’ of ‘Automobil AG” with reasonable assurance. ‘ABCD’ states
in this regard:

[4] AA_LA:

In addition, ‘XYZ’ Wirtschaftspriifungsgesellschaft, another of the four major auditing
firms, was mandated by ‘Automobil AG’ to assure the “Declaration on Corporate Govern-
ance” with limited assurance. This engagement was remunerated with €49,500. ‘XYZ’
states in this regard:

[5] AA_RA:

In addition, ‘XYZ’ Wirtschaftspriifungsgesellschaft, another of the four major auditing
firms, was mandated by ‘Automobil AG’ to assure the “Declaration on Corporate Govern-
ance” with reasonable assurance. This engagement was remunerated with €89,500. ‘XYZ’
states in this regard:

[Limited assurance]:

Assurance opinion of the independent auditor

To Automobil AG,

we have performed a limited assurance engagement on the corporate governance statement for
the period 01.01.2020 — 31.12.2020.

The legal representatives of Automobil AG are responsible for the preparation of the corporate
governance statement for the aforementioned period in order to fulfill the obligations pursuant to
sections 289f, 315d of the German Commercial Code (HGB) in accordance with section 161 of
the German Stock Corporation Act (AktG).

We conducted our assurance in accordance with International Standard on Assurance Engage-
ments ISAE 3000 (Revised) ‘Assurance Engagements Other than Audits or Reviews of Histori-
cal Financial Information’” (ISAE 3000 revised) as a limited assurance engagement. This
standard requires that we comply with ethical requirements and plan and perform the assurance
engagement, taking into account the principle of materiality, to obtain limited assurance about
whether any matters have come to our attention that cause us to believe that the corporate gov-
ernance statement of Automobil AG for the designated period is not, in all material respects,
appropriate in the circumstances.

In the case of an audit to obtain limited assurance, the assurance procedures performed are less
extensive than in the case of an audit to obtain reasonable assurance, with the result that
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significantly less assurance is obtained. The procedures selected depend on the auditor’s judg-
ment. We believe that the assurance evidence we have obtained is sufficient and appropriate
to provide a basis for our audit opinion.

In performing the engagement, we have complied with the independence and quality assur-
ance requirements set out in national laws and professional pronouncements, in particular the
Professional Code of Conduct for Certified Public Accountants.

Based on the assurance procedures performed and the assurance evidence obtained, nothing
has come to our attention that causes us to believe that the corporate governance statement of
Automobil AG for the period January 1, 2020 — December 31, 2020, is not prepared, in all
material respects, in accordance with the facts and arithmetic and that the requirements and con-
ditions have not been met in all material respects.

Frankfurt am Main, 01.01.2021
[2] SA_LA: ‘ABCD’ auditing firm
[4] AA_LA: ‘XYZ’ auditing firm

[Reasonable assurance]:

Assurance opinion of the independent auditor

To Automobil AG,
we have performed a business audit to obtain reasonable assurance about the corporate govern-
ance statement for the period 01.01.2020 — 31.12.2020.

The legal representatives of Automobil AG are responsible for the preparation of the corporate
governance statement for the aforementioned period in order to fulfill the obligations pursuant to
sections 289f, 315d of the German Commercial Code (HGB) in accordance with section 161 of
the German Stock Corporation Act (AktG).

We conducted our assurance in accordance with the International Standard on Assurance
Engagements ISAE 3000 (revised) ‘Assurance Engagements Other than Audits or Reviews of
Historical Financial Information’ (ISAE 3000 revised) as a Reasonable Assurance Engagement.
This standard requires that we comply with ethical requirements and plan and perform the assur-
ance engagement, under consideration of the principle of materiality, to obtain reasonable assur-
ance about our opinion.

An assurance of a corporate governance statement involves performing procedures to obtain
audit evidence about the disclosures in the corporate governance statement.

The procedures selected depend on the auditor’s judgment. This includes the assessment of the
risks of material misstatement of the corporate governance statement, whether due to fraud or
error.

The objective of this is to plan and perform audit procedures for the corporate governance
statement that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company’s internal control system. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the consolidated
financial statements. Within the scope of our engagement, we conducted our audit procedures
primarily on a test basis.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

In performing the engagement, we have complied with the independence and quality assur-
ance requirements set out in the national legal regulations and professional pronouncements,
in particular the Professional Code of Conduct for Certified Public Accountants.
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In our opinion, the corporate governance statement of Automobil AG for the period January 1,
2020 — December 31, 2020, has been properly compiled in all material respects and the require-
ments and conditions have been complied with in all material respects.

Frankfurt am Main, 01.01.2021
[3] SA_RA: ‘ABCD’ auditing firm
[5] AA_RA: XYZ’ auditing firm
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