
Does industry employment of active regulators compromise oversight? 

 
 

 

 

Jonas Heese  

Harvard Business School 

jheese@hbs.edu 
 

 

February 12, 2021 

 
 

Abstract 

 

I study whether industry employment of active regulators compromises oversight. To examine 

this question, I exploit that the Financial Reporting Enforcement Panel (FREP), the German 

capital-market regulator responsible for enforcing public firms’ compliance with accounting 

standards, allows its senior regulators to serve on boards of public firms during their FREP 

tenure. I find that firms are less likely to face enforcement actions after they appoint active 

regulators to their board. After such an appointment, firms are also less likely to receive an 

unqualified audit opinion, more likely to have an above normal risk of accounting manipulation 

as measured by an F-Score greater than 1, and exhibit higher income-increasing abnormal 

accruals. These findings, robust to identification concerns, show that industry employment of 

active regulators can result in conflicts of interest that facilitate regulatory capture. 
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1. Introduction 

Industry employment of active regulators has long raised the concern that it leads to 

regulatory capture, whereby regulators receive financial compensation from firms in exchange 

for lax oversight. In response, most public regulators have implemented policies that require 

regulators to resign from industry employment upon taking office, effectively prohibiting 

industry employment for active regulators. In contrast, self-regulatory organizations (SROs) 

often allow regulators to retain industry employment during their tenure at the SRO.1 They 

argue that this practice strengthens oversight, because it helps to attract individuals with strong 

expertise. Despite these stark differences in employment policies for active regulators, there is 

no systematic evidence on the question of whether industry employment of active regulators 

actually compromises oversight. This paper addresses this question by studying the 

enforcement actions of the Financial Reporting Enforcement Panel (FREP), the German 

regulator responsible for enforcing public firms’ compliance with accounting standards. The 

FREP allows its senior regulators, i.e., members of its Nomination Committee, members of its 

board, and the Head of Enforcement, to serve on boards of public firms during their FREP 

tenure. In this paper, I examine the effect of board directorships of active FREP regulators on 

FREP enforcement actions and firms’ accounting choices.  

I use this setting because it presents several advantages that help me identify the effect 

of regulators’ directorships on enforcement and reporting outcomes. First, FREP executives 

are free to serve on boards during their FREP tenure, and do so extensively. In my final sample, 

FREP executives serve on boards of 29 public companies for a total of 145 years between 2004 

                                                 
1 SROs in the U.S. capital market that allow industry employment of their senior regulators are, for example, the 

Financial Accounting Foundation (FAF), the Financial Industry Regulatory Authority (FINRA), and the New 

York Stock Exchange (NYSE). FINRA’s board includes 10 members that are employed at brokerage firms. 

Similarly, many FAF trustees are employed in business, auditing, investing, or serve on boards (FAF 2021).  
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(when FREP was founded) and 2019. These 29 companies represent approximately 32% of the 

market capitalization of all German publicly listed firms. In addition, a large number of firms 

do not appoint FREP regulators to their board, forming the control group. My final sample 

consists of 839 public firms from 2004 to 2019. Second, I can separately examine the effect of 

directorships held by FREP’s Head of Enforcement, who directly oversees the enforcement 

process, and directorships of other FREP executives, who only have indirect influence. Third, 

I can observe all 125 FREP enforcement actions against 106 unique firms from 2004 to 2019, 

allowing me to study FREP’s enforcement choices. I can also rely on a comprehensive set of 

measures to capture firms’ reporting behavior, allowing me to examine whether firms change 

their reporting after a FREP executive joins their board.  

From a theoretical standpoint, the effect of board directorships of FREP executives on 

enforcement outcomes is not clear. On the one hand, capture theory predicts that board 

directorships of FREP executives could weaken enforcement (e.g., Stigler 1971; Weingast 

1984). FREP enforcement actions are costly for firms and managers in terms of reputational 

costs and negative stock-market reactions (Hitz et al. 2012; PwC 2009, 2013), creating 

incentives for firms to avoid them. Appointing FREP executives as directors could be an 

effective mechanism to avoid enforcement actions, because FREP executives receive 

compensation from the firm, and could, in exchange, lobby for lax enforcement. In turn, 

companies appointing FREP executives to their board could exploit the lax enforcement by 

engaging in more aggressive reporting choices. Under this view, I would expect to find a lower 

likelihood of being subject to a FREP enforcement action and more aggressive reporting 

choices following the appointment of a FREP executive.  

Alternatively, board directorships of FREP executives could strengthen oversight of 

connected firms and improve financial reporting for at least three reasons. First, the FREP has 
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high independence and integrity requirements for its executives (FREP 2020). If regulators 

with these qualities join boards, it could improve connected firms’ compliance with reporting 

rules. Second, FREP executives are likely to have extensive technical expertise, as the FREP 

requires such expertise (FREP 2020). In fact, several FREP executives served as CFOs of large 

German companies before being elected as a FREP regulator. Thus, firms seeking to improve 

their reporting may appoint FREP executives to benefit from their knowledge (e.g., Che 1995), 

improving compliance with reporting regulations. Third, FREP executives could have 

incentives to improve connected firms’ compliance with accounting regulation to retain their 

FREP position and avoid labor-market penalties that could arise if they serve on boards of firms 

involved in misstatements (e.g., Srinivasan 2005). These incentives may be particularly salient 

in my setting, as many FREP regulators are well-known industry leaders. Under this alternative 

view, I would expect to find a lower likelihood of being subject to a FREP enforcement action 

and less aggressive reporting choices following the appointment of a FREP executive.  

It is also possible that directorships of FREP executives are inconsequential. One 

possibility is that the FREP’s enforcement process is designed to avoid undue influence. For 

example, the FREP’s policy is that the Head of Enforcement cannot oversee enforcement 

actions against firms on whose boards he serves, and that FREP’s board members cannot 

directly instruct enforcement staff. Another view is that firms appoint FREP executives to their 

board for reasons unrelated to their FREP role. Anecdotal evidence seems to support this view, 

because in many cases FREP executives were already serving on firms’ boards prior to their 

FREP role. An additional view is that the FREP and its enforcement actions are ineffective in 

the first place and thus directorships of FREP executives are unlikely to have an effect. 

Ultimately, whether directorships of FREP executives affect enforcement actions and firms’ 

financial reporting are empirical questions.  
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Empirically, I employ a difference-in-differences methodology that examines changes 

in enforcement and reporting outcomes after a FREP executive joins the board of a public firm.2 

The first difference is the change in enforcement and reporting outcomes before and after the 

regulator joins the board. The second difference is the change in these outcomes in firms 

without regulators serving on their boards. These tests include firm-level controls, such as firm 

size and performance, that could be associated with enforcement and reporting outcomes, as 

well as firm and industry-year fixed effects to control for omitted time-invariant firm 

characteristics and time trends, respectively. I find that firms are less likely to face enforcement 

actions after they appoint the FREP’s Head of Enforcement or a FREP board member to their 

board. The appointment reduces the likelihood of receiving an enforcement action to zero.  

Next, I examine whether directorships of FREP executives affect firms’ financial 

reporting. These tests are important to distinguish whether the lower enforcement likelihood is 

driven by increased compliance with accounting regulation or lax enforcement. Specifically, I 

examine the effect of firms appointing a FREP executive to their board on 1) the likelihood of 

receiving an unqualified audit opinion, 2) the likelihood of having an above normal risk of 

accounting manipulation as measured by an F-Score larger than 1, and 3) firms’ discretionary 

accruals. I find that firms are less likely to receive an unqualified audit opinion, more likely to 

have an F-Score larger than 1, and exhibit higher income-increasing abnormal accruals after 

they appoint a FREP executive to their board. Taken together, my findings are consistent with 

the view that directorships of regulators facilitate capture. 

However, interpreting my results as evidence of capture is complicated by the fact that 

firms in my sample might not always have incentives to engage in aggressive reporting and 

                                                 
2 A concern with this research design is that it might not appropriately rule out potential selection issues arising 

from firms’ timing of appointing FREP regulators to their board. While tests for parallel trends discussed in 

Section 5.4.1. alleviate that concern, I discuss tests to address this concern on page 5.   
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therefore benefit from capture. This raises the question of whether my results could be 

consistent with the view that firms primarily appoint regulators to their board to benefit from 

regulators’ expertise. For example, higher abnormal accruals following the appointment of a 

regulator could be driven by firms’ attempts to better reflect their economic reality instead of 

aggressive reporting. To rule out that this alternative view explains my results, I conduct two 

tests. First, I repeat my tests separately for firm years with and without performance pressure. 

If the effects are primarily the result of capture, I would expect that my results are concentrated 

in years with performance pressure, when firms benefit most from capture. I find evidence 

consistent with this expectation. Second, I exploit that a subset of my sample firms is cross-

listed in the U.S., and therefore subject to oversight by the Securities and Exchange 

Commission (SEC). If firms engage in more aggressive reporting after appointing a regulator 

to their board, I would expect that the SEC, who is unlikely to be captured by FREP regulators, 

is more likely to issue comment letters and enforcement actions against these firms. I find 

evidence consistent with this expectation.  

A remaining concern with my results is that they could be driven by an omitted factor 

that drives both firms’ timing of appointing a regulator and firms’ enforcement as well as 

reporting outcomes. For example, firms that expect changes in reporting quality for some 

economic reason could try to add regulators to their board to help navigate these changes, which 

could explain lower reporting quality following the appointment. To address this selection 

issue, I only use the subset of FREP executives that already serve on firms’ boards prior to their 

FREP tenure and repeat my main tests. In those instances, the firm’s decision to appoint the 

individual to the board is unlikely to be driven by the individual’s future FREP appointment. 

Using my difference-in-differences design and a time-series test using only treated firms as 

their own control, I find consistent results.  
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Finally, I show that firms increase the compensation for directors after their FREP 

appointment. These increases are stronger in years with performance pressure, suggesting that 

the compensation increases are also in exchange for lax enforcement.   

My study makes three contributions. First, my paper contributes to the literature on 

regulatory capture. Prior studies have primarily focused on the role of firms’ political 

connections as a channel to reduce enforcement (e.g., Correia 2014; Heese et al. 2017; Yu and 

Yu 2011). My study focuses on the conflicts of interests that can arise when regulators serve 

both as regulator and board director, and how these conflicts shape regulators’ and firms’ 

behavior. By documenting that firms enjoy lax enforcement and engage in more aggressive 

reporting choices after appointing an active FREP regulator to their board, my results indicate 

that industry employment of active regulators can result in regulatory capture. These findings 

extend our understanding through which channels firms can capture regulators, which is an 

important but understudied area (Dal Bó 2006).  

Second, my study contributes to the revolving-door literature. The central question in 

that literature is whether past or future industry employment of regulators compromises 

oversight (Dal Bó 2006). As deHaan et al. (2015) point out, empirical evidence on the effect 

of revolving doors is limited and mixed, with some showing that industry employment of 

former regulators strengthens firms’ compliance with rules and regulations (e.g., deHaan et al. 

2015; Forster and Shive 2017; Lucca et al. 2014), while others find some evidence that prior 

industry employment of regulators weakens oversight (e.g., Cohen 1986; Gormley 1979). My 

study adds to this literature by providing the first systematic evidence that concurrent industry 

employment of regulators can weaken enforcement; a finding that improves our understanding 

of how different types of employment ties between regulators and firms shape oversight.  
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Third, my findings are relevant to regulators and policy-makers in Germany and 

elsewhere. As a result of the Wirecard scandal, German policy-makers are debating whether 

and how to reform the FREP. My findings inform this debate by documenting the detrimental 

effect that directorships of FREP regulators have on oversight. As approximately 50% of the 

DAX companies appointed FREP regulators since 2004, these directorships have compromised 

the oversight of a large fraction of the German capital market.3 My findings also provide 

empirical support for public regulators’ long-standing policy to prohibit industry employment 

of active regulators. Finally, my study provides insights for self-regulatory organizations, 

which oversee large parts of the capital market in many countries. In contrast to public 

regulators, many SROs allow regulators to retain their industry employment during their tenure 

at the SRO. My study shows that such lax conflict-of-interest policies can weaken oversight. 

2. Institutional Setting 

Founded in May 2004, the Financial Reporting Enforcement Panel (FREP) is a private, 

industry-operated association that acts as a self-regulatory organization. The FREP’s funding 

is based on a levy collected from publicly traded German firms. The FREP is overseen by a 

government agency called the Federal Financial Supervisory Authority, also known as BaFin. 

The FREP’s objective is “to increase public confidence in the financial reports of publicly 

traded companies and to help ensure that applicable accounting standards are observed by 

companies and group organizations as well as to ensure that the quality of financial reporting 

is improved” (FREP 2006). To that end, the FREP’s 16 full-time staff review public 

companies’ financial reports to monitor compliance and improve disclosure. Each review is 

conducted by two staff, where one staff conducts the review and another oversees it. FREP 

                                                 
3 Since 2004, 16 current or former firms listed in the DAX, the stock market index of the 30 largest German firms, 

have or had an active FREP regulator serving on their board for a total of 114 years. This number includes banks 

(such as Deutsche Bank), real estate firms (such as Vonovia), and insurance companies (such as Allianz).  
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staff uses publicly available information and can also request information from firms. FREP’s 

Deputy Head of Enforcement and Head of Enforcement oversee each review.4 In cases where 

the (Deputy) Head of Enforcement serves on the board of directors of the reviewed firm, FREP 

rules do not allow them to oversee the review (FREP 2015).  

While the FREP does not disclose the specifics of when and why certain firms are 

reviewed, it discloses that its reviews can be triggered by 1) a specific incident, 2) a request 

from the Federal Financial Supervisory Authority, or 3) random sampling. Close to 90% of its 

reviews are triggered by random sampling (FREP 2015). The random sampling is a two-step 

approach. In step one, the FREP identifies companies and industries especially affected by 

“examination areas of emphasis,” which the FREP selects each year.5 In step two, firms are 

randomly selected for reviews from the population determined in step 1. The FREP’s goal is 

to review firms listed in the DAX, MDAX, SDAX and TecDAX every 4 to 5 years, and all 

other public firms every 8 to 10 years.6 Each year, the FREP conducts more than 100 reviews. 

Throughout the review—for example if the company does not cooperate with the 

FREP—the FREP can ask the Federal Financial Supervisory Authority to assist in the review. 

If a review concludes without an error finding, the review is closed and no information is 

publicly disclosed.7 In the event of an error finding, the company has the right to either accept 

or reject the finding (most companies accept the error finding).8 Once accepted, the error is 

publicly disclosed in the German Electronic Federal Gazette (Elektronischer Bundesanzeiger), 

                                                 
4 The official title in German is “Präsident der Prüfstelle.” I refer to this position as “Head of Enforcement.”  
5 See https://www.frep.info/pruefverfahren/pruefungsschwerpunkte_en.php for FREP’s enforcement priorities.  
6 DAX, MDAX, SDAX and TecDAX are indices of the Frankfurt Stock Exchange. The DAX consists of the 30 

largest companies, the MDAX of the 50 largest firms following the DAX and the SDAX of the 50 largest firms 

following the MDAX. The TecDAX consists of the 30 largest technology companies (Böcking et al. 2015).  
7 However, the FREP may provide feedback to inspected firms to help them improve their reporting quality. 
8 If a firm does not accept the finding, the Federal Financial Supervisory Authority initiates its own investigation. 

If the investigation confirms the error, the error is disclosed in the German Electronic Federal Gazette. 

https://www.frep.info/pruefverfahren/pruefungsschwerpunkte_en.php
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including information on the error. The FREP’s enforcement actions are typically the result of 

accounting errors, but rarely the result of outright fraud.  

The disclosure of the error is the main sanctioning mechanism (e.g., firms do not have 

to pay penalties). The objective of the disclosure is to induce stock-market and reputational 

costs. In terms of stock-market costs, Hitz et al. (2012) show that the disclosure of errors is 

associated with negative capital-market responses. In terms of reputational costs, surveys 

conducted by PwC (2009, 2013) show that up to 90% of the respondents believe that the 

disclosure of an error creates reputational costs for the company and responsible managers.  

The FREP allows its senior executives, i.e., those members that either serve as Head of 

Enforcement, board member, or member of FREP’s Nomination Committee to serve on boards 

of publicly listed firms during their FREP tenure. Members of the Nomination Committee are 

responsible to elect FREP’s Head of Enforcement subject to the approval from the Ministry of 

Finance and the Ministry of Justice (FREP 2009). Members of FREP’s board set the 

compensation of FREP staff and FREP’s Head of Enforcement, are responsible for the annual 

audit of FREP’s activities, and set as well as monitor FREP’s budget. Members of the 

Nomination Committee and the board do not receive compensation. The Head of Enforcement 

is compensated for his services at the FREP and oversees investigations. It is FREP’s policy 

that its board members cannot instruct staff and that the Head of Enforcement cannot oversee 

enforcement actions against firms on whose boards he serves (FREP 2009, 2015).  

3. Prior Literature and Research Question 

3.1. Prior Literature on Regulatory Capture 

Regulatory capture is the mechanism through which special interests affect regulatory 

outcomes (Dal Bó 2006). Most of the prior literature has focused on the role of contributions 

to politicians as a mechanism to capture regulators. The argument in these studies is that firms 
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can establish political connections through contributions to politicians who then influence the 

regulator on behalf of the firm to avoid costly enforcement actions. Despite strong theoretical 

arguments that political contributions can facilitate regulatory capture, empirical evidence that 

politically connected firms enjoy lax enforcement is limited (Dal Bó 2006). In addition, recent 

studies point out that regulatory capture via political contributions could be less prevalent than 

previously assumed because politicians and regulators are also concerned about voter backlash 

if they protect connected firms from costly enforcement (e.g., Heese 2019; Heese et al. 2017). 

In contrast to this literature, my study focuses on the role of employment of active regulators 

by regulated firms as a potentially more direct channel to capture regulators, which is an 

important but understudied area (e.g., Dal Bó 2006). 

The role of employment ties between regulators and firms as a mechanism to influence 

regulatory outcomes is also the focus of an emerging literature on revolving doors. The central 

question in that literature is whether past or future industry employment of regulators 

compromises oversight. However, as deHaan et al. (2015) point out, empirical evidence on the 

question of whether revolving doors indeed compromise oversight is limited and mixed. For 

example, Gormley (1979) and Cohen (1986) find that prior industry experience makes FCC 

commissioners more supportive of industry interests. In contrast, studies examining whether 

industry employment of former regulators compromises oversight typically find no evidence 

of capture, but instead document that revolving doors can strengthen oversight (e.g., deHaan 

et al. 2015; Forster and Shive 2017; Glaeser et al. 2000; Lucca et al. 2014). deHaan et al. 

(2015), for example, find that trial lawyers at the SEC, who eventually seek industry 

employment, are more aggressive while working at the SEC, inconsistent with the capture 

hypothesis. Similarly, Forster and Shive (2017) find that financial firms reduce market and 

balance sheet risk after hiring former U.S. financial regulatory employees. At an aggregate 
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level, Lucca et al. (2014) document worker flows into regulatory jobs during crises and 

outflows into the private sector during booms. They also show that during periods of intense 

enforcement activity, regulators experience a higher net inflow of workers, which the authors 

argue is inconsistent with regulatory capture. This mixed and limited evidence calls for more 

research on the effect of different types of employment ties between regulators and firms to 

gain a more complete understanding of how these ties shape regulatory oversight. My study 

adds to this literature by providing the first systematic evidence on the question of whether 

concurrent industry employment of regulators weakens oversight.  

A related literature in accounting studies conflicts of interest arising from external 

monitors’ dual roles. Prior studies examine whether auditors’ dual role as auditor and 

consultant can compromise auditor independence (e.g., Antle 1984; Simunic 1984), whether 

proxy advisors’ dual role as provider of proxy voting and consulting services biases 

recommendations (e.g., Li 2018), or whether rating agencies’ dual role as assessor of credit 

risk and service provider leads to more favorable credit ratings (e.g., Kraft 2015). My study 

focuses on regulators as another type of external monitor and examines whether regulators’ 

dual role as regulator and company director compromises enforcement.  

Another body of work examines rent-seeking behavior in financial markets, and 

typically documents such behavior in financial markets of developing or emerging countries 

(e.g., Khwaja and Mian 2005; Leuz and Oberholzer-Gee 2006). While rent seeking is likely to 

be also prevalent in developed countries, it is typically more difficult to observe (Khwaja and 

Mian 2011). My study focuses on directorships of active regulators as a potential channel used 

to reduce oversight in the German capital market. As weak oversight can ultimately reduce the 

size of the capital market (La Porta et al. 1997), it is important for policy-makers to understand 
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the specific channels through which firms capture regulators. My study can inform German 

policy-makers about the effect that directorships of FREP regulators have on oversight. 

However, the insights from my setting are not limited to the German capital-market 

regulator; instead they provide two important insights for policy-makers and regulators 

elsewhere. First, most public capital-market regulators, such as the SEC, have implemented 

policies that prohibit industry employment for active regulators. Yet, there is little evidence 

that supports these policies. My study can provide empirical support for public regulators’ 

long-standing policy to prohibit industry employment of active regulators. Second, the insights 

from my setting also extend to other self-regulatory organizations (SROs) that oversee large 

parts of the capital market around the world. In contrast to public regulatory bodies, many 

SROs allow industry employment of their active regulators. In the United States, for example, 

the FAF, FINRA, and NYSE all have board members that are employed at various firms.  

3.2. Research Question  

The effect of board directorships of FREP executives on enforcement outcomes is not 

clear. On one hand, board directorships of FREP executives could weaken enforcement 

according to capture theory (e.g., Stigler 1971; Weingast 1984). FREP enforcement actions are 

costly for firms and managers in terms of reputational costs and negative stock-market 

reactions. Hitz et al. (2012), for example, show that firms experience significant stock-price 

declines after the disclosure of FREP enforcement actions. Similarly, Gros et al. (2020) find 

negative returns during FREP enforcement actions—especially for enforcement actions against 

risk-based selected firms. In surveys of listed firms (PwC 2009, 2013), up to 90% of all 

respondents state that FREP enforcement actions create reputational costs for the firm and 

responsible executives. These costs create incentives for firms to avoid FREP’s enforcement 

actions. Appointing FREP executives as board members could be an effective way to avoid 
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these actions, because FREP executives receive compensation from the firm, and could, in 

exchange, lobby for lax enforcement. FREP executives could influence the enforcement 

process in direct and indirect ways. Similar to other regulators, the FREP has limited resources 

and therefore cannot investigate all firms. As a consequence, the FREP has to make choices in 

its enforcement actions. Such choices are likely to be influenced by FREP executives. The most 

direct influence can be exerted by the Head of Enforcement, who is involved in setting the 

yearly enforcement priorities, selecting firms for investigations, oversees enforcement actions, 

often directly communicates with companies during the investigation, and authorizes every 

enforcement action (Berger 2007; FREP 2015). FREP’s board members can likely influence 

the enforcement process in a less direct way, for example, by determining the compensation of 

the enforcement staff, setting the budget, and monitoring FREP’s activities. These mechanisms 

involve little direct participation by board members but instead create incentives for FREP staff 

to consider board members’ interests. Similarly, enforcement staff might also be influenced by 

members of the Nomination Committee, who appoint FREP’s enforcement staff. That is, even 

without any direct intervention from FREP executives, enforcement staff might be less likely 

to review firms that have FREP executives serving on their board because they (think to) know 

their superiors’ interests. Thus, FREP executives might not need to actively intervene in the 

enforcement process to ensure that their affiliated companies enjoy lax enforcement. Some 

FREP executives have raised concerns about directorships of active FREP regulators. For 

example, Axel von Werder, a former member of FREP’s Nomination Committee, argues that 

directorships of FREP executives—especially of FREP’s Head of Enforcement—are 

unacceptable because they undermine the independence of FREP’s enforcement actions (Ott 

2014). If the appointment of a FREP executive facilitates capture, companies could exploit the 

reduced enforcement by engaging in more aggressive reporting choices. Under this view, I 
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would expect to find a lower likelihood of being subject to a FREP enforcement action and 

more aggressive reporting choices following the appointment of a FREP executive.  

Alternatively, directorships of FREP regulators could improve oversight of connected 

firms and enhance financial reporting for at least three reasons. First, the FREP has high 

independence and integrity requirements for its executives. In its mission statement, the FREP 

emphasizes that its “actions are based on […] personal integrity and independence” (FREP 

2020). Hence, when FREP regulators with these qualities join boards, connected firms could 

increase their compliance with financial reporting rules. Second, FREP executives are likely to 

have extensive technical knowledge, as such expertise is another requirement for FREP 

executives (FREP 2015, 2020). Firms seeking to improve their reporting may appoint FREP 

executives to benefit from their knowledge and guidance (e.g., Che 1995), improving reporting 

quality. Third, FREP executives could have incentives to enhance connected firms’ reporting 

quality to retain their FREP position and avoid labor-market penalties that could arise if they 

serve on boards of firms involved in accounting misstatements (e.g., Brochet and Srinivasan 

2014; Srinivasan 2005). Under this alternative view, I would expect to find a lower likelihood 

of being subject to a FREP enforcement action and less aggressive reporting choices following 

the appointment of a FREP executive.  

However, it is also possible that directorships of FREP executives are inconsequential. 

While there are reasons to believe that FREP executives can influence the enforcement process, 

it is important to note that FREP’s policies do not allow 1) its Head of Enforcement to oversee 

enforcement actions against firms on whose boards he serves, and 2) its board members to 

instruct enforcement staff (FREP 2009, 2015). Consistent with this view, some FREP 

executives, such as Werner Brandt and Marc Tüngler, argue that there is no single case in which 

the directorships of FREP’s executives raised concerns about the independence of FREP staff 
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during an enforcement action (Ott 2014). It is also possible that firms appoint FREP executives 

to their board for reasons unrelated to their FREP role. For example, in many cases FREP 

executives were already serving on firms’ boards prior to their FREP tenure. An additional 

view is that the FREP and its enforcement actions are ineffective. For example, the FREP’s 

resources are rather limited, its enforcement actions rely on firms’ cooperation, and the FREP 

cannot impose penalties on violating firms. Ultimately, whether directorships of FREP 

executives affect enforcement actions and firms’ financial reporting are empirical questions.  

4. Data and Empirical Methodology 

4.1. Data 

I obtain data on publicly listed German firms (i.e., FIC = “DEU”) from Compustat 

Global. I begin with a total of 1,169 unique firms from 2004 to 2019. I drop 268 finance, 

insurance, and real estate firms (i.e., SIC codes 6000 to 6999), 14 firms with missing controls, 

and 48 firms with only one observation. My final sample consists of 839 unique firms.  

Next, I obtain all FREP enforcement actions from the German Electronic Federal 

Gazette from 2004 to 2019. I read through each enforcement action to identify the misstated 

year(s). In almost all cases, FREP identifies one year as misstated. I identify 158 misstated firm 

years, representing enforcement actions against 133 unique German firms. I drop enforcement 

actions against finance, insurance, and real estate firms (i.e., SIC codes 6000 to 6999), because 

enforcement actions against these firms are conducted by the Federal Financial Supervisory 

Authority (Böcking et al. 2015). My final data set consists of 125 misstated firm years, 

representing enforcement actions against 106 unique firms.  

Next, I identify all senior executives working at the FREP since its inception in 2004 

from FREP’s annual reports.9 The reports include information on FREP members’ tenure and 

                                                 
9 These reports are available at https://www.frep.info/struktur_der_dpr/traegerverein/jahresberichte.php. 

https://www.frep.info/struktur_der_dpr/traegerverein/jahresberichte.php
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function. Senior executives either serve as Head of Enforcement, board member, or member of 

FREP’s Nomination Committee. I then obtain information on FREP members’ directorships 

from BoardEx. I use the name of the FREP executive to identify the directorships that overlap 

with the FREP tenure. I identify 45 German public firms that have a FREP executive serving 

on their board of directors during their FREP tenure (additional directorships that do not 

overlap with their FREP tenure are excluded). FREP executives also serve on boards of non-

profit or private firms, which are not subject to FREP enforcement. After excluding 

directorships in financial institutions, I identify 29 unique firms with FREP executives serving 

on their board for a total of 145 firm years. These 29 companies represent approximately 32% 

of the market capitalization of all German publicly listed firms. Table 1, Panel A describes my 

sample composition. Panel B provides a breakdown of the number of enforcement actions and 

number of firms with a FREP member as director by year. Enforcement actions and 

directorships by FREP members in my sample are scattered across time, with 2009 and 2013 

being the years with the highest number of enforcement actions (10.4%), and 2008 being the 

year with the largest number of firms with FREP executives serving on their boards (9.0%). 

– Insert Table 1 here – 

Table 2 provides an overview of the 29 firms on whose boards FREP executives serve 

during their FREP tenure. The table lists FREP executives, their function at FREP, firm names, 

their board roles, and their board appointments. The FREP had three Heads of Enforcement 

since it was founded in 2004. FREP members serve on up to seven boards during their FREP 

tenure, and a large number of them serve on the Audit Committee or as the Chairman of the 

Audit Committee. FREP members serve on the boards of well-known companies, such as 

Deutsche Telekom AG, Deutsche Post AG, RWE AG, SAP SE, and Volkswagen AG, all of 

which are also members of the DAX, Germany’s leading stock market index. A few firms such 
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as Arcandor AG, Deutsche Post AG, Deutsche Telekom AG, and DMG Mori AG had several 

FREP members serving on their boards over long periods. For example, from 2004 to 2017 

DMG Mori AG had at least one FREP member serving on its board.  

– Insert Table 2 here – 

4.2. Research Design 

I examine the effect of FREP directorships during their FREP tenure on enforcement 

likelihood using a difference-in-differences methodology. The regression I estimate is: 

 𝐸𝑛𝑓𝑜𝑟𝑐𝑒𝑚𝑒𝑛𝑡 𝐴𝑐𝑡𝑖𝑜𝑛𝑖,𝑡 = 𝛼0 + 𝛼1𝑇𝑟𝑒𝑎𝑡𝑚𝑒𝑛𝑡𝑖,𝑡 + 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠𝑖,𝑡 + 𝛼𝑖 + 𝛼𝑡 + 𝜖𝑖,𝑡,   (1)  

where the dependent variable 𝐸𝑛𝑓𝑜𝑟𝑐𝑒𝑚𝑒𝑛𝑡 𝐴𝑐𝑡𝑖𝑜𝑛𝑖,𝑡 is 1 for firm 𝑖 in the misstated year 𝑡 as 

identified from enforcement actions. To capture differences in FREP’s executives influence on 

enforcement actions, I separately examine the effect of appointing 1) any FREP executive to a 

firm’s board, 2) appointing a FREP board member or the FREP’s Head of Enforcement to a 

firm’s board, and 3) appointing the FREP’s Head of Enforcement to a firm’s board. 

Consequently, 𝑇𝑟𝑒𝑎𝑡𝑚𝑒𝑛𝑡𝑖,𝑡 either takes the value of 1 for firm i in the years in which a FREP 

executive serves on the firm’s board while also serving at the FREP, and 0 before the FREP 

member joins the board and for all other firms without a FREP executive serving on their board. 

Thus, I set firm-years to missing after a FREP member either left a board or the FREP, 

whichever comes first, as the dual role as director and regulator has ended at that point in time.10 

Alternatively, 𝑇𝑟𝑒𝑎𝑡𝑚𝑒𝑛𝑡𝑖,𝑡 takes the value of 1 for firm i in the years in which FREP’s Head 

of Enforcement or a FREP board members serves on the firm’s board while also serving at the 

FREP, and 0 otherwise. Finally, 𝑇𝑟𝑒𝑎𝑡𝑚𝑒𝑛𝑡𝑖,𝑡 also takes the value of 1 for firm i in the years 

                                                 
10 As a result, the sample varies slightly depending on the definition of Treatment. For example, when Treatment 

is based on the directorships of all FREP executives the sample is smaller, as more firms are treated, and 

consequently more firm-years are set to missing after a FREP member either left a board or the FREP, whichever 

comes first. As discussed in more detail in Section 5.4.5., the results hold when setting firm-years to 0 (instead of 

missing) after a FREP member either left a board or the FREP. 
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in which FREP’s Head of Enforcement serves on the firm’s board while also serving at the 

FREP, and 0 otherwise. I examine the effect of directorships of the Head of Enforcement 

separately, because he directly oversees enforcement actions.  

To better illustrate my identification strategy, consider as an example Edgar Ernst’s 

directorships on Diebold Nixdorf AG’s board from 2012-2016, Metro AG’s board from 2017 

to present, and TUI AG’s board from 2011 to present. These directorships overlap with his 

FREP tenure (2011 to present). Years of his board directorships that overlap with his FREP 

tenure are coded as “treatment” of the specific company, and years for these companies prior 

to this overlap are not treated (for example, in some instances FREP executives join boards 

before their FREP tenure, or they join boards several years into their FREP tenure. These years 

are coded as 0, because there is no overlap between FREP tenure and directorship).  

Empirically, I employ a difference-in-differences methodology exploiting the staggered 

points in time when FREP members join firms’ boards. The first difference is the change in 

enforcement likelihood before and after the FREP member joins the board. In the context of 

my example, the first difference would capture that Metro AG and TUI AG had enforcement 

actions in 2012 and 2010 (i.e., before the FREP’s Head of Enforcement served on the 

companies’ boards) and no enforcement actions during the treatment period (Diebold Nixdorf 

AG did not receive an enforcement action during my sample period). The second difference is 

the change in enforcement likelihood in firms without FREP members serving on their boards. 

The effect of FREP executives’ board directorships on the enforcement likelihood is estimated 

as the difference in those two differences. I include firm fixed effects to control for time-

invariant firm characteristics, and industry-year fixed effects, because each year the FREP 

prioritizes different accounting issues in its enforcement actions, which differ in prevalence or 

relevance by industry. Industry-year fixed effects control for these different enforcement 
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priorities at the industry level over time. Standard errors are two-way clustered by firm and 

year. Figure 1 provides a graphical summary of my research design. To mitigate the concern 

that outliers affect the estimates, I winsorize the dependent and independent variables at the 1st 

and 99th percentile. 

– Insert Figure 1 here – 

My tests include Controls for Size, ROA, M&A activity, and Big 4 auditor, i.e., factors 

that could be associated with enforcement and reporting outcomes. Variables are defined in the 

Appendix. Table 3 provides descriptive statistics. 1.4% of all firm-years are misstated, 86.6% 

have an unqualified audit option, and 7.7% have an F-Score larger than 1. Average working 

capital accruals as per Dechow and Dichev (2002) are 0.7% and average total accruals as per 

Jones (1991) are –3.8%. The average firm has assets of 2,928 million, a ROA of –0.6%, 32.8% 

engage in acquisitions, and approximately 50% of the firms are audited by a Big 4 auditor.  

– Insert Table 3 here – 

5. Results 

5.1. Main Results 

I examine whether the likelihood of being subject to an enforcement action changes at 

firms after a FREP executive joins their board using equation (1). If adding a FREP executive 

to the board facilitates regulatory capture, I expect that the likelihood of facing an enforcement 

action decreases after a FREP executive joins the board. 

Columns 1-2 in Table 4 report the results using the directorships of all FREP executives 

that overlap with the FREP tenure as Treatment, Columns 3-4 in Table 4 report the results 

using the directorships of FREP’s Head of Enforcement and board members that overlap with 

the FREP tenure as Treatment, while Columns 5-6 only use the directorships of FREP’s Head 

of Enforcement as Treatment. The models also differ in the inclusion of Controls. Specifically, 



20 

 

Columns 1, 3, and 5 do not include Controls, while Columns 2, 4, and 6 do. While I do not find 

a significant coefficient on Treatment when using the directorships of all FREP executives (i.e., 

Columns 1-2), I find negative and significant coefficients associated with the treatment effect 

when I use the directorships of FREP’s Head of Enforcement and board members, as well as 

FREP’s Head of Enforcement (p-value < 0.10). The results are also economically significant. 

For example, adding FREP’s Head of Enforcement to the board decreases the likelihood of 

being subject to an enforcement action by 6.1% (based on Table 4, Column 6), which reduces 

the likelihood of enforcement to zero.11 At the aggregate level, the market value of the 23 firms 

that appointed either FREP’s Head of Enforcement or a FREP board member represents 

approximately 28% of the market capitalization of all German publicly listed firms, 

highlighting the economic importance of the firms benefitting from reduced enforcement.  

While Section 5.4. presents a set of tests intended to mitigate identification concerns, 

my control variables for firm-level conditions have a minimal effect on the estimated 

association between FREP directorships and enforcement likelihood. Consequently, an omitted 

variable that explains the findings would have to be uncorrelated with my control variables and 

have a consistent effect over time.  

– Insert Table 4 here – 

5.2. Firms’ Financial Reporting 

A question that arises from these findings is whether the lower enforcement likelihood 

is the result of capture or reflects that firms with FREP’s Head of Enforcement and board 

members on their boards have higher financial reporting quality. To distinguish between these 

two possibilities I conduct three additional tests using equation (1). Specifically, I examine the 

                                                 
11 In years prior to the appointment of FREP’s Head of Enforcement, these firms have a larger likelihood of facing 

an enforcement action (i.e., 6.1%) compared to the 1.4% base likelihood (see Table 3).  
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effect of firms appointing an active FREP executive to their board on 1) the likelihood to 

receive an unqualified audit opinion, 2) the likelihood of having an above normal risk of 

accounting manipulation as measured by an F-Score larger than 1, and 3) firms’ discretionary 

accruals.12 If firms with FREP executives as board members have a higher compliance with 

accounting standards, I would expect a 1) higher likelihood of receiving an unqualified audit 

opinion, 2) a lower likelihood of having an above normal risk of accounting manipulation, and 

3) lower discretionary accruals. In contrast, if firms with FREP executives as board members 

have a lower compliance with accounting standards, I would expect a 1) lower likelihood of 

receiving an unqualified audit opinion, 2) a higher likelihood of having an above normal risk 

of accounting manipulation, and 3) higher discretionary accruals. I discuss these tests next.  

5.2.1. Unqualified Audit Opinion 

I begin by examining the effect of firms appointing a FREP executive to their board on 

the likelihood to receive an Unqualified Audit Opinion. Prior studies show that audit opinions 

that are not unqualified are associated with a higher misstatement risk (e.g., Czerney et al. 

2014). An advantage of this test is that it uses auditors’ assessment of firms’ financial reporting, 

i.e., the assessment of a third party that has detailed access to firms’ accounting systems.  

As shown in Table 5, I find a negative and significant coefficient on Treatment when I 

use the directorships of FREP’s Head of Enforcement as Treatment (see Columns 5-6; p-value 

< 0.10), but do not find significant results when I use the directorships of other FREP 

executives as Treatment (see Columns 1-4). These findings indicate that auditors are less likely 

to issue an unqualified audit opinion for firms after FREP’s Head of Enforcement joins the 

                                                 
12 I find that an unqualified audit opinion is negatively associated with FREP enforcement actions, and an F-Score 

above 1 and larger discretionary accruals are positively associated with FREP enforcement actions (untabulated). 

Böcking et al. (2015) also find that firms exhibit larger discretionary accruals in misstated years as identified by 

FREP enforcement actions.   
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board. The probability to receive an unqualified audit opinion decreases by 13.2% (based on 

Column 6), which represents a 15.2% reduction compared to the 86.6% base rate of receiving 

an unqualified audit opinion (see Table 3).  

– Insert Table 5 here – 

5.2.2. F-Score 

Next, I examine the effect of firms appointing a FREP executive to their board on the 

likelihood of having an Above Normal Risk of accounting manipulation as measured by an F-

Score larger than 1 (Dechow et al. 2011). As shown in Table 6, I find a positive and significant 

coefficient on Treatment when I use the directorships of all FREP executives as Treatment (see 

Columns 1-2; p-value < 0.05), or only the directorships of FREP’s Head of Enforcement as 

Treatment (see Columns 5-6; p-value < 0.10). However, I do not find significant results when 

I use the directorships of FREP’s board members and Head of Enforcement as Treatment (see 

Columns 3-4). These findings indicate that firms are more likely to have an above normal risk 

of being an accounting manipulator after they add the FREP’s Head of Enforcement or another 

FREP executive to their board. The magnitudes are also economically meaningful. For 

example, after appointing the FREP’s Head of Enforcement, the probability increases by 8.3%, 

more than doubling the likelihood of having an above normal risk of being an accounting 

manipulator compared to the 7.7% base rate (see Table 3).  

5.2.3. Discretionary Accruals 

Next, I examine the effect of appointing a FREP executive to a board on firms’ 

discretionary accruals and tabulate the results in Table 7. Specifically, I follow Chen et al. 

(2018) and estimate abnormal accruals in one step using the Dechow and Dichev (2002) model 

(Table 7, Panel A) and the modified Jones (1991) model (Table 7, Panel B). In Table 7, Panel 

A, I use Working Capital Accruals as dependent variable and control for current (CFO), past 
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(CFOt-1), and future cash flows (CFOt+1) scaled by average total assets as determinants of 

accruals as per the Dechow and Dichev (2002) model.13 In Table 7, Panel B, I use Total 

Accruals as dependent variable and control for a constant scaled by total assets at the beginning 

of the year (Constant), the difference in the change of revenues and receivables scaled by total 

assets at the beginning of the year (∆Revenues), and property, plant, and equipment scaled by 

total assets at the beginning of the year (PPE) as determinants of accruals as per the modified 

Jones (1991) model. In both panels, I use signed accruals as the dependent variable, so that a 

positive and significant coefficient on Treatment indicates reporting choices to increase 

reported earnings. The sample is smaller for these tests, because I require 10 industry-year 

observations. Compared to my full sample, in Panel A I lose 2 [8] (9) treated firms when 

Treatment is defined based on the directorships of the Head of Enforcement [the Head of 

Enforcement and board members] (all executives). In Panel B, I lose 3 [13] (17) treated firms 

when Treatment is defined based on the directorships of the Head of Enforcement [the Head 

of Enforcement and board members] (all executives).  

As shown in Table 7, Panel A, I find a positive and significant coefficient on Treatment 

when I use the directorships of the FREP’s Head of Enforcement as Treatment (see Columns 

5-6; p-value < 0.10) and regress it on Working Capital Accruals. As shown in Table 7, Panel 

B, I find a positive and significant coefficient on Treatment when I use the directorships of the 

FREP’s Head of Enforcement as Treatment (see Columns 5-6; p-value < 0.10) and regress it 

on Total Accruals. These findings show that firms have higher income-increasing abnormal 

accruals after they add the FREP’s Head of Enforcement to their board, indicating that these 

firms engage in reporting choices to increase reported earnings after appointing the FREP’s 

                                                 
13 My results are robust to including property, plant, and equipment scaled by average total assets, and the change 

in revenues scaled by average total assets as additional determinants of accruals as per McNichols (2002). 
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Head of Enforcement to their board. The economic magnitudes are also meaningful. For 

example, the level of working capital accruals increases by 3.5% of total assets (based on Table 

7, Panel A, Column 6) after a firm appoints FREP’s Head of Enforcement to its board. 

Similar to the results presented in Table 4, it is important to note that—throughout 

Tables 5-7—my control variables have a minimal effect on the estimated association between 

FREP directorships and my three measures of firms’ financial reporting. Consequently, an 

omitted variable that explains the findings would have to be uncorrelated with my control 

variables and have a consistent effect over time.  

In sum, the results presented in Tables 5-7 show that firms have a lower likelihood of 

receiving an unqualified audit opinion, a higher likelihood of having an F-Score larger than 1, 

and higher abnormal accruals after they appoint a FREP executive to their board. These effects 

are most pronounced for firms that appoint the Head of Enforcement. Taken together, these 

results show that appointing active regulators is a channel firms use to reduce their likelihood 

of being subject to an enforcement action, while engaging in more aggressive accounting 

choices. These results are consistent with the view that board directorships of regulators 

facilitate regulatory capture. 

– Insert Table 7 here – 

5.3. Potential Alternative Interpretations 

Interpreting my results as evidence of capture is complicated by the fact that my sample 

firms might not always have incentives to engage in aggressive reporting and therefore benefit 

from lax enforcement. This could raise the question of whether my results are consistent with 

the view that firms primarily appoint regulators to their board to benefit from regulators’ 

expertise. To rule out that this alternative view explains my results, I conduct two additional 

tests that I describe in this section.  
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5.3.1. Performance Pressure 

First, I repeat my tests separately for firm years with and without performance 

pressure.14 If the effects are primarily the result of capture, I would expect that my results are 

concentrated in the subset of firm years with performance pressure. Following prior literature, 

I identify firm years with poor performance and years during which firms meet or beat the zero-

earnings benchmark as years with Performance Pressure. During years of poor performance 

managers have incentives to increase reported performance in attempts to keep their jobs (e.g., 

DeAngelo 1988; DeAngelo et al. 1994). I identify firm years with poor performance as those 

that are in the bottom quintile of sales growth, or the bottom quintile of ROA growth, or the 

top quintile of layoffs (e.g., Beneish 1997; Dou et al. 2016; Heese and Pérez-Cavazos 2019). 

Prior work also shows that managers have incentives to meet the zero-earnings benchmark 

(e.g., Burgstahler and Dichev 1997). I identify benchmark-beating firms as those with a ROA 

between 0 and 1%. For these tests, I use the directorships of FREP’s Head of Enforcement, i.e., 

the treatment with the strongest results, as Treatment. I report the results in Table 8. 

Using the sample of firm years with performance pressure, I find that firms are less 

likely to receive an enforcement action or unqualified audit opinion after they appoint FREP’s 

Head of Enforcement to their board. I also find that these firms exhibit significantly higher 

abnormal accruals, and are more likely to have an F-Score larger than 1. In contrast, using the 

sample of firm years without performance pressure, I typically do not find effects. I also find 

that the coefficients on Treatment typically differ significantly across the sample of years with 

and without performance pressure. In sum, these results indicate that the effects are 

concentrated in the sample of firm years with performance pressure, consistent with capture.  

                                                 
14 Prior studies examining the SEC’s enforcement choices often identify potential enforcement targets as firms 

subject to a restatement or class action lawsuit (e.g., Correia 2014). These events do not exist in my setting. 
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– Insert Table 8 here – 

5.3.2. SEC Oversight of Cross-Listed Firms 

Second, I examine whether the SEC is more likely to issue comment letters and 

enforcement actions against firms after they appoint a FREP executive to their board. For these 

tests, I exploit that a subset of the German firms is cross-listed in the U.S., and therefore subject 

to SEC oversight. While the objective of SEC comment letters is to improve firms’ disclosures 

and compliance with reporting regulation, enforcement actions capture violations of federal 

securities laws, including violations of requirements for U.S. listed companies to provide 

financial reports in accordance with accounting regulations. If firms engage in more aggressive 

reporting choices after they appoint a FREP regulator to their board, I would expect that the 

SEC, whose oversight actions are unlikely to be influenced by FREP regulators, is more likely 

to issue a comment letter and enforcement action following such appointments.  

I obtain SEC comment letters related to firms’ 20-F filings from Audit Analytics and 

SEC enforcement actions, i.e., Litigation Releases, Administrative Proceedings, and 

Accounting and Auditing Enforcement Releases, against German cross-listed firms from the 

SEC webpage (https://www.sec.gov/page/litigation).15 SEC Comment Letteri,t is 1 for firm 𝑖 in 

the year 𝑡 that the SEC raised concerns about as identified from comment letters. SEC 

Enforcement Actioni,t is 1 for firm 𝑖 in the misstated years 𝑡 as identified from enforcement 

actions. I use directorships of FREP’s Head of Enforcement and board members as Treatment. 

6 treated firms are cross-listed in the U.S., and there are an additional 23 cross-listed German 

control firms. When SEC Comment Letter is the dependent variable my sample starts in 2004, 

as comment letters are not publicly available for earlier years (Duro et al. 2019). When SEC 

                                                 
15 Between 2000 and 2019, the SEC issued enforcement actions against the following cross-listed German firms: 

Daimler, Deutsche Telekom, E.ON, Fresenius Medical Care, SAP, Siemens, and Volkswagen (this list does not 

include SEC enforcement actions against German banks, insurance companies, and real estate firms).  

https://www.sec.gov/page/litigation
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Enforcement Action is the dependent variable my sample starts in 2000 (i.e., the first year 

treated firms are cross-listed in the U.S.). SEC enforcement actions are available prior to 2004.    

I report the results from these tests (with and without Controls) in Table 9. I find that 

cross-listed firms are more likely to receive an SEC comment letter and an SEC enforcement 

action after they appoint a FREP executive to their board. The likelihood to receive a comment 

letter (enforcement action) increases by approximately 49% (25%). An example from my 

sample that explains these results is the SEC enforcement action against Volkswagen in 2019. 

In that enforcement action, the SEC alleges Volkswagen of a massive fraud from “at least 2007 

through 2015.”16 Volkswagen is a treated firm as one of its board members also serves on the 

FREP board. The FREP has not released an enforcement action against Volkswagen. While 

these results provide additional evidence consistent with capture, it is important to note that 

SEC enforcement actions can also relate to topics that the FREP does not enforce (e.g., 

violations of the Foreign Corrupt Practice Act).   

– Insert Table 9 here – 

5.4. Enhancing Identification 

In this section, I describe a set of tests that address two potential concerns. First, my 

results could be driven by non-random treatment effects and potential correlated omitted 

variables. Second, my results could be sensitive to the specific research-design choices.  

5.4.1. Dynamic Effects 

 A potential concern with my results is that they could be driven by an omitted factor 

that drives both firms’ timing of appointing a FREP regulator and firms’ enforcement as well 

as reporting outcomes. To assess this selection issue, I examine how the likelihood of being 

subject to a FREP enforcement action evolves in the years surrounding the year an active FREP 

                                                 
16 The enforcement action can be accessed at https://www.sec.gov/litigation/complaints/2019/comp24422.pdf.  

https://www.sec.gov/litigation/complaints/2019/comp24422.pdf
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executive joins a company board. Specifically, I estimate the main effect in the single-year 

treatment windows that range from 1 to 5 years before a FREP regulator joins a company board 

to 1 to 5 years after the FREP regulator joined the board, using the year before the board 

appointment as the baseline. Treated observations that occur outside these windows are 

excluded from this analysis. In parallel to the tests in Table 4, I run separate tests using 1) 

directorships of all FREP executives, 2) directorships of FREP’s Head of Enforcement and 

FREP board members, and 3) directorships of FREP’s Head of Enforcement only. 

Table 10 shows the results. I find that the coefficients on Treatmentt-5 to Treatmentt-2 

are statistically insignificant, indicating that treated and control firms do not differ in their 

likelihood of being subject to a FREP enforcement action before a FREP executive joins the 

board. These results alleviate the concern that selection issues are primarily driving the results. 

I also find a negative and significant coefficient on Treatmentt as well as negative but 

insignificant coefficients on Treatmentt+1 to Treatmentt+4 when using the directorships of 

FREP’s Head of Enforcement (Column 3), indicating that firms with FREP’s Head of 

Enforcement serving on their board enjoy a lower enforcement likelihood as of the appointment 

year. 

– Insert Table 10 here – 

5.4.2. Directorships of Regulators before FREP Appointment 

While the results in Section 5.4.1. suggest that selection issues are unlikely to explain 

my results, I further address these potential issues by repeating all of my tests using only the 

subset of FREP executives that already serve on firms’ boards before their FREP tenure. 

Specifically, I identify directorships of FREP’s Head of Enforcement and FREP board 

members in 14 firms that began before the FREP appointment (see Table 2 for a list of those 

appointments). In those instances, the firm’s decision to appoint the individual to the board is 
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unlikely to be driven by the individual’s future FREP appointment. In fact, it would be difficult 

for firms to identify individuals that are likely to be nominated to the FREP years in advance 

for at least two reasons. First, the FREP does not have term limits, hence, it is difficult for firms 

to know in advance if and when a FREP position is available. Second, FREP executives are 

elected by members and have to be approved by the Ministry of Finance and Ministry of 

Justice, creating uncertainty about the FREP appointment. 

For these tests, I use two different samples. First, I use the sample of all firms, similar 

to my main tests. Second, I only use treated firms to mitigate the concern that the effects are 

driven by the control firms. In the latter case, I include firm fixed effects to compare the firm 

against itself, and adjust the dependent variables by their annual sample means to control for 

time trends. I report the results from these tests in Table 11, Panel A. In both samples, I find 

that firms are less likely to receive an enforcement action or unqualified audit opinion after 

their board member has been appointed to the FREP. I also find that these firms exhibit 

significantly higher abnormal accruals as well as a significantly higher likelihood of having an 

F-Score larger than 1. In sum, these tests are consistent with my main results, and further 

mitigate the concern that my primary results are driven by an omitted variable. 

As a placebo test, I also examine changes in enforcement and reporting outcomes 

around the time these individuals join firms’ board (but before they begin their FREP tenure). 

Specifically, I set Treatment to 1 for years after these individuals join company boards (and 

Treatment to missing after these FREP executives join the FREP), and 0 in years prior to the 

board directorship. I would not expect to observe any changes in enforcement and reporting 

outcomes, as the FREP executive is not yet a FREP regulator and hence cannot affect 
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enforcement outcomes. As shown in Table 11, Panel B, I find evidence consistent with this 

expectation.17  

– Insert Table 11 here – 

5.4.3. Propensity Score Matching 

 I also examine the robustness of my main results using a propensity-score-matched 

sample to further mitigate the concern that firms with and without FREP’s Head of 

Enforcement serving on their board are systematically different and non-randomly assigned to 

their respective groups. For these tests, I match to each firm with FREP’s Head of Enforcement 

on its board a firm without FREP’s Head of Enforcement on its board from the same year, the 

same industry, and of similar characteristics along my control variables (which are important 

determinants of enforcement and reporting outcomes), using a propensity score matching 

method.18 I match firms within a predefined propensity score radius (or “caliper”) of 0.005, 

and allow for replacement in the selection of matches to ensure that I find a meaningful match 

for each of the firms (Shipman et al. 2017).19 For the 38 firm-year observations in my sample 

during which FREP’s Head of Enforcement serves on a firm’s board I find a matched pair for 

27 of these treated observations. Specifically, I find 24 firm-year control observations 

(implying that some control observations are used as a control match for more than one treated 

observation), yielding a sample size of 51 observations. As reported in Table 12, Panel A, the 

mean comparisons of matched pairs indicate that the matching procedure successfully balances 

                                                 
17 Note that the samples in Table 11, Panel B are smaller than in Table 11, Panel A because several FREP 

executives join company boards before 2004 (the start of my sample period).   
18 For these tests, I exclude firms that have other FREP executives serving on their board as well as firm years 

before FREP’s Head of Enforcement was appointed to the board. Thus, I only use untreated firms as matches. 
19 Shipman et al. (2017) argue that matching without replacement may result in lower quality matches and smaller 

sample size than matching with replacement, as each control observation may be matched only once, even if it is 

the best match for several treatment observations. Thus, replacing observations reduces bias because each treated 

observation matches with the most similar control observation.  
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covariates.20 As shown in Table 12, Panel B, I find that treated firms are significantly less likely 

to be subject to an enforcement action, less likely to receive an unqualified audit opinion, more 

likely to have an F-Score larger than 1, and have higher accruals. These results are consistent 

with my main results.   

– Insert Table 12 here – 

5.4.4. Falsification Tests 

To further mitigate the concern that my findings are driven by a general time trend or 

other events unrelated to directorships of FREP members, I run falsification tests in which I 

randomly assign FREP’s Head of Enforcement to untreated firms by drawing from a uniform 

distribution and then estimating my models. I repeat this randomization procedure 1,000 times. 

Table 13 reports the results. I report both the average 𝛽1 coefficients of estimating the model 

with the random data 1,000 times and the �̂�1 coefficients estimated using the actual data. For 

each of my tests, the coefficients based on the random data are close to zero and differ 

statistically and economically from the results based on the actual data. These results further 

mitigate the possibility of a general time trend or other concurrent events driving my results. 

– Insert Table 13 here – 

5.4.5. Alternative Research Designs 

I also examine the robustness of my results to alternative research designs 

(untabulated). First, I set Treatment to 0 (instead of missing) after a FREP executive either left 

a board or the FREP, whichever comes first, because these years might be valid control 

observations. Second, I set Treatment to missing in the three years before a FREP executive 

joins a board, but already serves at the FREP, because it is possible that FREP executives 

                                                 
20 If I use a larger caliper, the matching procedure results in poor matches that differ along the covariates.  
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already try to influence the FREP on behalf of the firm before they are appointed to the board. 

My results are robust across these different choices.   

5.5. Directorships of Regulators and Compensation 

Finally, I also examine whether firms increase the compensation for directors after their 

FREP appointment. In exchange for lax enforcement, firms might be willing to increase the 

compensation for directors after their FREP appointment. For these tests, I again focus on the 

subset of FREP executives (i.e., board members and Head of Enforcement) that serve on boards 

before their FREP tenure, allowing me to capture the change in compensation at the same firm 

before and after their FREP appointment as the first difference. The second difference in these 

tests is the change in compensation for other directors without FREP appointment serving on 

the same board. The effect of the FREP appointment on directors’ compensation is estimated 

as the difference in those two differences. I include director fixed effects to control for time-

invariant director characteristics, firm fixed effects to control for time-invariant firm 

characteristics (directors in my sample can serve on boards of several firms), and year fixed 

effects to control for time trends. Standard errors are clustered at the firm level. 

To better understand the sample composition for these tests, consider Karl-Gerhard 

Eick’s directorship at Deutsche Telekom from 2000 to 2009, and his FREP appointment from 

2004 to 2017. I compare his compensation received from Deutsche Telekom in the years before 

the start of his FREP tenure (i.e., 2000 to 2003) to the years during his FREP tenure, which 

overlap with his directorship (i.e., 2004 to 2009). I set years after the end of this directorship 

at Deutsche Telekom in 2009 as missing. As a control group, I include all directors of Deutsche 

Telekom that served on its board from 2000 to 2009. The sample for these tests spans the period 

2000 (the first year with available compensation data on BoardEx) to 2019, and includes 1,119 

director-year observations of 232 unique directors with non-missing compensation data.  
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I obtain data on directors’ compensation from BoardEx, and present the results in Table 

14, Panel A. Panel A, Columns 1-3 report the results from the effect of the FREP appointment 

on the natural logarithm of the directors’ salary and bonus (Table 14, Panel A, Column 1), the 

natural logarithm of directors’ total direct compensation (i.e., the sum of salary, bonus, other 

compensation, and employer pension contributions; Table 14, Panel A, Column 2), and the 

natural logarithm of directors’ total compensation (i.e., total direct compensation plus equity 

compensation; Table 14, Panel A, Column 3). As shown in Panel A, I find a positive and 

significant coefficient on Treatment using each of the three dependent variables, indicating that 

firms increase the compensation for directors after they are appointed to the FREP. The 

magnitudes are also economically significant. For example, total compensation increases by 59%, 

representing an increase by more than $580,000 in total compensation compared to the average 

total director compensation of $994,000 in my sample.21 Anecdotally, it appears that the 

compensation increases are often driven by directors being assigned to more prominent board 

positions, such as Chairman of the Audit Committee, after their FREP appointment.   

One question that arises from these results is whether the increased compensation is due to 

the director’s increased expertise arising from the FREP position or in exchange for lax 

enforcement. To separate these alternative explanations, I rerun these tests and interact Treatment 

with Performance Pressure (as defined before). If the increase in compensation is partly in 

exchange for lax enforcement, I would expect to find a stronger increase in compensation in years 

with performance pressure. Consistent with this expectation, I find a positive and significant 

coefficient on the interaction term between Treatment and Performance Pressure for two out of 

the three compensation measures (see Table 14, Panel B). After their FREP appointment, directors 

receive an additional 19% increase in total compensation in years with performance pressure.  

                                                 
21 To avoid that the results are driven by outliers, I rerun these tests excluding Werner Brandt’s SAP directorship, 

as he receives a higher compensation than other directors in my sample. The results hold (untabulated). Also note 

that compensation data is often missing for smaller firms, explaining the high compensation levels. 
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– Insert Table 14 here – 

6. Conclusions 

This paper examines the effects of board directorships of FREP executives on 

regulatory oversight. I find that firms are less likely to face enforcement actions after they 

appoint a FREP executive to their board. After such an appointment, these firms are also less 

likely to receive an unqualified audit opinion, more likely to have an above normal risk of 

accounting manipulation as measured by an F-Score greater than 1, and exhibit higher 

abnormal accruals. I also find that firms increase the compensation for directors after their 

FREP appointment. Taken together, these findings, robust to identification concerns, show that 

industry employment of active regulators can result in conflicts of interest that facilitate 

regulatory capture. 

My study contributes to the accounting literature on regulatory capture. Prior studies 

typically examine whether firms can reduce enforcement via contributions to politicians or via 

revolving doors, whereby firms promise future employment in exchange for lax enforcement. 

My study shows that firms enjoy lax enforcement and engage in more aggressive accounting 

choices after they appoint regulators to their board, providing the first systematic evidence on 

the question of whether industry employment of active regulators compromises oversight.  

While my study focuses on directorships of regulators as a channel to reduce oversight, 

there might be other channels available to German firms to capture the FREP. For example, 

Axel Berger, the FREP’s former Deputy Head of Enforcement, describes that KPMG told a 

potential client to hire KMPG as its auditor to avoid Berger in future FREP investigations since 

his past employment at KMPG did not allow him to investigate KMPG’s clients (FREP 2015). 

Future research could examine this and other potential rent-seeking channels. 
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Appendix. Variable Definitions 
 

The following variables are constructed using data from the FREP [FREP], data on enforcement actions from the German Electronic Federal Gazette [Gazette], BoardEx 

[BoardEx], Compustat Global [C], data on SEC comment letters from Audit Analytics [AA], and data on SEC enforcement actions from the SEC webpage [SEC].  
 

A. Variables of Interest 
 

  

Enforcement Action Indicator set to 1 in the misstatement year(s) as identified from FREP’s enforcement actions. [Gazette] 
  

Unqualified Audit Opinion Indicator set to 1 for years in which firms receive an unqualified audit opinion. [C] 
  

Above Normal Risk Indicator set to 1 for years in which firms’ F-Score, as defined by Dechow et al. (2011), is larger than 1. [C] 

Working Capital Accruals Working capital accruals as per Dechow and Dichev (2002), i.e., the sum of income before extraordinary items minus 

cash flow from operations plus depreciation scaled by average total assets. [C] 

Total Accruals Total accruals as per Jones (1991), i.e., the sum of income before extraordinary items minus cash flow from operations 

plus depreciation scaled by total assets at the beginning of the year. [C] 

Treatment Indicator set to 1 either in the years in which a FREP executive or FREP’s Head of Enforcement serves on the firm’s 

board of directors while also serving at FREP, and 0 before the FREP member joined the board and for all other firms 

without an active FREP executive serving on their board. Firm-years after a FREP member either left a board or the 

FREP, whichever comes first, are set to missing. [FREP + BoardEx] 

Performance Pressure Indicator set to 1 for years in which firms in the bottom quintile of sales growth, or the bottom quintile of ROA growth, 

or the top quintile of layoffs, or with a ROA between 0 and 1%. [C] 

SEC Comment Letter Indicator set to 1 for years that the SEC raised concerns about as identified from SEC comment letters. [AA] 

SEC Enforcement Action Indicator set to 1 for misstated years as identified from SEC enforcement actions. [SEC] 
  

B. Controls 
 

Size The log of total assets (in millions of dollars). [C] 
  

ROA Net income scaled by total assets at the beginning of the year. [C] 
  

M&A Indicator set to 1 in years in which firms engaged in M&A activities. [C] 
  

Big 4 Indicator set to 1 if the firm is audited by a Big 4 auditor. [C] 
  

CFOt-1 / t / t+1 Cash flow from operations scaled by average total assets in year t-1 / t / t+1.  [C] 
  

Constant 1 scaled by total assets at the beginning of the year. [C] 
  

PPE Gross property, plant and equipment scaled by total assets at the beginning of the year. [C] 
  

∆Revenues Change in revenues minus the change in accounts receivable scaled by total assets at the beginning of the year. [C] 
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Figure 1. Research Design 

 
This figure provides an example from my sample to better illustrate how I code the Treatment variable for my analyses. Consider Edgar Ernst’s directorships on Diebold 

Nixdorf AG’s board from 2012-2016, Metro AG’s board from 2017 to present, and TUI AG’s board from 2011 to present. These directorships overlap with his FREP 

tenure (2011 to present) and do not include finance, insurance, or real estate firms (i.e., SIC codes 6000 to 6999). Years of his board directorships that overlap with his 

FREP tenure are coded as a “treatment” of the specific company, and years for these companies prior to this overlap are not treated (for example, in some instances 

FREP executives join boards before their FREP tenure, or they join boards several years into their FREP tenure. These years are coded as 0, because there is no overlap 

between the FREP tenure and board directorship). Other companies without an active FREP executive on their board form the control group. Directorships of FREP 

executives occur at different points in time for my sample firms, affecting the time series of the Treatment variable. Each 0/1 coded cell (emphasized in bold) represents 

a firm-year observation included in my analysis.  

 

Firm 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 

Diebold Nixdorf AG 0 0 0 0 0 0 0 0 1 1 1 1 1    

Metro AG 0 0 0 0 0 0 0 0 0 0 0 0 0 1 1 1 

TUI AG 0 0 0 0 0 0 0 1 1 1 1 1 1 1 1 1 

Other companies without 

FREP member on board 
0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 
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Table 1. Sample  

Panel A. Sample Composition 

 
This table presents the sample composition for the period 2004-2019. 

 

 

Number 

of 

Firms 

(1) 

Number 

of Firm 

Years 

(2) 

Number of 

Firms with 

Enforcement 

Action 

(3) 

Number of 

Firm Years 

with 

Enforcement 

Action 

(4) 

Number 

of Firms 

with 

FREP 

Director 

(5) 

Number 

of Firm 

Years 

with 

FREP 

Director 

(6) 

German Public Firms from 

Compustat Global 
1,169 13,054 133 158 45 230 

Less: SIC Codes 6000-6999 268 3,251 27 33 16 85 

Less: Missing Controls 14 652 - - - - 

Less: Post-Treatment Years 0 37 - - - - 

Less: Firms with only one 

observation 
48 193 - - - - 

Final sample 839 8,921 106 125 29 145 

 

 

Panel B. Sample Composition by Year 

 
This table presents the distribution of enforcement actions and treatments in my sample for the period 2004-2019 

by year. 

 

Year Enforcement Actions % of Total Firms with FREP Director % of Total 

2004 4 3.2% 10 6.9% 

2005 12 9.6% 12 8.3% 

2006 11 8.8% 8 5.5% 

2007 12 9.6% 11 7.6% 

2008 8 6.4% 13 9.0% 

2009 13 10.4% 12 8.3% 

2010 6 4.8% 10 6.9% 

2011 6 4.8% 8 5.5% 

2012 13 10.4% 10 6.9% 

2013 4 3.2% 8 5.5% 

2014 10 8.0% 10 6.9% 

2015 7 5.6% 9 6.2% 

2016 8 6.4% 6 4.1% 

2017 8 6.4% 6 4.1% 

2018 3 2.4% 6 4.1% 

2019 0 0.0% 6 4.1% 

Total 125 100% 145 100% 



42 

 

Table 2. Directorships of FREP Regulators 

This table reports FREP members’ directorships in publicly listed companies that overlap with their FREP tenure for the period 2004 to 2019. The table does not list 

directorships in finance, insurance, and real estate companies (i.e., SIC codes 6000-6999) as these are excluded from the analysis.  

 

Name  
FREP 

Function 

FREP 

Appointment 
Board Directorships Board Roles Board Appointments  

Werner Brandt 

Board 

Member; 

Nomination 

Committee 

Member 

2004-2015 Deutsche Lufthansa AG 

(Chairman) Audit 

Committee; Board 

Member 

2008-2017 

  Heidelberger Druckmaschinen AG 
Audit Committee;  

Board Member 
2008-2011 

  ProSiebenSat.1 Media SE Chairman 2014-present 

  RWE AG 

Chairman Audit 

Committee; Board 

Member 

2013-present 

  SAP SE CFO; Board Member 2001-2014 

  Osram Licht AG 

Chairman Audit 

Committee; Board 

Member 

2014-2017 

Diethart Breipohl Nomination 

Committee 

Member 

2004-2009 Arcandor AG 

(Chairman) Audit 

Committee; Board 

Member 

1999-2007 

  Beiersdorf AG Board Member 1998-2005 

  Continental AG Board Member 1999-2009 

Karl-Gerhard Eick Board Member 2004-2017 Arcandor AG Chairman 2008-2009 

  Deutsche Telekom AG 
CFO; Deputy Chairman; 

Board Member 
2000-2009 

  T-Online International AG Board Member 2000-2006 

Edgar Ernst 

Head of 

Enforcement 2011-present Diebold Nixdorf AG 

Chairman Audit 

Committee; Board 

Member 

2012-2016 

  DMG Mori AG Board Member 2010-2017 

  Metro AG 

Chairman Audit 

Committee; Board 

Member 

2017-present 
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  TUI AG 

Chairman Audit 

Committee; Board 

Member 

2011-present 

Ulrich Hocker Board 

Member; 

Nomination 

Committee 

Member 

2004-present Arcandor AG Board Member 1999-2009 

  DMG Mori AG 
Deputy Chairman; Board 

Member 
2003-present 

  Deutsche Telekom AG Board Member 2006-2012 

  E.ON SE Board Member 2000-2012 

Melanie Kreis Board Member 2018-present Deutsche Post AG CFO; Board Member 2014-present 

Herbert Meyer 

Head of 

Enforcement 2007-2010 Kuka AG 

Chairman Audit 

Committee; Board 

Member 

2003-2009 

  Terex Material Handling & Port Solutions AG Board Member 2007-2011 

  Schloss Wachenheim AG Board Member 2006-2010 

Lothar Meyer 

Nomination 

Committee 

Member 

2010-2012 Jenoptik AG 
Audit Committee; Board 

Member 
2008-2012 

Michèle Morner Nomination 

Committee 

Member 

2015-present Kuka AG 
Audit Committee; Board 

Member 
2017-2018 

  Viscom AG Chairwoman 2018-present 

Roland Oetker Board Member 2004-2009 Degussa AG Board Member 2001-2006 

  Deutsche Post AG Board Member 2004-present 

  Spobag AG Board Member 2004-2014 

  Volkswagen AG Board Member 1997-2010 

Rolf Pohlig  Board Member 2016-present Innogy SE 

Chairman Audit 

Committee; Board 

Member 

2016-2019 

Eberhard Scheffler 
Head of 

Enforcement 
2004-2007 Loewe AG Chairman 1999-2008 

Marc Tüngler Nomination 

Committee 

Member 

2012-present Freenet AG 
Audit Committee; Board 

Member 
2012-present 

  Innogy SE Board Member 2016-2019 

  Innotec TSS AG Board Member 2007-present 
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Table 3. Summary Statistics  
 

This table reports the summary statistics on an annual basis of the variables used in the analyses. All variables are 

defined in the Appendix. 

 

  
Firm-Years 

(N = 8,921) 

Variable N Mean Std. Min. Median  Max. 

Enforcement Action 8,921 0.014 0.116 0 0 1 

Unqualified Audit Opinion 8,921 0.866 0.341 0 1 1 

Above Normal Risk 8,921 0.077 0.266 0 0 1 

Working Capital Accruals (DD Model) 5,424 0.007 0.103 –0.363 0.005 0.408 

Total Accruals (Jones Model) 3,705 –0.038 0.135 –0.459 –0.040 0.558 

Size (in millions) 8,921 2,928 11,147 0.861 110 79,518 

ROA 8,921 –0.006 0.174 –0.903 0.024 0.353 

M&A 8,921 0.328 0.469 0 0 1 

Big 4 8,921 0.496 0.500 0 0 1 
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Table 4. Directorships of Regulators and Enforcement Actions 

This table reports the estimation results from linear regressions of the following form:  

Enforcement Actioni,t = 0 + 1 Treatmenti,t +  Controls + 
The dependent variable is an indicator equal to 1 during the misstatement year as reported in the FREP 

enforcement action, and 0 otherwise. The models presented differ in the Treatment variable and Controls included. 

In Columns 1 and 2, Treatment takes the value of 1 for firm-years after a FREP member joins the board. In 

Columns 3 and 4, Treatment takes the value of 1 for firm-years after a FREP board member or Head of 

Enforcement joins the board. In Columns 5 and 6, Treatment takes the value of 1 for firm-years after the FREP’s 

Head of Enforcement joins the board. Columns 1, 3, and 5 report results without Controls. Columns 2, 4, and 6 

report results with Controls. All models include firm and industry-year fixed effects. All variables are defined in 

the Appendix, and the sample spans the period 2004-2019. Standard errors are two-way clustered by firm and 

year. Standard errors are reported below the coefficients. *, **, *** indicate significance at the two-tailed 10%, 

5%, and 1% levels, respectively.  

 

Dependent Variable Enforcement Action 

Treatment 
All FREP 

Members 

Board + Head of 

Enforcement 

Head of Enforcement 

Variables (1) (2) (3) (4) (5) (6) 

Treatment –0.017 –0.016 –0.032* –0.030* –0.064* –0.061* 
 (0.014) (0.014) (0.017) (0.017) (0.035) (0.034) 

Size  0.008**  0.008**  0.008** 

  (0.003)  (0.003)  (0.003) 

ROA  0.004  0.003  0.004 

  (0.017)  (0.017)  (0.017) 

M&A   0.003  0.003  0.003 
  (0.004)  (0.004)  (0.004) 

Big 4  –0.002  –0.001  –0.001 

  (0.006)  (0.006)  (0.006) 

Firm FE Yes Yes Yes Yes Yes Yes 

Year FE x Industry FE Yes Yes Yes Yes Yes Yes 

Adj. R-squared   0.001 0.002 0.001 0.002 0.001 0.002 

Observations  8,860 8,860 8,883 8,883 8,921 8,921 
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Table 5. Directorships of Regulators and Unqualified Audit Opinion 
 

This table reports the estimation results from linear regressions of the following form:  

Unqualified Audit Opinioni,t = 0 + 1 Treatmenti,t +  Controls + 
The dependent variable is an indicator equal to 1 during years with an unqualified audit opinion, and 0 otherwise. 

The models presented differ in the Treatment variable and Controls included. In Columns 1 and 2, Treatment 

takes the value of 1 for firm-years after a FREP member joins the board. In Columns 3 and 4, Treatment takes the 

value of 1 for firm-years after a FREP board member or Head of Enforcement joins the board. In Columns 5 and 

6, Treatment takes the value of 1 for firm-years after the FREP Head of Enforcement joins the board. Columns 1, 

3, and 5 report results without Controls. Columns 2, 4, and 6 report results with Controls. All models include firm 

and industry-year fixed effects. All variables are defined in the Appendix, and the sample spans the period 2004-

2019. Standard errors are two-way clustered by firm and year. Standard errors are reported below the coefficients. 

*, **, *** indicate significance at the two-tailed 10%, 5%, and 1% levels, respectively.  

 

Dependent Variable Unqualified Audit Opinion 

Treatment All FREP Members 
Board + Head of 

Enforcement 

Head of Enforcement 

Variables (1) (2) (3) (4) (5) (6) 

Treatment –0.049 –0.045 –0.035 –0.036 –0.128* –0.132* 
 (0.040) (0.039) (0.047) (0.046) (0.071) (0.070) 

Size  0.024**  0.024**  0.024** 

  (0.010)  (0.010)  (0.010) 

ROA  0.270***  0.271***  0.281*** 

  (0.040)  (0.040)  (0.039) 

M&A   –0.009  –0.009  –0.008 
  (0.010)  (0.010)  (0.011) 

Big 4  0.126***  0.126***  0.124*** 

  (0.036)  (0.036)  (0.036) 

Firm FE Yes Yes Yes Yes Yes Yes 

Year FE x Industry FE Yes Yes Yes Yes Yes Yes 

Adj. R-squared   0.277 0.300 0.277 0.301 0.273 0.296 

Observations  8,860 8,860 8,883 8,883 8,921 8,921 
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Table 6. Directorships of Regulators and F-Score 

This table reports the estimation results from linear regressions of the following form:  

Above Normal Riski,t = 0 + 1 Treatmenti,t +  Controls + 
The dependent variable is an indicator equal to 1 during years where the F-Score in larger than 1, labeled Above 

Normal Risk. The models presented differ in the Treatment variable and Controls included. In Columns 1 and 2, 

Treatment takes the value of 1 for firm-years after a FREP member joins the board. In Columns 3 and 4, Treatment 

takes the value of 1 for firm-years after a FREP board member or Head of Enforcement joins the board. In 

Columns 5 and 6, Treatment takes the value of 1 for firm-years after the FREP Head of Enforcement joins the 

board. Columns 1, 3, and 5 report results without Controls. Columns 2, 4, and 6 report results with Controls. All 

models include firm and industry-year fixed effects. All variables are defined in the Appendix, and the sample 

spans the period 2004-2019. Standard errors are two-way clustered by firm and year. Standard errors are reported 

below the coefficients. *, **, *** indicate significance at the two-tailed 10%, 5%, and 1% levels, respectively.  

 

 

Dependent Variable 
Above Normal Risk 

(F-Score > 1) 

Treatment All FREP Members 
Board + Head of 

Enforcement 
Head of Enforcement  

Variables (1) (2) (3) (4) (5) (6) 

Treatment 0.032** 0.034** 0.020 0.027 0.079* 0.083* 
 (0.012) (0.012) (0.025) (0.025) (0.045) (0.044) 

Size  0.022*  0.022*  0.022* 

  (0.010)  (0.010)  (0.010) 

ROA  0.019  0.019  0.022 

  (0.041)  (0.041)  (0.041) 

M&A   0.033***  0.033***  0.033*** 
  (0.007)  (0.007)  (0.007) 

Big 4  –0.017  –0.017  –0.017 

  (0.012)  (0.011)  (0.011) 

Firm FE Yes Yes Yes Yes Yes Yes 

Year FE x Industry FE Yes Yes Yes Yes Yes Yes 

Adj. R-squared   0.186 0.190 0.187 0.191 0.189 0.191 

Observations  8,860 8,860 8,883 8,883 8,921 8,921 
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Table 7. Directorships of Regulators and Discretionary Accruals 
 

Panel A. DD Discretionary Accruals  
 

This table reports the estimation results from linear regressions of the following form:  

Working Capital Accrualsi,t = 0 + 1 Treatmenti,t +  Controls + 
The models presented differ in the Treatment variable and Controls included. The dependent variable is working 

capital accruals as per Dechow and Dichev (2002). In Columns 1 and 2, Treatment takes the value of 1 for firm-

years after a FREP member joins the board. In Columns 3 and 4, Treatment takes the value of 1 for firm-years 

after a FREP board member or Head of Enforcement joins the board. In Columns 5 and 6, Treatment takes the 

value of 1 for firm-years after the FREP Head of Enforcement joins the board. Columns 1, 3, and 5 report results 

without Controls. Columns 2, 4, and 6 report results with Controls. All models include firm and industry-year 

fixed effects as well as CFO, CFOt-1, and CFOt+1 to control for determinants of accruals as per Dechow and Dichev 

(2002). All variables are defined in the Appendix, and the sample spans the period 2004-2019. The sample size is 

smaller as I require 10 industry-year observations. Standard errors are two-way clustered by firm and year. 

Standard errors are reported below the coefficients. *, **, *** indicate significance at the two-tailed 10%, 5%, 

and 1% levels, respectively.  

 

 

Dependent Variable Working Capital Accruals 

Treatment All FREP Members 
Board + Head of 

Enforcement 
Head of Enforcement  

Variables (1) (2) (3) (4) (5) (6) 

Treatment 0.005 0.006 0.010 0.012 0.034* 0.035* 
 (0.013) (0.013) (0.014) (0.014) (0.018) (0.019) 

Size  0.012**  0.012**  0.012** 

  (0.005)  (0.005)  (0.005) 

ROA  0.052  0.052  0.052 

  (0.034)  (0.034)  (0.034) 

M&A   –0.001  –0.001  –0.001 
  (0.004)  (0.004)  (0.004) 

Big 4  –0.005  –0.006  –0.005 

  (0.005)  (0.005)  (0.005) 

CFOt-1 0.221*** 0.202*** 0.221*** 0.202*** 0.220*** 0.202*** 

 (0.025) (0.023) (0.025) (0.023) (0.025) (0.023) 

CFO –0.379*** –0.414*** –0.379*** –0.414*** –0.379*** –0.415*** 

 (0.040) (0.041) (0.040) (0.041) (0.040) (0.041) 

CFOt+1 0.097*** 0.088** 0.097*** 0.088** 0.098*** 0.088** 

 (0.030) (0.030) (0.030) (0.030) (0.030) (0.030) 

Firm FE Yes Yes Yes Yes Yes Yes 

Year FE x Industry FE Yes Yes Yes Yes Yes Yes 

Adj. R-squared   0.265 0.297 0.265 0.297 0.267 0.298 

Observations  5,461 5,461 5,489 5,489 5,524 5,524 
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Panel B. Jones Discretionary Accruals  
 

This table reports the estimation results from linear regressions of the following form:  

Total Accrualsi,t = 0 + 1 Treatmenti,t +  Controls + 
The models presented differ in the Treatment variable and Controls included. The dependent variable is total 

accruals as per Jones (1991). In Columns 1 and 2, Treatment takes the value of 1 for firm-years after a FREP 

member joins the board. In Columns 3 and 4, Treatment takes the value of 1 for firm-years after a FREP board 

member or Head of Enforcement joins the board. In Columns 5 and 6, Treatment takes the value of 1 for firm-

years after the FREP Head of Enforcement joins the board. Columns 1, 3, and 5 report results without Controls. 

Columns 2, 4, and 6 report results with Controls. All models include firm and industry-year fixed effects as well 

as Constant, ∆Revenues, and PPE to control for determinants of accruals as per Jones (1991). All variables are 

defined in the Appendix, and the sample spans the period 2004-2019. The sample size is smaller as I require 10 

industry-year observations. Standard errors are two-way clustered by firm and year. Standard errors are reported 

below the coefficients. *, **, *** indicate significance at the two-tailed 10%, 5%, and 1% levels, respectively.  

 

Dependent Variable Total Accruals 

Treatment All FREP Members 
Board + Head of 

Enforcement 
Head of Enforcement  

Variables (1) (2) (3) (4) (5) (6) 

Treatment 0.022 0.011 0.007 0.010 0.037** 0.042* 
 (0.017) (0.021) (0.020) (0.023) (0.017) (0.020) 

Size  0.019**  0.020**  0.020** 

  (0.007)  (0.007)  (0.007) 

ROA  0.014  0.014  0.016 

  (0.010)  (0.010)  (0.011) 

M&A   0.001  0.001  0.001 
  (0.006)  (0.006)  (0.006) 

Big 4  0.001  0.000  0.001 

  (0.008)  (0.007)  (0.007) 

Constant 0.034*** 0.033*** 0.034*** 0.033*** 0.034*** 0.033*** 

 (0.006) (0.009) (0.006) (0.009) (0.006) (0.009) 

∆Revenues 0.074*** 0.070*** 0.074*** 0.070*** 0.074*** 0.070*** 

 (0.011) (0.011) (0.011) (0.011) (0.011) (0.011) 

PPE –0.025 –0.012 –0.026 –0.012 –0.026 –0.012 

 (0.031) (0.037) (0.030) (0.037) (0.030) (0.036) 

Firm FE Yes Yes Yes Yes Yes Yes 

Year FE x Industry FE Yes Yes Yes Yes Yes Yes 

Clustered by  Firm Firm Firm Firm Firm Firm 

Adj. R-squared   0.219 0.225 0.221 0.219 0.221 0.226 

Observations  3,683 3,683 3,707 3,707 3,774 3,774 
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Table 8. Performance Pressure 
 

This table reports the estimation results from linear regressions of the following form within a sample of firms with and without performance pressure:  

Yi,t = 0 + 1 Treatmenti,t +  Controls + 
Performance Pressure is set to 1 for firm-year observations that are either in the quintile with the lowest sales growth, the quintile with the lowest ROA growth, the 

quintile with the highest layoffs, or that just meet or beat the zero-earnings benchmark, and 0 otherwise. The models presented differ in the dependent variable. In 

Columns 1-2, the dependent variable is Enforcement Action, set to 1 during the misstatement year as reported in the FREP enforcement action, and 0 otherwise. In 

Columns 3-4, the dependent variable is Unqualified Audit Opinion, set to 1 during years with an unqualified audit opinion, and 0 otherwise. In Columns 5-6, the 

dependent variable is Above Normal Risk, set to 1 during years where the F-Score in larger than 1, 0 otherwise. In Columns 7-8, the dependent variable is Working 

Capital Accruals as per Dechow and Dichev (2002). In Columns 9-10, the dependent variable is Total Accruals as per Jones (1991). Treatment takes the value of 1 for 

firm-years after FREP’s Head of Enforcement joins the board. Controls include Size, M&A, ROA, and Big 4. In Columns 7-8, I also control for CFO, CFOt-1, and 

CFOt+1. In Columns 9-10, I also control for Constant, ∆Revenues, and PPE. All models include firm and industry-year fixed effects. All variables are defined in the 

Appendix, and the sample spans the period 2004-2019. The sample size is smaller in Columns 4 and 5 as I require 10 industry-year observations to estimate discretionary 

accruals. Standard errors are clustered at the firm level. Yes (No) refers to observations where Performance Pressure is equal to 1 (0) Standard errors are reported below 

the coefficients. *, **, *** indicate significance at the two-tailed 10%, 5%, and 1% levels, respectively.  

 

Dependent Variable Enforcement Action 
Unqualified Audit 

Opinion  
Above Normal Risk Working Capital Accruals Total Accruals 

Sample  Performance Pressure Performance Pressure Performance Pressure Performance Pressure Performance Pressure 

 Yes No Yes No Yes No Yes No Yes No 

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) 

Treatment –0.316* –0.031 –0.254* –0.085* 0.187** 0.123** 0.096*** 0.028** 0.076** 0.032 
 (0.179) (0.035) (0.140) (0.045) (0.075) (0.058) (0.031) (0.012) (0.033) (0.025) 

Controls Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes 

Firm FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes 

Year FE x Industry FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes 

Adj. R-squared   0.025 0.045 0.295 0.271 0.082 0.283 0.351 0.577 0.151 0.449 

Observations  3,478 5,443 3,478 5,443 3,478 5,443 2,058 3,466 1,436 2,338 

H0: β1_Yes > β1_No β1_Yes > β1_No β1_Yes < β1_No β1_Yes < β1_No β1_Yes < β1_No 

p-value 0.049 0.075 0.197 0.015 0.149 
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Table 9. SEC Oversight of Cross-Listed Firms 

 
This table reports the estimation results from linear regressions of the following form:  

SEC Oversighti,t = 0 + 1 Treatmenti,t +  Controls + 
The models presented differ in the dependent variables, Controls included, and sample. The dependent variable 

is either SEC Comment Letter, set to 1 during the year the SEC raised concerns about in their comment letter, or 

SEC Enforcement Action, set to 1 during the misstatement year as reported in the SEC enforcement action. 

Treatment takes the value of 1 for firm-years after a FREP board member or Head of Enforcement joins the board. 

Columns 1 and 3 report results without Controls. Columns 2 and 4 report results with Controls. Controls include 

Size, M&A, ROA, and Big 4. Columns 1-2 span the years 2004-2019, as comment letters are not publicly available 

before 2004. Columns 3-4 span the years 2000-2019 as treated firms in my sample are cross-listed in the U.S. as 

of 2000. The sample includes all public German firms cross-listed in the U.S. All models include firm and year 

fixed effects. All variables are defined in the Appendix, and the sample spans the period 2000-2019. Standard 

errors are two-way clustered by firm and year. Standard errors are reported below the coefficients. *, **, *** 

indicate significance at the two-tailed 10%, 5%, and 1% levels, respectively.  

 
Dependent Variable SEC Comment Letter SEC Enforcement Action 

Variables (1) (2) (3) (4) 

Treatment 0.500** 0.492** 0.273* 0.250* 
 (0.184) (0.183) (0.139) (0.130) 

Controls No Yes No Yes 

Firm FE Yes Yes Yes Yes 

Year FE x Industry FE Yes Yes Yes Yes 

Adj. R-squared   0.183 0.192 0.455 0.487 

Observations  245 245 335 335 
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Table 10. Dynamic Effects 

 
This table reports the estimation results from linear regressions of the following form:  

Enforcement Actioni,t = 0 + 1 Treatmenti,t +  Controls + 
The dependent variable is an indicator equal to 1 during the misstatement year as reported in the FREP 

enforcement action, and 0 otherwise. The main explanatory variables are single-year treatment windows that range 

from 1 to 5 years before the FREP executive joins a board to 1 to 5 years after the FREP executive joins the board. 

These treatment windows are benchmarked against the year t-1 before the FREP executive joins a board. Treated 

observations that occur outside these windows are excluded from this analysis. The models use different FREP 

executives to create the Treatment variables. In Column 1, Treatment is based on any FREP member joining a 

board. In Column 2, Treatment is based on a FREP board member or Head of Enforcement joining a board. In 

Column 3, Treatment is based on the FREP’s Head of Enforcement joining a board. Controls include Size, M&A, 

ROA, and Big 4. All models include firm and industry-year fixed effects. All variables are defined in the Appendix, 

and the sample spans the period 2004-2019. Standard errors are two-way clustered by firm and year. Standard 

errors are reported below the coefficients. *, **, *** indicate significance at the two-tailed 10%, 5%, and 1% 

levels, respectively.  

 

Dependent Variable Enforcement Action 

Treatment All FREP Members Board + Head of Enforcement Head of Enforcement 

Variables (1) (2) (3) 

Treatmentt-5 –0.028 –0.019 –0.054 

 (0.027) (0.022) (0.069) 

Treatmentt-4 –0.005 –0.021 –0.048 

 (0.021) (0.025) (0.070) 

Treatmentt-3 0.000 –0.006 0.004 

 (0.009) (0.011) (0.045) 

Treatmentt-2 0.070 0.084 0.167 

 (0.065) (0.082) (0.151) 

Treatmentt –0.020 –0.024 –0.050* 

 (0.016) (0.018) (0.025) 

Treatmentt+1 –0.011 –0.012 –0.023 

 (0.011) (0.013) (0.042) 

Treatmentt+2 –0.017 –0.023 –0.015 

 (0.014) (0.019) (0.033) 

Treatmentt+3 –0.009 –0.018 –0.026 

 (0.015) (0.017) (0.041) 

Treatmentt+4 0.042 –0.010 –0.058 

 (0.026) (0.014) (0.044) 

Controls Yes Yes Yes 

Firm FE Yes Yes Yes 

Year FE x Industry FE Yes Yes Yes 

Adj. R-squared   0.002 0.003 0.003 

Observations  8,750 8,804 8,910 
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Table 11. Directorships of Regulators before FREP Appointment 

 

Panel A. Effect of FREP Appointment  
 

This table reports the estimation results from linear regressions of the following form:  

Yi,t = 0 + 1 Treatmenti,t +  Controls + 
The models presented differ in the dependent variable and sample. In Columns 1-2, the dependent variable is Enforcement Action, set to 1 during the misstatement year 

as reported in the FREP enforcement action, and 0 otherwise. In Columns 3-4, the dependent variable is Unqualified Audit Opinion, set to 1 during years with an 

unqualified audit opinion, and 0 otherwise. In Columns 5-6, the dependent variable is Above Normal Risk, set to 1 during years where the F-Score in larger than 1, 0 

otherwise. In Columns 7-8, the dependent variable is Working Capital Accruals as per Dechow and Dichev (2002). In Columns 9-10, the dependent variable is Total 

Accruals as per Jones (1991). Treatment takes the value of 1 for firm-years after a FREP board member or Head of Enforcement joins FREP for the subset of FREP 

executives that already served on firms’ boards before their FREP tenure. In Columns 1, 3, 5, 7, and 9, the sample includes the full sample of treated and control firms. 

In Columns 2, 4, 6, 8, and 10, the sample only includes treated firms. In those tests, I do not include industry-year fixed effects, but adjust the dependent variables by 

their annual sample means to control for time trends. Controls include Size, M&A, ROA, and Big 4. In Columns 7-8, I also control for CFO, CFOt-1, and CFOt+1. In 

Columns 9-10, I also control for Constant, ∆Revenues, and PPE. All models include firm fixed effects. All variables are defined in the Appendix, and the sample spans 

the period 2004-2019. The sample size is smaller in Columns 7-10 as I require 10 industry-year observations. Standard errors are two-way clustered by firm and year. 

Standard errors are reported below the coefficients. *, **, *** indicate significance at the two-tailed 10%, 5%, and 1% levels, respectively.  

 

Dependent Variable Enforcement Action 
Unqualified Audit 

Opinion  
Above Normal Risk Working Capital Accruals Total Accruals 

Sample Full 
Treated 

Firms 
Full 

Treated 

Firms 
Full 

Treated 

Firms 
Full Treated Firms Full 

Treated 

Firms 

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) 

Treatment –0.111*** –0.085** –0.176** –0.167* 0.136* 0.064 0.095*** 0.094*** 0.123*** 0.170** 
 (0.047) (0.029) (0.079) (0.079) (0.077) (0.061) (0.019) (0.027) (0.028) (0.056) 

Controls Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes 

Firm FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes 

Year FE x Industry FE Yes No Yes No Yes No Yes No Yes Yes 

Adj. R-squared   0.002 0.063 0.297 0.143 0.191 0.201 0.465 0.663 0.226 0.530 

Observations  8,896 112 8,896 112 8,896 112 5,513 57 3,707 47 
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Panel B. Effect of Board Appointment  
 

This table reports the estimation results from linear regressions of the following form:  

Yi,t = 0 + 1 Treatmenti,t +  Controls + 
The models presented differ in the dependent variable and sample. In Columns 1-2, the dependent variable is Enforcement Action, set to 1 during the misstatement year 

as reported in the FREP enforcement action, and 0 otherwise. In Columns 3-4, the dependent variable is Unqualified Audit Opinion, set to 1 during years with an 

unqualified audit opinion, and 0 otherwise. In Column 5-6, the dependent variable is Above Normal Risk, set to 1 during years where the F-Score in larger than 1, 0 

otherwise. In Column 7-8, the dependent variable is Working Capital Accruals as per Dechow and Dichev (2002). In Columns 9-10, the dependent variable is Total 

Accruals as per Jones (1991). Treatment takes the value of 1 for firm-years after a future FREP board member or future Head of Enforcement joins a firm’s board 

before the start of their FREP tenure. In Columns 1, 3, 5, 7, and 9, the sample includes the full sample of treated and control firms. In Columns 2, 4, 6, 8, and 10, the 

sample only includes treated firms. In those tests, I do not include industry-year fixed effects, but adjust the dependent variables by their annual sample means to control 

for time trends. Controls include Size, M&A, ROA, and Big 4. In Columns 7-8, I also control for CFO, CFOt-1, and CFOt+1. In Columns 9-10, I also control for Constant, 

∆Revenues, and PPE. All models include firm fixed effects. All variables are defined in the Appendix, and the sample spans the period 2004-2019. The sample size is 

smaller in Columns 7-10 as I require 10 industry-year observations. Standard errors are two-way clustered by firm and year. Standard errors are reported below the 

coefficients. *, **, *** indicate significance at the two-tailed 10%, 5%, and 1% levels, respectively.  

 

Dependent Variable Enforcement Action 
Unqualified Audit 

Opinion  
Above Normal Risk Working Capital Accruals Total Accruals 

Sample Full 
Treated 

Firms 
Full 

Treated 

Firms 
Full 

Treated 

Firms 
Full Treated Firms Full 

Treated 

Firms 

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) 

Treatment –0.037 –0.042 –0.013 0.003 –0.003 –0.007 –0.002 –0.002 –0.036 –0.087 
 (0.044) (0.041) (0.021) (0.069) (0.015) (0.014) (0.010) (0.013) (0.026) (0.094) 

Controls Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes 

Firm FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes 

Year FE x Industry FE Yes No Yes No Yes No Yes No Yes Yes 

Adj. R-squared   0.001 0.046 0.295 0.168 0.191 0.086 0.466 0.936 0.226 0.659 

Observations  8,899 35 8,899 35 8,899 35 5,524 13 3,709 13 
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Table 12. Propensity Score Matching 

Panel A. First Stage Regression and Covariate Balance  
 

This table presents the propensity score estimation (Column 1) and covariate balance between the matched pairs 

of firms with and without FREP’s Head of Enforcement serving on their board (Columns 2-4). The dependent 

variable in Column 1 is an indicator set to 1 in years in which FREP’s Head of Enforcement serves on a firm’s 

board during his FREP tenure, and 0 otherwise. The likelihood of having FREP’s Head of Enforcement serving 

on a board is predicted based on the covariates used in the models presented in Tables 4-7 using Probit regression 

estimation. The model spans the period 2004-2019. Firms without FREP’s Head of Enforcement are matched to 

firms with FREP’s Head of Enforcement serving on the board within the same year, industry, and all other 

covariates, using the propensity scores obtained from the Probit regression with replacement. The matching 

procedure uses a caliper of 0.005. Columns 2-4 report the average values of the variables used in the matching 

procedure after matching and the average difference in these variables across treated and non-treated matched 

firms. Standard errors are clustered at the firm level. Standard errors are reported in parentheses below the 

coefficients. P-values are displayed in brackets below the mean differences in coefficient estimates. *, **, *** 

indicate significance at the two-tailed 10%, 5%, and 1% levels, respectively. See the Appendix for variable 

definitions. 

 

Variables 

Head of 

Enforcement 

(1) 

Mean Treated 

Firm 

(2) 

Mean Matched 

Firm 

(3) 

Mean Difference (2) – (3) 

(4) 

Size 0.455*** 6.863 6.520 0.343 

 (0.093)   [0.30] 

ROA –0.501 0.029 0.042 –0.013 

 (0.313)   [0.42] 

M&A  0.007 0.481 0.444 0.037 
 (0.241)   [0.79] 

Big 4 –0.140 0.741 0.815 –0.074 

 (0.271)   [0.52] 

Firm FE Yes    

Industry FE Yes    

Pseudo R-squared   0.305    

Area under ROC curve 0.920    

Observations  8,684 27 24  

 

Panel B. Average Treatment Effects  

 

This table reports the average treatment effect of FREP’s Head of Enforcement serving on a firm’s board on the 

likelihood to receive an enforcement action (Column 1), the likelihood to receive an unqualified audit opinion 

(Column 2), the likelihood of having an F-Score larger than 1 (Column 3), and the level of working capital accruals 

as per Dechow and Dichev (2002) (Column 4) or total accruals as per Jones (1991) (Column 5). ∗, ∗∗, ∗∗∗ 

represent significance at the 10, 5, and 1% level (one-tailed), respectively. The Appendix presents variable 

definitions. 
 

Dependent Variables 
Enforcement 

Action 

Unqualified 

Audit 

Opinion 

Above 

Normal 

Risk 

Working Capital 

Accruals 
Total Accruals 

Variables  (1)  (2)  (3)  (4) (5) 

Mean Treated Firm 0 0.926 0.037 –0.001 –0.075 

      

Mean Matched Firm 0.042 1 0 –0.037 –0.041 

      

Mean Difference –0.042* –0.074** 0.037* 0.036* 0.034* 
      

Observations  51 51 51 47 47 
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Table 13. Falsification Tests 

This table presents falsification tests on the likelihood of receiving an enforcement action, the likelihood of 

receiving an unqualified audit opinion, the likelihood of having an above normal risk of accounting manipulation, 

and discretionary accruals in response to appointing FREP’s Head of Enforcement to the board. The table reports 

the comparison between the coefficients 𝛽1 obtained from a randomization procedure based on equation (1). 

Yi,t = 0 + 1 Treatmenti,t +  Controls + 

The dependent variable is an indicator equal to 1 during the misstatement year, an indicator equal to 1 during 

years with an unqualified audit opinion, an indicator equal to 1 during years where the F-Score in larger than 1, 

and unsigned discretionary accruals. Treatment takes the takes the value of 1 for firm-years after FREP’s Head of 

Enforcement joins the board. The randomization procedure is as follows: I use a uniform distribution to randomize 

the firm that is treated. The randomization procedure takes 1,000 random draws of the randomized element. P-

values (in brackets) reflect the probability that the coefficient estimated using the randomized data () is greater 

than the coefficient estimated using the actual data (𝛽1̂. Controls included are Size, ROA, M&A, and Big 4. In 

row (4), I also control for CFO, CFOt-1, and CFOt+1. In row (5), I also control for Constant, ∆Revenues, and PPE. 

Variables are defined in the Appendix. 

 
   𝛽1̂   Ho: 𝛽1> 𝛽1̂ 

[p-value] Dependent variable   Actual data Random data  

(1) Enforcement Actions    –0.061* 0.000  [0.058] 

       

(2) Unqualified Audit Opinion   –0.132* –0.007  [0.081] 

       

(3) Above Normal Risk    0.083* –0.001  [0.045] 

       

(4) Working Capital Accruals   0.035* –0.001  [0.049] 

       

(5) Total Accruals   0.042* –0.000  [0.044] 
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Table 14. Directorships of Regulators and Compensation 
 

Panel A: Compensation for Directorships of Regulators after FREP Appointment 
 

This table reports the estimation results from linear regressions of the following form:  

Compensationi,d,t = 0 + 1 Treatmenti,t +  Controls + 
The models presented differ in the dependent variable. In Column 1, the dependent variable is the natural 

logarithm of the sum of salary and bonus per directorship and year. In Column 2, the dependent variable is the 

natural logarithm of the sum of salary, bonus, other compensation, and employer pension contributions per 

directorship and year. In Column 3, the dependent variable is the natural logarithm of the sum of salary, bonus, 

other compensation, employer pension contributions, and equity compensation per directorship and year.  

Treatment takes the value of 1 for firm-years after a FREP board member or Head of Enforcement joins FREP 

for the subset of FREP executives that already served on firms’ boards before their FREP tenure. Controls include 

Size, M&A, ROA, and Big 4. All models include director, firm, and year fixed effects. All variables are defined in 

the Appendix, and the sample spans the period 2000-2019. Standard errors are clustered at the firm level. Standard 

errors are reported below the coefficients. *, **, *** indicate significance at the two-tailed 10%, 5%, and 1% 

levels, respectively.  

 

Dependent Variable Salary + Bonus 
Total Direct 

Compensation 
Total Compensation 

Variables (1) (2) (3) 

Treatment 0.647* 0.688* 0.590* 
 (0.317) (0.326) (0.296) 

Controls Yes Yes Yes 

Director FE Yes Yes Yes 

Firm FE Yes Yes Yes 

Year FE Yes Yes Yes 

Adj. R-squared   0.859 0.877 0.864 

Observations  1,119 1,119 1,119 
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Panel B: Performance Pressure 
 

This table analyzes cross-sectional variation on compensation based on performance pressure. Performance 

Pressure is set to 1 for firm-year observations that are either in the quintile with the lowest sales growth, the 

quintile with the lowest ROA growth, the quintile with the highest layoffs, or that just meet or beat the zero-

earnings benchmark, and 0 otherwise. The models presented differ in the dependent variable. In Column 1, the 

dependent variable is the natural logarithm of the sum of salary and bonus per directorship and year. In Column 

2, the dependent variable is the natural logarithm of the sum of salary, bonus, other compensation, and employer 

pension contributions per directorship and year. In Column 3, the dependent variable is the natural logarithm of 

the sum of salary, bonus, other compensation, employer pension contributions, and equity compensation per 

directorship and year. Treatment takes the value of 1 for firm-years after a FREP board member or Head of 

Enforcement joins FREP for the subset of FREP executives that already served on firms’ boards before their FREP 

tenure. Controls include Size, M&A, ROA, and Big 4. All models include director, firm, and year fixed effects. All 

variables are defined in the Appendix, and the sample spans the period 2000-2019. Standard errors are clustered 

at the firm level. Standard errors are reported below the coefficients. *, **, *** indicate significance at the two-

tailed 10%, 5%, and 1% levels, respectively.  

 

Dependent Variable Salary + Bonus 
Total Direct 

Compensation 
Total Compensation 

Variables (1) (2) (3) 

Treatment x Performance Pressure 0.106* 0.079 0.191* 

 (0.048) (0.087) (0.081) 

Treatment 0.590* 0.658* 0.503* 

 (0.300) (0.315) (0.232) 

Performance Pressure –0.605* –0.526 –0.671** 
 (0.289) (0.281) (0.262) 

Controls Yes Yes Yes 

Director FE Yes Yes Yes 

Firm FE Yes Yes Yes 

Year FE Yes Yes Yes 

Clustered by  Firm Firm Firm 

Adj. R-squared   0.879 0.882 0.882 

Observations  1,119 1,119 1,119 
 


