WORKING
PAPER

Accountability Under Pressure: Auditor
Going Concern Reporting and Bankruptcy in
the Netherlands

Dr. Tjibbe Bosman

KEY TAKE-AWAYS

This study investigates the reporting behaviour of Dutch
organizations under statutory audit requirements in the three years
preceding bankruptcy. Using unique nationwide audit data
(2012—2020), 572 bankruptcies of organizations subject to mandatory
audits were identified. The results reveal widespread non-compliance
with filing obligations, indicating weak accountability among firms
nearing insolvency. In the year before bankruptcy, only a minority
files audit opinions, and many fail to disclose material going concern
uncertainties. Although bankruptcies of audited firms are rare (0.31%
of audits), they inflict substantial societal harm, largely due to a few
major failures. Delayed or missing filings thus serve as important
early warning signals. Moreover, the results challenge the notion of a
strong self-fulfilling prophecy effect of GCOs.

F Foundation for

AR Auditing Research



Accountability Under Pressure: Auditor Going Concern Reporting and
Bankruptcy in the Netherlands

Tjibbe Bosman
Abstract

This study investigates the reporting behaviour of Dutch organizations under statutory audit
requirements in the three years preceding bankruptcy. Using unique nationwide audit data
(2012-2020), 572 bankruptcies of organizations subject to mandatory audits were identified.
The results reveal widespread non-compliance with filing obligations, indicating weak
accountability among firms nearing insolvency. In the year before bankruptcy, only a
minority files audit opinions, and many fail to disclose material going concern uncertainties.
Although bankruptcies of audited firms are rare (0.31% of audits), they inflict substantial
societal harm, largely due to a few major failures. Delayed or missing filings thus serve as
important early warning signals. Moreover, the results challenge the notion of a strong self-
fulfilling prophecy effect of GCOs.
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Relevance for practice

The findings of this study highlight that only a small fraction of companies subject to
statutory audit file timely, audited financial statements before bankruptcy. The

results suggest that current filing practices may not always provide stakeholders with
adequate early warning signals of financial distress. By quantifying the societal impact of
bankruptcies and the frequency of going concern misclassifications, this research
contributes directly to evidence-based policy discussions on improving the credibility and
societal value of the statutory audit.

1. Introduction

The dynamism of modern economic systems, while fostering innovation and growth,
inherently involves risk-taking, with bankruptcies as an unavoidable outcome (Knegt et al.
2005). In this landscape, the auditor's responsibility for going concern reporting emerges as
a critical mechanism for accountability, intended to provide stakeholders with timely
warnings of potential business failures. This responsibility is a recurring focal point in
debates surrounding the auditing profession (Brydon 2019; CTA 2020; IAASB 2020),
particularly as auditors are frequently criticized for inadequate procedures concerning the
going concern assumption underpinning financial reporting. Calls for reform, such as the
Dutch Ministry of Finance's advisory Commission Future Accountancy (CTA) advocating for a
‘bigger and more recognizable position’ for (dis)continuity in audits (CTA 2020, p. 54), and



the Brydon (2019) report’s recommendation for a resilience statement, underscore the
urgency of this issue. However, these proposals to expand audit scope and auditor
responsibility require careful consideration due to potential cost implications, including
increased audit hours, specialist involvement, malpractice liability, and ultimately, higher
audit fees. To effectively address these concerns and inform evidence-based policy, empirical
data on bankruptcies and auditor going concern reporting decisions are essential.

However, a significant gap exists in the availability of reliable, large-scale empirical panel
data on bankruptcies and auditor reporting in the Netherlands, especially concerning the
pre-bankruptcy period (Bosman 2021). Existing research predominantly concentrates on
listed companies, often outside the Netherlands (Carson et al. 2013; Geiger et al. 2019),
neglecting the context of small and medium-sized enterprises (SMEs) that form the
backbone of the Dutch economy. Furthermore, insights from the Dutch independent audit
supervisory authority AFM survey data, indicating a rise in going concern opinions (GCOs)
from 2.27% in 2012 to 3.09% in 2019, raise questions about the drivers behind this trend. Is
this increase a sign of heightened auditor conservatism, potentially detrimental to auditees
(Deng et al. 2012; Chy and Hope 2021), or does it reflect a more accurate and timely
portrayal of underlying economic risks?

This study addresses these gaps by investigating the effectiveness of auditor going concern
reporting in the Netherlands, focusing on the crucial pre-bankruptcy period. | adopt an
agency theory framework to examine the auditor's role as a monitor, reducing information
asymmetry between management and stakeholders regarding a company's financial health.
Within this framework, the failure to issue a GCO when justified (a Type Il misclassification)
indicates a flaw in auditor monitoring and accountability. The case in which the issuance of a
GCO was not warranted (Type | misclassification) can be viewed through the lens of
signalling theory. A GCO can be seen as a negative signal that, while costly for the auditee,
may be necessary for market efficiency and stakeholder protection.

Bankruptcies impose substantial societal costs. In the Netherlands, the unpaid debt of
insolvent entities is estimated at EUR 4.4 billion, representing 0.7 percent of GDP (CBS 2015).
Alarmingly, approximately 30.1 percent of insolvencies involve criminal or unlawful harm to
creditors (CBS 2015; Pool et al. 2021), further underscoring the societal impact. Drawing
upon hand-collected data from court reports, | estimate that bankruptcies subject to
statutory audits between 2012 and 2020 affected 127,670 jobs and debt of EUR 15,7 billion,
including significant amounts owed to tax authorities (EUR 801.2 million) and the employee
insurance agency (EUR 136.8 million). The average (median) consolidated bankruptcy results
in a loss of 297 (82) jobs and EUR 36.4 (5.2) million in insolvency claims, revealing a highly
skewed distribution in which a few large insolvencies account for the majority of the
economic damage. To illustrate this, | provide a detailed overview of the top 25 bankruptcies
in the Netherlands by damage. These figures demonstrate the significant societal impact of



bankruptcies and underscore the importance of timely, reliable going-concern reporting to
mitigate these costs and enhance accountability.

The most pressing societal concern arises when a company declares bankruptcy shortly after
receiving an unqualified audit opinion that fails to highlight material uncertainties related to
going concern, a Type Il misclassification. While Type | misclassifications (issuing a GCO when
bankruptcy does not follow) may also have negative consequences, potentially diminishing
the informativeness of GCOs, the primary regulatory and societal focus rightly rests on
minimizing Type |l misclassifications, given their direct link to unexpected stakeholder losses
and compromised accountability. Therefore, this study prioritizes investigating companies
that ultimately went bankrupt, examining their reporting behaviour and auditor opinions in
the three years preceding insolvency to identify patterns and potential systemic weaknesses
in going-concern reporting.

Using a comprehensive dataset of 208,328 organizations, | identified 572 bankruptcies
among organizations subject to mandatory audit in the three years preceding insolvency. My
analysis reveals concerning trends in pre-bankruptcy reporting. | have found that only a
small fraction of companies (12 percent) file timely audited financial statements or
exemptions in the year before bankruptcy, and that the reporting lag is substantial.
Furthermore, management’s disclosure of discontinuity risks is limited. Critically, in the year
before bankruptcy, audit opinions are filed for a minority of organizations, and even when
filed, a significant proportion fails to recognize material going concern uncertainties.
Specifically, | identified 39 Type Il Going Concern Opinions (GCO) misclassifications out of
183,979 statutory audits conducted during the study period. Assuming this procedure
captured all bankruptcies under mandatory audit requirements, and based on market-wide
AFM data, | estimate a Type | error rate of over 99 percent 12 months after balance sheet
date, this declines to 92 percent for the period of 36 months after balance sheet date. It is
important to note that while bankruptcies among mandatory audit clients are rare, there
may still be significant uncertainty regarding going concern. Even if a bankruptcy has not
occurred, substantial restructuring or refinancing may still happen. Additionally, | examine
trends in GCO issuance and error rates over time.

This study contributes to the literature by providing novel empirical evidence from the
Netherlands, a jurisdiction with a robust statutory audit regime and a significant SME sector.
| extend the existing research in several ways. First, | focus on a comprehensive sample of
bankrupt Dutch companies subject to statutory audit, providing insights into pre-bankruptcy
reporting behaviour not readily available in prior studies. Second, | examine various aspects
of compliance reporting, management disclosures, and audit opinions, offering a more
holistic view of the going-concern reporting ecosystem in the Netherlands. Third, by
estimating Type | and Type Il error rates using market-wide data, | provide a quantitative
assessment of GCOs' overall effectiveness and potential limitations in the Dutch context.
Finally, my findings could have direct implications for regulatory debates and policy



considerations in the European Union, particularly in light of ongoing discussions about
enhancing auditor accountability and the relevance of financial reporting for stakeholders in
the SME sector.

This paper proceeds as follows: Section 2 details the literature review, Section 3 the research
method. Section 4 presents the empirical results, focusing on filing behaviour, management
disclosure, audit opinions, societal impact, and GCO error rates. Section 5 concludes,
discussing the implications of my findings, limitations, and avenues for future research, with
a focus on enhancing auditor accountability and the effectiveness of going concern reporting
in the Netherlands.

2. Literature review

Auditor going concern reporting is situated at the intersection of agency theory, signalling
theory, and the broader discourse on corporate accountability. Agency theory posits that
auditors are crucial to monitoring information asymmetry between managers and
stakeholders (Jensen and Meckling 1976). In the context of going concern, auditors are
tasked with independently assessing a company's financial viability, thereby reducing the
information gap regarding potential financial distress (DeAngelo 1981). Failure to adequately
perform this monitoring function, particularly by failing to issue a Going Concern Opinion
(GCO) when warranted (Type |l misclassification), represents a breakdown in this agency
relationship and may lead to adverse consequences for stakeholders who rely on audited
financial statements for decision-making (Watts and Zimmerman 1983).

Signalling theory offers another lens through which to understand GCOs. A GCO can be
viewed as a negative signal about a company's prospects (Verrecchia 1983). While issuing a
GCO may have immediate negative consequences for the auditee, potentially becoming a
self-fulfilling prophecy (Vanstraelen 2003), it can also serve as a crucial early warning signal
to investors, creditors, and other stakeholders, allowing them to take timely action to
mitigate potential losses. Prior research has examined the market reaction to GCOs (Dopuch
et al. 1986), often finding adverse stock price reactions, though their magnitude and
persistence can vary. The dilemma for auditors is balancing the risk of undue conservatism
(Type | misclassifications) against the potentially more damaging consequences of failing to
signal genuine going concern risks (Type Il misclassifications), especially in the context of
accountability to the public interest.

The debate over auditor accountability in going concern reporting is long-standing and
multifaceted. Regulators and professional bodies worldwide have issued standards and
guidance to enhance auditor performance in this critical area (IAASB 2020; PCAOB 2013).
However, criticisms persist regarding the timeliness and effectiveness of GCOs (Brydon
2019). Concerns often centre on auditors' perceived reluctance to issue GCOs, potentially
due to client pressure, litigation risk aversion, or a lack of robust auditing procedures in this



area (Carcello and Neal 2003; Geiger et al. 2019). Furthermore, the complexity of going
concern assessments, which inherently involve predicting future events under uncertainty,
adds to the challenge (Hopwood et al. 1994).

Existing empirical research on going concern reporting has focused mainly on listed
companies, primarily in the US and other major markets (Carson et al. 2013; Geiger and
Rama 2006; Geiger et al. 2019). These studies have examined factors influencing GCO
issuance, market reactions, and the predictive ability of GCOs for bankruptcy. However,
there is a relative paucity of research on the specific Dutch context, particularly regarding
non-listed SMEs, which constitute a significant portion of the Dutch economy and are also
subject to statutory audit requirements. Bosman (2021) highlights the limited availability of
large-scale panel data for the Netherlands, further underscoring the need for studies like this
one. Moreover, prior research has often relied on archival data from financial statement
databases, with less attention to the nuances of filing behaviour, management disclosures,
and missing observations due to non-filings.

3. Research method

This study employs a quantitative research design to investigate auditor going concern
reporting in the Netherlands. It utilizes a comprehensive dataset of bankrupt companies
subject to statutory audit. | obtained data for the Dutch economy from the National
Statistics Bureau (CBS). The CBS estimates that the unpaid debt of insolvent entities is EUR
4.4 billion, or 0.7 percent of GDP (CBS 2015). Approximately 30.1 percent of insolvencies
result in criminal or unlawful harm to the creditors, according to CBS (2015). This is currently
the last year for which CBS has an estimate of the unpaid debt of insolvent companies and
organizations: 2015.

Not all companies and institutions in the CBS bankruptcy statistics are subject to statutory
audit under the law on the supervision of audit firms (Wet toezicht
accountantsorgsanisaties). They are therefore not audited by audit firms under AFM audit
oversight. | contacted the AFM data analytics team to obtain descriptive data from the AFM
Monitor. The AFM Monitor is a yearly survey of all audit firms with an audit license. It
includes data on the (self-reported) number of statutory audits and the (self-reported)
number of GCOs for the entire Dutch statutory audit market. Based on this data, | can
calculate the percentage of GCOs of all the statutory audit opinions. These numbers are
reflected in Table 1 and show that the rate of GCO’s issued varies between 2.10 percent in
2016 and 10.58 percent in 2020. However, the high percentage of GCO’s in 2020 is most
likely highly impacted by the outbreak of the COVID-19 epidemic, which caused additional
uncertainties concerning the continuity of many organizations.

** Insert Table 1 here **



3.1 Sample selection

The starting point is bankruptcy data for the period 2012-2020 from the Reach database of
Bureau van Dijk and Company.info, encompassing all bankruptcy-related deregistrations
during this period. To ensure comprehensive coverage of organizations subject to statutory
audit, | cross-referenced these bankruptcy records with data from Company.info, which
provides information on auditor involvement and filing obligations for Dutch legal entities.
This initial dataset comprised 2,043 unique bankruptcies.

To refine the sample and focus exclusively on organizations subject to mandatory statutory
audit, | implemented several filtering criteria. First, | excluded small legal entities and specific
legal forms not subject to mandatory audit under Dutch law on the supervision of audit
firms (Wet toezicht accountantsorganisaties). Second, | focused on organizations required to
file income statements in the Netherlands, as these are generally subject to mandatory audit
requirements. Third, | applied size criteria from the Dutch commercial code, filing size
reported to the Chamber of Commerce, and verified the involvement of auditors operating
under the statutory audit framework of the AFM (Dutch Authority for the Financial Markets)
audit oversight. This process resulted in a final sample of 572 bankruptcies between 2012
and 2020, representing organizations that were subject to a mandatory audit in at least one
of the three years preceding bankruptcy (Table 1). Most insolvencies in the sample were in
the wholesale and retail, manufacturing, and construction industries, respectively (Table 2).
While this selection procedure aims for precision, some organizations marginally outside the
statutory audit scope may have been included, potentially leading to a conservative
overestimation of bankruptcies strictly subject to mandatory audit. | acknowledge this as a
potential limitation.

** Insert Table 2 here **

3.2 Data collection

For each of the 572 bankruptcies, | collected financial statements and audit opinions for the
three fiscal years preceding bankruptcy. The primary data sources were Company.info, the
Reach database from Bureau van Dijk, and the Dutch trade register. | prioritized obtaining
the originally filed PDF documents to ensure data accuracy. In cases where financial
statements were unavailable from these sources (11 bankruptcies), those cases were
excluded from the final sample to maintain data completeness.

Financial statement data were extracted from the Reach database and supplemented with
hand-collected data directly from the original filed financial statements to ensure accuracy
and capture nuanced information, particularly regarding management disclosures on going
concern. Information on audit opinions was collected using an automated data-gathering



algorithm to enhance efficiency. To validate the algorithm's performance and ensure data
reliability, | independently hand-collected audit opinion data and reconciled all
discrepancies. Furthermore, extensive logical checks were performed on the hand-collected
data, and a colleague re-performed a fifth of the hand-collected work as a quality review.
Insolvency claims data, including claims from tax authorities and the employee insurance
agency (‘UWV’), were hand-collected from the most recent insolvency reports filed at the
courts, obtained from Faillisementsverslagen.com and Company.info as of summer 2021.

To study the reporting behaviour of Dutch organizations under statutory audit requirements
in the three years preceding bankruptcy, my analysis focuses on several key variables:

o Filing Compliance: measured as timely filing of audited financial statements or
exemptions within twelve months after the balance sheet date, and the
completeness of filings (adopted financial statements, audit opinion).

e Management Disclosure of Discontinuity Risks: a binary variable indicating whether
management explicitly disclosed going concern risks in the financial statements,
beyond a standard going concern assumption statement. This was assessed through
hand collection from the accounting principles section and disclosures to the
financial statements.

e Audit Opinion Type: categorized into unqualified opinions without GCO, GCOs, and
Modified Audit Opinions (MAOs — qualified, disclaimer, adverse). Type 1l GCO
misclassifications were identified as instances where an unqualified opinion without
GCO was issued in the year before bankruptcy, and bankruptcy occurred within 12
months of the balance sheet date. Type | GCO errors were estimated based on AFM
market data.

e Reporting Lag: calculated as the number of days between the balance sheet date and
the publication date of the financial statements at the trade register.

¢ Societal Impact of Bankruptcy: measured by the number of jobs affected and the
total amount of insolvency claims, including claims from tax authorities and the
employee insurance agency.

3.3 Analysis

| employed descriptive statistics to analyse filing behaviour, management disclosures, and
audit opinion types in the three years preceding bankruptcy. | calculated frequencies,
percentages, means, and medians to summarize the data. To estimate GCO error rates, |
combined the bankruptcy data with aggregate market data on statutory audits and GCO
issuance rates obtained from the AFM Monitor. This allowed me to contextualize the
findings within the broader Dutch audit market and provide estimates of Type | and Type |l
misclassification rates at the market level. For the analysis of societal impact, | calculated



aggregate and average figures for jobs lost and insolvency claims. | provided descriptive
statistics on the top 25 largest bankruptcies by claim size to investigate the skewed
distribution of bankruptcy damages.

4. Empirical results

This section presents the findings of the empirical analysis, focusing on filing compliance,
management disclosure, audit opinions, the societal impact of bankruptcies, and
misclassification rates in going-concern opinion.

4.1 Filing compliance

The analysis of filing behaviour in the three years before bankruptcy reveals alarmingly low
rates of timely and complete financial statement filings, indicating systemic issues of
regulatory compliance among companies nearing insolvency. Figure 1 and Table 3 illustrate
this. In the critical year immediately preceding bankruptcy, just 12 percent of organizations
filed timely audited financial statements or a valid exemption. While compliance rates were
higher in the years further removed from bankruptcy (56 percent and 64 percent for years
two and three, respectively), the drop-off in the year before failure is concerning.

The significantly lower filing rate in the immediate pre-bankruptcy year (84% non-filing)
compared to earlier years (10% and 4% non-filing in years two and three) suggests that the
impending bankruptcy likely disrupts the financial reporting and audit process. However, this
disruption is symptomatic of a deeper problem: a lack of proactive measures to address
regulatory compliance even as financial distress becomes imminent. Furthermore, the
composition of non-compliance reveals that it is not simply a matter of late filings but also
involves the filing of unaudited draft financial statements and, critically, the absence of audit
opinions in many cases, eroding the reliability and credibility of the limited filings that do
occur.

Figure 1 visually emphasizes the decline in filing compliance as bankruptcy approaches,
underscoring the need for regulatory intervention to improve filing discipline, particularly for
companies in financial distress. As Table 3 details, a significant portion of non-compliance
stems from filing past the twelve-month deadline and the filing of draft financial statements
(voorlopige jaarrekening), neither of which meets the statutory requirements for
transparency and accountability.

Moreover, for the subset of companies that do file, the reporting lag is excessively long,
averaging 295 days (median 303 days). This delay further diminishes the timeliness and
relevance of financial information for stakeholders attempting to assess and respond to
emerging risks. The delayed filing of financial statements, or their complete absence, should



be considered a critical "red flag" signalling potential financial distress and a lack of
accountability to stakeholders.

** Insert Figure 1 here **

** Insert Table 3 here **

4.2 Management disclosure

An essential aspect of corporate accountability is management's responsibility to provide
transparent and informative disclosures about the company's financial condition,
particularly regarding going concern risks. However, my findings, depicted in Figure 2, reveal
a significant deficiency in management's disclosure of discontinuity risks in pre-bankruptcy
filings. Only 29 percent of adopted financial statements for the year before bankruptcy
include any explicit disclosure of continuity risks beyond a standard going concern
assumption statement. This limited disclosure represents a failure by management to inform
stakeholders of potential financial difficulties proactively and undermines the principle of
transparent and accountable financial reporting. It is important to note that companies may
face strong disincentives to disclose discontinuity risks, such as fear of damaging
relationships with key stakeholders, including suppliers, customers, or lenders.!

The majority of adopted financial statements (71 percent) remain silent on continuity risks,
even as bankruptcy looms. This lack of disclosure raises serious questions about
management's adherence to accounting standards and their commitment to providing
stakeholders with a fair and accurate view of the company's financial prospects. In light of
this finding, the Brydon (2019) report's call for a mandatory "resilience statement" with
explicit going concern assessments by management gains further credence.

** Insert Figure 2 here **

4.3 Audit opinions

The audit opinion filing rate in the year before bankruptcy is even more concerning than the
overall financial statement filing rate. Figure 3 demonstrates a dramatic drop in audit
opinion filings to a mere 11 percent in the year before bankruptcy, compared with 65
percent and 79 percent in the two years prior, respectively. This near-absence of audit
opinions in the critical pre-bankruptcy year severely limits the credibility of financial
information available to stakeholders when they need it most. It suggests that the audit
process was not completed for companies approaching insolvency. Since no public data is
filed, it is hard to attribute this to either the auditor or the client. However, some insolvency

" The author thanks an anonymous reviewer for pointing this out.



collectors publicly report on this process after the bankruptcy. For example, the insolvency
collector of Mexx reports that its auditor, Deloitte, privately warned Mexx’s management on
June 30, 2014, regarding the going-concern risk, eight months before Mexx filed for
bankruptcy on March 13, 2015. Yet, in the trade register, only the unaudited financial
statements for 2013 were filed on September 5, 2014.

Other companies file draft financial statements stating that the auditor is still considering
the going-concern risk. For example, Partner Logistics Europe B.V. states in its draft 2010
financial statements, filed on January 27, 2012, before its bankruptcy in June 2012: “The
auditor is considering his position on the paragraph regarding the continuity of the company
that needs to be included in this report.” Another example is Rolsa N.V. which states: “Due to
the lack of clarity with regards to the going concern of the Company, the Company has not
been able to finalise the audited accounts.” In these three examples, the auditor correctly
identified the material going-concern uncertainty, yet it was not always transparent to
stakeholders. In the cases of Partner Logistics and Rolsa, the financial statement users at
least had a disclosure by the company. Still, in the case of Mexx or when no draft financial
statements are filed, public information is lacking.

Since 2023, the auditor has the obligation, for statutory audits, to promptly inform the
workers' council when a material uncertainty relating to going concern is included in the
audit opinion. However, this applies only when the audit opinion has already been issued.
Instances where the auditor does not issue an opinion because the situation is too uncertain
or unclear remain undisclosed to the public.

Furthermore, when audit opinions are filed in the year before bankruptcy, the majority fail
to address going-concern uncertainties adequately. Of the audit opinions filed for the pre-
bankruptcy year, 63 percent (39 out of 62) did not include a Going Concern Opinion (GCO),
constituting Type Il misclassifications (failures to warn). This high rate of Type Il
misclassifications, although based on a small number of filed opinions, points to a potential
weakness in auditor going concern assessments in the Netherlands. It raises concerns about
the effectiveness of audits in providing timely and reliable signals of impending financial
distress. These results are consistent with prior anecdotal evidence by Litjens (2010).

Besides whether the auditor issued a GCO, | am also interested in modified audit opinions
(MAOs). MAOs include qualified audit opinions, disclaimer of opinions, and adverse audit
opinions. Figure 4 presents data on Modified Audit Opinions (MAOs) beyond GCOs. While
MAOs are more frequent than GCOs, their prevalence also declines in the year before
bankruptcy. However, the relatively higher incidence of MAOs compared to GCOs in all
periods suggests that auditors are identifying issues with financial statements and internal
controls, but are perhaps hesitant to issue GCOs, potentially due to the concerns about Type
| misclassifications and self-fulfilling prophecies, even though my analysis casts doubt on the
magnitude of this self-fulfilling prophecy risk at a macro level.



Besides a GCO or MAO the auditor can also include a key audit matter (KAM) in its audit
opinion. The auditor might inform stakeholders in a KAM about the discontinuity risk and
how the audit firm addressed it. KAMs are voluntary for non-public interest entity (PIE)
audits, and | identified 14 KAMs in the audit opinions in the three years before bankruptcy.
From those KAM’s only half discussed the discontinuity risk. The limited number of Key Audit
Matters (KAMs) addressing discontinuity risk, even when MAOs are issued, further suggests
a lack of transparent communication about going concern issues.

** Insert Figure 3 here **

4.4 Societal impact of bankruptcies

The significant societal impact of bankruptcies underscores the importance of effective going
concern reporting. Table 4 provides a detailed overview of the top 25 bankruptcies by
insolvency claims in the Netherlands. These 25 bankruptcies alone account for EUR 11.4
billion in insolvency claims and involved over 43,000 employees. The largest bankruptcy,
Petroplus International B.V., involved claims exceeding EUR 3.7 billion. These figures
highlight the immense economic disruption associated with a relatively small number of
large bankruptcies.

My broader analysis, summarized in Figure 5, estimates that bankruptcies in the sample
affected 127,670 jobs and EUR 15.7 billion in insolvency claims. These figures, which include
substantial amounts owed to tax authorities and the employee insurance agency, further
emphasize the significant societal burden imposed by corporate failures. The skewed
distribution of bankruptcy damages, with a few large insolvencies accounting for the
majority of losses, highlights the need for effective early warning mechanisms, such as
timely and reliable going concern reporting, to mitigate these large shocks.

** Insert Table 4 here **

** Insert Figure 5 here **

4.5 GCO misclassification rates and self-fulfilling prophecy

Table 5, Figure 6, and Figure 7 present the analysis of GCO misclassification or error rates. |
identify a relatively low Type Il error rate of 0.03 percent, based on 39 identified events.
Each Type Il misclassification represents a potentially avoidable instance of unexpected
bankruptcy, with its associated stakeholder losses and societal costs. The fact that the last
Type Il error | identified was for an audit opinion issued in 2019 suggests that this is not
merely a historical issue, but a persistent challenge. However, it is important to note that a
Type Il misclassification is not necessarily an “error”, as new information might come to light



after issuance of the audit opinion, that casts doubt on the ability of the company to
continue as a going concern, that the auditor could not have known when issuing the
opinion, even when performing a perfect audit.

Conversely, | estimate a high Type | error rate of 99.26 percent for the 12 months after
balance sheet date. However, a longitudinal analysis examining bankruptcy proceedings
within 36 months of GCO issuance reveals that, in 92.16 percent of cases, bankruptcy
proceedings do not follow a GCO within this timeframe. This evidence, coupled with the
increasing trend in GCO issuance over time (Figure 7), suggests that concerns about the size
of the self-fulfilling prophecy effect of GCOs, at a macro level, are likely overstated. Auditor
conservatism, while potentially contributing to Type | misclassifications, does not appear to
be a primary driver of macro-level bankruptcies in the Netherlands. Instead, the more
pressing concerns are the relatively low rate of GCO issuance in the year before bankruptcy
and the potential for Type Il misclassifications, which raise issues of auditor accountability
and missed opportunities for early warning to stakeholders.

** Insert Table 5 here **
** Insert Figure 6 here **

** Insert Figure 7 here **

5. Conclusion and limitations

This study investigates the effectiveness of auditor going concern reporting in the
Netherlands, focusing on the critical pre-bankruptcy period. Analyzing a comprehensive
dataset of 572 bankruptcies subject to mandatory audit between 2012 and 2020, | find
numerous instances of regulatory noncompliance, limited management disclosure, and
potential systemic weaknesses in auditor going-concern assessments. My findings reveal
significant shortcomings in the accountability mechanisms designed to protect stakeholders
in the Dutch corporate environment.

My analysis reveals failures to file audited financial statements in the year preceding
bankruptcy. The fact that only 12 percent of companies file timely audited financial
statements or obtain exemptions during this critical period points to a systemic issue with
regulatory obligations and a lack of transparency when stakeholders are most vulnerable.
This necessitates urgent action to implement a robust follow-up system, potentially
mirroring Germany's successful model (Bernard 2016), to enforce timely financial statement
filings and restore basic accountability. Germany automatically enforces the timely filing of
audited financial statements through mandatory XBRL filing requirements, with automated
fines and legal proceedings against company directors who fail to file timely, complete
audited financial statements.



Furthermore, the alarmingly low rate of management disclosure of discontinuity risks —a
mere 29 percent — underscores a significant gap in corporate transparency and proactive
communication with stakeholders. This finding strongly supports the Brydon (2019) report's
recommendation for a mandatory resilience statement, compelling management to
explicitly assess and disclose going-concern risks. Such a measure would represent a crucial
step towards enhancing corporate accountability and providing stakeholders with more
meaningful insights into a company's financial viability.

The near absence of filed audit opinions in the year before bankruptcy, coupled with the
significant Type Il error rate (63 percent of filed opinions omitting a GCO when bankruptcy
ensued), raises serious questions about the effectiveness of the audit process in fulfilling its
going concern monitoring function in the Netherlands.

Conversely, my findings challenge the notion of a strong self-fulfilling prophecy effect of
GCOs at the macro level. The high Type | error rate and the low incidence of bankruptcy
following GCOs in the longer term (36 months) suggest that auditor conservatism, while
present, is unlikely to be a primary driver of bankruptcies and that concerns about over-
issuance of GCOs should not overshadow the more pressing issue of potential under-
reporting of going concern risks and the need to minimize Type Il errors.

In terms of societal impact, my study quantifies the substantial economic damage caused by
bankruptcies in the Netherlands, highlighting the significant number of jobs affected and
billions of euros in insolvency claims. These figures underscore the broader societal
relevance of effective going concern reporting as a mechanism for mitigating economic
disruption and protecting stakeholder interests. The skewed distribution of bankruptcy
damages further emphasizes the need to focus on early warning mechanisms to prevent
large-scale corporate failures.

5.1 Limitations and future research

It is important to acknowledge the limitations of this research, which also pave the way for
future inquiry. First, this study selected companies that ultimately went bankrupt, precluding
a direct comparison with a control group of non-bankrupt organizations under statutory
audit. Future research should incorporate a control group to provide a more comprehensive
understanding of GCO reporting practices across the entire spectrum of audited entities,
including those that receive GCOs but successfully navigate financial distress through
restructuring, refinancing, or other means.

Second, my reliance on publicly filed financial statements inherently excludes situations
where audit opinions were not filed, particularly in the year before bankruptcy. While |
acknowledge this data gap as a reflection of the very compliance issues | highlight, future
research could explore alternative data sources or methodologies to gain insights into the



reasons behind non-filings and the potential implications for auditor communication and
accountability in these situations. Specifically, investigating instances where auditors allude
to ongoing going concern assessments without a filed opinion is a promising avenue for
future research, potentially using auditor interviews or regulatory inquiries (where feasible
and permitted).

Third, my estimation of the societal costs of bankruptcy is based on insolvency claims at the
time of filing and does not fully account for recovery rates or the long-term economic
consequences. Future research could extend this analysis to incorporate recovery data and
explore the broader macroeconomic impacts of corporate failures, further strengthening the
societal relevance argument for effective going concern reporting.

Despite these limitations, this study provides valuable and timely empirical evidence on the
state of auditor going concern reporting in the Netherlands. My findings contribute to the
ongoing debate about audit quality, regulatory effectiveness, and auditor accountability,
particularly in the context of non-listed SMEs. The persistent issues of non-compliance,
limited disclosure, and Type |l misclassifications revealed in my analysis call for urgent
attention from regulators, professional bodies, and audit firms in the Netherlands to
strengthen the going concern reporting ecosystem, enhance auditor accountability, and
ultimately, better serve the public interest by providing stakeholders with more timely and
reliable warnings of impending corporate failures. Moving forward, a renewed focus on
enforcing filing regulations, promoting transparent management disclosures, and enhanced
auditor vigilance in going concern assessments are crucial steps toward fostering a more
accountable and resilient corporate environment in the Netherlands.

Dr. WP Tjibbe Bosman RA is Assistant Professor in auditing at the Vrije Universiteit
Amsterdam.
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TABLE 1

Bankruptcy and Filing of Financial Statements in The Netherlands

Source 2020 2019 2018 2017 2016 2015 2014 2013 2012 SUM
Bankruptcies of all Dutch Companies and CBS 2,703 3,209 3,145 3,291 4,399 5,271 6,645 8,376 7,349 44,388
Institutions
Identified Bankruptcies subject to statutory Audit TABLE2 35 70 49 25 55 67 72 89 110 572
Total statutory Audit Opinions AFM 19,45 19,33 19,87 19,78 20,58 20,85 21,75 20,92 21,42 183,97
Monitor 0 3 0 3 8 4 3 0 8 9
Statutory Audit Opinions: Nature of Opinion AFM (2,819 (3,019 (3,329 (3,464 (3,830 (4,207 (7,725 (4,604 (8,165 (41,162
unknown Monitor ) ) ) ) ) ) ) ) ) )
Statutory Audit Opinions: Nature is known AFM 16,63 16,31 16,54 16,31 16,75 16,64 14,02 16,31 13,26 142,81
Monitor 1 4 1 9 8 7 8 6 3 7
Statutory Going Concern Opinions (GCO) AFM 1,759 504 494 434 352 390 337 408 301 4,979
Monitor
Percentage GCO as % of known Opinions Calculati 10.58 3.09% 2.99% 2.66% 2.10% 2.34% 2.40% 2.50% 2.27% 3.49%

on

%



TABLE 2
Sample Selection and Composition

Panel A: Sample Selection

Bankruptcies identified between 2012 and 2020 2,043
Small legal entities - not subject to statutory audit (1,308)
General partnerships - not subject to statutory audit (63)
Sole proprietorship - not subject to statutory audit (42)
Foundations - not subject to statutory audit (36)
Not able to purchase all filed financial statements (11)
Limited partnerships - not subject to statutory audit (7)
Partnerships — not subject to statutory audit (4)
Bankruptcies between 2012 and 2020 subject to statutory audit 572
Panel B: Sample Composition per Industry
Section Two-digit NACE Rev.2 Obs
A Agriculture, forestry, and fishing 4
B Mining and quarrying -
C Manufacturing 105
D Electricity, gas, steam, and air conditioning supply 4
£ Water supply; sewerage, waste management and remediation
activities 4
F Construction 97
G Wholesale and retail trade; repair of motor vehicles and motorcycles 157
H Transportation and storage 14
I Accommodation and food service activities 4
J Information and communication 12
K Financial and insurance activities 49
L Real estate activities 12
M Professional, scientific, and technical activities 44
N Administrative and support service activities 35
0] Public administration and defense; compulsory social security -
P Education 6
Q Human health and social work activities 23
R Arts, entertainment, and recreation 1
S Other service activities 1

572



TABLE 3
Timely Filing of Audited Financial Statements

Years until Bankruptcy t-1 t-2 t-3
Filed timely FS with Audit Opinion 1049 5245 6241
% % %
Filed 403 Liability Statement 1.92% 3.15% 1.40%
Timely and complete Filings 12.41 55.59 63.81
% % %
Filed FS with Audit Opinion past Deadline 0.35% 12.41 17.13
% %
Filed timely FS without Audit Opinion 2.80% 7.52% 7.52%
Filed FS without Audit Opinion past Deadline 0.70% 4.20% 2.45%
Filed Draft Financial Statements 2.45% 1049 4.72%
%
Non-Filings 81.29 9.79% 4.37%
%
Overdue and/or incomplete Filings 87.59 4441 36.19

%

%

%




TABLE 4

Top-25 Bankruptcies 2012-2020 by Insolvency Claims

Insolvency Of which tax Of which Employees Bankrupt on Filed last FS years Auditor GCO -

Bankrupt Group Claims EUR authorities employee  based on FS adopted FS  until Material
min insurance BKR Uncert.
1  Petroplus International B.V. 3,512.4 0.0 0.0 2,845 06-08-2012 3-5-2010 2 EY (CH) No
2 O.W. Bunker (Netherlands) B.V. 1,610.6 0.3 0.1 7 21-11-2014 22-4-2014 1 Deloitte  No
3 Royal Imtech N.V. 1,413.2 23.0 0.6 22,193 13-8-2015 12-5-2015 1 KPMG No
4 Phanos N.V. (Arkos) 770.9 14.0 0.5 382 19-5-2012  13-2-2012 2 PwC Yes
5  Ferdinand Stinger Holding B.V. (Eurocommerce) 502.4 9.4 0.0 113 12-7-2012  23-8-2011 2 Nijhof No
6  Madroel Energie B.V. (Rijnmond Energie) 402.5 2.2 0.0 0 20-10-2015 6-2-2015 2 PwC Yes
7  CirclePrinters Holding B.V. (Roto Smeets) 301.6 7.6 4.8 722 30-7-2019 11-2-2019 2 KPMG No
8 Jubilant Energy (Holding) B.V. 266.8 0.0 0.0 35 22-9-2017 13-3-2017 1 LVH No
9  PaperlinX Netherlands Holdings B.V. 230.0 0.0 0.0 20 31-7-2015 12-9-2013 2 KPMG No
10 V&D Group Holding B.V. (V&D / La Place) 223.5 111 6.5 6,324 31-12-2015 14-5-2014 1 PwC No
11 Koops Furness N.V. 206.7 17.0 0.0 1,200 22-8-2014 3-6-2013 2 EY No
12 Unlimited Sports Group B.V. (Aktiesport / Perry) 195.0 19.8 4.3 1,217 23-2-2016 16-4-2014 3 KPMG No
13 Swets & Zeitlinger Group B.V. (Jongbloed) 184.2 3.8 3.8 551 29-9-2014 8-8-2014 1 PwC Yes
14 Mexx Lifestyle B.V. 179.6 2.1 2.2 2,499 13-3-2015 28-5-2014 3 Deloitte  Yes
15 Hoppen-Boudewijn Beheer B.V. (Heja) 175.9 2.6 0.3 24 8-11-2012 12-2-2012 2 PwC Yes
16 Rosla N.V. (Orca Finance Netherlands N.V.) 168.5 0.0 0.0 1 25-2-2015 24-1-2014 3 EY Yes
17 Porto Kali Holdings B.V. (Office Real Estate) 167.1 0.2 0.0 0 3-4-2012 23-11-2011 2 RSM Yes
18 SEl Holding B.V. (Alternative Investments) 156.2 0.0 0.0 1 20-3-2014 27-3-2013 3 V&V Yes
19 ABIS Shipping Company B.V. 152.3 7.0 0.4 77 29-11-2016 24-2-2015 2 PwC No
20 Simed Health Care Group B.V. 144.8 0.4 0.6 314 1-5-2015 22-5-2014 3 Horlings No
21 Thermphos Holding B.V. 125.2 3.8 0.6 1,077 12-2-2013 11-4-2011 3 PwC No
22 Scheuten Solar Holding B.V. 103.4 0.2 0.3 400 30-3-2012  19-1-2012 2 EY No
23 Heiploeg Holding B.V. 102.5 1.1 1.8 3,063 28-1-2014  27-3-2013 2 PwC No
24  Aannemingsbedrijf H.J. Jurriéns B.V. 102.7 46.8 0.5 191 15-4-2016 27-8-2015 2 Blomer No
25 BVR-Groep N.V. 93.0 41.4 0.4 213 20-2-2013 19-7-2012 2 BDO No
Total Top-25 11,446.5 213.9 27.5 43,449

Estimation based on the Insolvency Reports available in the summer of 2021.



TABLE 5 — GCO misclassification rates

Panel A: GCO Type | Misclassification Rates in the Netherlands 2012 to 2018

Category 2018 2017 2016 2015 2014 2013 2012 SUM
GCO’s issued for FY t-1 494 434 352 390 337 408 301 2,716
BKR within 12m after BS 2 2 3 1 6 2 4 20
BKR in 12-24m after BS (T-1) 17 15 10 8 13 22 18 103
BKR in 24-36m after BS (T-1) 5 21 14 9 13 11 17 90
GCO's without BKR (T-1) 470 396 325 372 305 373 262 2,503
GCO with BKR 12m after BS  0.40% 0.46% 0.85% 0.26% 1.78% 0.49% 1.33% 0.74%
Type-I Error Rate
BKR in 12-24m after BS (T-1) 3.44% 3.46% 2.84% 2.05% 3.86% 0.49% 1.33% 3.79%
BKR in 24-36m after BS (T-1) 1.01% 4.84% 3.98% 2.31% 3.86% 5.39% 5.98% 3.31%
GCO's without BKR (T-I) 95.14 91.24 92.33 95.38 90.50 9142 87.04 92.16%

% % % % % % %
Panel B: Type Il Misclassification Rates in the Netherlands 2012 to 2020
Category Sourc 2012-2020 2012-2019

e

Statutory Audit Opinions: Nature is known AFM Monitor 142,817 126,186
Thereof with a GCO AFM Monitor  (4,979) (3,220)
Known statutory Audit Opinions without a 137,838 122,966
GCO
Type-ll GCO Errors Figure 3 39 39
Type-1l GCO Error Rate 0.03% 0.03%



Estimation of the GCO misclassification rates of the Dutch audit profession, under the assumption
that all bankruptcies (BKR) of organizations subject to statutory audit have been identified in this
study. GCO Type-I misclassification rates are defined as the issuance of a GCO without the BKR of
the auditee within 12 months after balance sheet date (BS). In Panel A, I include the period until the
audit opinions issued in calendar year 2018, for the auditee’s fiscal year 2017, as | want to observe
whether the auditee files for bankruptcy up to 36 months after balance sheet date and | have
bankruptcy data until the end of 2020.

Type-ll errors are defined instances where a non-GCO audit opinion was issued, and the auditee
subsequently goes bankrupt within 12 months after the last audited balance sheet. In Panel B | add
an alternative sampling period of 2012 to 2019, to ensure my estimates are not significantly
impacted by the Covid-19 pandemic. Note that the estimates are conservative because | only
include audit opinions for which the nature is known in the number of issued GCO’s. The actual
Type-| rate might therefore be higher and the actual Type-Il rate might be lower.




Figure 1: Filings of Financial Statements Three Years before Bankruptcy
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Figure 2: Management Disclosure of Continuity Risks in Filed Financial Statements Three
Years before Bankruptcy
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Figure 3: Filing of Going Concern Audit Opinions Three Years before Bankruptcy
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Figure 4: Filing of Modified Audit Opinions Three Years before Bankruptcy
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Figure 5: Scatterplot of the Distribution of Debt affected by Insolvency in Euro
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Figure 6: Going Concern Opinions issued and subsequent Bankruptcies

@ BKR within 12m after BS: 0.7%

@ BKRin 12-24m after BS: 3.8%

@ BKRin 24-36m after BS: 3.3%
GCO's without BKR: 92.2%

Figure 7: Non-Going Concern Opinions issued and subsequent Bankruptcies
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