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information and the liability of the manager is high. In the optimal contract under collusion, even with unbounded punishments and costless
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will not be optimal. To model cross-checking mechanisms, we distinguish internal (costless but may collude with the manager) from external (costly
but never collude) auditors. We prove that the optimal contract might specify random external audits. We consider a self-interested external auditor
and find that the optimal contract is unchanged Finally, we present a model where allowing collusion is the optimal strategy for the principal. About
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