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                                                Abstract 

The research examines the link between audit fee and its determinant in the Nigeria banking sector. Using the 

descriptive statistics and the generalized least square, we present our findings. The descriptive statistics 

reveals the summarized statistic of the variable used in this study. The initial ordinary least square (OLS) 

result was not impressive as its R-square suggested that only 31 percent of the variation in audit was explained 

by the explanatory variables. So the generalized least square (GLS) method was used to explain the main 

factors that determine the audit fee charged by auditors in the Nigerian banking sector using 5 years financial 

report of 5 selected quoted banks. The variables used in the study were audit fee (AUDFE – Dependant 

variable), client size (ASST), client complexity (NSUB), client profitability (ROA) and client risk (Debt ratio). 

The jarque- bera test is used to confirm the variations in audit fee paid by different banks. 

This study uses the regression model to build an audit service pricing model and documents a statistically 

significant association between audit fee and client size measured by total asset. It is also supported in this 

study that the clients complexity measured by the number of subsidiaries is an important determinant factor 

of audit fee. The more consolidated subsidiaries are, the more complex the audit business and accordingly, 
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the more the audit fee that will be charged. Debt ratio is used to measure client risk and the higher the client 

risk, the higher the audit fee charged. Based on this study, profitability of banks which was measured by the 

return on asset has a negative relationship with audit . 

We recommend that ICAN and ANAN should come together to formulate a model that will suitable for the 

Nigerian environment. This model should used by all Accounting  practitioners in Nigeria     

 

 

                                     INTRODUCTION 

Audit independence is a major factor that determines the quality of the audit report. The crisis that swept 

across the globe in recent times made a lot of   accounting researchers to focus their studies  on the causes of 

fraud  and misstatements of financial reports . In the quest for finding the factors that made  many blue chip 

companies to go under  in the twenty first century especially in developed nations of the world. It was  

discovered  that   incredible financial report was one major factors  that is  responsible for the financial crisis 

that hit the globe . Many researchers linked incredibility of accounting report to lack of audit independence. 

In addition to this, some  research works  revealed  that auditors sell their independence on altar of audit fees 

and  provision of  Non –audit services to their clients . High audit fees have the propensity of beclouding the 

objective reasoning of the auditor who is supposed to be an impartial umpire.    

Audit fee has become a topical  issue in many nations of the world  and  Accounting bodies  world over are 

yet to agree on a precise  model for determining  audit pricing .There is no standard parameter for determining 

audit price. Some countries used modified version of   seminal model as standard model for determining audit 

pricing . For a developing country like Nigeria with unstable politician system she is yet to agree on a specific 

model .She has also experienced indiscriminate changes  in policies given by  different regimes especially the 

military junta who are  detector  by  nature .Second reason why there is no agreed model for determining  audit 

fee in Nigeria is diverging  opinions about the subject matter by the two major accounting bodies(ICAN and 

ANAN). Ego and fight for supremacy and acceptability by the public  have not allowed these two bodies to 

agree on a particular model    



. 

                    1.3      RESEARCH QUESTIONS 

The primary aim of this study is to find out the factors that affects audit fee. It aims at knowing; 

1. What is the  relationship between firm size and  audit fee?  

2. What is relationship between client’s risk and audit fee? 

3. What is the relationship between firm profitability and audit fee .   

4.  to what extent will firm complexity   affect audit fee?   

 

1.5   STATEMENT OF THE REASERCH HYPOTHESIS 

1:  There is no relationship between Client size and audit fee 

.2   There is no positive association between client risk and audit fee. 

3. : Firm complexity does not have a positive impact on audit fee. 

4.Client profitability is not positively related with audit fee 

                                                    

                            LITERATURE REVIEW 

 

                           DETERMINANTS OF AUDIT FEE 

Researchers  in different countries have gone into intensive research to find out the determinant of  audit fee  

for  example; Simon et al (1986) in India , in  Malaysia and Singapore( Simon et al,1993),Fith (1985) in New 

Zealand, in  Canada  (Chung and Lindsay,1988) Anderson & Zeaghal (1994) perform it in  Pakistan, Karim 

& Moizer, (1996) in Bangladesh  , in UK (Haskins & Williams,  1988; Chan, Ezzamel & Gwilliam, 1993; 

Ezzamel, Gwilliam & Holland, 1996; Iyer, 1996; in  Holland, 2002; Neimi, 2002; Simon & Taylor, 2002); in 

Australia( Francis, 1984; Francis & Stokes, 1986; Craswell, Francis & Taylor, 1995; Craswell & Francis, 

1999;in Ireland: Haskins & Williams, 1988; Japan: in Taylor, 1997) ;in  Norway: Firth( 1997). In Jordon: 

Naser & Nuseibeh, (2007) and in  Bahrain: Joshi & Al-Bastaki, 2000; Qatar: Kutob & Al-Khater, 2004;  by 



Joshi & Al-Bastaki (2000), Naser & Nuseibeh 2007 and Kutob & Al-Khater (2004).All these studies are aimed 

at examining the factors that determines audit fee(firm characteristics  like;size,profitability,firm complexity 

and firm risk). Determinants of audit fees can be categorized into two : client attributes (Auditee attributes) 

and auditor attributes. Auditee characteristics  include ; of size, complexity, risk, and profitability of the firm 

being audited .Some Arthurs argued that , audit fee tends to increase with an increase in the client’s size 

(Simunic 1980), risk (Stice 1991), complexity ( Hackenbrack & Knechel, 1997), and profitability ( Hay, 

Knechel & Wong, 2006). Audit company attributes include;  Size, reputation, experience, competition, 

industry specialization and firm status .Extant literature opine that audit fee  increases  with the Audit firm’s 

Size (Francis, 1984; Palmrose, 1986), reputation (Larcker & Richardson, 2004, Gonthier & Schatt, 2007), 

experience, industry specialization (Pearson & Trompeter, 1994; Craswell et al., 1995; Cullinan, 1998) and 

status  (Palmrose, 1986; Francis & Simon, 1987; Butterworth & Houghton, 1995). 

However, Hay et al.( 2006) suggests that  audit fee decreases with the increase in competition, the greater the 

number of competitors the lower the audit fees are charged .y the predicted effect of audit fees based on prior 

studies’ findings and then based on this theoretical foundation, hypotheses of the present study will be 

A lot of extant literature  on the determinant of audit fee dating from the seminar article by Simunic (1980).  . 

Siminic (1980) develops a pricing model in which the audit fee is determined by difference in loss exposure, 

differences in the accessed loss-sharing ratio, differences in auditor production functions, and auditor identity. 

He notes that the observation of a big premium, while in line with the existence of produce differentiated 

accruing to high reputation. Moreover, the potential existence of  scale would off set both of these factors . 

Beginning with Siminic (1980), a number of studies have observed the market for auditing services in different   

nations of the world . Majority of these studies were performed in developed nations e , for example, palmrose 

(1986) Francis and Simon(1987), Simon and Francis, (1988) Turpen (1990). The United  kingdom for 

example, Brinn et al (1994). Australia e.g Francis (1984),  Francis and Stokes (1986), Crosswell et al (1995). 

Another series of researches   reveal that there a positive relationship between audit and non-fees .these studies 

include; Siminic (1984) , Palmrose (1986), Parkash (1986),Parkash & Venable (1993) and Divis, Recchiute 

& Trampeter (1993) in the US, Ezzamel, gwilliam and Holland (1997) in the UK, Barkess & Simnet (1994) 

in Australia, and Firth, (1997) in Norway. David (1993) on the other hand did not find a significant 

relationship, between non-audit and audit fees. 



                  In Nigeria Statement No.7 of  Institute of Charted Accountants of Nigeria(ICAN) professional 

codes of conduct for members make extensive provision for fee to be charged by chartered accountants. The 

conduct mandates auditors to charge specific and calculated fees agreed with the client on a fair and reasonable 

fee based on seniority and professional expertise, the degree of risk and responsibility, priority and importance 

of the work to be client, and expense properly incurred as well as the time necessarily spent on the work.  

Audit price  estimates must sent to potential  to client in writing before  to commencement of the engagement. 

The auditor should take care to ensure that the client have a full and complete understanding of the services 

to be covered by the fee and the basis on which the fee is determined both for current and future years. This 

guide line binds ICAN members only .  Section 361 of CAMA stipulates that the remuneration of auditors 

may be fixed by   the directors. However, in other cases, the auditors remuneration shall be fixed by the 

company at the annual general meeting or in such a manner as the company in its general meeting may decide. 

Remuneration in this context consist of auditors fees and expenses. It also provides that under no circumstance 

must the audit fee from  an audit client constitute 25% or more of the gross practice income of an audit firm 

or gross earned income of a member.  

          

                                        2.4.1 Client Size 

Extant  academic studies  argued that auditors in large sized companies have to spend a lot of time and effort 

in reviewing their clients operations hence client size should be one of the determinants  of audit fee. Client 

is measured total assets   of client .Joshi (1999) reveals that  firm size (total asset) is the most important 

variable in determining audit fees.The findings  Abdulhammed & Nuseriber (2009) also reveal  that there is a 

positive relationship between audit fees and client size. 

On the contrary, Hay (2009) found a negative relationship between client size and audit fees which he 

explained was due to the chances of large firms ability to negotiate for lower prices. . 

 

 



 

            2.4.2 Client Risk 

Audit risk is also considered an important element in determining the level of audit fees. This is because of 

the increasing number of law suit against auditors world over. Auditors risk relates to the probability of an 

auditor issuing an unqualified opinion on materially misstated financial statements (AICPA 1983, part 2), 

Sandra & Patrick (1996) used gearing and liquidity ratio to measure client’s risk. They also included a measure 

of operating risk based on the level of profits in the study. It was found that the measures of financial risk, 

gearing and liquidity had an important bearing on audit fees. In this study, debt ratio is taken as the indicator 

of risk and debt ratio is defined as the percentage of long term debt to total assets. 

Hay (2009) and Craswell, Francis and Taylor (2006) found a significant and positive relationship between 

inherent risk and audit fees. 

 

                            

                 2.4.3  Client Complexity 

If the client’s business operations are more complex that is, more diversified or having foreign operations, the 

audit work will also be complex. More subsidiaries or operations will require more audit work, therefore, audit 

firms charge higher audit fees. Sandra and Patrick (1996) argued that auditors of group companies with a 

higher number of subsidiaries often incur high cost in examining the individual financial statement and the 

accuracy of the consolidated financial statements. They also stated that subsidiaries or branches in different 

countries will have to comply with a variety of statutory and professional requirement for disclosure and thus, 

this requires additional audit testing and implies additional charges for audit work. May studies conclude that 

complexity in terms of scope of operations or in respect of balance sheet composition has a significant impact 

on the level of audit fees. 

 

 



            2.4.4  Client Profitability 

Profitability refers to the operations of the firm and the efficient use of its asset and other resources. An 

efficient use of resources often results in a high return on assets. Highly profitable firms usually pay more fees 

in view of the fact that higher profits may require rigorous audit testing of the validity for the recognition of 

revenue and expenses which requires more audit time, Joshi (1999). Return on asset is taken as an indicator 

of profitability  

. 

                               3.1 MEHODOLOGY 

The sample selected for the purpose of this study will be 5 quoted banks from among the twenty five (21) 

banks listed in the Nigerian stock exchange.  

Five years financial reports for each of the five banks chosen   were used.  The sampling method employed in 

this research work is the convenience sampling because it makes it easy for the researcher to select whatever 

sampling unit that is easily accessible and are conveniently located. 

    

MODEL SPEFICATION  

     Therefore, the basic regression model applied in this study is as follows. 

AUDFE = b0 + b1 ASST + b2ROA + b3 DR + b4 NSUB + e 

Where  

AUDFE  - Audit fee 

ASST  - Log of total Asset (firm size) 

ROA  - Return on Asset (Profitability) 

DR  -  Debt ratio (firm risk) 



NSUB  _ Number of subsidiaries (firm complexity) 

The ordinary least square and the generalized least square method of regression is used to analyze the data.   

PRESENTATION INTERPRETATION AND ANALYSIS OF DATA 

4.1  DESCRIPTIVE STSTISTICS 

     The descriptive statistic of the data used in the analysis is presented in the table 4.1.1 below. In the table, 

it can be seen that the average audit fee paid by the sampled banks for the period of study is N109,077,400. 

This is a relatively high amount for the banks. The median audit fee amount is a bit far from the mean value 

suggesting that there might be a level of heterogeneity among the banks with respect to audit fee paid. In other 

words, the amount of fee paid may be dissimilar among banks. To confirm this statement, we consider the 

Jarque-Bera (J-B) test. The test statistic is greater than the 5 percent critical chi–square value of 5.99. Thus 

we cannot reject the result of the probability distribution of audit fee across the sampled banks .Indeed, the 

audit fee paid, varies from one bank to the other 

             Table 4.2.1  Descriptive statistics 

Variab 

 

 

 

 

Variable                              

Mean 

                     

Median 

               

Std.Dev. 

skewness            

Kurtosis 

                   

J-B 

 

AUDFE 109077.4                    

100000.0 

                  

69000 

                 

1.088 

                        

4.040 

               

6.055 

25 

NSUB 7.32                            

7.0 

                   

2.268 

               

1.185 

                  

1.728 

               

1.823 

25 

ASST 3.260000                      

2310000 

                     

2.25E+8 

                 

0.949 

1.728               

3.751 

25 

RAO 0.115                         

0.109 

                 

0.035 

                     

1.009 

5.064               

8.681 

25 

DR 8.382 2.160 12.189 2.108 6.944             

34.709 

25 

 



With respect to the independent variable, the descriptive statistics shows that the bank had an average of 7 

subsidiaries and the J-B test indicates that the number is quite similar among the firms. Therefore, the level of 

complexity of each bank seems to be quite high. The average size of the banks in terms of assets is over 

N326bn. this value seems to be similar to all banks because of the result from the J-B test. The profitability 

and risk variable have an average of 0.115 and 8.38 respectively. These variables are however not very similar 

in all the banks judging from the J-B test. 

     The descriptive statistics therefore shows the extent of individual and group characteristics of each data. It 

indicates that the firms selected have a level of similarity for some variables and dissimilarity for other 

variables. 

 

                              4.3 REGRESSION ANALYSIS 

     In the regression analysis, the model specified in the previous chapter is estimated and interpreted. Some 

coefficient of the estimation are obtained and based on their outcomes, empirical judgment is made on the 

hypothesized relationships in the model. The result of the initial OLS estimate models is reported in table 4.3.1 

below. 

 

Table 4.3.1 Result of OLS Estimates 

Variables  Coefficient T-ratio 

Constant (AUDFE) 12.6395 8.836 

NSUB 0.0338 1.606 

ASST -0.0504 -0.717 

ROA -2.9767 -2.150 

DR 0.0002 0.057 

R2 = 0.314        R-2 = 0.177 

F = 2.29        D.W = 1.12 



In the result the goodness of FIT statistics are quite low. The R- squared value of 0.314 is very low and it 

suggests that over 31 percent of the systematic variation in audit fee was explained by the explanatory ability. 

The T – statistics value of 2.29 is also very low and it is less than the critical 5 percent F-value of 2.76. Thus 

the model fails the overall significance test which implies that we cannot accept the hypothesis of a significant 

relationship between the dependent variable and all the independent variable combined. The coefficient of 

ROA (profitability) has a negative sign instead of the expected positive sign. Also only the coefficient of ROA 

passes the significance test of 5 percent level. 

The D.W statistics value of 1.18 is excessively low and it shows that positive auto correlation is present in the 

result. Indeed, the estimates provided in the model are not reliable for policy issues. Thus, a better model needs 

to be estimated. 

In order to obtain a better estimate in the model the equation is re-estimated by including a first order 

autoregressive term, AR (1). This is aimed at providing the model with a weight on which to transform the 

data to hedge against serially correlated error terms. Thus, the second method used is the generalized least 

square (GLS) method. The resultant output of the model is reported in table 4.3.2 below. 

Table 4.3.2 Generalized least square result. 

Variable Coefficient T-ratio 

Constant (AUDFE) 12.4807 4.390 

NSUB 0.0542 2.464 

ASST 0.0271 0.572 

ROA -1.6772 -2.326 

DR 0.0008 2.289 

ARI 0.9514 6.361 

R2 = 0.777                                                                     R2 = 0.759 

F = 4.91                                                                           D.W = 1.82 

 



  The result shows a very impressive goodness of fit statistic. The F-square value of 0.777 indicates that over 

77 percent of systematic various in audit fee is explained by all the explanatory variables. The adjust R- 

squared value is also high suggesting that model has a good predictive ability. 

The F- stability value of 4.91 is greater than the critical F- statistic value 0f 2.76 at the 5 percent level. This 

mode has a high overall significance level. We therefore accept the hypothesis of a significant linear 

relationship between audit fee and all the independent variables combined. This implies that the variables 

hypothesized in the model actually significantly determine the audit fee in one way or the other. 

A close look at the individual coefficient of the explanatory variables reveals that only the coefficient of 

profitability has negative value. All the other coefficients fail the significance test at 5 percent level and this 

implies that the main determinant of audit fee are  client complexity ,firm risk and profitability The result 

.reveal that there a positive relationship between audit fee and firm  complexity since value of F  of 2.4 >F 

Critical value of 1.89.  The  more complex the client operation is, the higher the audit fee charged. The result 

of the study also reveals that firm risk has a positive significant relationship with audit fee since F value of 2.2 

is > critical of F of 1.89. This implies that  more risky the audit work is the more the audit fee charged. In 

addition , it also discovered that profit has a significant negative relationship with audit fee.  This 

implies that the higher the profit the lower the audit fee charged.  Furthermore we discovered that firm size 

has no significant relationship with audit fee   

The D.W statistics value of 1.82 is sufficiently close to 2 guarantees the absence of serial correlation in the 

model. The auto regressive term has eliminated the auto correlation noted in the initial OLS result. The result 

in table 4.3.2 is therefore reliable. And base on the result obtained above, we accept the alternative hypothesis 

of hypothesis I, II and III and the null hypothesis of hypothesis IV. 

  



5.1 SUMMARY AND DISCUSSION OF FINDINGS 

The examines the determinant  of audit fee in the Audit fee in the Nigerian banking sector .Our findings reveal 

that is a significant relationship between firm risk  and audit fee .This is line with the findings of Abdulhammed 

& Nuseriber (2000) whose findings reveal a positive relationship between client risk and audit. This implies 

that the more risk the more the audit  fee charged. We also discovered that there is a positive relationship 

between firm complexity and audit fee , this in line with the result of Abdulhammed & Nuseriber(2009) that 

reveal a positive relationship firm complexity and audit fee. We also discovered there a negative relationship 

between profitability and audit fee. This is contrary to the result of Sandra & Partick (1999) whose result 

reveals that there is a positive relationship between firm profitability and audit fee.   

    This part of the study makes important contribution to the audit fee literature. We recommend the use of 

conservatism in reporting since it enhances the reliability of accounting numbers and reduces the risk for 

auditors, thereby reducing the number of substantive test. To ensure lower audit fees, there is obviously the 

need for reduced substantive test which in turn reduces the auditors’ efforts and the audit complexity for a 

given level of overall audit risk. That conservative reporting should be employed viz- a-viz cutting cost to 

minimize losses incurred do not imply lower quality audits, in which audit firms recognizes a lower market 

rate. 

 We further suggest the major accounting bodies should come together formulate a model the will be suitable 

for  the Nigerian environment  and the Government should enforce all practitioners to compile to the model . 

Defaulters should be duly sanctioned  .. 
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                              APPENDIX I 

 

 

Generalized least square results 

Dependent variable LAUD_FEE 

Method: Least Square 

Date: 11/1/13/ Time: 03:03 

Sample (adjusted): 2:25 

Included Observation 24 after 9 iterations 

Variable Coefficient  Std. Error t-Statistics Prob 

C 12.48067 2.83092 4.389825 0.00004 

COMP 0.054228 0.0262268 2.464413 0.0307 

PROF 0.0271173 0.047546 0.5715112 0.5747 

RISK -1.77151 0.971511 .-2326333 0.0414 

AR(1) 0.000760 0.002632 0.288933 0.7759 

 0.951368 0.149572 6.360619 0.0000 

R-square 0.776840 Mean dependent var 11.57626 

Adjused R-square 0.75926 S.D. dependent var 0.249448 

S.E 0.183426 Akaike info criterion -0.341693 

Sum square resid 0.605612 Scawarz criterion -0.047180 

Log likelihood 10.10032 f-statistic 4.907422 

Durbin – Watson sat 1.819435 Prob(F-statistic 0.005236 

Inverted AR Roots      95 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



                                                 APPENDIX II 

 

Ordinary Least Square Result 

Dependent Variable: LAUD _ FEE 

Method: Least Squares 

Date: 11/05/13  Time:03:36 

Sample(adjusted): 1 25 

Included observations: 25 after adjusting endpoint 

Variable Coefficient Std. Error t-Statistic Prob.

C 12.6395 1.430382 8.836453 0

COMP 0.033815 0.021058 1.605855 0.124

LSIZE -0.050354 0.070206 -0.717233 0.482

PROF -2.976713 1.384673 -2.149758 0.044

RISK 0.000225 0.003984 0.056557 0.956

R-squared 0.314407 11.57

Adjusted R-squared 0.177289 0.247

Sum squared resid 0.223593 0.019

log likelihood 0.999877 0.263

durbin - Watson stat 4.764027 0.029

1.117598 0.095

mean dependent

S.D. dependent var

Akaike info criterion

schwaz criterion

F-statistic

prob (F-statistic  

  



APPENDIX III 

DESCRIPTIVE STATISTIC 

AUD_FEE COM SIZE PROF RISK

Mean 109077.4 7.32 3.26E+08 0.11544 8.3816

Median 100000 7 2.31E+08 0.109 2.16

Maximum 193000 11 9.11E+08 0.222 50

Minimum 69000 4 1.01E+08 0.034858 12.18961

Std.Dev. 28752.11 2.267892 2.25E+08 0.034858 12.18996

Skewness 1.087657 0.18476 9.49E-01 1.009396 2.107562

Kurtosis 4.0395 1.727699 2.98E+00 5.063532 6.94379

Jarque - Bera 6.054752 1.828433 3.75E+00 8.680923 34.70912

Probability 0.048443 0.400831 1.52E-01 0.013031 0

Observations 25 25 2.50E+01 25 25  
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Dependent and Independent Variables 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Name of Bank Years  N SUB Total asset Return on 

asset 

Debt ratio 

FCMB 2006 5 106611290 0.102 1.31 

2007 5 262841089 0.095 50 

2008 5 467337030 0.113 5.25 

2009 4 463641243 0.141 2.16 

2010 4 538590882 0.047 4.66 

ECO BANK 2006 7 132092000 0.131 0.93 

2007 7 31139000 0.131 0.93 

2008 6 432466000 0.128 0.76 

2009 5 355662000 0.168 1.29 

2010 5 454239000 0.128 0.83 

WEMA 

BANK 

2006 7 129109000 0.126 0.09 

2007 7 182866000 0.222 1.44 

2008 7 152500000 0.166 21.07 

2009 7 129609000 0.128 33.4 

 2010 5 21694401 0.10. 25.04 

UNION 

BANK 

2006 10 666776600 0.075 6.97 

2007 10 70009400 0.096 8.11 

2008 9 112889000 0.076 8.93 

2009 8 123879700 0.084 11.6 

2010 8 100691000 0.13 15.02 

FIRST BANK 2006 11 616824000 0.109 1.72 

 2007 11 911427000 0.1 2.43 

 2008 10 15283400 0.102 1.93 

 2009 10 200991400 0.109 1.74 

 2010 10 230525800 0.104 1.85 


