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 The study examined the effect of abnormal audit fees on audit quality in audit 
market in Nigeria. The aim was to determine whether abnormal audit fee (be it 
positive or negative) drives audit quality in Nigeria audit market. Hence, audit 
quality was regressed on abnormal audit fee alongside other explanatory 
variables like audit tenure, board independence, audit committee activeness, 
firm size and leverage. Using a probit binary regression technique on 350 firm 
observations data; obtained from companies quoted on the Nigeria Stock 
Exchange, it was observed that both positive and negative abnormal audit fees 
had insignificant positive impacts on audit quality. This shows that abnormal 
audit fee does not matter to audit quality. Contrary to expectation, board 
independence and firm size had negative impacts on audit quality. However, only 
the impact of board independence was statistically significant. Of the auditor 
tenure, audit committee activeness and leverage that have positive impacts on 
audit quality, only the leverage had significant impact on audit quality. In 
conclusion since the audit quality is invariant to abnormal audit fees, there may 
be no cause for alarm. However, the regulators of audit markets must keep a 
closer watch through effective monitoring of the audit fees chargeable by the 
audit firms to ensure that abnormal audit fees that could become deleterious to 
the audit quality do not arise. 

©2016 BluePen Journals Ltd. All rights reserved 

 
 
INTRODUCTION 
 
The demand for audit service by every business 
organization is necessitated by the need to address the 
agency problem of conflict of interests between the 
owners and managers of business (DeAngelo, 1981). 
Audit service is provided by audit firms often known as 
external auditors. The Company and Allied Matters Act 
(CAMA) of 2004 in Nigeria demands that publicly quoted 
companies should appoint independent external auditors 
to carry out the audit of their annual reports and accounts 
to provide reasonable assurance that the audited 
financial statements are free of any material mis-
statements. The import of audit of financial statements  is 
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to reduce the risk of making decisions by the 
stakeholders on incorrect financial information or 
numbers (Franken, 2011). 

The providers of audit service charge their clients 
certain fees as remunerations for their audit efforts. The 
audit firms are at liberty to charge what they deem fit as 
audit fees. The audit fees chargeable to audit clients may 
be high or low relative to what other auditors charge 
within the industry. When the audit fee chargeable to a 
particular client within the industry is equal to the average 
of the audit fees chargeable within the industry, we can 
say that the audit fee is normal. However, the audit fee 
may be above or below the average audit fee in the 
industry. The average audit fee in the industry is known 
as the normal audit fee while the audit fee above or 
below the average audit fee in the industry is known as 
abnormal fee. The extent by which a  particular  audit  fee 



 

 

 
 
 
 
chargeable to an audit client within an industry is different 
from the industry average audit fee would determine the 
extent of economic bonding (if any) between an audit firm 
and its client.  

Where economic bonding exists between auditors and 
their clients, there is likelihood that the auditors may 
compromise their professional independence and the 
audit quality may suffer abnormal audit fee, which could 
be under payment (lower audit fee) or over payment (or 
higher audit fee) can cause auditors to compromise their 
independence and impair audit quality and financial 
reporting quality (Choi et al., 2006; Audousset–Coulier et 
al., 2010; Xie at el., 2010). Where the audit fee is 
exceptionally high (that is, positive abnormal audit fee) 
the investors would perceive the auditors to be 
economically bonded to their clients and therefore doubt 
the credibility of the auditor independence and the quality 
of the audit (Hope et al., 2009). On the other hand, where 
the auditors charge lower audit fees (negative abnormal 
audit fees) in anticipation of high audit fees in future the 
auditors may be vulnerable to client pressure for allowing 
opportunistic earnings management (Gupta et al., 2009; 
Stanley, 2007). Whichever way, abnormal audit fee 
(positive or negative) has way of affecting audit quality.  

Many of the existing studies on abnormal audit fees 
have been in developed countries. There are studies in 
United States by Gupta et al. (2010) and Blankley et al. 
(2012), Eshleman & Guo (2013); in China by Xie et al. 
(2010); in Germany by Kraub et al., (2015). To the best of 
our knowledge there seems to be paucity of studies on 
the effect of abnormal audit fee on audit quality in 
developing countries particularly in Nigeria. Hence, the 
object of this study is to examine the impact of abnormal 
audit fee on audit quality in Nigeria. 
 
 
LITERATURE REVIEW 
 
A review of some extant literature related to this study is 
presented in this section. The concepts of audit quality 
and abnormal auditor fee are considered before 
presenting a review of studies on their relationship. 
 
 
Concepts of audit quality and abnormal audit fee 
 
DeAngelo (1981) defined audit quality as the probability 
that a discovered breach in financial reporting standards 
is reported. It is the willingness to report any material 
manipulation or misstatements that would increase the 
going concern problem (Bradshaw et al., 2011). To 
Baothem and Ussahawanitchkit (2009), audit quality is 
the probability that an auditor will not issue an unqualified 
report for financial statements containing material errors. 
Audit quality is a multi-dimensional construct, which is 
extremely difficult to measure. At  best  most  attempts  to 
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study audit quality make use of surrogates such as the 
use of restatement of financial statements (Srinivansan, 
2005; Dao et al., 2012); audit firm size, that is, Big-four 
(big4) and Non-Big Four (nonbig4) audit firms (Francis 
and Krishnan, 1999; Weber and Willingbor, 2003); and 
absolute discretionary accruals (Choi et al., 2010).  

Abnormal audit fee on the other hand is the tendency of 
an auditor to charge either below or above the normal or 
average audit fee that would have been charged in the 
course of audit engagement. It is a measure of audit 
effort required in an audit engagement. Abnormal audit 
fee is the difference between actual audit fee and the 
expected, normal level of audit fee (Choi et al., 2010). 
Abnormal audit fee is often estimated as the residual of 
the total audit fees using regression technique (Picconi 
and Reynold, 2013) or finding the difference between the 
actual audit fee and the average audit fee for the industry 
(Kim et al., 2005). When the audit fee is higher than the 
average or normal audit fee, it is positive abnormal audit 
fee. It is a negative abnormal audit fee if the audit fee is 
lower than the normal or average audit fee or what the 
auditor would have charged in the ordinary course of 
engagement.  

The reason for abnormal audit fee is the access that 
the auditors have to the private information of their 
clients, which may not be publicly available to other 
stakeholders. Thus, the audit fee may reflect the private 
information, which could make the audit fee higher or 
lower than it would be if the information is available 
publicly (Picconi and Reynold, 2013). Hence, abnormal 
audit fee is the difference between actual audit fee and 
the expected level of audit fee (Choi et al., 2006). It has 
been argued that the positive and negative abnormal 
audit fees would possibly have different effects. Ulf et al. 
(2013) opined that abnormal audit fees are an indication 
of additional risk but not signal for a more reliable audit. 
 
 
Review of empirical studies 
 
Many studies on audit quality considered the factors 
influencing audit quality. Factors like auditor tenure, 
board independence, and audit committee activeness 
have been identified as major determinants of audit 
quality. Auditor tenure is the actual duration that auditor 
has remained with the present client. Clients change their 
auditors for many reasons, one of which is to obtain a 
reduced audit fee from a new audit firm as the new 
auditors may offer services at a discount to win a new 
client. The auditor would therefore need to retain client 
for several years to be able to recover the initial costs of 
setting up the audit (Franken, 2011). There are two 
opposing views on the effect of auditor tenure on audit 
quality. One group believes that as the auditor-client 
relationship lengthens, the auditor may develop close 
relationship  with  the  client  and  may  act  in   favour   of 
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management and thereby reduces audit quality (Johnson 
et al., 2002; Meyer et al., 2003). The other group believes 
that auditor tenure has positive effect on audit quality as 
lengthy auditor tenure tends to promote audit quality 
(Ghosh and Moon, 2005; Davis et al., 2002). 
 
H1: Thus, we hypothesized that: Auditor tenure has no 
significant positive effects on audit quality. 
 
Another factor of audit quality considered in the literature 
is board independence, which is the proportion of non-
executive directors to the total number of directors in the 
board. It is known that non-executive directors exercise 
intensive monitoring control in the board than the 
executive directors. Thus, the more the proportion of non-
executive directors in the board the more independent 
the board would be and that would enhance audit quality. 
Fama and Jensen (1983) observed that the proportion of 
non-executive directors had significant positive effect on 
audit quality. Studies of Abdullah et al. (2008) in Malaysia 
also corroborated the significant positive effect of board 
independence on audit quality. 
 
H2: We therefore hypothesized that: Board independence 
has no significant impact on audit quality. 
 
Audit committee activeness has also been considered as 
another factor influencing audit quality. It is opined that 
an active audit committee is expected to provide an 
effective monitoring mechanism in an organization. The 
more frequent an audit committee meets, the more 
opportunity it has to discuss current issues faced by the 
company. Since the level of audits committee activeness 
reflects the degree of corporate governance, the more 
the audit committee is active, the more it should be able 
to exercise its oversight function and hence, enhances 
audit quality. The audit committee activeness, which is 
measured by the total number of meetings of the 
committee during the financial year, has significant 
impact on the audit quality. 
 
H3: We also hypothesized that: Audit committee 
activeness has no significant positive impact on audit 
quality. 
 
Studies on the relationship between abnormal audit fee 
and audit quality exist in developed countries. Choi et al. 
(2006) examined the association between audit quality 
and abnormal audit fees in Hong Kong. Using a sample 
of 9820 firms for a period of 2000–2003, they observed 
that positive abnormal audit fees have an insignificant 
relationship with audit quality while a negative abnormal 
audit fees are significantly associated with audit quality. 
Gupta et al. (2009) examined the effect of low audit fee 
on audit quality. It was opined that charging low audit 
fees  (low  balling)  is  capable  of  compromising   auditor 

 
 
 
 
independent and audit quality. The study revealed that 
audit quality was lower when the unexpected audit fee 
was negative but higher when unexpected audit fee was 
positive as the auditors who earned excess fees are 
mindful of the perceived threat to their independence in 
appearance and they do take necessary steps to 
preserve their reputation capital. Choi et al. (2010) 
examined the association between the audit quality 
proxied by the magnitude of absolute discretionary 
accruals and the abnormal audit fees measured as the 
difference between the actual audit fee and the expected 
normal level of audit fee. The results showed asymmetric 
association depending on the sign of the abnormal audit 
fee. There were no significant relationships between the 
negative abnormal audit fees and audit quality while 
positive abnormal audit fees were negatively associated 
with audit quality. Hence, the auditors’ incentives to deter 
biased financial reporting depend on whether their clients 
pay more than or less than normal level of audit fee.  

Boeijink (2011) explored the impact of excess auditor 
remuneration (abnormal audit fees) on audit quality in 13 
countries around the world between 2004 and 2008 using 
a sample of 2767 firms. The study showed no significant 
association between abnormal audit fee and audit quality. 
Asthana and Boone (2012) hypothesized that below–
normal audit fees, proxies for client bargaining power, 
ultimately may influence audit quality, proxied by absolute 
discretionary accruals. The study showed that audit 
quality declined as negative abnormal audit fees increase 
in magnitude. Krauh et al. (2015) examined abnormal 
audit fees and audit quality in German audit market 
between 2004 and 2010 using a sample of 841 firms 
listed on the Frankfurt Stock Exchange. They observed 
that positive abnormal audit fees are negatively 
associated with audit quality whereas negative abnormal 
audit fees have an insignificant or at best, statistically 
weak positive effect on audit quality. They opined that 
audit fees premium can lead the auditor to compromise 
independence and economic bonding whereas audit fees 
discount can either impair independence or reduce audit 
efforts. Zhang (2014) analysed the relationship between 
abnormal audit fee and audit quality in a sample of 2126 
Chinese manufacturing listed companies from the year 
2010 to 2013. The results showed that the positive 
abnormal audit fee damaged the audit quality as the 
quality of audit decreased due to the increase of the 
positive abnormal audit fee. Fiitriany et al. (2016) 
examined the association between abnormal audit fee 
and audit quality in Indonesian with high audit market 
competition and strong client bargaining power because 
of regulation on mandatory audit firm rotation. The study 
revealed that positive abnormal audit fees are negatively 
associated with audit quality and an indication of 
compromised auditor independence due to auditor-client 
economic bonding. However, negative abnormal audit fee 
could increase audit quality due  to  the  mandatory  audit 



 

 

 
 
 
 
firm rotation and high audit market competition in 
Indonesia. 
 
H4: We therefore hypothesize that: Positive abnormal 
audit fee has no significant negative impact on audit 
quality while negative abnormal audit fee has no 
significant positive impact on audit quality. 
 
Other studies have considered factors influencing audit 
quality. Some of these factors, which are considered as 
control variables in the study are firm size and leverage. 
Firm size, which is usually proxied by the natural 
logarithm of total assets of a company, tends to influence 
the audit work load, audit efforts and the overall audit 
quality. Since the main work of financial auditor is to 
review the accounting and financial transactions of the 
company, then the size of the company would influence 
the volume of transactions to review and the details of the 
audit procedures to carry out. Hence, a positive 
association is expected between the firm size and audit 
quality. The larger client will usually have more 
transactions and as such will need more detailed audit 
procedures to analyze data. Auditors of large–sized 
organizations require more audit work and therefore need 
to pay more attention and effort to reviewing operations 
of their clients. This audit quality enhancement induced 
by firm size often necessitates high audit fees payable by 
large firms or clients (Reynold and Francis, 2000; Hay et 
al., 2006). 
 
H5: We therefore hypothesize that: Firm size has no 
significant positive effect on audit quality. 
 
Leverage, which is the ratio of debt to equity or ratio of 
debt to total assets, has tendency to affect audit quality. 
A high levered company is seen as risky because of its 
high probability to fail and as such would steer up the 
auditor to do more work (Simunic, 1980). The risk of 
failing of a client brings the risk of losses for the auditor 
and this would make the auditor to increase the details of 
the audit procedures and thereby increase the audit 
quality. 
  
H6: Thus, we hypothesize that: Leverage has no 
significant positive relationship with the audit quality. 
 
In conclusion, the available studies on abnormal audit 
fees and audit quality exist in developed countries. No 
published work exists in Nigeria on abnormal audit fees 
and audit quality to the best of our knowledge. Studies on 
audit quality in Nigeria have only considered such other 
factors as audit tenure, audit firm size, board 
independence and ownership structure (Enofe et al., 
2013; Mgbame et al., 2012). It was therefore the 
objective of this study to examine how abnormal audit 
fees  impact  on  audit  quality  in  the  presence  of  other  
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factors like auditor tenure, board independence, and 
audit committee activeness, firm size and leverage. 
 
 
METHODOLOGY 
 
Here, the model specification for this study as well as the 
methods for data collection and analysis are presented. 
The model of audit quality in the studies of Choi et al. 
(2006), Gros and Worret (2014) and Jones (1991) was 
adapted. This model, which expresses audit quality as a 
function of abnormal audit fee, audit tenure, board 
independence, audit committee activeness, firm size and 
leverage is shown in the equation below. 
 
AQit = β0 + β1ABFEESit + β2AUDTNit + β3BINDit + 
β4ACVTit + β5FSIZEit + β6LEVit + eit.  
 
Where:  
AQit = Audit quality of a firm i at time t. This is a dummy 
variable using audit firm size, where big4 audit firm is 
assigned one (1) and nonbig4 audit firm is assigned zero 
(0). The big4 audit firms in Nigeria are Akintola Williams 
Deloitte, PwC Nigeria, Ernst & Young, and KPMG; 
ABFEESit = Abnormal audit fee of a firm i at a time t. This 
variable is obtained as a residual of regressing audit fee 
on itself; 
AUDTNit = Auditor tenure in firm i at a time t, which is 
estimated as the number of years as an auditor of a client 
or company; 
BINDit = Board independence of firm i at time t measured 
as the proportion of nonexecutive directors to the total 
number of directors on the board; 
ACVTit = Audit committee activeness of firm i at time t, 
which is measured as the number of times of the audit 
committee meetings during a firm’s financial year; 
FSIZEit = Firm size of firm i at time t, which is measured 
as the natural logarithm of the total assets of a company 
in a year; 
LEVit = Leverage of firm i at time t, which is measured as 
the ratio of total debts to the equity of a company in a 
year; 
eit. = Stochastic error term; 
β0 = The intercept; 
β1 – β6 = The coefficients of the explanatory variables. 
 
The data for the study were collected from the audited 
annual reports and accounts of 50 companies quoted on 
the Nigeria Stock Exchange (NSE) for a period of 7 years 
spanning from 2005 to 2012 financial years giving a total 
of 350 data firm observations. The variables included the 
total audit fees; name of the audit firm; number of years 
an audit firm has been in engagement with a client or 
company; the number of the nonexecutive directors on 
the board; the total number of directors on the board; 
number  of  audit  committee  meetings  in  a   year;   total 
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Table 1. Descriptive statistics of positive and negative abnormal audit fees and pooled data. 
 

Variables 
Expected 

sign 

Positive abnormal audit fees Negative abnormal audit fees Pooled data 

Mean  

(Std. Dev.) 

Jarque-
Bera (Prob.) 

No of 
observations 

Mean  

(Std. Dev.) 

Jarque-Bera 

(Prob.) 

No of 
observations 

Mean  

(Std. Dev.) 

Jarque-Bera 

(Prob.) 

No of 
observations 

AQ  
0.7760 

(0.4186) 
36.8376 
(0.0000) 

125 
0.8444 

(0.3632) 
159.8643 
(0.0000) 

225 
0.8200 

(0.3848) 
170.6396 
(0.0000) 

350 

           

PABFEES - 
7130988 

(10152925) 
3811.661 
(0.0000) 

125 NA NA NA NA NA NA 

NABFEES + NA NA NA 
-17451432 
(1.16E+08) 

127977.6 
(0.0000) 

225 NA NA NA 

ABFEES  NA NA NA NA NA NA 
-8671997 

(94053647) 
471675.8 
(0.0000) 

350 

           

AUDTN  
3.3600 

(1.9527) 
3811.661 
(0.0000) 

125 
3.1422 

(1.7721) 
16.3460 
(0.0000) 

225 
3.2200 

(1.8388) 
25.0252 
(0.0000) 

350 

BIND + 
0.6331 

(0.1811) 
26.9762 
(0.0000) 

125 
0.6175 

(0.1436) 
8.3079 

(0.0157) 
225 

0.6230 
(0.1579) 

26.5594 
(0.0000) 

350 

ACVT + 
2.8880 

(2.4764) 
5.2626 

(0.0719) 
125 

3.2444 
(3.1901) 

17.0286 
(0.0002) 

225 
3.1171 

(2.9563) 
22.6411 
(0.0000) 

350 

FSIZE  
9.6255 

(1.1004) 
141.8278 
(0.0000) 

125 
8.5577 

(1.6019) 
23.2509 
(0.0000) 

225 
8.9390 

(1.5296) 
66.8367 
(0.0000) 

350 

LEV + 
8.1322 

(84.3067) 
77527.39 
(0.0000) 

125 
17.1369 

(119.7635) 
27656.84 
(0.0000) 

225 
13.9210 

(108.3975) 
67613.99 
(0.0000) 

350 

 
 
 
assets and total liability. The data were analyzed 
using an econometric software E-view version 
12.0 to carry out descriptive statistics, correlation 
and binary regression analyses respectively. 

 
 
RESULTS AND DISCUSSION 

 
Descriptive analysis 

 
The results of the data analysis were presented 
and discussed here. As can be seen in Table 1, 
the  results  are  presented  in   three   forms:   the 

positive abnormal audit fee data, negative 
abnormal audit fee data and the pooled data. The 
essence of this is to show whether the 
characteristics of companies with positive 
abnormal audit fees are quite different from those 
with negative abnormal audit fee or not. Thus, the 
presentation started with positive abnormal audit 
fee data, and then followed by negative abnormal 
audit fee data and finally, the pooled data.  

Audit quality (AQ) is high in all the three data 
sets as most of the sampled companies engaged 
the services of the big4 audit firms. However, 
audit quality is higher when companies have 
negative abnormal audit fee (0.84) than when  the 

companies have positive abnormal audit fee 
(0.78) and for the pooled data (0.82). This variable 
is normally distributed under the three data sets 
as the Jarque-Bera values were statistically 
significant at α = 0.05. Similarly, the positive 
abnormal audit fee has a mean of over N7 million 
while the negative abnormal audit fee has a mean 
of over N17 million but the pooled data has 
negative abnormal audit fee of mean value of over 
N8 million. The implication is that there is more 
incidence of negative abnormal audit fee than 
positive abnormal audit fee. This shows that on 
the average the sampled companies pay lower 
audit fees than the industry average audit fee. The 
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Table 2. Correlation coefficients of positive and negative abnormal audit fees and pooled data. 
 

Variables 
Positive abnormal audit fees Negative abnormal audit fees Pooled data 

AQ PABFEES AQ NABFEES AQ ABFEES 

AQ 1  1  1  
       

PABFEES 
0.1574 

(0.0795) 
1 NA NA NA NA 

       

NABFEES NA NA 
0.1041 

(0.1196) 
1 NA NA 

ABFEES NA NA NA NA 
0.0738 

(0.1684) 
1 

       

AUDTN 
0.2475 

(0.0054) 

0.0799 

(0.3759) 

-0.0626 

(0.3502) 

0.0029 

(0.9656) 

0.0602 

(0.2615) 

0.0126 

(0.8145) 

BIND 
0.0237 

(0.7930) 

0.1109 

(0.2183) 

-0.3321* 
(0.0000) 

-0.0361 

(0.5904) 

-0.1765* 
(0.0009) 

-0.0152 

(0.7771) 

ACVT 
-0.0321 

(0.7217) 

-0.0260 

(0.7734) 

0.2025* 

(0.0023) 

0.0600 

(0.3699) 

0.1269* 

(0.0175) 

0.0433 

(0.4192) 

FSIZE 
0.1699 

(0.0581) 

0.07447 
(0.4076) 

-0.2038* 
(0.0021) 

-0.094146 
(0.1593) 

-0.1107* 
(0.0385) 

-0.03413 
(0.5245) 

LEV 
0.0489 

0.5879 

-0.0443 

(0.6236) 

0.0595 

(0.3742) 

0.019945 
(0.7661) 

0.0580 

(0.2795) 

0.0112 

(0.8352) 
 

Correlation probability. *Significant at 5% level. 
 
 
 
large standard deviations of these values show wide 
dispersions in the abnormal audit fees paid by the 
sampled companies. Again, Jarque-Bera values of these 
abnormal audit fees were statistically significant at α = 
0.05 indicating that they were normally distributed.  

The audit tenure (AUDTN) has average of slightly over 
3 years in each of the three data sets. This implies that 
the sampled companies engaged their auditors for about 
three years with standard deviation of about 2 years. This 
does not vary with the nature of abnormal audit fees 
(positive or negative). Jarque-Bera values of the audit 
tenures under the three data sets were statistically 
significant at α = 0.05 indicating that they were normally 
distributed. The board independence (BIND) has a mean 
of over 60% in each of the three data sets with the 
negative abnormal audit fee data set having lowest of 
about 62%. Since over 60% of the boards of directors of 
these sampled companies were nonexecutive directors 
the companies seemed to enjoy relative board indepen-
dence. The standard deviations range from 0.14 to 0.18 
for the negative abnormal audit fee and positive abnormal 
audit fee data sets and 0.15 for the pooled data set. This 
variable is also normally distributed with the Jarque-Bera 
values being statistically significant at α = 0.05. The audit 
committee activeness (ACTV) showed that on the 
average the audit committees in the sampled companies 
met about 3 times a year. This does not vary much 
between  the  time  the   companies   have   positive   and 

negative abnormal audit fees of 2.88 and 3.24 times and 
pooled companies of 3.12 times. However, this variable is 
only normally distributed in the negative abnormal audit 
fee and pooled abnormal audit fee data as their Jarque-
Bera values exceeded 10.0. The firm size (FSIZE), which 
is the natural logarithm of the company’s total assets, 
slightly varies from average of 8.55 when the companies 
have negative abnormal audit fees to 9.63 when the 
companies have positive abnormal audit fees while the 
pooled data has 8.93. The standard deviations also 
slightly varied from 1.1 to 1.60. However, the variable is 
normally distributed with the Jarque-Bera values being 
statistically significant at α = 0.05. Finally, the leverage is 
higher and also varied widely with the companies having 
negative abnormal audit fees (mean of 17.14 and 
standard deviation of 119.76) than the companies having 
positive abnormal audit fees (mean of 8.13 and standard 
deviation of 84.31). The pooled data have mean of 13.92 
and standard deviation of 108.40. Leverage is normally 
distributed with the Jarque-Bera values being statistically 
significant at α = 0.05. The sampled companies were 
highly geared suggesting that their auditors would like to 
do much work and thereby increase their audit quality. 
 

 

Correlation analysis 
 

Table 2 presents the correlation coefficients amongst the 
variables   under   study.   When   the   companies    have
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Table 3. Regression coefficients of positive and negative abnormal audit fees and pooled data. 
 

Variables 
Positive abnormal audit fees Negative abnormal audit fees Pooled data 

Coefficient Prob. Coefficient Prob. Coefficient Prob. 

C -2.6562 0.0935 3.7572* 0.0039 1.2366 0.1322 

PABFEES 0.0000000576 0.0909     

NABFEES   0.00000000107 0.2080   

ABFEES     0.00000000105 0.2058 

AUDTN 0.2408* 0.0045 -0.0172 0.8024 0.0931 0.0575 

BIND -0.0787 0.9271 -4.1098* 0.0002 -1.8556* 0.0022 

ACVT -0.0246 0.7079 0.005803 0.9125 0.0300 0.3939 

FSIZE 0.2059 0.1702 -0.0658 0.5696 -0.0138 0.8568 

LEV 0.9942* 0.0489 0.9705* 0.0486 1.0394* 0.0008 

McFadden R-squared 0.1594  0.2030  0.1007  

LR statistic 21.2029  39.4904  33.2332  

Prob(LR statistic) 0.001687  0.0000  0.0000  

Obs with Dep=0 28  35  63  

Obs with Dep=1 97  190  287  

Total obs. 125  225  350  
 

Dependent Variable: AQ. 
Method: ML - Binary Probit (Quadratic hill climbing). 
Sample: 1 350. 
Included observations: 350. 
Convergence achieved after 12, 15 & 15 iterations respectively. 
Covariance matrix computed using second derivatives. 
*Significant at 5 % level. 
 
 
 
positive abnormal audit fees: audit quality has significant 
weak positive relationship with auditor tenure (0.25) but 
insignificant weak positive relationship with positive 
abnormal audit fee (0.15), board independence (0.02), 
firm size (0.17) and leverage (0.05) and very weak 
insignificant negative relationship with audit committee 
activeness (-0.03). The situations are quite different when 
the companies have negative abnormal audit fees. Only 
audit committee activeness (0.20) has significant positive 
relationship with audit quality. Negative audit fees and 
leverage have insignificant positive relationships with 
audit quality respectively. However, board independence 
(-0.33) and firm size (-0.20) have significant negative 
relationships with audit quality. For the pooled data, the 
situations replicated the conditions under the negative 
abnormal audit fees as only audit committee activeness 
(0.13) has significant positive relationship with audit 
quality while both board independence (-0.18) and firm 
size (-0.11) have significant negative relationships with 
audit quality, respectively.  

In summary, the following relationships were observed. 
One, all forms of abnormal audit fees have insignificant 
positive relationship with audit quality. Two, auditor 
tenure, board independence and firm size have positive 
relationships with audit quality when the companies have 
positive abnormal audit fees and negative relationships 
with  audit  quality  when  the  companies  have  negative 

abnormal audit fees. Their relationships are therefore 
consistent with the nature of the abnormal audit fees. 
Three, audit committee activeness showed reversal of 
relationship as it showed negative relationship with audit 
quality when companies have positive abnormal audit 
fees while positive relationship with audit quality when 
companies have negative abnormal audit fees. Four, only 
leverage showed positive relationship with audit quality 
regardless of whatever the nature of abnormal audit fees 
the companies experienced. Thus, relationship of leve-
rage with audit quality is invariant to the nature of 
abnormal audit fees. Finally, no pair of explanatory 
variables in this study showed high significant correlation. 
Hence, there was absence of multicollinearity amongst 
the explanatory variables. 
 
 
Regression analysis 
 
Table 3 presents the results of binary probit regression 
analysis where the audit quality is dependent variable 
while the rest factors were explanatory variables. Here, 
we present the results under three different scenarios: 
the positive abnormal audit fees, negative abnormal audit 
fees and pooled data. We wanted to see whether the 
effect of abnormal audit fees on audit quality depends on 
the nature of the abnormal audit fee: positive or negative.  



 

 

 
 
 
 

Under the positive abnormal audit fees, all the 
explanatory variables could only account for about 16% 
systematic variations in audit quality with McFadden R-
squared that is statistically significant at α = 0.05. Positive 
abnormal audit fee (PABFEES) has a positive insigni-
ficant impact on audit quality as opposed expected 
negative impact. Contrary to expectation, it shows that 
high audit fee above the average industry enhances audit 
quality. Auditor tenure, firm size and leverage have 
positive impacts on audit quality as expected but only the 
auditor tenure and leverage have significant positive 
impacts on audit quality. High auditor tenure and 
leverage are boosters to audit efforts. On the other hand, 
both the board independence and audit committee 
activeness have insignificant negative impacts on the 
audit quality contrary to our expectation.  

The companies with the negative abnormal audit fees 
show contrasting features. With the McFadden R-
squared of 0.20, which shows a best fit, all the 
explanatory variables jointly accounted for 20%, which is 
statistically significant at α = 0.05. The negative abnormal 
audit fee (NABFEES) has insignificant positive impact on 
audit quality as expected. Only audit committee active-
ness and leverage have positive impacts on audit quality 
as expected but only the impact of leverage that is 
statistically significant at α = 0.05. Interestingly, auditor 
tenure, board independence, and firm size have negative 
impacts on audit quality of which only the impact of board 
independence that is statistically significant at α = 0.05.  

For the pooled data, the McFadden R-squared value of 
0.10 shows that all the explanatory variables could only 
account for about 10% systematic variations in audit 
quality. This appears to be statistically significant at α = 
0.05. The abnormal audit fee (ABFEES) has insignificant 
positive impact on audit quality. Only the board 
independence and firm size have negative impacts on 
audit quality contrary to the expected positive impacts. 
However, the negative impact of board independence is 
statistically significant at α = 0.05. Of the auditor tenure, 
audit committee activeness, and leverage that have 
positive impacts on audit quality, only the impact of 
leverage that is statistically significant at α = 0.05.  

In summary, it was observed that both positive and 
negative abnormal audit fees have insignificant positive 
impacts on audit quality. These results corroborate the 
findings of Choi et al. (2006), Gupta et al. (2009), and 
Boeijink (2011). Choi et al. (2006) observed that positive 
abnormal audit fees have an insignificant relationship 
with audit quality while a negative abnormal audit fees 
are significantly associated with audit quality. Gupta et al. 
(2009) showed that audit quality was lower when the 
unexpected audit fee was negative but higher when 
unexpected audit fee was positive as the auditors who 
earned excess fees are mindful of the perceived threat to 
their independence in appearance and they do take 
necessary steps   to   preserve  their   reputation   capital. 
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Boeijink (2011) showed no significant association 
between abnormal audit fee and audit quality.  

However, the results contrast the findings of Choi et al. 
(2010), Asthana and Boone (2012), Krauh et al. (2015), 
Zhang (2014), and Fiitriany et al. (2016). Choi et al. 
(2010) observed no significant relationships between the 
negative abnormal audit fees and audit quality while 
positive abnormal audit fees were negatively associated 
with audit quality. Asthana and Boone (2012) showed 
that audit quality declined as negative abnormal audit 
fees increase in magnitude. Krauh et al. (2015) observed 
that positive abnormal audit fees are negatively 
associated with audit quality whereas negative abnormal 
audit fees have an insignificant or at best, statistically 
weak positive effect on audit quality. Zhang (2014) 
showed that the positive abnormal audit fee damaged the 
audit quality as the quality of audit decreased due to the 
increase of the positive abnormal audit fee. Fiitriany et al. 
(2016) revealed that positive abnormal audit fees are 
negatively associated with audit quality and an indication 
of compromised auditor independence due to auditor-
client economic bonding. However, negative abnormal 
audit fee could increase audit quality due to the 
mandatory audit firm rotation and high audit market 
competition in Indonesia. 
 
 
SUMMARY, CONCLUSION AND 
RECOMMENDATIONS 
 
The objective of this study was to examine the impact of 
abnormal audit fees on audit quality in Nigeria. The 
question was, which one pays: positive abnormal audit 
fee, which is paying above the average industry audit fee 
or negative abnormal audit fee, which is paying below the 
average industry audit fee. Which of the abnormal audit 
fees counts when considering boosting audit efforts? This 
study gathered data from annual reports and accounts of 
50 quoted companies on the floor of Nigeria Stock 
Exchange for 7 years.  

The dependent variable is audit quality, which was 
measured as a dummy variable using audit firm size, 
where big4 audit firm is assigned one (1) and nonbig4 
audit firm is assigned zero (0). The big4 audit firms in 
Nigeria are Akintola Williams Deloitte, PwC Nigeria, Ernst 
& Young, and KPMG. The abnormal audit fee (positive or 
negative) is our main explanatory variable. The abnormal 
audit fee was obtained as residual of regressing audit fee 
on itself. The abnormal audit fees were now divided into 
positive and negative depending on their signs. Thus 
three samples were presented: the positive abnormal 
audit fees; negative abnormal audit fees; and the pooled 
of both positive and negative abnormal audit fees. Other 
explanatory variables include audit tenure, board 
independence, audit committee activeness, firm size and 
leverage.  
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Analyzing the panel data of 350 data observations 
using the descriptive and inferential statistical techniques 
of correlation and binary probit regression, we observed 
as follows. There is generally high audit quality as most 
of the clients often employed one of the big4 audit firms 
or the other. Audit quality is higher when companies 
experience high incidence of negative abnormal audit 
fees. The reason for this is not easily ascertainable. 
Auditor tenure is about three years on the average and is 
invariant with the nature of abnormal audit fees. There is 
high board independence in the sampled companies as 
many of them have over 60% of the board directors as 
nonexecutive. Audit committees in most of the sampled 
companies met about three times in a year and this is 
invariant with the nature of abnormal audit fees. The 
sampled companies were big as defined by their assets. 
The companies were highly levered, which is higher 
when the companies have negative abnormal audit fees.  

In terms of relationships, both the positive and negative 
abnormal audit fees have insignificant positive 
relationships with the audit quality. Auditor tenure, board 
independence and firm size have relationships with the 
audit quality that is consistent with the nature of abnormal 
audit fees. However, when companies have positive 
abnormal audit fees, the audit committee activeness has 
negative relationship with the audit quality, and vice 
versa. Leverage is positively related with the audit quality 
and it is invariant with the type of abnormal audit fees.  

On the impacts of the explanatory variables on the 
dependent variable, we observe that both positive and 
negative abnormal audit fees have insignificant positive 
impacts on audit quality. This shows that abnormal audit 
fee does not matter to audit quality. Contrary to 
expectation, board independence and firm size have 
negative impacts on audit quality but only the impact of 
board independence that is statistically significant. Of the 
auditor tenure, audit committee activeness and leverage 
that have positive impacts on audit quality only the 
leverage has significant impact on audit quality.  

In conclusion since the audit quality is invariant to 
abnormal audit fees there may be no cause for alarm. 
However, the regulators of audit markets must keep a 
closer watch through effective monitoring of the audit 
fees chargeable by the audit firm to ensure that abnormal 
audit fees that could become deleterious to the audit 
quality do not arise. The authors are of opinion that if 
audit quality is measured in a different way from the way 
it is measured here, may be by measuring audit quality 
using modified Jones model of discretionary accrual, 
perhaps new relationships may be observed between 
audit quality and abnormal audit fees in Nigeria audit 
markets. 
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