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MOTIVATION 
 Our motivation comes from the unclear association 

between audit quality and audit fees in previous 
research. 

  Some empirical results support the notion that 
abnormally high audit fees impair auditor 
independence (Kinny and Libby 2002; Choi et al. 
2010). 

 Blankley et al. (2012) contend that abnormally high 
audit fees reflect high audit effort because lower audit 
fees tend to result in restatements 

 We attempt to provide additional evidence on this issue. 



LITERATURE REVIEW 
 Before SOX implementation, auditor independence 

seemed most affected by nonaudit service fees, and 
some empirical results support this (Frankel et al. 2002; 
Krishnamurthy et al. 2006; Srinidhi and Gul 2007). 

 There are two kinds of audit fees. The first are normal 
fees, which reflect the cost to perform the audit, 
including labor costs, expected litigation risk losses, 
and a normal profit (Simunic 1980; Choi et al. 2010; 
Asthana and Boone 2012).  

 The second kind are abnormal fees, which include 
abnormal profits from audit engagement (Asthana and 
Boone 2012).  

 



LITERATURE REVIEW 

 Empirical research investigates whether abnormal 
audit fees impair auditor independence. 

  Abnormal audit fees can better capture economic 
bonding between auditors and clients (Choi et al. 
2010). 

 Blankley et al. (2012) also contend that audit fees are 
associated with levels of service or effort provided. 
They document that abnormal audit fees are negatively 
associated with the occurrence of future restatements. 
They also find that the lower the audit fees, the less 
time auditors spend on audits. 

 



HYPOTHESIS 
 Hypothesis 1: If abnormal and normal audit fees 

reflect auditor effort, then the association between 
abnormal audit fees and audit quality should be the 
same as the association between normal audit fees and 
audit quality. 

 Hypothesis 2: The negative association between 
abnormal audit fees and audit quality is more 
significant when audit fees are abnormally high. 

 Hypothesis 3: The negative association between 
abnormal audit fees and audit quality is more 
significant for abnormally high audit fees in the post-
SOX period as compared to the pre-SOX period.  

 



RESEARCH MODEL 



 



SAMPLE SELECTION 

 



AUDIT FEES MODEL 

 



 



 



 



 



 



 



 



 





 



 



CONCLUSION 

 We provide evidence that abnormal audit fees become 

the incentive to impair audit quality after SOX passage. 

 Auditors only jeopardize their independence when 

firms with effective internal controls.  
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