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SUMMARY 

The audit practice has attracted public attention due to extraordinary high fees received by 

the auditors from the clients during the recent financial crisis. But what determines high 

fees for audit? Many studies have proved the importance of client size, complexity,  risk 

and auditor status in determination of audit fees. Another determinant, the non-audit fee, 

has drawn much attention in the literature. The reason for this is that audit and non-audit 

fees are not related to each other in the way many researchers have expected. Namely, the 

vast majority of research has reported a positive association between two services. The 

observation has been debated and many explanations of the phenomenon have been set 

forward. However, real reasons for such association remain unclear and consensus between 

researchers is lacking. The studies addressing the relationship between audit and non-audit 

fees have been conducted in the US, the UK, Australia, Denmark and Norway. In Sweden 

the association between fees has not been studied. The examination of the correlation 

between the two types of expenditures in the Swedish audit environment may shed some 

light on this complex phenomenon. Some evidence suggest that an economic downturn can 

affect the relationship between audit and non-audit fees and their ratios. Therefore, the 

recent financial crisis provides an excellent opportunity to examine this possible 

relationship. 

The study has been based on Mid Cap and Small Cap Swedish companies listed on 

NASDAQ OMX Stockholm in 2012. In line with the previous studies, the financial 

institutions and utilities have been excluded from consideration due to different assets 

structure. The final sample has included 137 companies. The companies were investigated 

during three periods of different economic conditions: favorable 2006 -2007, economic 

downturn 2008-2009 and post crisis period 2010-2011. The total number of observations 

used in the study is 813.   

In this study I tested a number of hypotheses. Firstly, I investigated the suggestion that the 

relationship between audit and non-audit fees in Sweden, like in many other countries, is 

positive. Secondly, I tested the hypothesis that economic fluctuations affect this 

relationship. Thirdly, I explored my prediction that the economic downturn influences the 

ratios of audit and non-audit fees. In order to get a deeper insight into this issue, I 

conducted additional analyses of ratios’ behavior in different types of industries.  

I have shown that the relationship between audit and non-audit services is positive and 

highly significant during the whole investigated period. According to these results, the 

relationship is not affected by different economic conditions. Further, I have found out that 

the financial crisis affected the audit and non-audit fee ratios. The ratio of the audit fee 

increased during the crisis and continued to increase during the post-crisis period. The ratio 

of non-audit fee decreased in the same proportion.  
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1. INTRODUCTION 

This introductory chapter provides insight into background of the research problem which 

leads to the research purpose. The chapter also highlights the contribution of the present 

study to practical and theoretical knowledge. 

 

1.1 Problem background 

During the past decade a growing attention to the auditing profession has been paid. Of a 

special interest is the increase of fees for audit and non-audit services. After the recent 

financial crisis, the audit practice has again come under increased scrutiny. The public 

attention was concentrated on extremely high fees received by the auditors from their 

clients during the economic downturn (Svenska Dagbladet Näringsliv, 2010; Sikka, 2009, 

p.868). While many companies failed or suffered substantial losses, the auditors have 

managed to earn millions from their service.  

The recent financial crisis is considered to be the most severe since the Great Depression 

(Friedman & Friedman, 2009). The global crisis had originated in the US. The background 

of the economic downturn is complex, but the major promoting factor was political 

intention to make home ownership more affordable and give excessive credits to home 

buyers. The securitization grew very quickly. At the same time certain financial instruments 

have become highly complex and sophisticated. The assets tied to US home loans were 

spread around the world. The failure of US housing market caused huge losses for the US 

financial institutions. The lack of trust in the financial system resulted in the dramatic 

increase of interest rate. This fact had a great impact on global stock markets, causing 

considerable losses. (Österholm, 2010, p.265) As the crisis affected global finance markets, 

the situation impaired dramatically and in the high pace. Therefore, world economy went 

into recession (Riksbank, 2009).  

 

Figure 1: Global GDP Growth (Percent; quarter over quarter, annualized) 

Source: IMF, 2012 
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Figure 1 highlights the significant decline in the economic activity during 2008-2009. The 

economic slowdown led to credit tightening and the decrease of international trade. The 

decline in both export and import was substantial (Anderton, R & Tewolde, T., 2011). 

Many companies were forced to reduce the number of employees and cut all possible 

expenses.   

Sweden, as well as many other countries, was affected by the global crisis. Among main 

reasons were the country’s strong dependence on export and Sweden’s banks great 

exposure in Baltic countries heavily affected by the crisis. The stock market lost more than 

40% of the value in the first half of 2008. The export fell sharply and bank liquidities 

deteriorated. At the same time consumer confidence weakened due to the abrupt change in 

share price, rising borrowing costs and growing unemployment. It resulted in negative GDP 

growth (Sweden review, 2010). However, despite the significant losses in the Baltic states, 

Swedish banks managed to avoid serious problems. With some help from the central bank, 

the Swedish financial system remained immune to the risk of collapse (Österholm, 2010, 

p.265).  

The deepening financial crisis raised questions about the role and quality of external audit. 

A great number of companies has failed in a short time after receiving unqualified audit 

reports (Sikka, 2009, p.868). Many financial companies in the US, the UK, France, 

Germany, Switzerland, Iceland and the Netherlands received unqualified audit opinion 

prior to their statement of financial difficulties despite of auditing conducted by the Big 

Four accounting firms (Friedman & Friedman, 2009; Sikka, 2009). In 2002, accounting 

practices have already attracted increased attention after Enron collapse and its auditor, 

Arthur Andersen, left the business after federal prosecution. According to analysts, the 

mortgage crisis might not lead to criminal liability of auditors, but it would definitely renew 

interest at how auditors conducted their business (New York Times, 2008). 

After the failure of the major banks the question “where were the auditors” was not raised 

as strong as in the past. Many recent publications about the financial crisis have recognized 

that the cause was the complex interaction of various factors. In the center of criticism and 

blame there were mainly financial institutes with their system of management, 

remuneration and the organization culture. Serious questions have also been expressed to 

the financial regulators (Humphrey et.al, 2009, s.810). In spite of the fact that auditors, as a 

rule, avoided criticism and accusations, confidence in the auditing was highly questioned.  

It is not only audit work and quality that came under the scrutiny, but also high audit fees 

were challenged during and after the financial crisis (Sikka, 2009, p.868). In Swedish 

media the question of extremely high audit fees during the economic downturn was also 

raised. The discussion particularly touched upon the auditors from Big Four. It was claimed 

that the auditors of the Stockholm Stock Exchange twenty largest companies earned 

together 148 million SEK in 2008. As an example, it was argued that Handelsbanken's 

auditor from KPMG earned over 13 million SEK in 2008. It is two times more than the 

bank's CEO Pär Boman (Svenska Dagbladet Näringsliv, 2010).  

But what determines high fees for audit? Different scientists try to answer this question 

during the last three decades. Simunic (1980) provided a framework for audit price 
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determination. He hypothesized that different factors can be associated with audit costs 

because those factors require more efforts during the conducting of audit. The results 

indicated that audit price is associated with client size, complexity and risk. The client size 

was confirmed by subsequent studies to have the most powerful impact on the audit fees 

level (Taylor & Baker, 1981; Simon &Francis, 1988: Butterworth & Houghton, 1995). In 

most studies the client size was measured as total assets or revenues (Hay et.al, 2006, 

p.169). Complexity is another dominant determinant of audit price. The logical explanation 

for this fact is that the more complex auditee, the more time and efforts is required to 

conduct the audit (Hoitash et.al, 2007; Hackenbrack & Knechel, 1997). Complexity was 

measured in many different ways and in total 33 particular metrics were identified for the 

factor in an audit fee model (Hay et.al, 2006, p.169). Most of the metrics are, however, very 

difficult to observe (Gerrald et.al., 1994, p.4). The most frequently used indicators of 

complexity are the number of subsidiaries and the number of foreign subsidiaries (Hay 

et.al, 2006, p.169). The third significant determinant of audit fees is a client risk. The 

number of researches has adopted this factor as a proxy for audit fees determination (Chan 

et.al, 1993; Pong & Whittington, 1994; Pong, 2004). The most typical risk indicator is the 

combination of inventory and receivables divided by total assets. The risk is also often 

associated with the client profitability. Two variables commonly used are a profitability 

ratio and existence of loss. The second measure is used as a dummy variable (Hay et.al, 

2006, p.170). In addition, there are several other determinants affecting the audit price. 

They will be addressed in the theoretical chapter.  

According to many researchers (Francis, 1984; Ferguson, 2003; Caneghem, 2010), there is 

also the large audit firm premium (typically defined as the "Big Eight/Seven/Six/Five," 

now the "Big Four"). Francis and Stokes (1986) studied audit price for the small and large 

firms in order to investigate whether there is any price difference. The results indicated that 

audit cost from Big Eight was considerably higher for small firms with a fee premium of 

18.8%. Crasswell et al. (1995) identified the Big Eight premium was approximately 30%. 

Anderson and Zeghal (1994) did not find any significant price difference between Big 

Eight and non-Big Eight for large companies, but the different was significant for small 

companies. The extensive study of Johnson et.al (1995) identified the Big Five premium of 

24.4%. Why does Big Four charge a high premium? The prevalent explanation is that “a 

higher audit fee implies higher audit quality” (Francis, 2004). Palmrose (1986) implies, that 

the Big Six have a higher standard of its service and thus spend more time on their clients. 

In the literature the higher quality of Big Four auditors was confirmed in many different 

ways. One explanation is that clients of Big Four have lower abnormal accruals, which 

reflect less aggressive earning management and thus higher quality (Becker et.al, 1998, 

p.7). 

On the Swedish market the four consulting giants PwC, Ernst & Young, KPMG and 

Deloitte have formed highly profitable oligopoly and together revise more than 90 percent 

of companies listed on the Stockholm Stock Exchange. These accounting firms provide not 

only audit service, but also offer a variety of non-audit service ranging from mergers, 

acquisitions and initial public offerings, to risk management and tax planning (Svenska 

Dagbladet Näringsliv, 2010). 



INTRODUCTION 

4 

 

The non-audit fees as a determinant of audit fees were addressed in many studies in 

different countries. A pioneering work of Simunic (1984) suggested that the joint provision 

of both audit and non-audit services can be more efficient since rendering one service, the 

auditor obtains knowledge about the client’s business, which can improve the quality of 

other service. The joint provision can thus create a synergy effect (he called it as 

“knowledge spillover”), which can reduce the total cost if both services are provided by the 

same supplier (incumbent auditor). Simunic sugested, therefore, that audit and non-audit 

services are negatively correlated. However, contrary to common expectations, the result 

revealed a positive relationship between two services. Audit fees for clients who purchase 

non-audit service from incumbent auditor turn out to be higher than for clients who do not 

do this. Simunic concludes that a positive relationship between the two fees is due to 

“beneficial knowledge spillover between services” (Simunic, 1984, p. 699). Therefore, 

spillover can be either passed on to the client in the form of lower price or retained by the 

auditor. 

Palmrose (1996) conducted a similar study but she included more types of non-audit 

service. The results also indicated a positive association between two audit and non-audit 

fees. However, joint spillover effect was questioned because a positive relationship was 

found with both incumbent and non-incumbent auditors (Palmrose, 1996, p.411). The 

majority of later studies has confirmed the significant relationship between audit and non-

audit fees (Barkess & Simnett, 1994; Firth, 1997; Ezzamel et.al, 2002). The research was 

conducted in different countries. According to Hay et.al (2006, p. 179) the significant 

positive relationship was reported by 84 percent of studies. Some studies (Abdel-khalik, 

1990; O’Keefe et.al., 1994; Krishnan & Yu, 2010), however, have not found any significant 

association between audit and non-audit fees.  

Any possible reasons of the positive association between audit and non-audit were 

extensively discussed in the literature. One explanation is that non-audit service concerns 

broad changes in the organization that entails more audit efforts. Another explanation 

implies additional audit efforts, which can be explained by different problems of the client. 

The third motive concerns monopoly and efficiency on the market and makes it possible to 

charge fee premium (Hay et.al., 2006). However, the new debates concerning the 

relationship between two services and the effect of knowledge spillover, which arises from 

time to time, indicate that researchers have still not agreed on this question and the real 

reason for such association remains unclear.  

It is obvious that more research is needed to study such complex phenomenon as the 

association between two types of fees in order to clarify this and provide clear the 

explanation for a certain association. Such knowledge is very important for forecast and 

calculation of audit and non-audit fees. 

Studies of the relationship between audit and non-audit fees concerned the US, the UK, 

Australia, Norway and Denmark. The mainstream of the research was conducted in the US 

and the UK. In Sweden the association between audit and non-audit fees has never been 

addressed. The examination of the correlation between two types of expenditures in the 

Swedish audit environment may shed some light on this phenomenon.  
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Furthermore, studies testing on how different macro-economic factors affect the 

relationship between audit and non-audit fees and their amount have not been performed. 

The recent financial crisis provides an excellent opportunity to examine this possible 

relationship.  

1.2 Research problem 

The above discussion leads to the following questions: 

 How the audit and non-audit fees are related in Sweden? 

 Whether different economic conditions affect the relationship between audit and 

non-audit fees?  

 Whether different economic conditions affect the level of expenditures on audit and 

non-audit services? 

1.3 Research purpose 

The purpose of this study is to examine the relationship between audit and non-audit fees in 

Sweden.  

In the present research I will investigate whether positive relationship between audit and 

non-audit fees observed in most countries holds for Sweden. Furthermore, I will address the 

question on whether the changed macroeconomic conditions can influence this relationship.  

In addition, I will explore if economic fluctuations have any effect on the ratio of audit and 

non-audit fees.  

The study will cover three periods representing different economic conditions: favorable 

(2006-2007), recession (2008-2009) and post-crisis period (2010-2011).  

1.4 Definitions 

In this subchapter I provide definitions for specific audit terms, which are used in the text.  

Audit service – evaluation of the relevance and the reliability of the financial statement of 

an organization. 

Non-audit service - include consultancies about tax, system, finance, investments, 

management as well as conducting of international business (Firth, 1997, p.513). 

Positive relationship between audit and non-audit fees (positive correlation between audit 

and non-audit fees) means that clients, who purchase more non-audit service, pay more for 

audit service. 

Ratio of non-audit fees – non-audit fees to total fees (DeFond, et.al., 2002) 

Ratio of audit fees – audit fees to total fees (DeFond, et.al., 2002) 

Incumbent auditor – auditor who is responsible for performing of audit. 
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Non-incumbent auditor – auditor who is not responsible for performing of audit. 

Big Four - the largest audit firms PricewaterhouseCoopers (PwC), Ernst & Young (EY), 

Deloitte and KPMG. 

1.5 Contribution of the study  

This study contributes to a current knowledge in a number of ways. Firstly, the main body 

of previous research in the field has been conducted in the US, the UK. Few studies have 

been done in other countries. The present research examines the relationship between two 

types of fees in the new commercial environment. 

Secondly,most of the previous studies investigated the relationship between audit and non-

audit fees and tried to find a possible reason for this relationship (Simunic, 1984; Palmrose, 

1996; Firth, 1997; Ezzamel et.al, 2002). Nevertheless, the impact of economic downturn on 

the association between audit and non-audit fees has never been investigated. The present 

study provides insight into how macro-economic factors like financial crisis affect this 

relationship. 

Thirdly,the concern with prior literature in the field is that the data have typically covered 

one year only (Simunic, 1984; Palmrose, 1996; Firth, 1997; Ezzamel et.al, 2002) and the 

great majority of prior studies have thus investigated a time-limited relationship. Only two 

studies (Barkess & Simnett, 1994; Krishnan & Yu, 2010) covered longer time periods and 

they demonstrated the opposite results concerning the relationship between the two fees. 

My study will monitor changes in audit/non audit ratio and their relationship over a longer 

time span and over defined periods with different economic features. In general, my study 

will contribute to existing knowledge by establishing trends between fee correlation/ fee 

ratio and fluctuations in financial environment. 

In practice, the present study can be of value for auditors and their clients, since it will 

provide information about the level and the relationship between audit and non-audit fees. 

The comparison of fees during three different economic periods (favorable economic 

conditions, economic crisis and post-crisis period) can help to calculate audit fees and 

predict cost for these types of services.  

1.6 Demarcations of the study  

The study is based on the Middle Cap and Small Cap companies listed on Nasdaq OMX 

Nordic Stockholm AB in 2012. Banking companies and utilities are excluded from the study 

since their asset structure is very different from other companies.   
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1.7 Outline of the study 

The research’s schematic plan is illustrated below. 

 

Figure 2: Outline of the thesis 

 

Chapter 2
• In this chapter Swedish audit setting is presented.

Chapter 3

• The purpose with the chapter is to show how the crisis affected Sweden and 
to explain how the time frame for crisis, covered by the study, is defined.

Chapter 4

• The chapter includes a review of the relevant literature and development of  

research hypotheses.

Chapter 5
• In this chapter I provide detailed explanations of all steps of my research.

Chapter 6

• The chapter includes the analyses of descriptive statistics and correlation 
matrixes.

Chapter 7
• The purpose with this chapter is to highlight the results of the study.

Chapter 8
• The chapter includes the study's findings, conclusions, and contribution.

Chapter 9

• In this chapter I discuss the studies limitations and share ideas for future 
research.

Chapter 10
• I close with the discussion concerning the quality of the study.   
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2. SWEDISH AUDIT CONTEXT 

This chapter briefly describes the main features of Swedish audit market as well as 

legislation, which are relevant for this research. This section further presents the impact of 

the financial crisis on audit industry and discusses possible changes, which can occur in 

the near future.  

 

2.1 Swedish audit market 

In Sweden the largest provider of audit service is Big Four Firms (Öhrlings 

PricewaterhouseCoopers [PwC], Ernst & Young, KPMG and Deloitte) (see Table 1).  

Table 1: Audit market in Sweden (2010)  

Company Turnover Employees Profit, 

mil.SEK 

Approved 

auditors 

Authorized 

auditors 

Amount 

auditors 

1. PwC 4174 3402 573 351 484 835 

2. Ernst & Young 2730 1814 552 229 344 573 

3. KPMG 2093 1548 322 130 300 430 

4. Deloitte 1379 1054 298 56 89 145 

5. Grant Thornton 962 812 152 106 131 237 

6. BDO 400 440 - 47 60 107 

7. Baker Tilly Sverige 319 395 56 - - 88 

8. Mazars Set 315 188 68 - - - 

9. Rödl &Partners 62 62 - 4 10 14 

10. Finnhammars 61 45 - 10 10 20 

Total/ Average 12495 9760 2021 933 1428 2449 

Source: Konsultguiden, 2012 

In 2010 the Big Four had a turnover 10,376 million SEK (including audit and non-audit 

services) and profit 1,745 million SEK (see Table 1). These firms together audit more than 

90 percent of companies listed on the Stockholm Stock Exchange (Svenska Dagbladet 

Näringsliv, 2010). 

From 1 November 2010 the audit is not required for about 70 percent of all limited 

liabilities firms. To be exempted from the audit, the private company has to meet at least 

two of three criteria: maximum three employees, not more than 1,5 million SEK in total 

assets and 3 million SEK in turnover (Affärs Världen, 2010).  

2.2 Law related to provision of audit and non-audit services 

Since Sweden is a member of the European Union, Swedish legislation is largely 

determined by European Union regulations. The rules for auditors and auditing companies, 
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the guidelines for auditors' work and supervision of auditors are principally located in the 

Auditors Act (2001:883) and Ordinance (1995:665) for auditors. These are complemented 

by the Auditor Board regulations. Regulations concerning auditors and audit committee 

election and dismissal are stipulated in the company law legislation. 

According to the EU 8th Company Law Directive (2006/43/EC, article 22), the member 

states ensure that auditor does not conduct a statutory audit if any direct or indirect 

relationship (including the rendering of non-audit service) exists between auditor and 

auditee. However, the directive does not oblige the member states to prevent auditors from 

providing non-audit services. Measures can only be taken if an impartial, reasonable and 

informed third party would find that the independence is threatened. In case the auditor’s 

independence is compromised, safeguards should be applied to reduce the threats. If, after 

applying safeguards, the threat remains, the auditor should not conduct an audit.  

In Sweden audit firms are allowed to provide the majority of non-audit services. The 

independence issue is regulated by Auditors Act §21. According to the law, the auditor 

shall reject or resign from the engagement if he/she has any form of interest in auditee, has 

provided advice, which is covered by audit assignment or is under threat or pressure.  

Concerning audit fees, the EU 8th Company Law Directive (2006/43/EC, article 25) 

requires that the member states provide adequate rules, which ensure that audit fees: “(a) 

are not influenced or determined by the provision of additional services to the audited 

entity; (b) cannot be based on any form of contingency”. 

The level and structure of the fees can also threaten the independence of the auditor. “Types 

of safeguards to be applied to mitigate or eliminate those threats include prohibitions, 

restrictions, other policies and procedures, and disclosure” (2006/43/EC). In Sweden both 

audit and non-audit fees are disclosed in the company’s annual report.  

2.3 Audit industry during the financial crisis 

The auditors are one of few industries that showed positive growth during 2009. The 

auditor's revenue rose 2 percent. According to the Swedish newspaper Affärs Världen 

(2010), auditors had a high profit margin for many years and 2009, with a margin of 15 

percent, was no exception. Such high profits are explained by complete dominance of the 

Big Four firms, which have about 80 percent of the Swedish market. Such oligopolistic 

situation does not contribute to optimal work of pricing mechanism and making large 

profits becomes possible.  

2. 4 Forthcoming changes 

During the crisis, many companies, especially financial, crashed receiving prior the failure 

a clean report from auditors. In the light of such events, two important issues received great 

attention: the audit quality and confidence in accounting firms. The European Commission 

has released a document “Green Paper” in order to stimulate debates concerning changes in 

the audit practice. Among other issues this document discusses the auditor role, the 

independence issue and the audit market.  
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In order to enhance independence of auditors, the Commission has encouraged the 

mandatory rotation of auditors. Regarding non-audit services, the great concern is 

expressed about large differences in the application of the EU 8th Company Law Directive 

in member states. While in France it is totally forbidden for the auditor to render non-audit 

services, “the provision of non-audit services by auditors to their audit clients remains a 

regular feature” in some countries (Green Paper, 2010/561/EU, p.12).  

According to “Green Paper” (2010/561/EU, p.15), the audit market of listed companies is 

highly dominated by the Big Four. These audit forms receive more than 90% of fees from 

listed companies in most of the EU member states. For many smaller audit firms it is 

difficult to enter into this top level, in spite of their ability to work at the international level. 

Such concentration may result into accumulation of systemic risks and the failure of top-

tier audit firms or lead to the market collapse. Such strong concentration in some segments 

may prevent the client from the optimal choice of auditors. In addition, the auditor of listed 

companies can create reputational support, which can help to ensure high profile audit 

activities and, therefore, contribute to unfair competition. 

This “Green paper” built up the basis for the comprehensive proposal (January 2012) to the 

European Parliament and Council (Svenskt näringsliv, 2012). If the proposal will be 

approved, it will radically change rules of the game on the audit market (Regelrätt, 2012). 

The suggestion mainly concerns companies of public interest (financial institutions and 

listed companies). The parts of the proposal, which could have most important 

consequences, are 

 The mandatory audit firm rotation. Not only audit rotation, but also accounting 

firms must be replaced after six years. 

 The total ban to the largest accounting firms to provide advisory services. 

 Complete prohibition for major accounting firms to provide ancillary services (not 

only in relation to audit clients). In practice, these audit firms would be forced to 

split their operations into exclusively accounting firms and companies, which take 

care of other business. It is proposed that after the split, new firms will have 

different ownership structures (Regeringskansliet Faktapromemoria 

2011/12:FPM82; Regelrätt, 2012). 

2.5 Propositions effect on Swedish audit rules 

According to Swedish legislation, the responsibilities of auditors and audited companies are 

to be avoided as much as possible, unless the EU law or other stringent reasons require the 

opposite (prop. 2008/09: 135 p. 59). Implementation of the Commission’s proposal will, 

therefore, result in significant changes in Swedish legislation. The new regulation presides 

over the national law, which implies that the corresponding national provisions must be 

adjusted (Regeringskansliet Faktapromemoria 2011/12:FPM82). 

2.6 Preliminary Swedish position 

The Swedish position concerning the proposal is not ready yet. The Swedish view on the 

issue will be evaluated after the government has received the views of all related parties. In 

the Government Office’s Information Memorandum (2011/12:FPM82) the government has 
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indicated that the Commission’s proposal is very restrictive and would lead to detailed 

regulations reducing the scope for national solutions and industry self-regulations. 

The government is doubtful on whether all parts of the proposal contribute to the 

Commission’s objective to enhance audit quality and to improve the structure of the audit 

market. For this reason it is not clear whether suggestions will be applied to Swedish listed 

companies. Regarding financial institutions, the government is positive to accept the 

suggestions because of particular importance of financial companies for economic stability 

(Regeringskansliet Faktapromemoria 2011/12:FPM82). 

The Swedish government will now participate in the EU negotiation process, which is 

expected to take from three to five years. 
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3. FINANCIAL CRISIS IN SWEDEN  

This chapter illustrates how the global crisis has affected Sweden. The section also defines 

the time frame for crisis covered by the present study. 

 

The present study investigates whether the economic downturn influences the relationship 

between audit and non-audit fees in Sweden. Therefore, it is critical to understand which 

effects the global crisis incurs on the economic situation in Sweden. 

There was economic boom in the Sweden during the last decade. Economic growth was 

greater than that of the European average, inflation was relatively low, and the employment 

rate gradually increased. According to the Sweden country report (Jochem, 2010), there 

were two possible reasons for such economic growth. The first reason is the “right” 

economic and financial measures, which were taken after the last crisis in the 1990s. The 

second reason is the greater openness of Swedish economy as well as increasing export of 

high technology products. As a result, Swedish economy was extremely exposed to the 

global financial crisis. Sweden was hit hard by the crisis.  

Since 1999 the Swedish central bank (Riksbank) is totally independent of the government. 

Its main goals are “to conduct monetary policy and to maintain financial stability” (Jochem, 

2010). During the crisis in 1990s, the central bank strongly followed the policy of the fixed 

exchange rate. The strategy showed to be unsuccessful. Since then, the Riksbank has 

pursued a floating rate policy. During the 2008-2009 crisis outstanding risks in the financial 

market were low due, to some extent, to lessons drawn from the past crisis. The other 

reason is that Swedish banks did not directly collaborate with U.S. banks. However, the 

indirect connection took place through some European banks (Jochem, 2010). 

In recent years, Swedish banks did great investments abroad, particularly in the Baltic 

states. In 2008, banks’ claims related to their Baltic subsidiaries were 8% of Sweden’s 

GDP. In spite of insignificant exposure to U.S. assets, bank profits decreased dramatically 

during 2008. Two large Swedish banks (Swedbank and SEB) reported huge losses, which 

were caused by their dependence on funds on external markets and their heavy exposure to 

the Baltics (Jochem, 2010). The stock market fell more than 40 percent in 2008 (Österholm, 

2010).  

The Swedish economy is heavily integrated into the global market. The joint value of 

import and export is about 100 percent of GDP, and the quantity of country’s export is 

constantly larger than that of import. The Swedish economy is, therefore, strongly 

dependent on external demand. For this reason it is not surprising that Swedish export 

declined sharply since the economic chaos became obvious.  
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Figure 3: Sweden Export 

Billions of SEK, constant prices and percent, seasonally adjusted quarterly value 

Source: Konjunkturinstitutet, 2011 

Swedish business production has heavily suffered during the financial crisis. The Swedish 

manufacturing industry was mostly affected. The engineering industry fell heavily, while 

the paper, wood and chemical industries underwent a crisis to a lesser extent. This pattern 

was reflected in the employment structure. Service sector was hit, but a very significant 

deterioration touched the goods producers. The number of dismissals increased sharply. 

From the second to the fourth quarter of 2008 layoffs grew from 14,000 to 57,000 (Jochem, 

2010 

 

Figure 4: Industrial capacity utilization 

Source: Konjunkturinstitutet, 2010 

In order to evaluate the crisis effect on the real economy, researchers have focused on real 

Gross Domestic Product (GDP) growth (Österholm, 2010; Rapoport & Gerts, 2010). The 

Swedish real GDP slowed in the first half of 2008 due to weak export and weak external 

investments. GDP fell by 4.8 percent between the last quarter of 2007 and the last quarter 

of 2008, but totally in full-year 2008 GDP fell by 0.2 percent.  
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Figure 5: Sweden GDP Growth Rate (January 2006 - December 2011). Percent Change in 

Gross Domestic Product 

Source: www.tradingeconomics.com / Statistics Sweden, 2011 

The Swedish government took measures to stabilize the situation. Prior experience of the 

crisis enabled the government to draw lessons. At this time, the government actively 

intervened in the financial system. A number of sources reported moderate growth of the 

Swedish economy during 2010 (Österholm, 2010; Jochem, 2010; Sweden Review 2010).  

The above diagrams also illustrate that the deepest decline of GDP, export and industry 

occurred during 2008-2009. After this period a gradual economic recovery can be clearly 

observed. For this reason, the present study is based on the fact that the economic downturn 

lasted in Sweden during 2008-2009. 
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4. RELATED THEORIES AND HYPOTHESES DEVELOPMENT 

The first part of this chapter discusses determinants of audit fees. The second part is 

devoted to non-audit fees. Here I present the research investigating the correlation between 

audit and non-audit fees as well as provide different views on this correlation. Finally, the 

hypotheses are developed.  

 

4.1 Determinants of audit fees 

Many studies have been conducted in different countries to determine factors, affecting 

audit fees. Their findings are the basis for the model, which I use for determination of audit 

fees.  

4.1.1 Size of client 

In all studies the size was confirmed to be the most important factor affecting audit fees 

(Hay et.al., 2006). Simunic (1980) conducted the research in the US based on 397 

observations. As a measure for auditee size, the total assets were used. The motive for the 

choice of assets as a measure of size was that “the stock of assets seems more closely 

related to possible loss exposure than would an accounting flow measure, such as revenue, 

because defective financial statements which result in a lawsuit frequently involve some 

deficiency in asset valuation” (Simunic, 1980, p.172). In most following studies the size 

was measured as total assets. In some research it was measured in revenues (Hay, 2006, 

p.169). 

Simunic (1980) provided evidence about the size as a strongly significant determinant of 

the audit fee. The large stream of following studies confirmed the strong positive 

relationship between the size and the amount of audit fees (Simunic, 1984; Francis & 

Stokes, 1986; Gerrald et.al., 1994; Al-Harshani, 2008). It was naturally to expect that a 

client size is positively related to audit fees since the increased auditee size requires more 

work for monitoring the organization. However, Simunic (1980, p.180) hypothesized that 

the relationship between auditee size and audit fees is not linear. This implies that the audit 

fee will increase in a lower rate because of certain economies of scale which an audit can 

achieve as the client size increases (Gerrald et.al., 1994, p.4). Later, it was widely 

confirmed that the relationship between the client size and audit fees is not linear. For this 

reason the natural log of the client’s total assets was used in the majority of research. 

4.1.2 Complexity 

As well as auditee size, the complexity is proven to be the essential determinant of audit 

fees. The audit fee is expected to increase as the organization complexity increases. The 

motivation for this is that more time and efforts are required from auditors to monitor 

organization’s activities (Simunic, 1980, p.172). Another consequence of the client’s 

complexity is that the audit complexity also arises (Gerrald et.al., 1994, p.4). It is rational 
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because the more sophisticated auditee implies more various organization structure which 

makes it more difficult for auditors to review transactions.  

According to the literature, the measurement of complexity is showed to be extremely 

difficult. The reason for this is that the complexity is a broad phenomenon which can be 

measured in a variety of ways. Some researchers associate complexity with the 

organizational structure. For others the complexity can mean the variety of products, 

financial agreements or geographic distribution of the auditee. Most of these measures are 

unobservable (Gerrard, et.al., 1994, p.4). Hay et.al. (2006, p.169) identified y 33 specific 

metrics in total, which proved to be significantly associated with audit fees. The most often 

used measures are the number of subsidiaries and the number of foreign subsidiaries. 

Amoung other commonly used metrics are the proportion of foreign assets, the number of 

business segments and a subjective complexity rating given by the audit team.  

Palmrose (1986, p.100) suggested that there is no linear relationship between the 

complexity and audit fees. Her research has confirmed this suggestion and showed that the 

natural log of a measure of complexity is positively correlated with audit fees (Palmrose, 

1986, p.106). The following studies also used the natural log to linearize the relationship 

between complexity measures and audit fees (Hackenbrack, K., & W. R. Knechel, 1997; 

Hoitash et.al., 2007; Al-Harshani, M.O., 2008). Another alternative, which can also be used 

for this reason, is the square root of a measure of complexity (Niemi, 2002, p.43).  

4.1.3 Risk 

According to the literature, there are three aspects of risk. They are typically included in the 

model of audit fees: inherent risk, profitability and leverage. 

The inherent risk is the probability that financial statements contain a material 

misstatement
1
 without consideration of internal control (Eilifsen et.al., 2010, p.77). This 

determinant is proved to be positively associated with audit fees (Hay et.al., 2006, p.170). It 

is logical because if an auditor suspects that the financial statement is materially misstated, 

the auditor will apply more extensive audit procedures. According to Simunic (1980) the 

most risky components of the balance statement are receivables and inventories. These 

components, individually or in combination, divided by total assets have traditionally been 

used to represent inherent risk. Hay et.al. in their media-analysis (2006) indicate that a 

combination of these components was used more often than their individual applications. 

This fact can be explained by a desire to capture risk more precisely.  

Another aspect which characterizes the risk of a client is profitability. The poor 

performance of a client implies increased risks for auditors, which implies higher audit 

fees. The profitability is commonly measured by return on assets (ROA) and by the 

existence of loss (dummy variable). The relationship between ROA and the fee is supposed 

to be negative while the association between loss and the fee is expected to be positive. The 

research concerning the relationship between ROA and audit fees has provided mixed 

results, but Hay et.al. (2006) showed a significant negative general result. The studies 

                                                 
1
 Misstatement is material if it can influence the economic decisions of users taken on the basis of the 

financial statement.   
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related to another measure of profitability such as the existence of loss, also provided 

mixed results. However, the meta-analysis indicated a positive result. 

According to the meta-analysis (Hay et.al., 2006), the research which was done prior 1990 

indicated, in general, insignificant results for the profitability measures and especially for 

the loss measure. In contrast, the research conducted after 1990 showed opposite results. 

Hay et.al. (2006) concluded therefore that a dummy variable for financial losses has 

become more important determinant of audit fees. Latter research (Krishnan & Yu, 2010; 

Hope & Langli, 2010; Stanley, 2011) include both profitability variables in an audit fee 

model but indicate mixed results concerning their relation to audit fees.  

Leverage represents the third important aspect of the client risk. The leverage ratio (debt to 

total assets) and the quick ratio were typically used to proxy for audit risk (Gist, 1992; 

Graswell et.al., 1995; Fergusson et.al., 2003; Al-Harshani, 2008). The leverage ratio 

indicates auditee’s financial leverage and shows a probable risk exposure of the auditee in 

terms of its debt burden. Hence, the client with a higher leverage ratio is likely to be more 

risky and thus will, possibly, have a higher cost for audit. The quick ratio is a measure of 

auditee’s liquidity. The lower value of quick ratio implies that a client is riskier and is, thus, 

expected to have higher costs for audit (Al-Harshani, 2008, p.690). It is expected that 

leverage is positive related to audit fees, while the association between a quick ratio and 

audit fees is expected to be negative. Meta-analysis (Hay et.al., 2006) indicates that results 

concerning the relation of the leverage ratio and the quick ratio to audit fees are mixed. Hay 

et.al (2006, p.171) imply a connection between results and geographical locations. They 

namely suggest that leverage was more important in the US and UK prior 1990. In other 

countries and after 1990 the importance of the leverage is smaller.  

Niemi (2002) investigated the risk premium in audit fees. He argues that business risks of a 

client imply possible losses for auditors in terms of sanctions, litigations, impaired 

reputation and financial costs. One way to respond on the client’s risk can be the risk –

adjusted billings rates. In practice, however, it can be difficult to apply this measure 

because of high competition between auditors. Another difficulty may arise from the fact 

that the business risk is difficult to assess due to a variety of factors that can influence the 

risk. Niemi found evidence that risk premium exists for listed companies if their risk is 

higher than average. However, the researcher did not find support for existence of risk 

premium for distressed companies. On the contrary, the result indicated that clients who 

make losses pay lower fees that those clients who perform better.  

4.1.4 Size of auditor  

After auditee size, complexity and risk, identity of auditor considered to explain a great 

deal of audit fees. A stream of studies has found evidence for the existence of premium 

paid to the large accounting firms (typically defined as the "Big Eight/Seven/Six/Five," 

now the "Big Four"). According to Francis (1984, p.134), “the effect of audit firm size on 

audit prices is a complex function of competition in the market for audit services, product 

differentiation, and scale economics to large firms”.  

Several studies have investigated effects of auditor sizes on audit fees. Simunic (1980, 

p.170) divided auditee into “small” and “large” companies and classified auditors in Big 
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Eight and non-Big Eight firms. The purpose with such a classification was to divide the 

market into two segments: with many smaller suppliers and with Big Eight firms. Simunic 

assumed that the segment with the large number of suppliers would be more competitive, 

while other segment might “behave as a cartel”. He expected, thus, to see price differences 

between those two segments. However, the result was not significant. The author’s 

explaination for the finding was that “the Big Eight firms enjoy scale economies which are 

passed on as lower prices to auditee” (Simunic, 1980, p. 188).  

In contrast, Palmrose (1986) was among many others who found significant evidence 

concerning fee premium of Big Eight. She explained higher prices of Big Eight by the 

difference in quality between non-Big Eight and Big Eight firms. She argued that Big Eight 

firms spend more time to audit their clients and thus “reflect greater productive activities” 

(Palmrose, 1986, p.108). Other researches (Simon & Francis, 1988; Gist, 1992) also 

confirmed the positive relationship between auditor sizes and audit fees, which was 

consistent with the higher audit quality. In the literature term “product differentiation” is 

often used which means perceived quality and uses as explanation for the positive 

relationship between auditor size and audit cost (Simon, 1997, p.21).  

Other explanations were provided for higher audit quality and greater fees of larger audit 

firms. Chan et al. (1993, p. 781) argue that the product differentiation of large accounting 

firms is maintained by higher quality employees, who get higher salaries, which is reflected 

in audit fees. Firth (1985, p.28) suggested that the major accounting firms can spend more 

resources on training their employees. 

DeAngelo examined the relationship between audit size and the audit quality. She found 

that size and quality are dependent variables (1981, p. 198). DeAngelo’s reason is that audit 

firms earn client specific quasi-rents, which serve as a collateral against providing a lower-

than promised audit quality. A lower than promised audit quality can impair audit firm 

reputation. Since larger audit firms have more clients, they can lose more due to impaired 

reputation, than smaller audit firms. Consequently, large firms have a greater motivation to 

conduct audit of higher quality in order to avoid reputation risks.  

Another explanation of higher quality of larger audit firms was provided by Palmrose 

(1988). In order to estimate the quality among largest US audit firms, she examined 

litigation activities of these firms. Palmrose studied the sample of 420 cases of audit-related 

litigation against both Big Eight and large non-Big Eight firms during 1960-1985. The 

result showed that Big Eight firms had lower litigation activities, which indicated the 

higher quality of these firms (Palmrose, 1988, p. 72). Francis (2004), however, has another 

argument about low litigation activities of Big Four. He claims that “the large accounting 

firms are not really better, they just have more resources to fight lawsuits and regulators” 

(Francis, 2004, p. 353).  

Higher quality of larger accounting firms was also explained by industry specialization of 

auditors. Industry specialization is proved to result in significantly higher audit fees. 

Craswell et. al. (1995) examined the large sample (n = 1484) of Australian publicly listed 

companies. The authors investigated the reputation of higher quality audit in terms of brand 

name and industry specialization. To investigate the brand name effect, Craswell et.al. 

compared non-Big Eight audits and brand name Big Eight audits. The result revealed that 
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the Big Eight brand premium is around 30% over non-Big Eight. To examine the 

significance of industry specialization they studied industry specialization within Big Eight. 

The result showed that industry specialist of Big Eight earns a 34% premium over non-

specialist of Big Eight. The authors conclude that industry specialization “appears to be an 

important dimension of quality-differentiated Big Eight audits” (Craswell et.al., 1995, 

p.319).  

DeFond et.al (2000) conducted a similar study with focus on industry specialization in 

Hong Kong. The distinctive feature of her research is that the comparison was done 

between both Big Sex and non-Big Sex industry leaders. According to the result, audit fees 

of non-specialist Big Six auditor were about 37% larger than the fees of non-Big Six 

auditor. They also found that a premium of Big Six industry specialist was 29% greater 

than Big Six non-specialist (DeFond, 2000, p.50).  

The later study (Ferguson et.al., 2003) investigated effects of auditor industry specialization 

on both firm-wide and office level. The result was significant on the office level but not on 

the firm-wide level of auditor industry expertise. Particularly, the research showed that 

being the industry leader nationally does not imply higher fee unless the auditor is also an 

industry leader on city-level.  

However, the recent research (Francis & Yu, 2009) investigating the relationship between 

audit quality and industry expertise of Big Four does not support the fact that industry 

specialization is the most important determinant of audit quality. Francis & Yu examined 

the sample of 6,568 U.S. firms, which were audited by 285 Big Four offices during 2003-

2005. The result suggests that the size of Big Four offices is the most essential driver of the 

audit quality. The probability of issuing going concern opinion as well as less aggressive 

earning management is higher in larger offices due to more extensive in-house expertise. 

The latest study (Choi et. al., 2010) further explored the association among audit size, audit 

quality and audit fees. They studied a large sample of US companies during the period 

2000-2005. The study sought to investigate whether the size of a local office determine the 

audit quality and audit fees. As a proxy of quality abnormal accruals were used. The 

research showed that the office size is significantly positively related to both audit quality 

and audit fees. The researchers explain their finding with what they call the economic 

dependence perspective: a large office with more clients unlikely to be dependent on a 

particular client and thus will be able to withstand the pressure of biased reporting (Choi et. 

al., 2010, p.94). Their result thus consistence with Francis & Yu suggestion that larger 

offices provide higher quality audit.  

In sum, in spite of using different quality measures and different quality determinants, the 

joint findings strongly support higher quality of Big Four audit firms, which serve as an 

explanation of higher audit fees charged by these firms.  

4.1.5 Type of industry 

The impact of different industries on audit was discussed by some researchers. Simunic 

(1980, p.172) mentioned the industry of auditee as a possible determinant of loss exposure. 

Pearson & Trompeter (1994, p.123) discussed a substantial difference between life and 
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health insurance industries and the property and casualty insurance industries in relation to 

audit complexity. Stein et. al. (1994) investigated the impact of industry differences in 

terms of number of hours of various type of professional labor required for audit service 

production. The result indicated a greater variation of audit efforts for financial institutions 

than for audit of industrial firms. The finding also showed that assets were an equally 

important determinant for both industrial and financial organizations. However, “the 

coefficients of assets are quantitatively different across industries” (Stein et.al., 1994, 

p.142). The authors logically concluded, that “studies of auditor hours, fees, and so forth 

which include data from several industries need to seriously consider homogeneity issues” 

(Stein et.al., 1994, p.142). 

While the importance of industry differences for audit pricing was mentioned by different 

researches, the models of audit fees ignore these differences in general. Thus, the impact of 

different industry groups cannot be tested.  

Mega analysis (Hay et. al., 2006) provides some insight into general findings related to 

possible effects of industry differences on audit fees. The authors summarized the literature 

in this field and, according to this literature, divided all industries into three main groups: 

financial institutions, utilities, and manufacturers. Hay at.al. argued (2006, p.175) that 

financial institutions and utilities have a different asset structure in contrast to other 

industries, which makes it easier to audit these companies. In contrast, manufacturers have 

extensive inventory and receivables, and their audit cost is, thus, likely to be higher. In 

previous research both financial institutions and utilities were excluded from studies.  

4.1.6 Change of auditor 

The effect of auditor change on audit fees was tested by difference researches. Analyzing 

the previous studies, Hay et.al. (2006. p.176) provide two possible reasons for possible fee 

reduction (low-balling). The first reason is that audit firms want to win new clients. The 

second motive concerns more efficient service which the new auditor can offer. The earlier 

research (Simunic, 1980; Palmrose, 1986; Fransis 1984) provided mixed results regarding 

fee cuttings. Simon & Francis (1988) conducted extensive research comparing the large 

sample (n = 214) of companies changing auditors with the similar sample (n = 226) of 

firms not changing auditors. The study covered the period of six years in order to be able to 

evaluate long-term effects of auditor changes. The results were highly significant and 

showed a price cutting about 24% during the year of initial engagement and 15% for each 

of the next two years.  

Pearson & Trompeter (1994) found that it is less possible to receive a price cut if the client 

change a non market leader auditor to a market leader auditor. The authors assume that 

market leader auditors are likely not to use price cuttings to attract clients. It was claimed 

that some clients were willing to sacrifice a fee reduction in order to obtain higher quality 

service of industry specialists (Pearson & Trompeter, 1994, p.130).  

In the literature the auditor switching was taken into account in models of audit fees. The 

most common proxy is a dummy variable which reflects recent changes of auditors. Some 

research considers in the model a change during one year, while other take into account 
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changes over three years. Regardless of the period, dummy variables indicate that if auditor 

is new then there is a probability of lower fee (Hay et.al., 2006, p.176).  

4.1.7 Degree of competition  

Several studies investigated associations between the degree of competition and audit fees. 

The majority of them found evidence that audit fees decrease during the period of 

heightened competition in the audit market. Simunic (1980) argued that the competition in 

the market for audit service exists, especially for larger firms. He suggested that the big 

firms “enjoy scale economies which are passed on as lower prices to auditees” (Simunic, 

1980, p.188). Maher et. al. (1992) supported Simunic’s results. They studied behavior of 

audit fees over the period of increased competition in the audit service market. The study 

investigated audit fees between 1977 and 1981. This interval covered the period of changes 

in the auditing competitive environment. During this period the federal investigation of the 

competitive environment in the market of audit service was conducted, which resulted in 

some changes in the accounting profession. In the end of the period these changes were 

coupled with economic decline. The results showed that audit fees decreased significantly 

during the period of increased competition in the audit market.  

Pearson & Trompeter (1994) obtained results, which were consistent with previous 

findings. They studied the association between a concentration of auditor firms and the 

level of competition. The study was motivated by two arguments. The first was that the 

high concentration may result in lower competition, which can imply higher fees and a 

lower quality of service. These circumstances are thus unfavorable for clients. The authors 

based this argument on oligopoly theories, which imply that in highly concentrated 

industries there is a probability of price agreement among suppliers. The second argument 

is the opposite. The high concentration may make the audit firms to provide service of 

enhanced quality at lower price. The researchers based this argument on possible 

economies of scale (Pearson & Trompeter, 1994, p.115). The result indicated the inverse 

relationship between high competition (high concentration) and audit fees, which means 

that the higher competition results in lower fees.  

In contrast to prior findings, Iyer & Iyer (1996) did not find any significant relationship 

between concentration and audit fees. They studied behavior of audit fees during a period 

of mergers among the Big Eight audit firms in the UK. During the period of mega-mergers, 

clients expressed concern about decreased competition on the market, which would 

increase audit fees. The concentration on the audit market increased after mergers. 

However, the result did not show any significant growth of audit fees (Iyer & Iyer, 1996, 

p.131). 

Abdel-khalik (1990) studied a relationship between competition on audit market and 

economic conditions in different regions of the US. Based on his examination, he argues 

that economic downturn reduces demand for audit service and increases competition among 

accounting firms. On the contrary, economic growth increases the demand for audit service, 

providing opportunities for new audit firms to enter the market, which makes competition 

less intensive (Abdel-khalik 1990, p. 300). 
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The economic downturn may create a temporary overcapacity since the replacement of 

experienced labor occurs not immediately, and is expensive. Audit firms have to adapt to 

the changes gradually. The firms would likely respond to such circumstances by lower 

prices (at least in the short term) in order to facilitate restoration of their staff carrying 

expenditures. In contrast, in the case of economic growth the firms would operate at full 

capacity. In this case, the firms are expected to have higher “monopoly power” and clients 

are more likely not be able to negotiate for lower prices (Abdel-khalik 1990, p. 300). 

4.2 Relationship between non-audit fees and audit fees 

The relationship between non-audit and audit services has attracted a lot of attention in the 

literature during the last three decades. During this time research were conducted in 

different countries, studying the impact of various factors on the association between two 

types of services. 

4.2.1 Initial research  

Simunic (1984, p.680) suggested that provision of both audit service and management 

advisory services (MAS) will result in “knowledge externalities or spillovers” and reduce 

the total cost for the client. Simunic assumed that the process of knowledge spillover can be 

complex and have different effects: “(1) knowledge may flow from auditing to MAS, or 

MAS to auditing, or in both directions; (2) the fixed cost, variable cost, or both costs of the 

services can be affected; (3) the knowledge spillover may be client-specific or general” 

(Simunic, 1984, p.681). If the cost is reduced, the fee level of either non-audit or audit 

services can change depending on the price elasticity of demand for these services.  

To examine the effect of knowledge spillover, Simunic compared two situations: when 

MAS and audit service were purchased from the same supplier and from different suppliers. 

The study covered the period of one year (December 1976 - December 1977). Simunic used 

the sample of 397 US publicly held companies. He included only companies purchasing 

services from a Big Eight firm to provide the homogeneity. The firms, whose assets were 

more than $3 billion, were excluded as size outliers. In total, 263 companies met these 

criteria. Simunic assumed that both audit and non-audit fees could increase with the size of 

the organization. Thus a “spurious partial correlation” could arise between two types of 

fees. In order to avoid this correlation, he divided the companies in two groups (larger 

companies and smaller companies) in accordance to their assets value (Simunic, 1984, 

p.690).  

The result showed that audit fees for clients who purchased both services from the same 

supplier were significantly higher than for those clients who did not do so. Simunic 

interpreted the increase of fees by “beneficial knowledge spillover between services” 

(Simunic, 1984, p.699). He pointed out that the degree of competition between audit firms 

is a critical factor in order to benefit from knowledge spillover (Simunic, 1984, p.681). If 

competition is high, the effect of knowledge spillover can be passed on to the client in the 

form of lower price for audit service. At a lower competition, the cost efficiencies from 

joint provision of audit service and MAS can be retained by the auditor.  
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After this research a lot of other studies were conducted testing the association between 

audit and non-audit fees and providing different explanation for this association and 

different views on the existence of “beneficial knowledge spillover” between audit and 

non-audit services.  

4.2.1 Subsequent investigating of the association between audit and non-audit 
fees 

Palmrose (1986) further explored the relationship between audit and non-audit services. 

Her study was different in a way that she included all non-audit services (tax, accounting-

related MAS, and non-accounting MAS). She analyzed 298 US public and closely-held 

companies, which were also audited by Big Eight. As in the previous research, the time 

span was one year (October 1980 - October 1981). In the study only the companies with 

Big Eight auditors were also included and while large companies (with assets more than 3 

billion) were excluded The result was consistent with Simunic’s (1984) results. Palmrose 

found a significant positive relationship between audit and non-audit fees.  

Davis et.al. (1993) among other things also tested the relationship between expenditures on 

two types of services. He examined the sample of 98 US companies. The result was 

consistent with Simunic’s and Palmrose’s research indicating the positive association 

between audit non-audit fees. 

The above studies have proved the positive association between audit and non-audit fees in 

the US. The studies entailed similar research in other countries.  

Barkess & Simnett (1994) conducted the study in Australia. The research purpose was to 

investigate whether there is a relationship between audit and non-audit services provided by 

incumbent auditor in Australian setting. They drew the sample from 500 publicly listed 

companies for each year from 1986 to 1990. The total number of observations was 2,094. 

The result indicated a positive relationship between expenditures for audit and non-audit 

service. 

Ezzamel et.al conducted two studies in the UK. First research was done in 1996. The 

motivation for the study was to test whether the positive relationship between audit and 

non-audit fees existed in the different market conditions in the UK. The sample included 

361 UK quoted companies. The investigated time period covered one year (1 October 1992 

- 30 September 1993). The result was consistent with the US studies, indicating a 

significant positive association between audit and non-audit fees. In addition, the study 

revealed that non-audit service provided a main source of income for audit firms, calculated 

to be about 87% of total audit fees (Ezzamel et.al, 1996, p.13). In their second study 

(Ezzamel et.al., 2002) they investigated the sample of 193 companies, which presented 

17% of the total population of UK quoted companies. The data was based on 1994/95 years 

ends. The result concerning the relationship between audit and non-audit fees was 

consistent with their previous study. 
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Firth (Firth, 1997) examined the relationship between audit and non-audit fees in Norway, 

there the similar studies were not conducted previously. The study covered the time span of 

two years (1991-1992). The sample was formed by all listed companies, exclusive banking 

companies because of their different structure. The remaining 157 companies represented 

75% of all listed companies. The finding was consistent with the results of Simunic (1984), 

Palmrose (1986) and Davis et.al. (1993) in the US.  

In 2002 Firth (2002) conducted more extensive study, analyzing 1,112 non-financial 

companies listed on the International Stock Exchange in 1996. A positive relationship was 

supported again.  

The Danish study (Thinggaard &Kiertzner, 2008) was conducted in the interesting 

institutional setting, which required two independent auditors for each listed company. The 

research was based on the sample of all 126 listed in 2002 non-financial companies. The 

result indicated a positive significant association between two services.  

The great majority of the studies that have investigated the association between audit and 

non-audit fees have reported a positive significant relationship between these variables. 

However, there are some studies that did not support the significance of such association.  

Abdel-khalik (1990) studied 84 US companies in 1987. The results he obtained (Abdel-

khalik, 1990, p.320) were consistent with his expectations in “that it would not be rational 

for clients to pay higher audit fees simply because they also pay the firms of their auditors 

additional sums of money for MAS”. Abdel-khalik explained the variability in audit fees by 

additional efforts required from the auditor. O’Keefe et.al. (1994) examined the data of 249 

US audit engagements in 1989 in order to test the relationship between different client 

characteristics and audit efforts. The finding also did not indicate any significant 

relationship between audit and non-audit services.  

As well as two above studies, the more recent study (Krishnan & Yu, 2010) was conducted 

in the US. The association between audit and non-audit fees was investigated during the 

period 2000-2006. Their sample was much larger than in all the previous studies and 

included 11,899 firm-years and 3,110 firms. The result showed a strong and significant 

negative relationship between audit and non-audit fees. 

The above research was conducted in different time and business environment. The greater 

part of the results was consistent with Simunic’s finding providing the evidence for the 

positive association between two types of fees. The positive association was supported in 

different countries, while the results indicating no relationship or negative association were 

reported only from the US. It can be explained by the fact that the problem was studied in 

that country on a larger scale, while in Norway or Denmark only one study was conducted.  

The majority of research covered the period of one year. Several studies (Firth 1997; 

Ezzamel et.al., 2002) investigated the fees during a two years period. Two studies (Barkess 

& Simnett, 1994; Krishnan & Yu. 2010) examined the relationship during considerably 

longer periods and obtained opposite results.  
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The samples size was various. The smallest one included 98 companies (Davis et.al., 1993) 

while the largest one included 11,899 firm-years and 3,110 firms (Krishnan & Yu. 2010).  

Since the reason for the positive relationship between audit and non-audit fees remained 

unclear, Firth (1997, p.524) argued that more research “using larger or longer time period 

data sets is needed to investigate the relationship between audit fees and consultancy fees”. 

The recent study (Krishnan & Yu. 2010) meets both these criteria and therefore it is 

possible to suggest that the result of this study is more reliable. 

4.2.2 Explanations of the association between two types of fees   

Since the positive relationship has been proven in many studies, numerous attempts have 

been made to give an explanation for this association. The researchers were however agreed 

upon the fact that it is difficult to find any logical reason for this phenomenon. Firth argued 

that “there appears to be no plausible reason for the positive association between audit fees 

and consultancy fees” (Firth, 1997, p. 524). To provide a clear interpretation of the positive 

association between two services still remains challenging.  

In this regard, the effect of knowledge spillover was debated most frequently. This will be 

discussed in more details in the next subchapter. Besides, researchers tried to find some 

other factors, which may influence this relationship.   

Simunic (1984, p.681) pointed out to the importance of competition on the market. He 

argued that in highly competitive market the profit from joint provision of audit and non-

audit services can be passed on to the client while in lower competitive setting the profit 

can be retained by the auditor.  

Palmrose suggested (1986, p.410) that non-audit service can involve changes in the 

organization which can engage changes in the control and accounting systems. These 

changes will require additional efforts from auditors. In such case, fees for audit service 

could be higher despite the audit was conducted by incumbent or non-incumbent auditor.  

Palmrose’s speculation about additional audit efforts, which can raise the cost of audit 

service, has motivated Davis et.al. (1993) to test the relationship between non-audit 

services and audit efforts. In order to examine this relationship they used the companies’ 

billing records, working papers and memos of audit planning. On the base of these 

documents three measures of audit efforts were applied: “unweighted audit hours, audit 

hours weighted by billing rate ratios, and audit hours weighted by billing rates” (Davis 

et.al., 1993, p. 136).The test of the relationship between non-audit service and audit efforts 

was proved to be positive, showing that the purchasing of non-audit service requires 

additional work from the auditors.  

Firth (2002) examined the impact of company specific events on the relationship between 

fees paid for audit and non-audit services. The researcher based his study on the assumption 

that specific events can increase a demand for non-audit service and at the same time they 

involve more audit service. The specific events he investigated included new accounting 

and information systems, mergers and acquisitions and business restructuring. The author 

claimed (Firth, 2002, p.667) that mergers and acquisitions require a lot of additional efforts 
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to make such activities successful. The companies may seek help from accounting firms 

consultants to assist them during the planning period and during the more important post 

event period. For instance, consulting procedures can concern adjustment of acquired 

firm’s information and accounting systems to the acquirer. Other consulting assignments 

can include rationalization of business processes, reorganization procedures, and 

introduction of new strategies. Firth argued (2002, p.668) that above arrangements involve 

more auditing. In cases of mergers and acquisitions the auditor has to learn new accounting 

systems, which requires more efforts from the auditor. Additional efforts for auditing 

consolidation exercises can also be required during the few years after acquisition (Firth, 

2002, p.682). In the case of new accounting and information systems the auditor has to 

make greater efforts to learn the new system and develop new audit procedures. Corporate 

restricting will require more auditor’s effort since it requires learning of a new 

organizational structure and its effect on the financial accounts. The result indicated a 

significant positive relationship between audit and non-audit fees when specific events take 

place. The author explained the finding by a growing need for both type of services, which 

such events involve.  

Some researchers focused on determinants of non-audit fees. Ezzamel et.al. (1996) argued 

that there is a lack of information about different components of non-audit fees which can 

affect, both directly and indirectly, audit fees. They addressed this gap in their second study 

(Ezzamel et.al., 2002).This research aimed to fill this gap using “more refined 

classification” of non-audit service. The financial service showed to be significantly and 

positively associated with audit fees in all samples. Krishnan & Yu (2010) investigated the 

impact of tax service on audit fees. The analysis showed highly significant negative 

relationship between tax services and audit fees. 

Solomon (1990) identified some other explanations for positive association between non-

audit and audit fees. A first reason can be that “unhealthy” firms can require greater amount 

of non-audit service along with increased quantity of audit service. Another possible reason 

is the degree of competition on the market for non-audit service. Solomon cites the 

situation when the market for non-audit service is monopolistic while the market for audit 

service is competitive. He argues that buying the services of the monopoly non-audit 

service supplier, “the client may be willing to pay a higher fee than would be paid if only 

the audit services were purchased” (Solomon, 1990, p. 324-325). The third explanation 

refers to the internal dynamic of audit firms. In the case of joint provision of both services, 

audit partners may have incitement to increase the internal profit. They may, therefore, 

influence the fee of “somewhat arbitrary” categorizations of non-audit service, increasing 

thereby the price for audit service.  

4.2.3 Different views on knowledge spillover  

Simunic (1984) was the first who assumed the effect of knowledge spillover, which can 

arise from the joint provision of two services. He suggested that the joint provision of both 

audit and non-audit services can be more efficient since rendering one service, the auditor 

obtains knowledge about the client’s business, which can enhance the quality of other 

service. The joint provision can thus create a synergy effect, which can reduce the total cost 

if both services are provided by the same supplier (incumbent auditor). This synergy effect 
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was called knowledge spillover. Simunic suggested that knowledge spillover can be either 

passed on to the client in the form of lower price or retained by the auditor. Which of two 

alternatives will take place depends on price elasticity and the degree of competition on the 

market (Simunic, p.687). Therefore, the relationship between audit and non-audit services 

can also theoretically depend on price elasticity and competition. Since then knowledge 

spillover has been studied by different researchers and various points of view have been 

expressed. 

Abdel-khalik (1990) suggested that two factors have a decisive influence on who will 

benefit from knowledge spillover. He argued that the client may not gain on joint provision 

if one or both conditions take place.  

1. It is very expensive to change auditors. The cost includes both searching and adapting to 

auditor change. 

2. Competitive conditions allow the auditor to keep rents.  

In other words, if the client realizes that in case of changing the auditor, he/she will have to 

pay the same amount (including cost of search and adjustment), the client will prefer to 

purchase both services from the same supplier. Such situations enable auditors to keep the 

cost saving from knowledge spillover as monopoly rent (Abdel-khalik, 1990, p. 297).  

Palmrose (1986) presumed that there should be no knowledge spillover between audit and 

non-audit services and included both incumbent and non-incumbent suppliers of non-audit 

service in her research. Her results indicated the significant positive correlation between 

audit and non-audit services regardless the provider was incumbent or non-incumbent 

auditor. The result for small firms sample showed that audit fees were even higher when 

non-audit service was purchased from non-incumbent suppler (Palmrose, 1986, p.406). 

This fact, thus, cast doubt on the explanation of the positive relationship between two 

services by “beneficial knowledge spillover”.  

Davis et.al. (1993) were motivated by Simunic’s assumption about the effect of the price 

elasticity of demand. Researchers (1993, p. 136) assumed that “if the demand for auditing 

is elastic, the observed increase in audit fees and effort could be driven by demand for more 

auditing by purchasers of non-audit services (e.g., in substitution for internal control) as the 

result of auditors passing on cost savings from knowledge spillovers”. They aimed to 

examine whether “auditors are able to retain some of the cost saving, and thereby earn 

economic rents in the form of higher fees for a given level of audit effort”. However, they 

did not find evidence that possible existence of spillover can allow auditors to benefit from 

the joint provision of both services and earn economic rents (Davis et.al., 1993, p. 149).  

However, Pong & Whittington (1994) claimed that demand, at least for audit service, is 

inelastic. “An audit is a statutory requirement and the minimum standard of the audit is laid 

down by statutory and professional standards” (Pong & Whittington, 1994, p. 1073-1074). 

They argue that demand for audit service largely depends on the quantity of work required 

which is in turn determined by the size of the company. Ezzamel et.al. (2002, p.14) in their 

study proceeded from the assumption that demand for audit service is inelastic. They 

doubted the fact that the cost saving effect from joint provision of audit and non-audit 

services can be passed on to the client. The authors further suggest that spillover effects can 

serve as an additional explanation for the positive relationship between audit and non-audit 
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fees in the case of complexity, client-specific differences or events that may cause a greater 

purchasing of service. To such events they refer acquisitions, disposals, and reorganization. 

Wu (2006) presented a model where both markets for audit and non-audit services were 

oligopolistic. The author claimed the existence of oligopolistic competition on each on two 

markets. Auditors providing both audit and non-audit services will take into account 

oligopolistic competition in each of these markets. Oligopolistic competition on market for 

the audit service will influence auditor’s behavior on the market for non-audit service and 

vice versa. Since competition on both market will be mutually influence each other, Wu 

called it “competition crossovers” (Wu, 2006, 233). He argues further that even though 

scale economies due to knowledge spillovers are favorable for auditors, such benefits can 

encourage auditors to implement aggressive competitive strategies (for example, decrease 

of price) to “damage” some or all auditors. Therefore, a trade off arises between two 

economic effects: competition crossovers and knowledge spillovers. The trade off may 

prevent audit firms from reducing the audit price even thought providing non –audit service 

makes it possible to decrease audit cost. Based on these arguments, Wu suggest that 

competition-crossover effects can complicate finding of empirical evidence for beneficial 

knowledge-spillover.  

Krishnan & Yu (2010) conducted several analyses to examine the effect of knowledge 

spillover in different situations. One analysis showed highly significant negative 

relationship between tax services and audit fees. This fact implies the effect of knowledge 

spillover from audit to tax service. Another analysis was conducted to test the possible 

economies of scale effect for the large and the small clients. The results revealed that the 

possibility to benefit from knowledge spillover is greater for the large client than for the 

small one. Third analysis was conducted to explore the degree of beneficial knowledge 

spillover for more and less important clients. The importance of clients was measured as 

the ratio of total fees paid by the client during the year to total fees received by the auditor 

during the year. The finding revealed significant knowledge spillover for important clients. 

Thus, the results obtained for nearly three decades, are contradictory. The time has shown 

that the theoretically formulated effects of knowledge spillover are difficult to prove 

empirically. Various points of view still represent rather guesses and assumptions than 

clearly formulated statements. The existence of this phenomenon, however, is not denied in 

the majority of the studies. The main problem is probably in the ”thin”, hard perceptible 

nature of this effect, which can be influenced by multiple factors.  

4.3 Hypotheses development 

As mentioned in the introduction, the present study addresses whether changed 

macroeconomic conditions affect the correlation between audit and non-audit fees as well 

as their ratio. From the above paragraphs follows, that the positive correlation between two 

services has been proven in the great majority of studies (e.g. Simunic, 1984; Palmrose, 

1986, Ezzamel et. al., 1996; Firth, 2002; Thinggaard &Kiertzner, 2008). However, a few 

studies found no significant relationship (e.g. Abdel-khalik, 1990; O’Keefe et.al.,1994) and 



RELATED THEORIES AND HYPOTHESES DEVELOPMENT 

 

29 

 

the most recent research indicated the significant negative relationship between two 

services (Krishnan & Yu, 2010).  

In the literature several possible reasons were speculated to account for the positive 

correlation between two types of expenditures, but consensus was not reached. Firth 

suggested in this regard, that large sample and longer time periods may shed some light on 

the problem (Firth, 1997, p. 524). A characteristic feature of most previous studies is that 

they covered a short time period. The most frequently studied period is one year, in a few 

projects the fees have been studied during two years. Only two studies were identified, 

covering longer periods. Barkess & Simnett (1994) studied the association between two 

services in Australia during 1986-1990 and received evidence of positive correlation. 

During the longest time period (2000-2006) the fees were examined by Krishnan & Yu 

(2010) in the US. Their result showed the significant negative correlation between fees for 

two services. The studying of fees for multiple years has allowed Krishnan & Yu to build 

up a panel dataset. The main advantage of panel data estimation is that it “reduces the 

endogeneity bias and produces consistent results” (Nikolaev & van Lent, 2005).  

The foregoing discussion gives ground for assuming that the results obtained for a short 

period are less reliable than those for a longer one. Since the results of studies covering 

longer time period are contradictory, more research is needed to obtain more consistent 

results. Investigation the relationship between audit and non-audit fees during a longer time 

period may also enable to identify factors affecting this relationship. 

Despite the great amount of research on this topic, it has never been studied how 

macroeconomic events may affect this relationship. However, some of the previous studies 

allow us to assume that periods of economic downturn may affect the relationship between 

audit and non-audit fees.  

Periods of an economic downturn are generally characterized by a sharp decline in demand 

for products, which in turn can lead to a sharp decline in the liquidity of the company. In 

order to adapt to the changing situation, companies have to restructure their operations. 

Sales or acquisition of enterprises can also take place during the crisis. The restructuring, 

acquisitions and other changes occur infrequently. Therefore, companies’ own experience 

is usually not sufficient and thus does not allow them to carry out such changes without any 

additional help. This means that the demand for non-audit services may increase. On the 

other hand, the reduction in solvency may prevent companies from buying non-audit 

services. In such situation, the demand for non-audit service will decrease.  

Firth (2002) showed that when specific events (like mergers, acquisitions and business 

restructuring) take place, increased purchasing of non-audit service leads to greater need for 

auditing. This happens because the specific events often involve adjustments of the client’s 

accounting and the information systems. The auditor has to learn the effects of changes on 

accounting system, which requires more efforts from the auditor. Increase of efforts results 

in increase of auditing cost. Palmrose (1986, p. 410) also suggested that if purchasing of 

non-audit service caused by changes in the organization, it will require more effort from the 

auditor to conduct the audit. Consequently, the correlation between audit and non-audit fees 

will likely be positive. Firth and Palmrose, Solomon (1990) associated the positive 
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relationship between two services with greater amount of required efforts. But the reason he 

provided for the increased efforts was the “unhealthy” state of the firm.  

However, different researchers (e.g. Simunic, 1984; Maher et.al., 1992; Pearson & 

Trompeter, 1994) pointed out that the critical factor influencing the price of audit and non-

audit services is the degree of competition on the market. Maher et.al. (1992) examined 

audit fees during the period of increased competition on the market. The result showed a 

significant decrease of audit fees during this period. Abdel-khalik (1990, p.300) studied the 

relationship between competition on audit market and economic condition in different 

regions of the US and argued that economic downturn reduces demand for audit service and 

enhances competition among accounting firms. In order to deal with the temporary 

overcapacity of experienced labor, the company would likely decrease the audit price. 

Moreover, Abdel-khalik suggested that during an economic downturn the clients are likely 

to be able to negotiate for a lower price for service. During an economic growth situation is 

the opposite.  

If we look at the relationship between two types of fees from the viewpoint of knowledge 

spillover, we can assume that the effect of knowledge spillover may also be influenced by 

the crisis. According to Simunic (1984, p.687) the effect can theoretically depend on price 

elasticity and competition. If competition is high, the effect of knowledge spillover can be 

transferred to the client in the form of cost saving. If the competition is low, knowledge 

spillover will be retained by auditors in form of rent. From above discussion follows that 

the degree of competition is likely higher during crisis. However, there is a lack of studies 

about price elasticity during the crisis. Pong & Whittington (1994) argue that the demand 

for audit service is inelastic since there is a statuary requirement for the audit. This means 

that the demand for audit service does not fluctuate much. However, demand for audit 

service can be affected by macroeconomic conditions. Sharp declines in products demand 

can, in worst case, lead to bankruptcy of companies, which is rather frequent phenomenon 

during the crisis. Bankruptcies can cause a fall in the demand for audit. Decline in the 

demand can increase competition between audit firms, which can lead to lower audit cost. 

Literature does not provide any evidence about the elasticity degree of demand for non-

audit service. During an economic crisis companies have to adjust their business to the 

changed economic conditions. This means the growing need in non-audit service. At the 

same time, the liquidity of companies is lower during crisis. Therefore, it can be expected 

that companies will be very sensitive to the price change. Audit firms can in turn reduce 

price of service in the short run in order to deal with overcapacity. It can, thus, be expected 

that companies will purchase non-audit service at a lower price during the crisis.  

On the basis of foregoing discussion it can be assumed that the effect of knowledge 

spillover can be passed on to the client in form of lower price. However, as it was argued 

previously, the effect of knowledge spillover is a complex phenomenon and can be affected 

by a numerous factors. Wu (2006) argued that if oligopolistic competition exists on each of 

both markets, market for audit service can influence the market for non-audit service and 

vice versa. A trade off arises between two economic effects: competition crossovers and 

knowledge spillovers .The trade off can force auditors to change their behavior. As a result 

the effect of knowledge spillover can be ”neutralized” by the effect of competition 
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crossover. Thus, it is difficult to predict the effect of knowledge spillover during economic 

crisis.  

During crisis the risk in companies can increase. It was argued, that auditor charge the risk 

premium from listed companies with increased risk. However, there is no evidence that fee 

premium is charged from the distressed clients. Moreover, there is evidence that clients 

who make losses pay lower fee for service (Niemi, 2002). During the period of economic 

recession it is common that companies are distressed or making losses. Therefore, it can be 

expected that service price for such companies will be reduced.  

The above discussion indicates that an economic downturn can affect the relationship 

between audit and non-audit service. Nonetheless, it is difficult to predict the scenario of 

this influence due to the complex interaction of variety of factors. 

In the present study I will investigate whether the relationship between fees for audit and 

non-audit services is positive in Sweden as in many other countries. Furthermore, I 

hypothesize that the relationship between fees and fee rations changes and this changes 

accompany changes in macroeconomic conditions. I believe that the examination of fees 

during a longer period will make it possible to obtain more reliable and consistent results.  

The following discussion leads to my hypotheses: 

H1: The relationship between audit and non-audit fees is positive in Sweden. 

H2: The changed economic conditions affect the relationship between audit and non-audit 

fees.  

H3: The financial crisis influences the ratio of audit fees. 

H4: The financial crisis affects the ratio of non-audit fees. 
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5. RESEARCH METHODOLOGY  

In this chapter I explain my methodological choice and describe how I conducted the study. 

 

5.1 Choice of topic  

The study of fees was originally not an obvious choice of subject for me. This subject was 

chosen after I listened to Tobias Svanström’s lecture about research in auditing, where he 

pointed out possible research areas. After choosing the subject, I have read a body of 

literature concerning the field and became especially interested in the relationship between 

audit and non-audit fees. Of particular interest was the fact that audit and non-audit fees are 

not correlated in that way as many researchers have expected and the logical explanation of 

such association remains unclear. The complexity of phenomenon and the fact that 

numerous factors can influence this relationship provided an additional motivation. It was 

challenging for me to make my own contribution to studying this phenomenon. The recent 

financial crisis has made me think that an economic downturn can influence the 

relationship between two fees due to changing needs of companies. Then I started looking 

for whether any studies were conducted on this topic. There were no studies about this 

subject. However, there was some research, which indirectly indicated that economic crisis 

can affect the correlation between the two types of expenditures. Then I decided to embark 

on this fascinating journey! 

5. 2 Philosophical framework 

Since the researcher develops the knowledge in a particular field, it is very important to 

understand the nature of that knowledge. The research philosophy we adopt reflects our 

way to see the world. The assumptions which are the basis of the adopted philosophy will 

support our research strategy and research methods (Saunders et.al., 2009, p. 107-108).  

5.2.1 Preunderstanding 

The whole research process is influenced by the author’s perceptions of the world (Quinlan, 

C., 2011). Our world picture is affected by our knowledge, experiences and personal 

values. My study of accounting/auditing on the basic and the advanced levels laid the 

foundation for understanding of the accounting/ audit concept as well as aroused a general 

interest for the field. Meeting the auditors at the time of the bachelor thesis writing as well 

as guest auditor lectures provided a deeper insight into the audit profession. 

5.2.2 Ontology 

Ontology concerns the nature of reality (Saunders et.al., 2009, p.110). The key point is the 

way to see social entities. The first aspect, objectivism, implies that social entities “exist in 

reality external to social actors” (Saunders et.al., 2009, p.110) and we cannot “reach or 

influence” them (Bryman & Bell, 2011, p. 21). Therefore, social phenomena exist 

http://www.adlibris.com/se/searchresult.aspx?search=advanced&author=Christina%20Quinlan&fromproduct=true
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independently of social actors. According to the second aspect, constructionism, social 

phenomena are created by social actors “from their perception and actions” (Bryman & 

Bell, 2011, p. 20). Thus, it is important for researchers to explore the subjective motives of 

social actors’ actions in order to be able to understand their actions (Saunders et.al., 2009, 

p.111). Constructivism implies that social phenomena are not only produced by social 

actors but they are in constant state of alteration (Bryman & Bell, 2011, p. 22). Therefore, 

social phenomena are highly dependent of social actors.  

In the present study the author has an objective view of reality. Since the study will explore 

how the relationship between audit and non-audit fees and their ratios are affected by 

different economic conditions, the focus will be made on analyzing of data from 

companies’ annual reports over different time periods. All information will be expressed in 

numbers and possible changes of those numbers over defined time periods will be analyzed. 

These analyses do not require exploration of any subjective motives. Therefore the 

relationship between two types of fees will be considered as an external phenomenon and 

will be analyzed objectively.  

5.2.3 Epistemology 

Epistemology concerns the question on what is the acceptable knowledge in the field of 

study (Saunders et.al., 2009, p. 112). The most important issue in this context is to decide 

whether to apply to study the principal of the natural science. If the researcher adopts the 

philosophical position of the natural researcher, the study mirrors the philosophy of 

positivism. The principle of this philosophy is that only “knowledge confirmed by the 

senses can genuinely be warranted as knowledge” (Bryman & Bell, 2011, p. 15). The 

philosophy implies that a researcher develops existing theories by generating and testing of 

hypothesis. The test of hypothesis is based on the facts, which the researcher has gathered 

(Saunders et.al., 2009, p. 113). With the positivist approach it is very important that the 

researcher remains “value-free” as far as possible and is not affected by the research issue 

when he/she is analyzing the data (Saunders et.al., 2009, p. 114).  

Another philosophical position is realism. This philosophy implies that the reality is quite 

independent of the human mind (Saunders et.al., 2009, p. 114). As well as positivism, 

realism is assumed to develop the knowledge. Realism is different from positivism in a way 

that realism assumes the understanding of data. There are two types of realism: direct and 

critical. Direct realism implies that what we experience through our senses represent the 

world exactly. Critical realism says that what we experience is not the real world itself, it is 

our internal interpretation.  

Interpretivism is a philosophical position which emphasizes the importance of 

understanding differences between humans as social actors. Interpretivism implies that the 

roll of people in social sciences is completely different from that in the natural science. 

According to this philosophical position, the researcher should understand the actions of 

others and try to see the world from their point of view (Bryman & Bell, 2011, p. 16; 

Saunders et.al., 2009, p. 116).  

In the present study I have adopted the positivistic philosophical position. The reason for 

this choice was that the issue which I plan to investigate requires usage of natural science 
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methods. Since I test the relationship between audit and non-audit fees, I will statistically 

analyze the monetary size of each type of service for different companies during the 

defined time periods. The results of the regressions models and fee ratios will form the 

basis for my conclusion. My research does not address internal motives of management and 

auditor while choosing the level of fees for two services. Therefore, my task in this research 

is to logically explain and interpret the statistical results, remaining unbiased as much as 

possible.  

5.3 Research approach  

Depending on the relationship between theory and research, there exist two main research 

approaches: deduction and induction.  

Deductive approach is attached to positivism and involves the development of a theory 

(Saunders et.al., 2009, p. 124). This approach implies that a researcher, based on what is 

known about the phenomenon, generates hypothesis, which will be tested by the empirical 

study (Bryman & Bell, 2011, p. 11).  

Saunders et.al. (2009, p. 125) pointed out several important characteristics of deductive 

approach. Firstly, the research aims to study “causal relationship between variables”. 

Secondly, control variables should be used in the research. Thirdly, well structured 

methodology would be used to make it possible the replication of research. Fourthly, the 

hypothesis would be operationalised in order to be measured quantitatively. Fifthly, the 

adequate sample size should be selected in order to enable generalization.  

Inductive approach is the movement in the opposite direction. This approach is more liked 

to interpretivism and implies that a researcher should understand the nature of the problem 

and formulate a theory (Bryman & Bell, 2011, p. 11; Saunders et.al., 2009, p. 124-126). 

Applying this approach, the researcher is more interested in understanding why something 

is happening than in describing what is happening (Saunders et.al., 2009, p. 126).  

The difference between deduction and induction can be described in terms of two ways of 

establishing the truth. Deduction implies that researcher’s conclusions are based on logical 

reasoning. It does not need necessarily be true, but it is logical. In contrast, through 

induction a researcher draws conclusions from his/her empirical observation (Ghauri & 

Gronhaug, 2010, p. 15).  

Based on the author’s positivistic view, the deductive approach is relevant for this study. 

The purpose of the study is to investigate a causal relationship between two types of fees. 

From the theories concerning the relationship between audit and non-audit services, three 

hypotheses are generated. In order to test these hypotheses, the required information will be 

collected and presented in operational terms. Depending on statistical results, the 

hypotheses will be either confirmed or rejected. Finally, the existing theories will be 

revised (see Figure 6).  
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Figure 6: Stages of deductive research approach 

5.4 Research strategy  

From deductive and inductive perspective, two research strategies are distinguished: 

quantitative and qualitative.  

The quantitative research implies “quantification in the collection and the analysis of data” 

(Bryman & Bell, 2011, p. 26). This research strategy implies that the author has an 

objective view of reality, uses the natural science method and implies the deductive 

approach, emphasizing testing of theories, in his/her study. 

In contrast, qualitative research “emphasizes words rather than quantification in the 

collection and analysis of data” (Bryman & Bell, 2011, p. 27). This type of research 

suggests that the author perceives the reality as a constantly changing phenomenon, which 

is constructed by social actors. In qualitative research, interpretivism is emphasized, which 

implies that findings are interpreted from social actors’ view points. As a consequence, the 

inductive approach, emphasizing generating of theories, is implied.  

The large body of research in accounting/auditing concerns investigation of relationship 

and constructing of knowledge. Such research suggests that reality exists independently of 

social actors and that a researcher adopts the methods of natural science. Furthermore, 

investigations of the relationship requires logical explanations of results rather than their 

subjective interpretation. All these attributes are characteristic of the quantitative research.  

In the center of my study is the relationship between fees for two services. I perceive this 

relationship as external to social actors. In my research I will investigate whether this 

phenomenon is affected by macroeconomic fluctuations. Investigating this fact, I adopt the 

methods of natural science as the most appropriate for my research purpose. Adopting 

positivism, I use the existing theories as a framework for the study. As a consequence of the 

chosen positivist position, the steps of deductive approach will be applied. Namely, 

Hypothesis 
deducing 

Expressing 
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proceeding from the theories, I develop four research hypotheses which will be tested 

empirically. All data in this research will be expressed numerically and analyzed using 

statistical tests. As the deductive approach suggests, the logical explanation of the data will 

be provided. Consequently, the quantitative research strategy is the most appropriate for my 

study. All these steps are illustrated in Figure 7. 

 

Figure 7: Defining research strategy for the present study 

The purpose of this study is to examine the relationship between two types of expenditures 

and their rations. In order to accomplish this study, three hypotheses were developed. For 

hypotheses testing one model was chosen. The chosen model takes into account different 

factors influencing the relationship between the fees. All factors included in the model, will 

be quantified. Next, the quantified data will be processed statistically. The results will be 

objectively analyzed and existing theories will be revised. All these steps are related to 

quantitative research strategy, which is used in this study. 

5.5 Collection of primary data 

Primary sources are “the first occurrence of a piece of work” (Saunders et.al.; 2003, p.51). 

Primary sources include both published and unpublished work. To published sources 

belong reports, publications of government as well as planning documents. Unpublished 

sources include, for example, memoirs, notes and letters (Saunders et.al.; 2003).  

All empirical information for this study was collected from corporate annual reports which 

are, according to the above definition, the primary sources of information. The annual 

reports were downloaded from the official sites of each company. 

Since I used in this study the multiple regressions model with one dependent and ten 

independent variables, I needed, in total, data for eleven variables. In addition, some of the 

measures were supposed to be calculated from the formulas and required a larger number of 

components. Moreover, I needed this information for each of six years. Initially, the 

intention was to obtain the data from the database DataStream. However, it turned out that 

some information was missing in the database. In addition, the information for 2011 for 

many companies was not available because their annual reports were not published yet. 

Many of them are used to publish the annual reports during the last week of April and it 

Ontology   Objectivism

Epistemology  Positivism

Research approach  Deduction

Research strategy  Quantitative 
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was not clear when the information will appear in the database. However, it was important 

to include the information for 2011 in the study. There were two reasons for this. First, the 

intention with this research was, that the study, along with the previous trends regarding the 

development of fees for audit and non-audit services, would reflect the latest tendencies. 

Secondly, in order to get more consistent data with similar amount of observations, I 

intended to explore three periods of equal length. As a precaution, I decided to gather all 

data from the companies’ annual reports.   

Further, in the study reports concerning the situation in the country during the crisis as well 

news letter from the Council were used.  

5.6 Secondary literature sources 

Secondary data are the data previously collected by other researchers/organizations for 

some unrelated purpose (Saunders et.al., 2009). Secondary data can help researchers to 

formulate the research question, solve the research problem and assess the research method. 

Moreover, secondary data provide benchmarking measures, which can be compared with 

the research results (Ghauri & Gronhaug, 2010, p.91).  

Secondary data have two important advantages. Firstly, access to high-quality data (t.ex. 

database) saves costs and the time for researchers. Secondly, many datasets, which provide 

secondary analysis, are of very high quality (Bryman & Bell, 2011, p. 313-314). However, 

there are also some limitations concerning the secondary data, which should be taken into 

account by researchers. The first limitation is that some datasets are extremely complex 

since they include large amounts of respondents and variables. The second limitation 

concerns some sources, which are not properly controlled. The quality of information from 

such sources can be low. It is, thus, important for researchers to be aware about such 

problems and examine the quality of relevant sources (Bryman & Bell, 2011, p. 320-321).  

In order to obtain relevant background information and to build the theoretical frame, 

scientific journals were studied. For this purpose Umeå University Library’s databases were 

used. Additional information was retrieved from newspapers, legislations and some Internet 

slurces. The methodological section is based on methodological books and scientific 

journals. Unofficial Internet sources were not used in the present study.  

5.7 Choice of theory  

The search for the relevant theoretical material was carried out through Umeå University 

Library. Mainly used databases are Business Source Premier and Emerald Fulltext. 

Initially, the purpose was to obtain general knowledge about audit and non-audit fees. Thus, 

key words audit fees and non-audit fees were used at the beginning of the search process. 

When the main research issues in the field were identified and the research topic “The 

relationship between audit and non-audit fees” was chosen, the search process had become 

more specific. Key words like relationship audit non-audit fees were used. Gradually 

through the reading, the key researchers in the field were identified and their studies were 

carefully read.  
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In order to better understand the development of knowledge in the particular field, the 

reading process began with early research and gradually embraced the more recent studies. 

During the reading, the main factors affecting audit and non-audit fees and their 

relationship were identified. Further search of the literature became more intensive. Now, 

the objective was to obtain the deeper knowledge about effects of each factor on audit and 

non-audit fees and their relationship. Therefore, each factor in combination with words 

relationship audit non-audit fees was used as a keyword.  

The articles from academic journals form the basis for the theoretical framework in this 

study. In the introduction chapter, as a complement to scientific studies within particular 

field, the articles from newspapers The New York Times and Svenska Dagbladet were used 

to demonstrate the resonance of the particular problem in the society. In the chapter 

describing the Swedish audit environment, the significant body of information was 

obtained from legislations. The chapter concerning the impact of financial crisis includes, 

beside information from academic articles, the information from Konjunkturinstitutet 

website, the Riksbanken website and the Trading Economics website.  

5.8 Criticism of the literature 

The main source of information in the present study represents academic articles. This 

source was prioritized in the study since articles from academic journals are peer reviewed, 

and have high creditability of the data. During the selection of articles, the particular 

attention was paid to the journal impact factor and the ratings.  

The impact factor is one of the most important tools for evaluation of a scientific journal. 

The impact factor is a measure, which mirrors how many times the “average article“ from a 

given journal was cited during the particular year (Thompson Reuters Science, 2012). The 

impact factor, thus, shows the importance of the journal within the certain field. The journal 

with the higher impact factor is considered to be more important than the one with lower 

impact factor. 

The impact factor is yearly calculated by Thompson Reuters. The calculation is shown 

below (see Figure 8). 

A= total cites in 2002 

B= 2002 cites to articles published in 2000-2001 (this is a subset of A) 

C= number of articles published in 2000-2001 

D= B/C = 2002 impact factor 

Figure 8: Calculation of journal impact factor 

Source: Thompson Reuters Science, 2012 
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Table 2 : Distribution of journals, used in the study, according to the impact factor 

Journal Impact factor Number of articles 

Journal of Accounting Research  3.346 8 

Journal of Accounting and Economics  2.817 3 

Accounting Review 2.488 7 

Accounting, Organizations and Society  2.337 2 

Contemporary Accounting Research 1.735 10 

European Accounting Review 1.471 2 

Auditing: A Journal of Practice and Theory 1.021 7 

Accounting and Business Research 0.683 4 

Journal of Business Finance and Accounting 0.549 3 

Source: the data is retrieved from the Web of Science database 

Two articles concerning financial crisis are from journals “The Word Economy” and 

“Problems of Economic Transition”. Both the journals are peer reviewed and have impact 

factors 0.878 respective 0.536.  

A number of universities provide rating for accounting and finance journals. All of them 

allocate journals into four rating groups. The name of groups differs slightly. Some of them 

are called as groups A+, A, B+, B. Other use another nomenclature. Despite differences in 

the title group, journals contained in them are mostly the same. Only small deviations can 

occur. I chose the rating which was allocated by Pennsylvania State University committee 

of the Department of Accounting and Finance (Pennsylvania State University, 2010). They 

categorized journals within the discipline into following groups: Elite, High Quality, 

Quality and Support. The explanation of each category is provided below. Furthermore, 

the number of journals used in each category is specified. The tables included only those 

journals, which were used in the present study. 

Elite: This category includes the journals, which are considered by universities as leading 

journals in a given discipline. These journals are regarded as of highest quality/visibility 

journals in the field. The category includes totally 7 journals in the discipline. In the study 5 

of them were used (see Table 3). 

Table 3: Journals of the Elite category 

Journals used in the study Quantity of articles used in the study 

Accounting review 

Accounting, Organizations and Society  

Contemporary Accounting Research  

Journal of Accounting and Economics  

Journal of Accounting Research 

 

 

28 

High Quality: This category comprises the journals, which are generally viewed as high 

quality/visibility journals in the field. These journals meet the considerable technical or 

theoretical requirements. These journals are recognized by distinguished academic peers as 

high quality sources for research. Universities consider these journals as “A” journals, 



RESEARCH METHODOLOGY 

 

40 

 

which are slightly below “elite”. In total, 15 journals are included in this category. In the 

present research articles from 4 journals of this class were used (see Table 4).  

Table 4: Journals of the High Quality category 

Journals used in the study Quantity of articles used in the study 

Accounting and Business Research  

Auditing: A Journal of Practice and Theory  

European Accounting Review  

Journal of Business Finance and Accounting 

 

18 

Quality: Journals in this category are regarded as quality sources. However, their visibility 

may be lower than the visibility of the journals in the two previous categories. Articles in 

these journals are generally considered as good work, but requirements for such articles are 

less stringent than those for “elite” and “high quality” journals. Many reputable universities 

regard these journals as “A-“, “B+” or “B-“ outlets. The present category contains 29 

journals in the discipline. The research includes articles from 3 journals of this level (see 

Table 5). 

Table 5: Journals of the Quality category 

Journals used in the study Quantity of articles used in the study 

British Accounting Review  

International Journal of Auditing 

Journal of Applied Business Research 

 

6 

Support: Journals in this category are peer reviewed, but the majority of them have quite 

low visibility. The technical requirements for publications are less strict than for above 

journals. This category includes journals that are peer reviewed, but are not related to the 

elite, high quality, or quality categories. In total, 32 journals are included in Support 

category. In the present study two of them were used (see Table 6). 

Table 6: Journals of the Support category 

Journals used in the study Quantity of articles used in the study 

Managerial Auditing Journal  

Applied Financial Economics 

 

6 

The present study is based on 60 printed scientific articles. 58 journals are referred to 

accounting/auditing and included in these four categories. Two journals concern financial 

crisis and are not related to above listed categories. 
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Table 7: Distribution of journals used in the study by category 

Journal category Amount of articles Percentage 

Elite 28 48.3 

High Quality 18 31.0 

Quality 6 10.3 

Support 6 10.3 

 58 100 

According to Table 7, 90 % of journals are related to quality journals. 80 % of them are 

journals of high and very high quality. Only 10% of journals are considered to have lower 

visibility. However, they are also peer reviewed, which means that they meet quality 

standards and they can regarded to be credible. 

The articles which are used in the study are published between 1980 and 2011. The reason 

to include some older research in the study was that they are widely cited, even in more 

recent studies. Table 8 illustrates the citation of earlier articles.  

Table 8: Citation of earlier articles 

Year Author  Article  Cited 

1980 Simunic, D. A. The Prising of Audit services: Theory and 

Evidence. 

184 

1984 Simunic, D. A. Auditing, Consulting, and Auditor Independence. 86 

1984 Francis, J.P. The effect of audit firm size on audit prices 63 

1986 Palmrose, Z-V. Audit fees and auditor size: Further evidence. 105 

1986 Palmrose, Z-V. The Effect of Non-audit Services on the Pricing of 

Audit Services: Further Evidence. 

51 

1986 Francis, J.P. & Stokes, D.J. Audit prices, product differentiation, and scale 

economies: Further evidence from the Australian 

market. 

 

35 

1988 Simon, D.T. & Francis, J.P. The Effects of Auditor Changing on Audit Fees: 

Tests of Price Cutting and Price Recovery. 

66 

1990 Abdel-khalik, A.R. The Jointness of Audit Fees and Demand for 

MAS: A Self Selection Analysis. 

133 

Source: the data is retrieved from the Web of Science database. 

I consider that the presence of important older research in my study is crucial for 

understanding the audit/non-audit fees concept. The research is mainly based on the most 

essential articles in the field including the most recent studies. 

In sum, the present research is, for the most part, based on the high quality journals. The 

articles, included in the study, cover the time span over 30 years. The vast majority of 

earlier studies are extensively cited, which emphasizes their relevance.  
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5.9 Sample selection 

The sample in this study is based on Mid Cap and Small Cap Swedish companies, listed on 

NASDAQ OMX Stockholm in 2012. I hypothesized that these companies due to limited 

financial resources will implement larger financial cuts on non-operational expenses during 

financial crisis. Therefore, the audit services will likely be affected. The companies are 

identified from NASDAQ OMX Nordic Website. The total number of identified companies 

is 195. In accordance with previous studies, financial institutions and utilities are excluded 

from consideration because of their different assets structure. The sample without financial 

companies and utilities includes 166 companies. Since the main goal of the study is to 

investigate the impact of different economic conditions (which are clearly defined as 2006-

2007, 2008-2009 &2010-2011) on fees, it is important that the studied companies have the 

same fiscal
2
 year. The largest part of the companies has a fiscal year, which corresponds to 

calendar year. In order to provide more consistent results, only those companies which 

fiscal year is between 1 January and 31 December are included in the sample. The final 

sample consists of 136 companies, which represents 70% of Swedish Mid Cap and Small 

Cap companies. Figure 9 illustrates distribution of the sample by industries.  

The companies’ data for years 2006 - 2011 was obtained from the companies’ annual 

reports. In accordance with Krishnan & Yu (2010), firm-year observations, which have 

missing variables, were excluded from the sample. The sample consisted of 131companies 

in 2006, 135 in 2007, 137 in 2008, 137 in 2009, 137 in 2010 and 136 in 2011. The total 

number of observations is 813. 

Table 9: Sample distribution by year 

Year Number of observations % 

2006 131 16.11 

2007 135 16.61 

2008 137 16.85 

2009 137 16.85 

2010 137 16.85 

2011 136 16.73 

Total 813 100.00 

 

 

 

 

 

 

 

                                                 
2
 Fiscal year is the year, which is covered by financial statement.  
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Figure 9: Sample distribution by industry (%) 

Table 10: Sample distribution by industry 

8 industry classification 

(financial institutions and 

utilities are excluded) 

 

Industry 

Number of firm-year 

observations 

 

% 

1 Technology 178 22.89 

2 Telecommunications 17 2.09 

3 Health care 133 16.36 

4 Consumer services 72 8.86 

5 Consumer goods 95 11.69 

6 Industrials 270 33.21 

7 Basic materials 42 5.16 

8 Oil & Gas 6 0.74 

  813 100 

5.10 Audit fee models and variables 

The initial model, testing the impact of different factors on audit fees, was suggested by 

Simunic (1980). As a result, many studies investigating the determinants of audit fees in 

different countries have been conducted. Results of these studies are discussed in details in 

the theory chapter. The model, used in the present study, is based on years of research in 

this field.  

The effect of non-audit fee on audit fee is measured by the audit fee model. In order to test 

this effect, I used audit fees (AUDIT) as dependent variables whereas non-audit fee and 

other control variables were used as independent variables.  

AUDIT = βo + β1ClientSize+ β2 Complexity+ β3 Risk+ β4 AuditorSize + β5NonaudFee+ e 

The measures for each determinant were discussed in details in Chapter 4. Figure 10 

illustrates these measures. 
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Figure 10: Main audit fee determinants and their variables 

Since it was proven that the relationship between fees and the key independent variables is 

non-linear, dependent and key independent variables are logarithmically transformed. The 

variables are defined in Table 11. 

Table 11: Variables used in the study  

Variable Explanation 

AUDIT Audit fees [SEK thousands] 

LNAUDIT Natural log of the company’s audit fees 

NAF Non-audit fees [SEK thousands] 

LNNAF Natural log of the company’s non-audit fees 

TA Total assets [SEK thousands] 

LNTA Natural log of total assets 

LNSUBS Natural log of the number of Swedish subsidiaries 

LNFSUBS Natural log of the number of foreign subsidiaries 

INVREC Inventory plus accounts receivable, divided by total assets 

ROA Return on assets, calculated as operating income divided by total assets 

LEV 
Total debt divided by total assets 

LOSS A dummy variable is coded 1 if the net profit is negative in previous year, 

otherwise 0 

BIG 4 A dummy variable is coded 1 if auditor is a Big 4 firm, otherwise 0 

INITIAL A dummy variable is coded 1 if the auditor’s engagement is the initial two 

years, otherwise 0 
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auditor

Is it Big 4 or 
not?
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Finally, we arrive at the following regressions model for this study: 

LNAUDIT = βo + β1LNTA+ β2LNSUBS+ β3LNFSUBS+ β4 INVREC + β5ROA + β6LEV 

β7LOSS + + β8 BIG 4 + β9 INITIAL + β10 LNNAF + e 

The model above is the basic model for the study. For each of our investigating periods the 

following models will be used: 

Model 1: 

LNAUDIT2006-2007 = βo + β1LNTA2006-2007+ β2LNSUBS2006-2007+ β3LNFSUBS2006-2007+ β4 

INVREC2006-2007 + β5ROA2006-2007 + β6LEV2006-2007 + β7LOSS2006-2007 + β8 BIG 42006-2007 + 

β9INITIAL2006-2007 + β10LNNAF2006-2007 + e 

Model 2: 

LNAUDIT2008-2009 = βo + β1LNTA2008-2009+ β2LNSUBS2008-2009+ β3LNFSUBS2008-2009+ β4 

INVREC2008-2009 + β5ROA2008-2009+ β6LEV2008-2009 + β7LOSS2008-2009 + β8 BIG 42008-2009 + β9 

INITIAL2008-2009 + β10 LNNAF2008-2009 + e 

Model 3: 

LNAUDIT2010-2011 = βo + β1LNTA2010-2011+ β2LNSUBS2010-2011+ β3LNFSUBS2010-2011+ β4 

INVREC2010-2011 + β5ROA2010-2011+ β6LEV2010-2011+ β7LOSS2010-2011+ β8 BIG 42010-2011+ β9 

INITIAL2010-2011 + β10 LNNAF2010-2011+ e 

Model 4: 

LNAUDIT2006-2011= βo + β1LNTA2006-2011+ β2LNSUBS2006-2011+ β3LNFSUBS2006-2011+ β4 

INVREC2006-2011 + β5ROA2006-2011 + β6LEV2006-2011+ β7LOSS2006-2011 + β8 BIG 42006-2011 + 

β9INITIAL2006-2011 + β10LNNAF2006-2011 + e 
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6. EMPIRICAL ANALYSES   

This chapter presents and analyzes the descriptive statistics for different samples in order 

to provide better understanding of the summarized data. Further in the chapter the 

correlations matrixes between variables are presented. 

 

 

6.1 Descriptive statistics 

6.1.1 Analysis of the dependent and independent variables in the models testing 
the relationship between audit and non-audit services 

In order to test Hypothesis 1 about the relationship between audit and non-audit fees in 

Sweden as well as Hypothesis 2 testing the possible impact of different economic 

conditions on this relationship, four different samples were investigated. Three samples 

included the companies during each of three tested periods: the favorable period (2006-

2007), the economic downturn (2008-2009) and the post crisis period (2010-2011). The 

results of these tests are provided in Tables 12 - 14. The fourth sample included the 

companies during the six years period (2006-2011) and contains totally 813 observations. 

According to Krishnan & Yu (2010), the examination of fees during the multiple years 

provides more consistent results. This sample was tested in order to see the general picture 

of the data (see Table 15). 

Descriptive statistics shows that the highest value of the depended variable audit fee 

(unlogged) was in the post crisis period. The mean and median values are2262.99 SEK 

thousands and 1400 SEK thousands (see Table 14), respectively. The lowest audit fee value 

was in the favorable period. The mean and median values are, 1335.93 SEK thousands and 

1109.5 SEK thousands (see Table 12), respectively. The independent variable non-audit fee 

shows the same pattern. The mean and median before the crisis are 877.31 SEK thousands 

and 399.5 SEK thousands (see Table 12), respectively. The values after the crisis are 

928.68 SEK thousands and 429 SEK thousands (see Table 14). This fact indicates that both 

audit and non-audit fees increased during the economic decline and continued to grow 

during the post crisis period.  

Turning to other independent variables, the mean and median of unlogged total assets were 

steadily growing during the tested periods. The highest values (1625356 respectively 

745606) were, therefore, during the post crisis period (see Table 14). The mean (logged) of 

Swedish subsidiaries is the same before and after the crisis (1.29) and is to some extent 

lower during the recession (1.26), while the median value is the same for the all three 

periods (1.39). The mean and median of foreign subsidiaries are lower during the favorable 

period (1.09 respectively 1.10) and are higher and almost unchanged during two other 

periods. The mean for the crisis- and post crisis periods are1.19 and 1.18, respectively, 

while the median is the same (1.39) for the both periods (see Tables 12, 13 & 14).  
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The mean of the return on assets (ROA) was highest (0.08) during the period of favorable 

economic conditions and then declined to 0.2 and 0.1 during the two other periods. The 

mean leverage was highest during the crisis (0.56) and did not vary much during two other 

periods (0.50 before the crisis and 0.49 after the crisis).  

The numbert of companies which reported negative profit in previous year was highest 

(30%) after the crisis and the lowest (24%) before the crisis. The percent of the companies, 

which changed the auditor, was highest (7%) during the crisis versus 2 and 4 % before and 

after the crisis. 

Before the crisis 95% of the Small and Middle cap companies were audited by the Big 

Four. The market share of the Big Four has grown by 1 percent during the economic 

downturn and remained on the same level 96%.  

 

Table 12: Descriptive statistics of the companies during the favorable period (2006-2007) 

Variables  Mean Std. Dev. Median Min Max 

      

AUDIT [SEK thousands] 1935.93 2518.52 1109.5 13 18000 

NAF [SEK thousands] 877.31 1966.02 399.5 0 14300 

LNAUDIT  6.95  1.17 7.01 2.56  9.80  

LNNAF  5.78 1.75 5.99 0 9.57 

TA [SEK thousands] 1451908 2564851 588030.5 10512 18548000 

LNTA  13.28  1.38 13.28 9.26 16.74 

LNSUBS 1.29 0.89 1.39 0 3.18 

LNFSUBS 1.09 0.99 1.10 0 2.99 

INVREC 0.35 0.29 0.33 0 2.75 

ROA 0.08 0.25 0.08 -1.58 1.30 

LEV 0.50 0.30 0.51 0.000719 3.75 

LOSS 0.24 0.03 0 0 1 

BIG 4 0.95 0.22 1 0 1 

INITIAL 0.02 0.15 0 0 1 

      

Notes: n = 266. See Table 11 for definitions of variables 
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Table 13: Descriptive statistics of the companies during the crisis (2008-2009) 

Variables Mean Std. Dev. Median Min Max 

      

AUDIT [SEK thousands] 2008.58 2198.093 1373.5 24 13000 

NAF [SEK thousands] 891.30 1530.983 418.5 0 16055 

LNAUDIT  7.09 1.09 7.23 3.18 9.47 

LNNAF  5.70 1.95 6.04 0 9.68 

TA [SEK thousands] 1525733 2462782 684618.5 22586 18467000 

LNTA  13.41 1.32 13.44 10.03 16.73 

LNSUBS 1.26 0.89 1.39 0 3.26 

LNFSUBS 1.19 1.00 1.39 0 3.14 

INVREC 0.33 0.35 0.31 0 4.55 

ROA 0.02 0.27 0.06 -1.59 1 

LEV 0.56 0.65 0.50 0.01 7.96 

LOSS 0.25 0.43 0 0 1 

BIG 4 0.96 0.20 1 0 1 

INITIAL 0.07 0.25 0 0 1 

      

Notes: n = 274. See Table 11 for definitions of variables  

 

Table 14: Descriptive statistics of the companies during the post crisis period (2010-2011) 

Variables Mean Std. Dev. Median Min Max 

      

AUDIT [SEK thousands] 2262.99 2320.61 1400 189 12000 

NAF [SEK thousands] 928.68 1627.04  429 0 17000 

LNAUDIT  7.27 0.95 7.24 5.24 9.39 

LNNAF  5.66 1.98 6.03 0 9.74 

TA [SEK thousands] 1625356 2241058 745606 12383 11739900 

LNTA  13.53 1.30 13.52 9.42 16.28 

LNSUBS 1.29 0.87 1.39 0 3.26 

LNFSUBS 1.18 1.01 1.39 0 3.14 

INVREC 0.32 0.18 0.31 0 1.04 

ROA 0.01 0.28 0.08 -2.51 0.76 

LEV 0.49 0.21 0.50 0.04 1.03 

LOSS 0.30 0.46 0 0 1 

BIG 4 0.96 0.19 1 0 1 

INITIAL 0.04 0.20 0 0 1 

      

Notes: n = 273. See Table 11 for definitions of variables 
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Table 15: Descriptive statistics of the companies during the whole time period (2006-2011) 

Variables Mean Std. Dev. Median Min Max 

      

AUDIT [SEK thousands] 2070.24 2349.06 1289 13 18000 

NAF [SEK thousands] 899.33 1510.04 405 0 17000 

LNAUDIT  7.11 1.08 7.16 2.56 9.80 

LNNAF  5.71 0.07 6.00 0 9.75 

TA [SEK thousands] 1535031 2423531 658306 10512 18548000 

LNTA  13.41 1.34 13.40 9.26 16.74 

LNSUBS 1.28 0.88 1.39 0 3.26 

LNFSUBS 1.15 1.00 1.10 0 3.14 

INVREC 0.33 0.28 0.32 0 4.55 

ROA 0.04 0.27 0.07 -2.51 1.30 

LEV 0.52 0.43 0.50 0.00 7.96 

LOSS 0.26 0.44 0 0 1 

BIG 4 0.96 0.20 1 0 1 

INITIAL 0.04 0.21 0 0 1 

      

Notes: n = 813. See Table 11 for definitions of variables 

6.1. 2 Analysis of the audit and non-audit fee ratios  

In order to test Hypotheses 3 & 4 concerning the fee ratios behavior during the different 

time periods, three samples of audit and non-audit fee ratios were tested. Descriptive 

statistic of the ratios is demonstrated in Table 16. 

Table 16: Audit and non-audit fee ratios during the different economic conditions  

 Audit fee ratio Non-audit fee ratio 

Period Mean Mean 

Favorable 0.70 0.30 

Crisis 0.73 0.27 

Post-crisis 0.75 0.25 

According to Table 16, the audit fee ratio was growing steadily during the investigated 

period. Contrary, the non-audit fee ratio was decreasing in the same proportion.  

6.1.3 Additional analysis  

In order to get a deeper insight into the macroeconomic impact on fees, the amount of audit 

and non-audit fees in different industries was tested during each examined period (2006-

2007, 2008-2009 & 2010-2011). 
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The whole sample was divided into the three subgroups for each of investigated time 

periods. Further, the sample for each time period was divided into the eight subsamples 

according to the type of industry. Thus, audit and non-audit fees were tested in 24 small 

subsamples. The results of these tests are presented in Tables 17-19 below. 

Furthermore, the distribution of fees during the whole time period (2006-2011) was tested 

in order to get more consistent results (Krishnan & Yu, 2010). The result of this test is 

presented in Table 20. 

In order to better assess the impact of each industry on the whole sample, two diagrams can 

be used (Figures 11 & 12). They show how the sample is distributed according to the 

number of companies in each industry and according to the mean of total fees for the whole 

investigated period 2006-2011. 

 

Figure 11: Industry distribution in the total sample by number of observations 

 

 

Figure 12: Industry distribution in the total sample by amount of total fees 

Figures 11 & 12 show that distribution of companies in the sample by their number differs 

significantly from their distribution by total expenditures for services. According to the 
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distribution by the amount of companies, the largest share had Industrials, Technology and 

Health Care. According to the distribution by total expenditures, the leaders of our sample 

were Consumer Goods, Basic Materials and Oil & Gas. 

According to Tables 17, 18 & 19 and Figures 13 & 14, the development of fees in different 

industries during three studied periods was quite different. The largest fluctuations were in 

Industrials. Although Industrial enterprises have the largest share, 33.21%, in our sample 

according to the number of companies, they are only fourth largest according to their 

expenditures (see Figures 11 &12). However, the behavior of fees in this industry can have 

a considerable impact on the fees of the whole sample. Tables demonstrate a substantial 

increase of audit fees from 54.25% to 74.08% and a decrease of non-audit fees from 

45.75% to 25.92% during the crisis. Both audit and non-audit fees remain on the same level 

during the post crisis period. There are some other industries which have followed the same 

pattern. Consumer Service had an increased audit fee from 67.73% to 77.30% and a 

decreased non-audit fee by the same percentage during the economic downturn. After the 

crisis the expenditures on audit and non-audit services have not fluctuated much. Oil & Gas 

has also showed the similar picture, an increasing audit fee from 75.21% to 81.69% and a 

decreased non-audit fee in the same proportion during the economic downturn. During the 

next period the changing of fees took another direction. Audit fee decreased from 81.69% 

to 65.99% and non-audit fee grew by the same percentage. Although Oil & Gas is 

represented only by two companies in our sample, the share of this industry according to 

the fees for audit and non-audit services is the third largest (Figure 12). Thus, the impact of 

fee fluctuation in this industry on the whole sample is significant.  

In sum, Industrials and Consumer Services have demonstrated similar behavior during and 

after the crisis. The behavior of Oil & Gas during the crisis is similar to industrial and 

service companies but differs in post crisis period.   

Health Care has showed a completely different behavior during the economic fluctuations. 

In contrast to three previous industries, Health Care had a decreased percentage of audit fee 

in total amount from 64.40% to 49.42% and an increased non-audit fee from 35.60% to 

50.58% during the crisis period. After the economic downturn the fees remained 

approximately on the same level. Telecommunications follows the same trend, decreasing 

audit fees from 37.34% to 45.84% and increasing non-audit fees on the same percentage. 

After the crisis both audit and non-audit fees have developed in the opposite directions. 

Both these industries have a relatively small share in the sample according to the amount of 

fees and therefore, are not expected to have a much influence on the whole sample. 

Technology demonstrates gradually decreasing percent of audit fee and increasing percent 

of non-audit fee during the three time periods. This industry is the second largest according 

to the number of companies and the sixth largest according to total fees in the investigated 

sample. The impact of Technology on the whole sample is likely to be minimal. 

Two types of industries, where fees have not varied significantly during three investigated 

periods are Consumer Goods and Basic Materials. Fluctuations in both industries have not 

exceeded 3 %.  
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Table 17: Amounts of audit and non-audit fees paid to audit firms during the favorable 

period (2006-2007) 

  Total fees Audit Fees  Non-audit fees  

Industry Number (mean in 

SEK000s) 

(mean in 

SEK000s) 

 

(%) 

(mean in 

SEK000s) 

 

(%) 

Technology 58 1506.1 1083.53 71.94 422.57 28.06 

Telecommunications 5 1125.2 705 62.66 420.2 37.34 

Health care 42 1310.64 844.02 64.40 466.62 35.60 

Consumer services 25 2844.2 1926.28 67.73 917.92 32.27 

Consumer goods 31 4859.9 3129.06 64.39 1730.84 35.61 

Industrials 90 4381.84 2377.09 54.25 2004.76 45.75 

Basic materials 14 5709.86 4066.14 71.21 1643.71 28.79 

Oil & Gas 2 2545.5 1914.5 75.21 631 24.79 

Notes: n = 266 

 

Table 18: Amounts of audit and non-audit fees paid to audit firms during the crisis period 

(2008-2009) 

  Total fees Audit Fees  Non-audit fees  

Industry Number (mean in 

SEK000s) 

(mean in 

SEK000s) 

 

(%) 

(mean in 

SEK000s) 

 

(%) 

Technology 60 1857.62 1302.22 70.10 555.4 29.90 

Telecommunications 6 843.83 457 54.16 386.83 45.84 

Health care 46 1713.33 846.78 49.42 866.54 50.58 

Consumer services 24 3097.25 2394.25 77.30 703 22.70 

Consumer goods 32 5125.53 3303.44 64.45 1822.09 35.55 

Industrials 90 3385.51 2507.87 74.08 877.64 25.92 

Basic materials 14 3245.14 2346.93 72.32 898.21 27.67 

Oil & Gas 2 5378 4393.5 81.69 984.5 18.31 

Notes: n = 274 
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Table 19: Amounts of audit and non-audit fees paid to audit firms during the post crisis 

period (2010-2011) 

  Total fees Audit Fees  Non-audit fees  

Industry Number (mean in 

SEK000s) 

(mean in 

SEK000s) 

 

(%) 

(mean in 

SEK000s) 

 

(%) 

Technology 60 2040.15 1405.03 68.87 635.12 31.13 

Telecommunications 6 1010.17 694.5 68.75 315.67 31.25 

Health care 45 1517.04 990.07 65.26 526.98 34.74 

Consumer services 24 3072.38 2420.75 78.79 651.63 21.21 

Consumer goods 32 5339.03 3322.78 62.24 2016.25 37.76 

Industrials 90 4142.97 3119.71 75.30 1023.26 24.70 

Basic materials 14 3503.21 2445.29 69.80 1057.93 30.20 

Oil & Gas 2 4044.5 2669 65.99 1375.5 34.01 

Notes: n = 273 

Figures 13 &14 demonstrate expenditures for audit and non-audit services for each industry 

during the favorable, crisis and post crisis periods. 

 

 

 

Figure 13: Changes of expenditures for audit service over the favorable period, crisis and 

post crisis periods (%) 
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Figure 14: Changes of expenditures for non-audit service over the favorable period, crisis 

and post crisis periods (%) 

According to test for the whole time period (see Table 20), the industry with the highest 

mean of total fees is Consumer Goods. The highest percent of audit fees have Oil & Gas, 

Costumer Services and Technology. The highest amounts of audit fees have Consumer 

Goods, Oil & Gas and Basic Materials. Health care, Telecommunications and Consumer 

Goods have the biggest percent of non-audit fees, while the largest expenditures for non-

audit service have Consumer Goods, Industrials and Basic Materials.  

Figure 15 llustrates how expenditures for each type of service in percentage of the 

industry’s total fees look like for each industry during the whole studied period. Figure 16 

demonstrates how the total fees of the sample are distributed for each industry for audit and 

non-audit services. 

Table 20: Amounts of audit and non-audit fees paid to audit firms (all firm year 

observations) 

  Total fees Audit Fees  Non-audit fees  

Industry Number (mean in 

SEK000s) 

(mean in 

SEK000s) 

 

(%) 

(mean in 

SEK000s) 

 

(%) 

Technology 178 1804.61 1265.62 70.13 538.99 29.87 

Telecommunications 17 985.29 613.76 62.29 371.53 37.71 

Health care 133 1519.75 894.39 58.85 625.36 41.15 

Consumer services 72 2888.32 2180.60 75.50 707.72 24.50 

Consumer goods 95 5110.77 3253.05 63.65 1857.72 36.35 

Industrials 270 3970.11 2668.22 67.21 1301.89 32.79 

Basic materials 42 4152.74 2952.77 71.10 1199.95 28.90 

Oil & Gas 6 3989.33 2992.33 75.01 997 24.99 

Notes: n = 813 
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Figure 15: Consumption of audit and non-audit services by different industries (%) 

 

 

 

Figure 16: Distribution of the amount of audit and non-audit fees by different industries 

(SEK thousands) 
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6.2 Correlation analyses  

Correlation analyses are made in order to test how the variables are linked. The degree of 

association between variables is measured with the Pearson’s Product Moment Correlation 

Coefficient. The coefficient can take a value between -1 and 1. A value near to 1 is a sign 

of strong positive association, while the value near to -1 reveals a strong negative linear 

correlation (Adams, J., Khan, T.A. & Raeside, R., 2011, p.196).  

Correlation among the tested independence variables can cause bias in the interpretation of 

the regression. Therefore, it is important to examine the extent of multicollinearity between 

independent variables. According to Judge et al. (1988, p.868), the correlation below 0.8 

should not be too biased regarding multicollinearity. The correlation matrixes of variables 

for three studied regressions models concerning different macroeconomic conditions are 

presented in Tables 21-23. Table 24 shows the correlation among variables for the fourth 

model, which examines 813 observations for 6 years time period. 

 

Table 21: Linear correlations between the dependent and independent variables during the 

favorable period (2006-2007) 

 (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) 

LNAUDIT (1) 1.00           

LNNAF (2) 0.64 1.00          

LNTA (3) 0.84 0.61 1.00         

LNSUBS (4) 0.42 0.11 0.35 1.00        

LNFSUBS (5) 0.63 0.46 0.58 0.16 1.00       

INVREC (6) 0.31 0.16 0.19 0.18 0.19 1.00      

ROA (7) 0.06 -0.12 0.09 0.18 0.02 0.23 1.00     

LEV (8) 0.27 0.17 0.18 0.22 0.18 0.47 0.06 1.00    

LOSS (9) -0.20 0.05 -0.22 -0.20 -0.14 -0.20 -0.51 -0.13 1.00   

BIG 4 (10) 0.19 0.16 0.22 0.08 0.00 -0.00 -0.04 0.08 0.05 1.00  

INITIAL (11) -0.01 -0.14 -0.00 0.08 -0.04 -0.02 0.06 -0.08 -0.08 0.04 1.00 

According to Table 21, the highest correlation among independent variables is 0.6, which is 

between LNTA and LNNAF. The second largest correlation is 0.53, between LNTA and 

LNFSUBS. The correlation among other variables is quite low.  
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Table 22: Linear correlations between the dependent and independent variables during the 

economic downturn (2008-2009) 

 (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) 

LNAUDIT (1) 1.00           

LNNAF (2) 0.54 1.00          

LNTA (3) 0.79 0.47 1.00         

LNSUBS (4) 0.35 0.10 0.36 1.00        

LNFSUBS (5) 0.63 0.41 0.53 0.20 1.00       

INVREC (6) 0.16 0.06 -0.04 0.05 0.14 1.00      

ROA (7) 0.16 0.06 0.22 0.12 0.16 0.34 1.00     

LEV (8) 0.13 0.05 0.09 0.10 0.10 0.61 0.18 1.00    

LOSS (9) -0.15 0.02 -0.21 -0.11 -0.13 -0.13 -0.51 -0.06 1.00   

BIG 4 (10) 0.07 0.00 0.11 0.04 -0.03 -0.02 -0.04 0.04 -0.01 1.00  

INITIAL (11) -0.02 0.07 0.10 -0.06 0.07 -0.05 0.09 0.14 -0.06 0.06 1.00 

The first highest correlation during the crisis period is 0.61 between LEV and INVREC. The 

second one is 0.53 between LNFSUBS and LNTA. In general, the correlation is quite low. 

 

Table 23: Linear correlations between the dependent and independent variables during the 

post crisis period (2010-2011) 

 (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) 

LNAUDIT (1) 1.00           

LNNAF (2) 0.47 1.00          

LNTA (3) 0.83 0.47 1.00         

LNSUBS (4) 0.37 0.10 0.33 1.00        

LNFSUBS (5) 0.62 0.37 0.53 0.16 1.00       

INVREC (6) 0.12 -0.03 -0.04 0.07 0.11 1.00      

ROA (7) 0.19 0.04 0.32 0.15 0.24 0.13 1.00     

LEV (8) 0.18 0.03 0.05 0.08 0.11 0.26 -0.13 1.00    

LOSS (9) -0.11 -0.00 -0.20 -0.16 -0.18 -0.15 -0.5 -0.00 1.00   

BIG 4 (10) 0.10 0.10 0.06 0.02 -0.07 -0.06 -0.09 0.11 0.09 1.00  

INITIAL (11) -0.01 -0.08 -0.05 -0.04 -0.02 0.08 -0.03 0.06 0.07 -0.36 1.00 

For the post crisis period the correlation among the majority of variables is low. The 

highest correlations are 0.53 between LNFSUBS and LNTA and 0.47 between LNNAF and 

LNTA.  
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Table 24: Linear correlations between the dependent and independent variables during the 

whole period (2006-2011) 

 (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) 

LNAUDIT (1) 1.00           

LNNAF (2) 0.54 1.00          

LNTA (3) 0.82 0.51 1.00         

LNSUBS (4) 0.38 0.10 0.10 1.00        

LNFSUBS (5) 0.62 0.41 0.55 0.17 1.00       

INVREC (6) 0.19 0.07 0.04 0.09 0.14 1.00      

ROA (7) 0.12 0.00 0.20 0.15 0.14 0.25 1.00     

LEV (8) 0.15 0.07 0.09 0.11 0.11 0.52 0.08 1.00    

LOSS (9) -0.14 0.02 -0.20 -0.15 -0.15 -0.15 -0.50 -0.06 1.00   

BIG 4 (10) 0.10 0.09 0.14 0.05 -0.03 -0.02 -0.06 0.05 0.04 1.00  

INITIAL (11) -0.01 -0.03 0.03 -0.02 0.01 -0.02 0.03 0.09 -0.02 -0.07 1.00 

For the whole period the correlation is quite low. The highest correlation of 0.55 is between 

LNFSUBS and LNTA. Slightly lower correlation is between LEV and INVREC, LNTA and 

LNNAF.  

In summary, the correlation among independent variables is quite low for the all four 

models. The highest correlation is approximately 0.6, which is below 0.8, and, therefore, 

does not have a negative impact for the regressions models.  

 



RESULTS 

 

59 

 

7. RESULTS  

In this chapter the results of the regressions models, testing the research hypotheses, are 

presented. Further, the results of other tests related to the research questions are provided. 

Finally, the findings of additional tests are presented. 

 

7.1 Examination of the relationship between audit and non-audit fees. 

The results of our four studied models are presented in Tables 25-28. Tables 25-27 cover 

three periods: favorable, crisis and post crisis period. In Table 28 the results over the six-

year period are presented. The purpose with this test is, using the longer time period, to 

obtain more consistent results with reduced the endogeneity bias. (Nikolaev & van Lent, 

2005).  

7.1.1 Relationship between audit and non-audit fees in different economic 
conditions  

As shown in Chapter 5, the favorable period (2006-2007) was chosen to test Hypothesis 1 

(Model 1). In order to get more consistent results, the sample covering longer time period 

(2006-2011) was also used for this purpose (Model 4). The test of Hypothesis 2 requires 

using of samples covering three periods: favorable (2006-2007), crisis (2008-2009) and 

post crisis (2010-2011). For this purpose Models 1-3 are used. To make it easier to compare 

the results, the findings of Models 1-3 are presented first. The result of Model 4 is shown 

later in the chapter.  

Results for Models 1-3 are provided in Tables 25-27. R
2
 of the Model 1is high 0.78, which 

indicates that the tested model fits the data well and explains more than 78 percent of the 

variance in the dependent variable. R
2
 of Models 2 and 3 are, respectively, 0.73 and 0.77, 

which also shows that the models fit a set of observations well. The F values are significant 

for all three models, which indicate that the tested models have statistically significant 

predictive capability. 

The most important variable of interest is LNNAF. The coefficient of fee is positive and 

statistically significant for each of our tested periods. For the favorable and crisis periods 

the coefficient is highly significant (<0.001). The result for the post crisis period is 

significant at the 0.05 level. Overall, these findings suggest that increased consumption of 

non-audit services is associated with the increase of audit fees. The results are consistent 

with previous research, which found a significant positive relationship between audit and 

non-audit fees. The finding also indicates that the economic downturn as well as the post 

crisis period does not influence the relationship between two types of fees. Consequently, 

the finding supports Hypothesis 1, but does not provide evidence for Hypothesis 2.  

The coefficients of LNNAF, however, vary during the three time period, taking the value 

0.122, 0.087 and 0.033 respectively. The findings show that the coefficient of LNNAF was 
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the strongest before the crisis and then became weaker during and after the crisis. Before 

the economic downturn 1% increase in audit fee is associated with 0.12 % increase of non-

audit fee. During and after the crisis 1% increase in audit fee is related only to 0.09% and 

0.03% respectively. It can therefore be suggested that macroeconomic condition can have 

some effect on the relationship between two fees. As we can see from the results, the 

direction of the correlation has not changed but the extent of the correlation became 

weaker.  

The signs of LNTA, LNSUBS, LNFSUBS and INVREC are consistent with their expected 

signs and significant for the three investigated periods. In line with prior research, the 

results indicate that the main drivers of audit fees are audit size, complexity and risk.  

ROA is negative for all three periods, but not significant. LEV is not significant for the 

favorable and the crisis period and has a different signs. For the post crisis period the sign 

of leverage is consistent with the expected sign and significant at the 0.05 level. LOSS is 

negative before and during the crisis but not significant. After the crisis the sign of LOSS is 

in line with the predicted sign and significant at 0.05 level.  

BIG 4 has a predicted sign in two of three samples but all results are not significant, which 

do not confirm the fact of fee premium for Big Four auditors. INITIAL has a predicted 

negative sign and is significant at 0.05 level for the period 2008-2009, indicating the low-

balling effect.  

Table 25: Regression results for the period 2006-2007  

Variables Expected 

sign 

Coeff. t-value p-value 

Dependent variable: LNAUDIT     

INTERCEPT ? -0.533 -1.31 0.192 

LNNAF  + 0.122 4.85 <0.001 

LNTA  + 0.448 11.99 <0.001 

LNSUBS  + 0.207 4.97 <0.001 

LNFSUBS + 0.219 5.12 <0.001 

INVREC  + 0.433 3.17 0.002 

ROA  - -0.197 -1.24 0.215 

LEV  + 0.079 0.61 0.541 

LOSS  + -0.078 -0.82 0.413 

BIG 4  + 0.171 1.09 0.277 

INITIAL - 0.144 0.63 0.532 

F Value  97.066  <0.001 

Adjusted R
2 

 0.783   

Notes: n = 266 
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Table 26: Regression results for the period 2008-2009  

Variables Expected 

sign 

Coeff. t-value p-value 

Dependent variable: LNAUDIT     

INTERCEPT ? -0.588 -1.33 0.184 

LNNAF  - 0.087 4.18 <0.001 

LNTA  + 0.492 13.54 <0.001 

LNSUBS  + 0.084 2.02 0.044 

LNFSUBS + 0.251 5.97 <0.001 

INVREC  + 0.585 4.28 <0.001 

ROA  - -0.29 -1.85 0.065 

LEV  + -0.088 -1.28 0.201 

LOSS  + -0.020 -0.20 0.839 

BIG 4  + 0.060 0.34 0.737 

INITIAL - -0330 -2.35 0.019 

F Value  74.28  <0.001 

Adjusted R
2 

 0.729   

Notes: n = 274 

 

Table 27: Regression results for the period 2010-2011 

Variables Expected 

sign 

Coeff. t-value p-value 

Dependent variable: LNAUDIT     

INTERCEPT ? -0.238 -0.63 0.528 

LNNAF  ? 0.033 2.00 0.046 

LNTA  + 0.494 16.84 <0.001 

LNSUBS  + 0.130 3.83 <0.001 

LNFSUBS + 0.213 6.30 <0.001 

INVREC  + 0.574 3.42 <0.001 

ROA  - -0.219 -1.82 0.069 

LEV  + 0.369 2.57 0.011 

LOSS  + 0.154 2.19 0.030 

BIG 4  + -0.191 -1.18 0.239 

INITIAL - 0.012 0.08 0.936 

F Value  93.49  <0.001 

Adjusted R
2 

 0.773   

Notes: n = 273 
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7.1.2 Investigation of the association between fees during the longer time 
period 

Table 28 presents the results of the fourth model covering the six-years time period. The 

study investigated ten variables which explain 75% of the variation in audit fees. The F 

value of the model is significant indicating the model’s predictive potential. Six of the 

variables are highly significant, and all of the variables have an expected direction.  

The result of the main tested variable LNNAF indicated the positive and statistically 

significant correlation between audit and non-audit fees. This finding is in line with three 

foregoing models and the major body of previous studies. The finding confirms that in 

Swedish environment, as well as in many other countries, increase in non-audit service lead 

to increase in audit fees.  

LNTA is highly significant and positively related to audit fees as expected. LNSUBS and 

LNFSUBS also have the predicted positive signs and are significant. Increase in the size and 

the degree of client’s complexity lead to higher audit fees.  

INVREC and ROA are significant in explaining of audit fees. As expected, the higher the 

INVREC, the higher the audit fees, and the lower the ROA, the higher the audit fees.  

Big 4 has the predictive positive sign but is not significant. Therefore, in our case it could 

not be argued that the size of auditor has an impact on audit fees.  

Table 28: Regression results for the period 2006-2011  

Variables Expected 

sign 

Coeff. t-value p-value 

Dependent variable: LNAUDIT     

INTERCEPT ? -0.57 -2.44 0.015 

LNNAF  + 0.066 5.60 <0.001 

LNTA  + 0.495 24.99 <0.001 

LNSUBS  + 0.144 6.28 <0.001 

LNFSUBS + 0.230 9.01 <0.001 

INVREC  + 0.573 6.98 <0.001 

ROA  - -0.307 -3.68 <0.001 

LEV  + -0.039 -0.75 0.451 

LOSS  + 0.035 0.69 0.489 

BIG 4  + 0.041 0.43 0.669 

INITIAL - -0.086 -0.93 0.352 

F Value  250.254  <0.001 

Adjusted R
2 

 0.754   

Notes: n = 813 
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7.2 Investigating the effect of different economic conditions on audit and 
non-audit fee ratios 

My third and fourth hypotheses concern the effect of changed economic conditions on the 

audit and non-audit fee ratios. Table 16 in Chapter 6 indicates that ratios of audit and non-

audit fees vary over the three studied periods. In order to clarify whether the difference 

have occurred by chance or reflects some meaningful and important pattern, the difference 

between audit and non-audit fee ratios was checked statistically. The results of these rests 

are presented in this chapter. 

Usually, the Student’s t-test is used for comparison of groups of observations. This test, 

however, is best suited for two sets of observation. The present study investigates fee ratios 

over three different periods. Therefore, there are three groups of observations. It is possible 

to apply the Student’s t-test to more than two sets of observations but some complications 

can occur. In order to compare more than two groups, t-test should be applied several times. 

Doing a larger number of analyses considered to increase the probability of type I error. In 

order to decrease the probability of type I error a less number of hypothesis tests should be 

performed. The ANOVA method achieves this purpose. That is why the ANOVA has been 

chosen for the comparison of fees over the three periods.  

The number of observations for each time period is slightly different. In order to obtain 

more consistent and reliable results of fee ratios, the companies which are present in one 

sample and absent in another are excluded. The tested samples include the same companies. 

Therefore, the number of observations in the samples is equal (n = 260).  

The results of ANOVA test for audit and non-audit fee ratios are presented in Table 29.  

Table 29: Statistical results of audit and non-audit fees ratios for the three time periods  

Groups Count Mean  

  Audit fee ratio Non-audit fee ratio 

2006-2007 260 0.700 0.300 

2008-2009 260 0.725 0.275 

2010-2011 260 0.757 0.243 

     

F  6.57 6.57 

P-value  0.00147 0.00147 

Findings support Hypotheses 3 & 4 and indicate that both audit and non-audit fees ratios 

have changed over the studied periods of time. Both results are significant. The ratio of 

audit fee to total fees shows the increasing trend. In contrast, the ratio of non-audit fee to 

total fees indicates the decreasing trend. The results also reveal that the ratios changes in 

the same proportions. Figures 17 & 18 below illustrate these changes. 
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Figure 17: Mean of audit fee ratio over the periods of different economic conditions 

 

 

Figure 18: Mean of non-audit fee ratio over the periods of different economic conditions 

7.3 Additional analysis  

In the previous section it was presented the results of tests revealing significant changes in 

the ratios of audit and non-audit fees over the different macroeconomic conditions. In order 

to get a deeper insight into these changes, the additional tests were conducted. The results 

of these tests are presented in this section. 

In Chapter 6 it was shown that expenditures for audit and non-audit services were different 

for the different industries during the three time periods. These differences were tested 

statistically in order to assess their practical importance. In this section the results of these 

statistical tests are presented. 
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As it was shown in Chapter 5, different industries have a different share in our sample 

according a number of companies. Table 10 illustrates that the three largest shares in the 

sample have Industrials (33.21%), Technology (22.89%) and Health Care (16.36%). 

Further, in Chapter 6 it was shown that total distribution of fees does not corresponded to 

that share in the sample which an industry has according to the number of companies. 

Figures 11 & 12 demonstrate two these types of industry’s distribution in our sample. We 

can see that the distribution of companies by their numbers differs significantly from their 

distribution by total expenditures for services. According to the distribution by total 

expenditures, the leaders of our sample are Consumer Goods, Basic Materials and Oil & 

Gas. The industries, which had considerable fluctuations of fees over the studied periods 

and which could have significant impact on the sample were tested statistically. In order to 

get more consistence results, the companies which absent in some samples because of the 

missing data, were excluded from the analysis. Investigated samples contained only the 

same companies. For each tested industry three samples, corresponding to the three tested 

periods, were formed. As it was mentioned in the previous section, the more appropriate 

statistical method for comparison of three samples is ANOVA. This method was applied 

for analyses of the industries.  

The largest fluctuation of fees during the studied periods had the Industrials. This industry 

is fourth largest according the total fees and the first largest according the number of 

companies in our sample. Therefore, the impact of this industry on the whole sample is 

likely to be considerable. For this reason this type of industry has been tested statistically. 

The result is presented in Table 30. The finding shows that changes are significant. 

Table 30: Statistical results of audit and non-audit fees ratios for Industrials 

Groups Count Mean  

  Audit fee ratio Non-audit fee ratio 

2006-2007 90 0.711 0.289 

2008-2009 90 0.761 0.239 

2010-2011 90 0.797 0.203 

    

F  6.21 6.21 

P-value  0.00231 0.00231 

Figure 19 illustrates how audit and non-audit fee ratios were changing over the three 

periods.  
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Figure 19: Fee changes in Industrials over the periods of different economic conditions 

Other industries which showed considerable (10-15 %) changes in fee distribution over the 

three time periods are Oil & Gas, Consumer Service and Health Care. Changing of fees in 

Oil & Gas was similar to changing of fees in Industrials during the economic downturn. 

During the post crisis period audit fee decreased significantly and non-audit fee has grown 

by the same percentage. Consumer Service tended to increase audit fee and decreased non-

audit fee by the same percentage during the economic downturn. After the crisis both fees 

have not fluctuated much. Health Care tended to decrease audit fee and increased non-audit 

fee during the crisis period. After the economic downturn the fees remains approximately 

on the same level. 

The share of Oil & Gas, Consumer Service and Health Care according their total 

expenditures on audit and non-audit services is substantial in our sample. For this reason 

the fee ratios of these industries were also tested statistically. However, the results of 

analyses did not reveal any significant changes. One explanation for this fact can be that the 

samples of these industries are not large enough and further research with larger sample 

size may shed more light on this issue. 
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8. DISCUSSION AND CONCLUSIONS  

In this chapter I show the contribution of the study, discuss the findings and draw the 

conclusions. 

 

This paper reports the results of an investigation of the relationship between fees for audit 

and non-audit services of Small and Mid Cap listed companies in Sweden from 2012. The 

paper contributes to existing knowledge in the number of ways.  

First, the finding adds the evidence concerning the association between audit and non-audit 

services in new audit environment. Understanding of key audit fee drivers in Swedish 

setting can lead to efforts on the companies’ part to reduce fees for audit service. 

Second, the present study for the first time investigates the association between fees for two 

services over three different economic periods: favorable, economic downturn and post 

crisis period. The correlation between two fees has never been investigated during the 

fluctuating economical conditions. The effect of these fluctuations may shed further light 

on this complex and frequently debated phenomenon. 

Third, the paper investigates audit and non-audit fees under different economic conditions 

and establishes trend for fee ratios in fluctuating economic environment. Additional 

analyses of ratios for different industries provide a deeper insight into this area.  

The study had three objectives: (i) to investigate whether or not the positive relationship 

between audit and non-audit expenditures observed in the great majority of countries holds 

for Sweden; (ii) to examine whether the changed macroeconomic conditions can influence 

this relationship; (iii) to explore whether the different economic conditions affect the ratios 

of audit and non-audit fees.  

The findings provide support for the fact that the association between audit and non-audit 

fees is positive. The positive correlation between two types of fees is supported in four 

different samples. Three samples cover the two-year periods and the fourth sample cover 

six-year period and contains 813 observations. The correlation in three samples is highly 

significant (<0.001) and in one sample is significant at 0.05 level. The regressions models 

explain between 73-78% of the variability in audit fees. This result is consistent with the 

results of the mainstream of US, Australian and European studies (e.g. Simunic, 1984; 

Palmrose, 1986, Barkess & Simnett (1994; Ezzamel et.al., 1996; Thinggaard &Kiertzner, 

2008). The finding suggests that the effect of knowledge spillover can be retained by the 

auditor.  

Other important variables which have been tested in the models measure the impact of 

client size, complexity, risks and audit firm size on audit fee. Natural log of total assets 

(LNTA) is a measure of size in the present study. This variable is highly significant in four 
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tested models. The finding is in line with previous studies (Simunic, 1984; Francis & 

Stokes, 1986; Al-Harshani, 2008), which have defined the client size as one of the most 

important drivers of audit fees.  

Natural log of the number Swedish subsidiaries (LNSUBS) and natural log of the number of 

foreign subsidiaries (LNFSUBS) are used as proxies for client’s complexity as well in many 

previous studies. Both variables were significant in all regressions models. This fact 

confirms that the more complex the client, the higher the audit fee. The finding is consistent 

with Simunic (1980), Firth (1997) and Thinggaard & Kiertzner (2008), who used 

subsidiaries as a proxy of complexity in their studies.  

The risk is measured by four different variables in this study. The first one is the value of 

inventory and receivables to total assets (INVREC). This measure was highly significant for 

all four models, indicating that the larger inventory and receivables, the higher the audit 

price. This result is in line with Whisenant et.al (2003), Krishnan & Yu (2010) and many 

other researchers, who used this measure as a proxy for the inherent risk. Other three 

measures are return on assets (ROA), leverage (LEV) and indicator of loss (LOSS). All of 

them have an expected sign in all four models but are significant only in one of four 

models. Nevertheless, it can be concluded that there is evidence which confirm the impact 

of these variables on the audit fee. 

The present study does not confirm the impact of auditor size on audit fees. The variable 

Big 4 is not significant in all regressions models. The finding is consistent with Simunic 

(1980), who did not found evidence for Big Four premium. It is appear that Big Four does 

not charge audit premium from their clients. 96 % of investigated companies use Big Four 

auditors and it can be difficult to catch the effect of this auditor.  

The examination of the effect of economic fluctuations on the relationship between audit 

and non-audit fees has not showed any significant changes. The association between 

expenditures for two services was remaining positive and highly significant over the whole 

investigated period. This implies that an increase of fee for non-audit service led to an 

increase of fee for audit service.  

In the previous literature there were provided several reasons for the positive relationship 

between expenditures for two services. Many researchers (e.g. Simunic, 1984; Abdel-

khalik, 1990; Pearson & Trompeter, 1994) stressed the importance of competition on the 

market. Simunic (1984, p.681) argued that the profit which can arise from the joint 

provision of audit and non-audit services might be retained by the auditor in a lower 

competitive environment. This explanation seems to be more appropriate for the favorable 

period since some researchers (e.g. Abdel-khalik, 1990; Maher et. al. 1992) provide 

evidence that the level of competition increases during an economic decline. During the 

economic downturn it is likely to be other explanations for the positive association between 

two fees.  

Changes of macroeconomic conditions involve often changes in organizations. In order to 

be profitable companies have to adapt their business to the changing environment. The 

economic downturn has likely caused some changes in the organizations. The change in the 
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organizations is the factor which was mentioned by several researchers (e.g. Palmrose, 

1986; Firth, 2002) in connection with the positive relationship between audit and non-audit 

fees. Palmrose (1986, p.410) suggested that if non-audit service involve changes in the 

organization, the control and accounting systems will be affected. Consequently, more 

efforts will be required for the auditing. Firth (2002) investigating the impact of company 

specific events (e.g. business restructuring, mergers, acquisitions) on the association 

between two fees, got evidence that these events, besides non-audit service, require a lot of 

additional audit service due to extensive changes in accounting and information systems. 

Moreover, the increased need for both audit and non-audit services remains also during a 

few years after the event. The Firth finding can serve as an explanation for the positive 

relationship between fees during the crisis and post-crisis period.  

Discussing the results in the light of knowledge spillover effect, it can be concluded that 

that economic fluctuations do not significantly affect knowledge spillover. Since the 

relationship between two fee remains positive during the whole studied period, it can be 

assumed that possible cost saving which can arise from knowledge spillover is retained by 

the auditors. Simunic (1984, p.687) assumed the dependence of knowledge spillover from 

competition and price elasticity. If we will look at the ratios’ behavior, we can suggest that 

the demand for audit service have increased and the demand for non-audit service have 

decreased during as well as after the crisis. Consequently, it can be suggested that degree of 

concurrence is different on both markets. The increased concurrence on the market for non-

audit service could, theoretically, force the service price to go down. However, proceeding 

from the fact that the relationship between two fees is significantly positive, it cannot be 

concluded that audit firms have decreased the price for non-audit service. One possible 

explanation for this fact can be that increased need for audit service offset auditors the 

financial cost associated with lower consumption of non-audit service. Therefore, there is 

no need to reduce the price. 

Another explanation of unchanged price for non-audit service can be the existence of 

oligopolistic competition on the markets for audit and non-audit services (Wu, 2006). Both 

markets can influence each other (competition crossover), preventing auditor from reducing 

of price and, thus, neutralizing effect of beneficial knowledge spillover.  

Although, the non-audit fees coefficient (LNAUDIT) remains positive and highly 

significant over all studied periods, the strength of the coefficient is steady decreasing. 

Before the economic downturn 1% increase in audit fee is associated with 0.12 % increase 

of non-audit fee. During and after the crisis 1% increase in audit fee is related only to 

0.09% and 0.03% respectively. Decreasing strength of non-audit fee coefficient might 

indicate some impact of changed economic conditions on the association between two fees. 

More studies are needed to test this fact.  

In order to get an additional insight into the possible macroeconomic effect on fees, the 

ratios of audit and non-audit fees were investigated. The findings in this study reveal a 

steady average increase of audit fee ratio and a decrease of non-audit fee ratio in the same 

proportion. The results are showed to be statistically significant. The finding confirms the 

suggestion that the changing macroeconomic conditions affect audit and non-audit fees 

ratios. 
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The decreasing trend of non-audit ratio can have any different explanations. One logical 

reason for fee decreasing might be that companies try to reduce all possible costs during the 

crisis and, therefore, consume non-audit services in a lesser extent or totally refrain from 

the consumption. Another reason for such phenomenon might be the reduced price on this 

type of service due to the changed level of competition. The impact of competition on the 

fee level was pointed out by many researchers (e.g. Simunic, 1984; Maher et.al., 1992; 

Pearson & Trompeter, 1994). The main stream of research, however, was focused on the 

audit fee. Theoretically, it is possible that the findings concerning the competition impact 

on audit fee can be relevant for discussion of possible competition impact on non-audit fee. 

If we assume this relevance, the lower level of non-audit fees during the crisis can be 

expected. Such situation of increased competition may, in addition, be favorable for the 

client to negotiate the lower service price (Abdel-khalik, 1990).  

Contrary, the trend of the audit service has the opposite direction. Two main explanations 

for the increased audit fee ration can be provided. On the one hand, increased ration can be 

explained by increased price for audit service. In the previous literature, however, it was 

often argued that the level of audit fees decreases during a periods of recession. Abdel-

khalik (1990, p.300) argued that decreased demand for audit service during the economic 

downturn increased competition among audit firms, which caused the reduction of price for 

the service. Maher et.al (1992) also showed that increased competition on the market 

during the economic decline caused significant decrease of audit fees. In the light of 

previous research it seems unlikely that the price for audit service could increase during the 

crisis. On the other hand, the ratio increase can be caused by the grown need for audit 

service due to the changed macroeconomic situation. The declined external situation could 

force companies to adapt to the situation and take some internal measures, for example a 

restricting of the operations. Firth (2002) argued that such operation requires more effort 

from the auditor to learn the effect of such changes on different systems. The positive 

relationship between audit efforts and audit fee was also mentioned by many other 

researchers, investigating the fees (e.g. Simunic, 1980; Palmrose, 1986; Davis, 1993). Firth 

(2002), in addition, argued that additional efforts for auditing can also be required during 

the few years after the changes in the organization. This fact can serve as an explanation for 

audit fee increasing during the post crisis period.  

Another possible explanation of increased cost for audit service can be the increased level 

of risk during the economic decline. Risk of the company has proved to be one of the most 

essential drivers of audit fees. In my study the four well established proxies for risk were 

used: intensity of receivables and inventories, return on assets, leverage and loss. The 

descriptive statistic in Chapter 6 (Tables 12-14) shows how the level of these determinants 

is changing over the different time periods. The largest changes have occurred in return on 

assets. The mean return on assets has declined from 8% in 2006-2007 to 2% in 2008-2009 

and then to 1% in 2010-2011. The mean leverage has increased from 50% to 56% during 

the crisis period. The mean of loss in the previous year has also increased. All these 

changes indicate that the level of risk has also changed. The increased level of risk would 

force the auditor to apply more extensive audit procedures which would be more costly for 

the client.  
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In order to get a deeper insight into fee behavior during the economic fluctuations, the 

ratios of audit and non-audit services for the eight different industries was investigated. The 

results revealed quite different pattern. In five industries the fluctuations of fees were 

considerable. These industries were checked statistically, but results of only one type of 

industry (Industrials) were significant. This industry is represented in the largest amount in 

our sample (90 companies). Other industries are represented in a much fewer amounts. The 

small numbers of companies can be a possible explanation of insignificant results.  

The pattern of fee fluctuations in Industrials is similar to the pattern of the whole sample. 

The fee for audit service has increased from 71.1% to 79.7%. Non-audit fee has decreased 

from 28.9% to 20.3%. Noticeable that fee changed by the same proportion. As it was 

mentioned above, Industrials are represented in the largest amount in our sample. However, 

according to amount of fees, this industry type is only the fourth largest (after Consumer 

Good, Basic Material and Oil & Gas). Nevertheless, the fee changes in this industry can 

have considerable impact on the whole sample.  

In conclusion, the study has, in different ways, contributed to both theoretical and practical 

knowledge. 

The first and unique finding of the study is that changed economic conditions affect the 

ratios of audit and non-audit fees. The audit fee ratio has increased during the crisis and 

continues to change at the same directions during the post crisis period. The non-audit fee 

ratio changes in the opposite directions and in the same proportions.  

The second empirical finding of the study is that the relationship between audit and non-

audit services in Sweden is positive and is consistent with the great majority of US, 

Australian and European studies. The positive association between fees indicates that an 

increase of fee for non-audit service lead to an increase of fee for audit service. 

The third finding shows that, despite of the fact that audit and non-audit fees changed in the 

opposite directions during the three periods, the relationship between audit and non-audit 

fees was remaining positive and significant over the whole investigated period. The finding 

indicates that the relationship between fees for two services does not influenced by 

changing economic conditions. The finding also shows that the strength of this relationship 

decrease steady over the studied period.  

In practice, the knowledge about the relationship between expenditures for two services can 

help companies and auditors to forecast costs for joint provision of audit and non-audit 

services. Awareness about the ratio behavior during different economic conditions makes it 

possible to calculate and predict expenditures for each type of service during a particular 

time period. The study findings can, therefore, be used for both short-and long-term 

forecast. 
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9. RESEARCH LIMITATIONS AND SUGGESTIONS FOR FUTURE 

RESEARCH 

The purpose with the chapter is to show the limitations of the study and to provide ideas for 

future research. 

 

This study is based on Small Cap and Mid Cap companies listed on NASDAQ OMX 

Stockholm in 2012. Financial companies and utilities are, in accordance with other studies, 

excluded from the research because of their different assets structure. As a result, the final 

sample is limited to 137 firms. The number of Small Cap is represented by 90 companies, 

while Mid Cap is represented by 47 companies. The share of Small Cap in the studied 

sample is almost twice as much as Mid Cap. Consequently, the sample is dominated by 

smaller companies which can influence the results. Therefore, future research could study 

the behavior of audit and non-audit fees during economic fluctuations in larger companies. 

It would be interesting to study if the same trends for audit and non-audit fees ratios, which 

were established in the present study, are hold for big companies.  

In this study the results have shown that audit fee ratio tended to increase along with 

deteriorating economic situation and even when the economic conditions have improved. 

At the same time, non-audit fee ratio tended to move in the opposite direction. Any 

suggestions concerning these tendencies are made in this study. It would be interesting to 

know the real reason of such ratio’s movement. The issue could be investigated by 

qualitative research, through interviews with companies’ management and auditors. It could 

also be explored which components of non-audit fee have been reduced to a greater 

proportion.  

In my study the finding showing the fee ratio changes for different industries, was only 

significant for the Industrials, which were represented by largest number of companies in 

the investigated sub-sample. I attributed the non significant results for other industries by 

their small sub-sample sizes. Future research, using larger samples of different industries 

could shed more light on this issue.  

The present research showed that the strength of the relationship between fees for two 

services decreased steady over the studied period. Future research could study the 

relationship between fees during the same time period in a few other countries to check this 

fact.  

Finally, the recent financial crisis highlighted the crucial role of financial institutions in 

each country as well as in the world economy. It is obvious that the trust and confidence of 

banking system are essential for the healthy economy. Despite the economic importance of 

banking system, the relationship between financial institutions and their auditors have 

received little attention in the literature. Banks were excluded from the majority of studies, 

investigating the influence of different factors on audit fees, due to their unique structure. In 
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the light of the recent financial crisis, it can be especially interesting to investigate auditor 

independence, when extremely unfavorable economic situation could provoke banks to 

manipulate their earnings. Extremely high audit fees during the crisis may be caused by 

above circumstance. 
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10. CREDIBILITY OF RESEARCH 

In this chapter the different aspects of the research credibility are discussed. 

 

While evaluating the research credibility, the attention is always paid to main criteria: 

validity and reliability (Saunders et.al., 2003, p.100). Validity measures to which degree the 

study measures what it is designed to measure. Internal validity and external validity are 

usually distinguished. Reliability sets up the consistency of a concept’s measure and 

assesses the extent to which it is possible to obtain the same results by other researchers 

(Smith, 2011, p.34). These criteria will be discussed below in relation to the present study. 

10.1 Internal validity 

Internal validity establishes the degree of causal relationship between two variables 

(Saunders et.al., 2003, p.101). The degree of causal relationship depends on how well a 

researcher can specify this relationship and to which extend he/she is controlling other 

influential factors (Smith, 2011, p.35).  

In my research, I tested the relationship between audit and non-audit fees. In order to 

investigate this relationship I used a multiple regression model. This model tests the 

association between the dependent variable audit fee and ten independent variables. The 

fees have been studied by many researchers in many different countries. Therefore, the 

literature provides a wide spectrum of research on this topic. The most important and 

essential of research have formed the basis for this study. Only those variables, which in 

many studies proved to have significant impact on audit fee, were chosen for the model. 

A common problem, which can arise in applying a regression model, is multicollinearity 

between independent variables. Multicollinearity can cause bias in the interpretation of 

results. For this reason, it is important to examine the extent of multicollinearity. The 

correlation should not exceed 0.8. In this study the multicollinearity for all four models was 

examined. The overall degree of multicollinearity is showed to be quite low.  

The above discussion leads to conclusion of this study is that the relationship between audit 

fee and other variables is well specified and other influential factors are taken into 

consideration. Therefore, the extern of internal validity of the research is high. 

10.2 External validity 

External validity measures the extent of generalisability of research. It concerns the 

possibility on whether the results can be generalized beyond  particular research 

environment (Bryman & Bell, 2005, p. 49).  

The present study is based on large number of companies. All companies are registered in a 

European country and follow the European rules. These facts suggest that the findings of 
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the study can be generalized on the majority of European countries and other countries with 

similar context. Since the study was based on Mid Cap and Small Cap companies, the 

results can be generalized on companies of similar size to higher extent. It is possible to 

suggest that finding can also be generalized on larger companies. The studies of the 

relationship between audit and non-audit fees were conducted in many different countries 

and included both the small and the large companies. The vast majority of the research are 

reported the significant positive relationship between fees. My research has confirmed the 

positive association between two fees. In addition, the research showed that the relationship 

remains positive despite of economic fluctuations. If the relationship was not affected by 

changed economic condition in Sweden, it likely will not be affected by economic 

fluctuations in some other countries.  

Since the study is covering the crisis period, it should be taken into consideration that the 

extent to which the economic crisis affected different countries has varied. If the degree of 

this impact was high, the results of the present research could probably not be generalized 

on such setting.  

10.3 Reliability 

Reliability establishes whether the chosen measures will give the same results in other cases 

and whether similar observations will be achieved by other researchers. The degree of 

transparency in processing of data plays an important role in accessing the reliability 

(Saunders et.al., 2003).  

Reliability of the present study is high. The study provides a detailed explanation of all 

steps which were done in order to achieve the research purpose. The data for the research 

are retrieved from the companies’ annual reports which are available to the public. Since 

the study is based on quantitative data, the information cannot be distorted by the 

researcher. All information was carefully collected and placed in Excel. The data 

processing was performed using this program. All statistical procedures which were 

conducted are described in the study. The results of the statistical analyses are provided. All 

this information makes it possible for other researchers to repeat the study. The presented 

results of statistical analyses form the basis for conclusions which have been drawn in this 

study transparently for other researchers.  
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