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ABSTRACT  

The study determined the effect of external audit fees determinants on audit fees of Nigerian 

deposit money banks. Specifically, the study intends to; ascertain the significant effect of 

client size on audit fees of Nigerian deposit money banks; determine the extent client 

profitability significantly affect audit fees of Nigerian deposit money banks; investigate the 

extent audit size significantly affect audit fees of Nigerian deposit money banks; Ex-post facto 

research design will be adopted for the study. A sample of 15 banks will be selected from a 

population of 15 deposit banks quoted on the Nigeria Stock Exchange. Data for the study will 

be obtained from annual published financial of the banks covering a period of eight years 

from 2009-2018. Ordinary lease square regression and Pearson Correlation Coefficient will 

be used to test the six formulated hypotheses. Findings show that client size and client 

profitability has positive influence on sampled quoted Nigerian deposit money banks audit 

fees and these influences is statistically significant on audit fees. Meanwhile that audit size 

and board size has positive influence on sampled quoted Nigerian deposit money banks audit 

fees but these influences are not statistically significant on audit fees. Based on the results of 

the findings, the researcher recommends among others that regulators of the auditing 

practice should adopt measures to regulate and monitor the audit pricing process in order to 

strike a balance and reduce over-charging and under-charging which several school of 

thoughts suggest could be used to impair the independence of the auditor. 
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INTRODUCTION 

Auditing is a fundamental concept in accountancy profession. The amount charged by the 

professional accounting firm has attracted a great deal of concern among academic 

researchers and practitioners (Urhoghide & Izedonmi, 2015). The determination of the audit 

fees is based on the contract between the auditor and the enterprise in accordance with time 

spent on the audit process, and the service required (Simunic, 1980). There is a growing trend 

in accounting in recent years about the issue of audit fees relating to how auditors determine 

the amount of fees charged for audit services. The full separation between ownership and 

management demands the need for appointment of an auditor charged with the responsibility 

of examining the financial statements prepared by client‘s management. The fee to be 

charged by the auditor for service or engagement within a given duration is very fundamental 

in auditing service (Urhoghide & Izedonmi, 2015).   

The external audit services and audit fees paid by companies to their auditors are obviously 

of interest to both companies and auditors: Companies are statutorily required to have their 

financial statements audited and want the fees they pay to be reasonable, auditors provide 

such services and want to ensure that the fees they charge are sufficient to enable a 

satisfactory service to be provided (Gist, 1992). In addition to companies and auditors, the 

shareholders in particular and the public in general are concerned that the audit fee is not set 

of such a level, (it is either too high or too low) it might undermine confidence in the audit 

opinion (Hassan, 2015). Furthermore, the level of audit fees and how they are determined are 

significant matters to both national and international professional accounting bodies to 

indicate the basis on which audit fees should be determined, the costs which should be 

covered by an audit fee, and the factors which should be taken into account when determining 

the audit fee. In addition these statements were also designed to restrict auditors from 

charging their fees on a basis which might be incompatible with the ethical values associated 

with the audit profession. Consequently, they seek to protect the auditors from losing their 

objectivity, and effectiveness as independent auditors (Hassan, 2015).   

While the external audit fee is no different from other costs borne by the clients, the service 

received is hardly visible, with the only tangible ―product‖ a relatively brief and standardized 

– audit report (opinion) (Ask &Holm, 2013). In this situation, clients would benefit from 

some external assurance that their fee is not disproportionate or out of proportion. Although 

much of the audit conducted by the external auditor is out of the sight of the audited firm, the 

latter derives satisfaction from the positive reviews received from the former regarding the 

latter‘s financial records. To the audited client, ―transparency‖ of the auditing process or 

determinants of audit fees may result in additional satisfaction (Hentati & Jilani, 2013; 

Kwong, 2011; Shafie, Che Ahmad & Md Ali, 2007).  

Consequently, the development of audit fee models should assist in providing benchmarks for 

assessing audit fees, which, in turn, should assist clients both in reviewing current fee levels 

as well as in better informing their choice of auditors (Alhassan, 2017). When external audit 

is put out for tender, identifying those variables that are significantly associated with audit 

fees should help refine the tender specification, and thus improve comparison of the tenders 
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received: over time this could increase the competitiveness of the audit market, and 

consequently reduce prices.  

The amount of fees paid to external auditors is of great importance to a number of 

stakeholders that is why disclosure practices requires that such information be disclosed in 

the financial statements of companies (Kikhia, 2015; Hentati &Jilani, 2013). Moreover, they 

suggest that the closer association between external auditors and their clients can generate a 

financial dependence of auditors on their clients which threatens  

Most of studies revealed that client‘s size of business, international recognition; affiliation of 

audit firms (Big four firms) and profitability are significant determinants of audit fee. (See 

Alhassan, 2017; Agbeja and Sokunle, 2016; Augustine, Chijioke, Adeyemi, Obehioye, 2013). 

Despite this, some researchers found negative significant effect between audit fees and its 

determinants (see Hassan, 2014; Soyemi and Olowookere, 2013). While the determinants of 

audit fees are not new in literature, the significance of the determinants in pricing audit fees 

within a developing country context is limited. While the determinants of audit fees are not 

new in literature, the significance of the determinants in pricing audit fees within a 

developing country context like Nigeria is limited. Thus, the current study extends previous 

studies by presenting new evidence about the external audit fees determinants in Nigerian 

deposit money banks. 

This study determines the effect external audit fees determinants on audit fees of Nigerian 

deposit money banks. Specifically, the study intends to achieve the followings; 

1. To ascertain the significant effect of client size on audit fees of Nigerian deposit 

money banks. 

2. To determine the extent client profitability significantly affect audit fees of Nigerian 

deposit money banks. 

3. To investigate the extent audit size significantly affect audit fees of Nigerian deposit 

money banks. 

 

REVIEW OF RELATED LITERATURE 

Conceptual Framework 

External Audit Fees 

Since the publication of Simunic (1980) on pricing of audit services, the area of study has 

been an interesting issue for researchers. Different studies have been conducted to explore the 

factors that determine audit fees charged by auditing firms. The knowledge of these factors is 

helpful for both clients and auditors because it leads to a better negotiation between client and 

auditor (Al-Harshani, 2008). Audit fee is determined on the basis of characteristics specific to 

auditing firm and client. Characteristics of client include: size of its business, complexity of 

its business and risk of the business However, engagement attributes are also significant 

determinants of audit fee (Kwong, 2011; Sundgren & Svanstrom; 2013; Hentati & Jilani, 

2013).  

Audit fee refers to the remuneration payable to an auditor for audit services rendered. In other 

words, an audit fee is a fee that a company pays an external auditor in exchange for 
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performing an audit. The Ghanaian audit industry is regulated by Institutes of Chartered 

Accountants, Ghana (ICAG). Accountants have to be cautious when entering into 

negotiations for professional work to avoid any issue that can ruin their independent 

professional judgment (ICAG, 2006).  

The audit fee charged is influenced by auditor dependent factors: the reputation of the 

auditor, auditor experience, competition in the audit market (Hentati & Jilani, 2013; Ask & 

Holm, 2013; Castro et al. 2015). Audit fees is also determined by the clients‘ company 

factors such as company size, complexity of operations of the company, clients firm risk, and 

the profitability of the clients‘ firm (Joshi & Al-Bastaki, 2000).  

 

Hay, Knechel and Wong (2006) conducted a meta-analysis of the audit fee studies conducted 

up to year 2007. In their study, they discussed the audit fee determinants that have been used 

in all studies conducted regarding pricing of audit service. Results of the study show that 

auditors charge fee based on three factors. These are; client specific (client‘s business size, 

client‘s risk and client complexity), auditor specific (size of the firm) and engagement (busy 

season). 

Moreover, information about determination of audit fees can be provided to legislators who 

set business regulations that are imposed on companies. In general, the external audit fee has 

four basic aspects: Determining the fee, selling the fee, billing the fee and collecting the fee. 

The current study is concerned with the first aspect which is the determination of audit fees. 

Moreover, this study focuses on the identification of the factors that enter into the 

determination of audit fees, factors which may directly affect the time of the audit work or 

indirectly the level of audit fees (Hassan, 2015). 

While the external audit fee is not different from other costs borne by the clients, the service 

received is hardly visible, with the only tangible ―product‖ a relatively brief and standardized 

– audit report (opinion) (Ask &Holm, 2013). In this situation, clients would benefit from 

some external assurance that their fee is not disproportionate or out of proportion. Although 

much of the audit conducted by the external auditor is out of the sight of the audited firm, the 

latter derives satisfaction from the positive reviews received from the former regarding the 

latter‘s financial records. To the audited client, ―transparency‖ of the auditing process or 

determinants of audit fees may result in additional satisfaction (Hentati & Jilani, 2013; 

Kwong, 2011; Shafie et al. 2007). 

Client Size  

Previous studies show that company size affects audit plans (Castro et al, 2015; Kikhia, 

2014). Large companies require more attention than smaller companies therefore more time 

will be spent on audit work and as a result high audit fees will be charged on bigger 

companies as opposed to smaller ones (Xu, 2011; Simon & Taylor, 2002). Large size 

companies would be involved in more activities than small ones. They are usually more 

publicly visible and they tend to disclose more information than small companies. Prior 

research conducted by Al-Shammari, Brown and Tarca, (2008), and Xu (2011) provided 

conclusive evidence that ―the size of the client is the most important variable in determining 
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audit fees. Causholli, De Martinis, Hay and Knechel (2011), in their study regarding 

overview of empirical research related to audit fee found out that client‘s size of business is 

the most significant determinant of audit fee among all other determinants. The reason for 

positive and significant relationship of audit fee with size of client‘s business was that labour 

usage and effort of auditor gets high as the size of company‘s business gets high. 

Consequently, more audit services and time are needed to audit large size companies than 

small ones. They also have enough financial resources to recruit big international audit firms. 

Hence, large size companies would pay higher fees than small ones (Carson et al., 2004; 

Vermeer, Raghunandan & Forgione 2009).A positive relationship has been found between 

the audited company size and the fee charged by auditors (Tan, & Koh, 1990).Most common 

measures of company size include: the number of personnel, total revenues of the firm, and 

the total assets. Some studies used different proxy than actually used for client‘s size of 

business. Client size can also be measured by using number of employees as proxy 

(Freischer, 2012). A current study by Fleischer (2012) in a developed economy provided 

evidence of German market regarding the relation between client‘s size and audit fee by 

using a different proxy than actually used for client‘s size of business. His study used number 

of employees as proxy for client‘s size of business. Results of his study showed that client‘s 

size of business has highest explanatory power and showed a significant positive relationship 

with audit fee. Previous empirical research showed size to be the main factor that influences 

external auditor‘s fees (Naser & Nuseibeh, 2008).  

A considerable body of empirical auditing literature has focused on researching the role of 

auditee size in charging audit fees (e.g., Joshi & Bastaki, 2000; Gonthier-Besacier & Schatt, 

2007; Ahmed & Goyal, 2005). Compared to auditing small-sized clients, auditing large-sized 

clients makes a need of spending more time and effort as the fees paid to auditors depend on 

the amount of time to complete the job given, it is expected that larger companies have to pay 

higher audit fees. 

 

Client Profitability  

Auditee profitability is an important variable in determining audit fees and is regarded as a 

significant sign of management performance and its effectiveness in allocating available 

resources. Realizing the income or loss figure presented through the income statement can 

help to identify the auditee profitability. Profitable firms pay more audit fees to their external 

auditors in view of the fact that higher profits may require accurate audit testing of the 

authority for the identification of revenue and expenses which require more audit time (Joshi 

& Al-Bastaki, 2000). Empirical evidence has not been decisive in this respect. For instance, 

no association was identified between profitability and audit fees in the UK, even though 

studies conducted by Simunic (1980) Francis and Simon (1987) and (Hay et al., 2008) 

concluded that the profitability was significantly associated with audit fees. Only few 

researchers (Joshi and Al-Bastaki, 2000; Whisenant et al., 2003) have used profitability in 

their studies. The most common variables that are typically used to measure profitability are 

profitability ratio and a dummy variable for the existence of a loss. In one word, while the 

logic for the association between audit fees and profitability is intuitive appealing, but the 

actual metrics in use may not effectively capture the market dynamics. 
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Also, audit client profitability is an important indicator of management performance and its 

efficiency in allocating available resources. Joshi & Bastaki (2000) explain that companies 

reporting high levels of profits will be subject to extensive audit testing of their revenues and 

expenses and this will result in higher audit fees. Prior researches (Dugar, Ramanan and 

Simon, 1995) indicate that the amount of audit fees is significantly influenced by the 

profitability ratio (Sandra & Patrick, 1996). 

Corporate profits are used to appraise the performance of the management in making efficient 

use of the resources allocated to them. Profits can be determined by looking at the reported 

figures in the financial statements (Sandra & Patrick, 1996; Naser at al., 2013). Companies 

reported high levels of profit would disclose more information to highlight their 

achievements and reduce agency costs (Watts & Zimmerman, 1986). Disclosing more 

information will be used by management of a profitable company to signal information about 

their performance to strengthen their position and justify their compensation (Hassan & 

Naser, 2013)). These companies will be subjected to rigorous audit testing to verify and 

confirm their revenues and matching expenses (Joshi & Al-Bastaki, 2000). Hence, profitable 

companies would pay high audit fees.  

Profitability has been commonly measured by: Return on Equity (ROE); Return on Assets 

(ROA); Return on Investment (ROI); and Return on Capital Employed (ROCE).  

 

Auditor Size  

Another variable under study is auditor size. The large ones, known as Big four firms, have 

become consolidated in the market and have international recognition. Choi, Kim, & Zang, 

(2010) analyzed the relationship between the size of the auditor, quality of audits and 

corresponding fees. They established that large audit firms charge a premium for their high-

quality audits. Big audit firms charge high audit fees (Francis 2004). Therefore, auditor size 

is correlated positively to the audit fees charged (Siddiqui, Zaman, and Khan, 2013). 

Similarly, studies have shown the positive relationship between auditor size and the quality of 

its services (Hassan & Naser, 2013).  

The size of audit firm is an important factor in the provision of audit services. A number of 

previous studies were interested in observing whether audit fees paid to ―Big‖ audit firms are 

significantly higher than fees paid to ―non-Big‖ firms. Big four audit firms have efficiencies 

due to large-scale operations. Moreover, they have more resources to invest in staff training, 

technology and facilities. In prior research, an important focus of attention has been on 

whether there are identifiable differences between the amount of audit fees charged by big 

audit firms and those charged by non-big audit firms? However, the reason for studying the 

audit firm size comes from the assumption that the size indicates the audit quality. Thus, an 

association may occur between audit firm size and the amount of audit fees which comes 

from audit quality perceived. It should be noted that, the big audit firms were once known as 

the "Big Eight", and were reduced to the "Big Six" and then "Big Five" by a series of 

mergers, and the Big Five became the Big Four after the demise of Arthur Andersen in 2002, 

following its involvement in the Enron. 
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Auditor size can be determined by the assets held by the audit firm, market share of the 

auditor and the total workforce of the auditor. The audit quality is not independent in relation 

to the size of the company carrying it out; the larger the audit firm – measured by the number 

of clients – the smaller incentive for an auditor to perform inappropriately for establishing or 

maintaining a client (DeAngelo, 1981). This is to say, large audit firms with higher financial 

independence puts them at a less susceptible position in relation to client pressures. This fact 

adds to a greater insight of audit quality. 

Some of previous studies have concluded that there is no association between audit fees and 

auditor size, for instance, Meshari (2008) studied the factors influencing the amount of audit 

fees in Kuwait. Of particular interest is the investigation of the potential effect of the size of 

the audit firm on external audit fees. The study‘s results indicated that the audit firm size 

(―Big‖ audit firm vs ―non-Big‖ audit firm) is not statistically influential in determining the 

amount of audit fees. On the other hand, Walid (2012) concluded that the size of the audit 

firm is important factor in affecting the amount of external audit fees in Lebanon. Presently, 

the Big 4 audit firms dominate the audit services market, and consequently, smaller firms 

face huge obstacles to enter the market of big companies. Moreover, the fee charged by big 

audit firms may be higher than that of non-big ones, due to the reputation impact and 

advantage of the former. In Jordan, Naser and AL-Khatib (2000) mentioned that there is 

association between audit status and quality of corporate reporting, thus companies which 

audited by audit firms affiliated to big international firms seek to publish high quality 

information. One could draw the conclusion that, the results of previous research are mixed 

about the potential impact of auditor size on external audit fees; therefore, further research of 

this issue is warranted. Hence, the current study includes in its investigation the potential 

effect of the auditor size on audit fees. Therefore, this study will employ audit firm size (Big 

four as a dummy variable) to measure the auditor size. 

 

Review of Empirical Studies 

Ouite number of studies has been carried out on auditing issues especially, on external audit fees 

and its determinants. The study of Aliu, Okpanachi and Mohammed (2018) examined the 

relationship between audit fees and audit quality of listed companies in the downstream sector of 

the Nigerian petroleum industry. In order to achieve this objective, a total of nine (9) listed 

companies in the downstream sector of Nigerian Petroleum Industry were selected. Secondary data 

used for the study was extracted from the annual reports of the selected companies for eight (8) 

financial years (2007-2014). Audit quality which is the dependent variable was regressed on audit 

fees alongside leverage and age as control variables using the binary logit regression method. 

Finding shows that audit fee has a negative significant relationship with audit quality, while 

leverage also has an inverse relationship but was not significant. Firm age, on its part, had a 

positive sign and significantly associated with audit quality. It was therefore concluded that high 

audit fees have the likelihood of compromising auditors‘ independence, thereby, resulting in lower 

audit quality.  

Agbeja and Sokunle (2016) investigated the role of external auditor in the prevention of 

frauds in the Nigerian Deposit Money Banks. Secondary data obtained from CBN and NDIC 
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reports and bank databases were used. Ordinary Least Square method and Analysis of 

Variance (ANOVA) were employed. The results revealed that there was significant 

relationship between incidence of frauds and changes in banks deposit; incidence of non-

performing loans consequent on fraud; bank contribution to the economy consequent on non-

performing loans.  

Urhoghide and Izedonmi (2015) examined the effects of audit client characteristics, audit 

firm characteristics, corporate governance variables on audit fee in Nigeria from 2007-2012. 

The variables were analyzed using descriptive and correlation analysis. Thereafter, multiple 

regression analysis was conducted using pooled ordinary least squares and the panel 

estimated generalized least squares. The results for audit client characteristics revealed that 

audit client size and complexity have a positive and significant impact on audit fee while 

profitability, fiscal year end and industry have a negative and significant influence on audit 

fee. Hassan (2014) examined the factors influencing the level of external audit fees paid by 

firms to their auditors in Jordan. Specific attention is focused on the investigation of the 

potential influence of auditee size, complexity of client, profitability, client risk, auditor size 

and auditor tenure on audit fees, by using the Sample which contains 117 non-financial 

Jordanian companies which listed on Amman Stock Exchange, meet the selection standards 

and have the applicable and appropriate financial data from 2010 until 2012 (351 

observation). Belen et al., (2014) studied the auditor tenure association with audit quality by 

using a sample of 254 audits carried out on Spanish state-owned foundations between 2003 

and 2010. The results reveal that audit quality, measured as the likelihood that an auditor will 

submit a qualified opinion, increases over the first five years of the relationship and then 

decreases.  

Adeyemi, et al. (2012) carried out research in order to investigate the factors affecting audit 

quality in Nigeria. A Combination of archival method and survey research methods was used. 

Survey research method was used to gather information from respondents concerning their 

opinions on certain aspects of audit quality in Nigeria. The researchers test their hypothesis 

and analyzed the data using SPSS, version 17. The tests revealed that, multiple directorships 

are the most significant in affecting audit quality in Nigeria. However, the study did not find 

audit firm rotation to be a significant factor for enhancing audit quality in Nigeria. Hsieh 

(2011) examined the existence of a relationship between evidence of reduced audit quality; 

using data obtained from actual audits by multiple Taiwanese offices of four large 

international audit firms, measured by estimated discretionary accruals, and audit firm tenure 

with a specific client. Hsieh utilized the Jones‗ cross sectional model for analysis, and found 

estimated discretionary accruals to be significantly and negatively associated with the lead 

audit partner‗s tenure; in consideration with a specific client. Based on regression result 

Hsieh (2011) indicated that first-year audits are more likely to receive lower assessments of 

audit quality, while higher levels of audit quality are attained in the years immediately 

thereafter. Sharma (2011) examined whether there is a relationship between joint provision of 

audit and non-audit services and loss of auditors independent for publicly listed New Zealand 

companies in 2011 .Using discretionary accruals as an indicator of audit quality, the 

regression analysis discovered a significant positive relationship between lower abnormal 
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accruals indicate that earnings quality is higher, which is a proxy of audit quality and the 

practice whereby external auditors providing non-audit service to its audit client.  

 

Bedard and Johnstone (2010) examined the relationship between audit partner tenure, audit 

planning and audit fees. The results reveal a strong association between audit fees and audit 

tenure of American companies. Furthermore, this study mentioned that the amount of audit 

fees for longer partner tenure is significantly positively associated with realization rates and 

audit partners contribute more audit effort in the first year of engagement. 

Meshari (2008) studied the factors influencing the amount of audit fees in Kuwait. Of 

particular interest is the investigation of the potential effect of the size of the audit firm on 

external audit fees. The study‘s results indicated that the audit firm size (―Big‖ audit firm vs 

―non-Big‖ audit firm) is not statistically influential in determining the amount of audit fees. 

Walid (2012) concluded that the size of the audit firm is important factor in affecting the 

amount of external audit fees in Lebanon. Presently, the Big 4 audit firms dominate the audit 

services market, and consequently, smaller firms face huge obstacles to enter the market of 

big companies. Moreover, the fee charged by big audit firms may be higher than that of non-

big ones, due to the reputation impact and advantage of the former.  In Jordan, Naser and AL-

Khatib (2000) mentioned that there is association between audit status and quality of 

corporate reporting, thus companies which audited by audit firms affiliated to big 

international firms seek to publish high quality information. 

Robert and Ann (2007) carried out research on the relationship between auditor tenure and 

audit quality using going concern opinion as audit quality proxy. The authors examine the 

effect of auditor tenure on audit quality for private companies in Belgium, an environment 

where the researchers believe auditor tenure is more likely to have a negative effect on audit 

quality. Researchers used the likelihood of an auditor issuing a going concern opinion as an 

indicator of audit quality. Using a sample of stressed bankrupt companies, and stressed non- 

bankrupt companies, the results indicate that auditors do not become less independent over 

time nor do they become better at predicting bankruptcy. In balance, the evidence for tenure 

either increasing or decreasing quality is weak. 

Louis and Robinson (2005) examined the factors of external audit quality by proposing the 

hypothesis that audit firm size has an effect on audit quality. Seventeen Korean 

manufacturing share companies that experienced corporate fraud were used as a sample in the 

study. Their regression result indicated that, there was no significant relationship between 

audit firm size and audit quality 

Summary of the Literature  

From the existing studies, most of studies revealed that client‘s size of business, international 

recognition; affiliation of audit firms (Big four firms) and profitability are significant 

determinants of audit fee such as the study of Alhassan (2017), Agbeja and Sokunle (2016), 

Bogale (2016), Belen, Roberto & Antonio (2014), Augustine, Chijioke, Adeyemi, Obehioye 

(2013), Sharma (2011), Bedard and Johnstone (2008). On the other hand, some researchers 
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found negative significant effect between audit fees and its determinants (see Hassan, 2014; 

Soyemi and Olowookere, 2013; Adeyemi, et.al, 2013; Hsieh, 2011;  Siregar, et. al., 2012; 

Dehkordi and Makarem, 2011; Meshari, 2008; Robert and Ann, 2007; Louis and Robinson, 

2005). While the determinants of audit fees are not new in literature, the significance of the 

determinants in pricing audit fees within a developing country context is limited.. Thus, the 

current study extends previous studies by presenting new evidence about the external audit 

fees in Nigeria. 

 

METHODOLOGY 

Research Design 

Ex-post facto research design was adopted for the study. This is appropriate because the 

study aims at measuring the relationship between one variable and another, in which the 

variables involved are not manipulated by the researcher. 

 

Population of the Study 

This study makes use of the 15 deposit money banks quoted on the Nigerian Stock Exchange. 

The study covered nine years annual reports and accounts of these banks from 2009 to 2018. 

 

Method of Data Analysis 

The data for the study was collected from annual reports and accounts of deposit money 

banks quoted on the Nigerian Stock Exchange (NSE). The dependent variable is proxied 

using audit fees, while the independent variables are Client size, Client profitability and 

Auditor‘s size.  

Audit fees comprise the natural log of the Audit fees paid by the company. Auditor‘s size 

show that it is audited by one of the ―big 4‖ audit firms (Price-water house coopers; Akintola 

Williams Deloitte; KPMG Professional service and Ernst and Young, otherwise zero (0). 

This operationalization follows the approach used in Kane and Velury (2011) where big audit 

firms are assumed to have quality audit services than other smaller audit firms.  

 

Model Specification 

The specified simple regression estimated model takes the following form: 

AUDFEit = a0 + μ i + βICLTSZit ∑it …………..………….…...(i) 

AUDFEit = a0 + μ i + β2CLTPFTit ∑it ……………..………....(ii) 

AUDFEit = a0 + μ i + β3AUDSZit ∑it ……………….………..(iii) 

 

Where:  

The dependent variable: Audit fees measured as the amount of fees charged by the auditor for 

an audit service and  

The independent variables:  

CLTSZ = Client size, it is measured in this study as the natural log of total asset  

CLTPFT=Client profitability, In this study, profitability is measured using profit after tax 

(PAT).  
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AUDSZ =Auditor‘s size as auditor‘s size show that it is audited by one of the ―big 4‖ audit 

firms (Price-water house coopers; Akintola Williams Deloitte; KPMG 

Professional service and Ernst and Young, otherwise zero (0).  

a0 = slope of the model 

βI, β2, β3, = coefficient of parameter. 

 

DATA ANALYSIS AND INTERPRETATION 

Data Analysis 
Table 1: Descriptive Statistics 

 N Minimum Maximum Mean Std. Deviation 

AUDFEES 135 9000.00 2997000.00 182902.7407 277394.49895 

CLTSZ 136 .00 4833658.00 1214690.4632 1004328.76938 

CLTPRT 136 -37292000.00 519549000.00 37785955.6985 66814260.76062 

AUDSZ 135 .00 7.00 .7185 .71916 

Valid N (listwise) 131     

 

From the descriptive statistics of the variables as shown that the mean AUDF is 182902.7 

maximum and minimum values of 2997000 and 9000 respectively. The standard deviation 

stood at 277394.5. The mean value for CLTSZ is 1214690 with maximum and minimum 

values of 4833658 and 0.00 respectively while the standard deviation is 1004328.7. The mean 

value for CLPRT is 37785955.7 with maximum and minimum values of 519549000 and -

37292000 respectively while the standard deviation is 66814260.8. The mean value for 

AUDSZ is .7185 with maximum and minimum values of 7.00 and 0.00 respectively while the 

standard deviation is .71916.  

 

Test of Hypotheses 

Hypothesis One 

Ho: Client size has no significant effect on audit fees of Nigerian deposit money banks. 
Table 2: Model Summary 

Model R R Square Adjusted R 

Square 

Std. Error of the 

Estimate 

1 .551a .304 .298 233191.50206 

a. Predictors: (Constant), CLTSZ 

Table 2 above shows that the Model revealed the value of R
2
 = 0. 304 and Adjusted R

2
value 

is 0.298 this suggests that the model explains about 30% of the systematic variations in the 

dependent variable. This means that the regression explains 30% of the variance in the data. 

 
Table 3: ANOVAa 

Model Sum of Squares df Mean Square F Sig. 

1 

Regression 
3130346364473.3

33 
1 

3130346364473.3

33 
57.566 .000b 

Residual 
7177932515703.9

17 
132 54378276634.121   

Total 
10308278880177.

250 
133    

a. Dependent Variable: AUDFEES 

b. Predictors: (Constant), CLTSZ 
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Table 4: Coefficientsa 

Model Unstandardized Coefficients Standardized 

Coefficients 

t Sig. 

B Std. Error Beta 

1 
(Constant) -4048.523 31866.406  -.127 .899 

CLTSZ .153 .020 .551 7.587 .000 

a. Dependent Variable: AUDFEES 

In table 2, it reveals that the F-stat (57.566) and p-value (0.000) indicates that the hypothesis 

is statistically significant; hence its p-value is less than 0.01%. 

In table 3, the regressed coefficient correlation result shows that an evaluation of the external 

audit fees of the explanatory variable (Beta Column) shows that client size is significant 

(Sig.= 0.551). Therefore, we reject alternative hypothesis and uphold null hypothesis which 

state that client size has significant effect on audit fees of Nigerian deposit money banks. 

However, the data was subjected to Pearson correlation coefficient analysis to confirm the 

level of significant that exists between the two variables. 

Table 5: Correlations 

 AUDFEES CLTSZ 

AUDFEES 

Pearson Correlation 1 .551** 

Sig. (2-tailed)  .000 

N 135 134 

CLTSZ 

Pearson Correlation .551** 1 

Sig. (2-tailed) .000  

N 134 136 

**. Correlation is significant at the 0.01 level (2-tailed). 

Indeed, from table 5 above, correlation coefficient of 0.551 a positive correlation between 

audit fees and client size. To get an idea of how much variance the two variables share, the 

coefficient of determination (R) is calculated. R is 0.551 x 0.551= 0. 304. It implies that audit 

fees help to explain 30% of the variance in client size of the banks. From the above result, the 

study discovers that the confidence level between audit fees and client size is normal, but that 

correlation coefficient is significant at 0.01 levels. Therefore, the client size has a positive 

significant effect on audit fees of Nigerian deposit money banks. 

 

Hypothesis Two 

Ho: Client profitability has no significant effect on audit fees of Nigerian deposit money 

banks. 
Table 6: Model Summary 

Model R R Square Adjusted R 

Square 

Std. Error of the 

Estimate 

1 .282a .080 .073 268077.78209 

a. Predictors: (Constant), CLTPRT 

Table 6 above shows that the Model revealed the value of R
2
 = 0. 080 and Adjusted R

2
value 

is 0.073 this suggests that the model explains about 7.3% of the systematic variations in the 

dependent variable. This means that the regression explains 7.3% of the variance in the data. 
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Table 7: ANOVAa 

Model Sum of Squares df Mean Square F Sig. 

1 

Regression 
822006843445.64

3 
1 

822006843445.64

3 
11.438 .001b 

Residual 
9486272036731.6

07 
132 71865697247.967   

Total 
10308278880177.

250 
133    

a. Dependent Variable: AUDFEES 

b. Predictors: (Constant), CLTPRT 

Table 8: Coefficientsa 

Model Unstandardized Coefficients Standardized 

Coefficients 

t Sig. 

B Std. Error Beta 

1 
(Constant) 138455.712 26684.269  5.189 .000 

CLTPRT .001 .000 .282 3.382 .001 

a. Dependent Variable: AUDFEES 

In table 7, it reveals that the F-stat (11.438) and p-value (0.001) indicates that the hypothesis 

is statistically significant; hence its p-value is less/equal to 0.01%. 

In table 8, the regressed coefficient correlation result shows that an evaluation of the external 

audit fees of the explanatory variable (Beta Column) shows that client profitability is 

significant (Sig.= 0.282). Therefore, we reject null hypotheses and uphold alternative 

hypothesis which state that client profitability has significant effect on audit fees of Nigerian 

deposit money banks. However, the data was subjected to Pearson correlation coefficient 

analysis to confirm the level of significant that exists between the two variables. 

Table 9: Correlations 

 AUDFEES CLTPRT 

AUDFEES 

Pearson Correlation 1 .282** 

Sig. (2-tailed)  .001 

N 135 134 

CLTPRT 

Pearson Correlation .282** 1 

Sig. (2-tailed) .001  

N 134 136 

**. Correlation is significant at the 0.01 level (2-tailed). 

Indeed, from the above figure, correlation coefficient of 0.282 a positive correlation between 

audit fees and client profitability. To get an idea of how much variance the two variables 

share, the coefficient of determination (R) is calculated. R is 0.282 x 0.282= 0. 080. It implies 

that audit fees help to explain 8% of the variance in client profitability of the banks. From the 

above result, the study discovers that the confidence level between audit fees and client 

profitability is very low, but that correlation coefficient is significant at 0.01 levels. 

Therefore, the client profitability has a positive significant effect on audit fees of Nigerian 

deposit money banks. 
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Hypothesis Three 

Ho: Audit size has no significant effect on audit fees of Nigerian deposit money banks. 
Table 10: Model Summary 

Model R R Square Adjusted R 

Square 

Std. Error of the 

Estimate 

1 .115a .013 .006 278574.29347 

a. Predictors: (Constant), AUDSZ 

Table 10 above shows that the Model revealed the value of R
2
 = 0. 013 and Adjusted R

2
value 

is 0.006 this suggests that the model explains about 0.6% of the systematic variations in the 

dependent variable. This means that the regression explains 0.6% of the variance in the data. 

Table 11: ANOVAa 

Model Sum of Squares Df Mean Square F Sig. 

1 

Regression 
136790613572.09

3 
1 

136790613572.09

3 
1.763 .187b 

Residual 
10166076444836.

730 
131 77603636983.487   

Total 
10302867058408.

824 
132    

a. Dependent Variable: AUDFEES 

b. Predictors: (Constant), AUDSZ 

 

Table 12: Coefficientsa 

Model Unstandardized Coefficients Standardized 

Coefficients 

t Sig. 

B Std. Error Beta 

1 
(Constant) 137444.186 42482.181  3.235 .002 

AUDSZ 68564.370 51642.990 .115 1.328 .187 

a. Dependent Variable: AUDFEES 

In table 11, it reveals that the F-stat (1.763) and p-value (0.187) indicates that the hypothesis 

is not statistically significant; hence its p-value is greater than 0.01%. 

In table 12, the regressed coefficient correlation result shows that an evaluation of the 

external audit fees of the explanatory variable (Beta Column) shows that audit size is not 

significant (Sig.= 0.115). Therefore, we reject alternative hypotheses and uphold null 

hypothesis which state that audit size has no significant effect on audit fees of Nigerian 

deposit money banks. However, the data was subjected to Pearson correlation coefficient 

analysis to confirm the level of significant that exists between the two variables. 

 
Table 13: Correlations 

 AUDFEES AUDSZ 

AUDFEES 

Pearson Correlation 1 .115 

Sig. (2-tailed)  .187 

N 135 133 

AUDSZ 

Pearson Correlation .115 1 

Sig. (2-tailed) .187  

N 133 135 

**. Correlation is significant at the 0.01 level (2-tailed). 
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Indeed, from the above figure, correlation coefficient of 0.115 a positive correlation between 

audit fees and audit size. To get an idea of how much variance the two variables share, the 

coefficient of determination (R) is calculated. R is 0.115 x 0.115= 0. 013. It implies that 

audit fees help to explain 1.3% of the variance in audit size of the banks. From the above 

result, the study discovers that the confidence level between audit fees and client size is very 

low, but that correlation coefficient is not significant at 0.01 levels. Therefore, the audit size 

has no significant effect on audit fees of Nigerian deposit money banks. 

 

Discussion of Findings  

The results obtained from the analysis revealed that external audit fees determinants; the 

study revealed that client size has no significant effect on audit fees of Nigerian deposit 

money banks. Also it showed that client profitability and audit size has significant effect on 

audit fees of Nigerian deposit money banks. 

This result was in line with that of Alhassan (2017); Bogale (2016) study reveals that client‘s 

size of business, international recognition; affiliation of audit firms (Big four firms) and 

profitability are significant determinants of audit fee. Also Urhoghide and Izedonmi (2015) 

The results for audit client characteristics revealed that audit client size and complexity have 

a positive and significant impact on audit fee while profitability, fiscal year end and industry 

have a negative and significant influence on audit fee. 

 

 

 CONCLUSION AND RECOMMENDATIONS 

Based on the analysis, the following findings were drawn; 

1. The study revealed that client size was found to have a positive influence on our 

sampled quoted banks audit fees and this influence is statistically significant on audit 

fees of Nigerian deposit money banks. 

2. Also it showed that client profitability was found to have a positive influence on our 

sampled quoted banks audit fees and this influence is statistically significant on audit 

fees of Nigerian deposit money banks.  

3. The finding also shows that audit size was found to have a positive influence on our 

sampled quoted banks audit fees and this influence is not statistically significant on 

audit fees of Nigerian deposit money banks. 

 

Conclusion 

Based on this study, it is found that audit fees in Nigerian banks is positively and statistically 

significant related to the client size, and client profitability of our sampled banks in Nigeria. 

Meanwhile audit size, client complexity and board size were found to have a positive 

influence on our sampled quoted banks audit fees and this influence is not statistically 

significant on audit fees of Nigerian deposit money banks, however, audit committee 

independence was found to have a negative influence on our sampled quoted banks audit fees 

and this influence is also not statistically significant on audit fees of Nigerian deposit money 

banks.  
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This outcome is similar to that obtained by numerous audit fee research performed in several 

countries. Moreover, the results revealed that the amount of audit fees is positively related to 

the profitability and client size. This finding leads to the assumption that better-off audit 

clients might be viewed to have a ―deeper pocket,‖ and so are charged higher amounts of 

external audit fees. 

A rationale for this could be that, in Nigeria rules and regulations are not strict and hard like 

developed countries where mostly auditors are held liable and punished for manipulation of 

accounting figures. Furthermore, these results also show that the concern about audit 

independence impairment derived from high external audit fees is reasonable.  

 

Recommendations  

Based on the results of the findings, and conclusions derived therein, the following 

recommendations are made: 

1. The client‘s firm size should be used as a major criterion in the determination of audit fees 

in Nigeria. Government regulating agencies should see to the issue of audit fees charged 

by auditors for engaging in audit exercise.  

2. The client‘s firm profitability, audit fees charged by auditors should not be based on profit 

after tax of client‘s firm in Nigeria as it does not show any significant effect on audit fees. 
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