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ABSTRACT

The objective of this paper is to examine the relationship between the gender and
ethnicity of the auditor and the audit fees in Malaysia and to investigate the effect of
Big 4 auditors, auditee size, profitability, complexity and riskiness in determining
audit fees for companies in Malaysia. Factors that are hyphothesized to have
significant influences on audit fees are gender, ethnicity, Big 4 auditors, auditee’s size,
auditee’s complexity, auditee’s financial risk and auditee’s profitability. Multiple
regression analysis was used to analyze data from annual reports of 100 listed
companies in Malaysia for financial year ended 2015. The main finding of this sudy is
that only size of auditee and Big 4 auditors has a significant impact on audit fees for
companies. However, there is no strong evidence to support gender, ethnicity, firm’s
profitability, firm’s complexity, and auditee’s financial risk having any relationship
with audit fees.

Keywords: audit fees, gender, and ethnicity.



ABSTRAK

Objektif kertas ini adalah untuk mengkaji hubungan antara jantina dan etnik juruaudit
dengan yuran audit di Malaysia serta untuk menyiasat kesan juruaudit “Big 4”,saiz
firma, keuntungan, kerumitan dan risiko kewangan dalam menentukan yuran audit
bagi syarikat-syarikat di Malaysia. Faktor-faktor yang telah dihipotesis mempunyai
pengaruh besar ke atas yuran audit adalah jantina, etnik, saiz firma, kerumitan firma,
risiko kewangan firma, dan keuntungan bagi firma yang diaudit itu. Analisis regresi
berganda telah digunakan untuk menganalisis data daripada 100 laporan tahunan
syarikat yang tersenarai di Malaysia bagi tahun kewangan berakhir 2015. Dapatan
utama kajian mendapati hanya saiz firma yang diaudit dan juruaudit “Big 4”
mempunyai kesan besar ke atas penentuan yuran audit bagi firma-firma. Namun, tidak
ada bukti yang kukuh untuk menyokong jantina, etnik, keuntungan firma, kerumitan
firma, dan risiko kewangan firma mempunyai apa-apa hubungan dengan yuran audit.

Kata kunci: yuran audit, jantina, dan etnik.
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CHAPTER 1

INTRODUCTION

1.1 Introduction to the study

Auditing is a process of assessing financial statement of the companies, performed by
auditors. Issues relating to how audit fees are determined and how auditor decided the
amount of audit fees to be charged to auditee firm has been debated commonly in
accounting and auditing literature. Audit fees is a fees that company must pay to an external
auditor in exchange of performing an audit. This type of fees represent reputation of quality
of audit services and represent cost to companies. Under requirement by law, it is
compulsory for companies to provide their audited account at reasonable fees and
emphasizes on audit quality. According to Sekhar and Fatima (2013), in order to maintain
audit services at a satisfactory level, auditors expected to receive appropriate fees for their

services.

Under MIA By-Law guidelines, it is stated that companies should not be charged
too low audit fees because it can affect the quality of audit performed. Che Ahmad and
Houghton (1996), argue that the determination of audit fees is important to market

regulator as previous studies have shown the audit fees charged does not match with the


http://financial-dictionary.thefreedictionary.com/Fee
http://financial-dictionary.thefreedictionary.com/Audit

REFERENCES

Abbott, L. J., Parker, S., Peters, G. F., & Raghunandan, K. (2003). The association between
audit committee characteristics and audit fees. Auditing: A Journal of Practice &
Theory, 22(2), 17-32.

Abed, S., & Al-badainah, J. (2013). The impact of auditor’s gender on audit fees: Case of
Jordanian auditors. International Journal of Business and Management, 8(14), 127.

Anderson, T., & Zeghal, D. (1994). The pricing of audit services: Further evidence from
the Canadian market. Accounting and Business Research, 24(95), 195-207.

Antle, R., Gordon, E., Narayanamoorthy, G., & Zhou, L. (2006). The joint determination
of audit fees, non-audit fees, and abnormal accruals. Review of Quantitative Finance
and Accounting, 27(3), 235-266.

Ask, J., & Holm, M. L. (2013). Audit fee determinants in different ownership structures.
Unpublished professor’s thesis, Uppsala University, Department of Business Studies.

Ayers, S., and S. K. Kaplan. (2003). Review partners’ reaction to contact partner risk
judgments of prospective clients. Auditing: A Journal of Practice & Theory 22 (1):
29-45.

Brown, H. L., & Johnstone, K. M. (2009). Resolving disputed financial reporting issues:
Effects of auditor negotiation experience and engagement risk on negotiation process
and outcome. Auditing: A Journal of Practice & Theory, 28(2), 65-92

Butterworth, S., & Houghton, K. A. (1995). Auditor switching: The pricing of audit
services. Journal of Business Finance and Accounting, 22(3), 323-344.

Carson, E., Fargher, N., Simon, D. T., & Taylor, M. H. (2004). Audit fees and market
segmentation—further evidence on how client size matters within the context of audit
fee models. International Journal of Auditing, 8(1), 79-91.

Chan, P., Ezzamel, M., & Gwilliam, D. (1993). Determinants of audit fees for quoted
UK companies. Journal of Business Finance and Accounting, 20(6), 765-86.

Che Ahmed, A., & Houghton, K. A. (1996). Audit fee premiums to big eight firms:evidence
from the medium-size UK audittees. Journal of International Accounting, Auditing
and Taxation, 5(1), 53-72.

Che Ahmed, A., Houghton, K.A., and Nor Zalina, M.Y., (2006), The Malaysian market for

audit services: Ethnicity, multinational companies and auditor choice, Managerial
Auditing Journal, Vol. 21, No. 7, 2006, pp 702-723

44



Chung, S., & Narasimhan, R. (2002). An International Study of Cross-sectional Variations
in Audit Fees. International Journal of Auditing, 6(1), 79-91.

Cobbin, P. E. (2002). International dimensions of the audit fee determinants literature.
International Journal of Auditing, 6(1), 53-77.

Collins, K. M. (1993). Stress and Departures from the Public Accounting Profession: A
Study of Gender Differences. Accounting Horizons, 7(1), 29-38.

Craswell, A. T., & Francis, J. R. (1999). Pricing initial audit engagements: A test of
competing theories. The Accounting Review, 74(2), 201-216.

Curry, B., & Peel, M. J. (1998). Neural networks and business forecasting: an application
to cross-sectional audit fee data. International Journal of Commerce and Management,
8(2), 94-120.

Davis, L.R, Ricchiute, D.N. and Trompeter, G. (1993), Audit effort, audit fees and the
provision of non-audit services to audit clients, The Accounting Review, Vol. 68, No.
1, pp. 135-150.

DeFond, M.L. and J.R. Francis. 2005. Audit research after sarbanes-oxley. Auditing: A
Journal of Practice & Theory, 24(s-1): 5-30.

Dugar, A., Ramanan, R., & Simon, D. T. (1995). A comparative study of the audit services
market for public sector versus private sector companies in India. Advances in
International Accounting, 8, 1-14.

Eagly, A., & Carli, L. (2003). The Female Leadership Advantage: An Evaluation of the
Evidence. The Leadership Quarterly, 14, 807-834.

Effiezal, A.A.W., Mazlina, M.Z. and James, K. (2011), Audit fees in Malaysia: Does
corporate governance matter?, Asian Academic of Management Journal of Accounting
and Finance, AAMJAF, Vol. 7, No. 1, pp 1-27.

Elliot, R. K., Korpi, A. R., & Melvin, F. S. (1978). Factors affecting audit fees, in cost
benefit analysis of auditing. Commission on Auditors' Responsibility.

Eisenhardt, K. M. (1989). Agency theory: An assessment and review. Academy of
management review, 14(1), 57-74.

El-Gammal, W. (2012). Determinants of audit fees: Evidence from lebanon.
International Business Research, 5(11), 136-145.

Emby, C., A. M. G. Gelardi, and D. J. Lowe. 2002. A research note on the influence of

outcome knowledge on audit partners’ judgments. Behavioral Research in Accounting
14: 87-103.

45



Ezzamel, M., & Hoskin, K. (2002). Retheorizing accounting, writing and money with
evidence from Mesopotamia and ancient Egypt. Critical Perspectives on Accounting,
13(3), 333-367.

Farrer, J., & Ramsay, 1. (1998). Director share ownership and corporate performance
evidence from Australia. Corporate Governance: An International Review, 6(4), 233-
248.

Fields, L. P., Fraser, D. R., & Wilkins, M. S. (2004). An investigation of the pricing of audit
services for financial institutions. Journal of Accounting and Public Policy, 23(1), 53-
77.

Firth, M. (1985). An Analysis of Audit Fees and their Determinants in New-Zealand.
Auditing: A journal of practice & theory,4(2), 23-37.

Firth, M. (1997). The provision of non-audit services and the pricing of audit fees.
Journal of Business Finance and Accounting, 24(3), 511-25.

Francis, J. R., & Stokes, D. J. (1986). Audit prices, product differentiation, and scale
economies: Further evidence from the Australian market. Journal of Accounting
Research, 383-393.

Gibbins, M., Salterio, S., & Webb, A. (2001). Evidence about auditor—client management
negotiation concerning client’s financial reporting. Journal of Accounting
Research, 39(3), 535-563.

Gist, W. E. (1992). Explaining variability in external audit fees. Accounting and
Business Research, 23(89), 79-84.

Gold, A., Hunton, J. E., & Gomaa, M. L. (2009). The Impact of Client and Auditor Gender
on Auditors' Judgments. Accounting Horizons, 23(1), 1-18.

Gonthier-Besacier, N., & Schatt, A. (2007). Determinants of audit fees for French quoted
firms. Managerial Auditing Journal, 22 (2), 139-160.

Goodwin-Stewart, J., & Kent, P. (2006). Relation between external audit fees, audit
committee characteristics and internal audit. Accounting & Finance, 46(3), 387-404.

Gramling, A. and Stone, D. (2001). Audit firm industry expertise: a review and synthesis
of the archival literature. Journal of Accounting Literature, Vol. 20, pp. 1-29.

Gul, FA., D. Wy, and Z. Yang. 2013. Do Individual Auditors Affect Audit Quality?
Evidence from Archival Data. The Accounting Review 88 (6): 1993-2023.

H. Hariri, N. Abdul Rahman, & A. Che Ahmad.(2007). An empirical evidence of audit firm
merger and audit pricing in Malaysia. Journal of Financial Reporting and Accounting,

46



5(1), 1-19.

Haniffa, R. M., & Cooke, T. E. (2002). Culture, corporate governance and disclosure in
Malaysian corporations. Abacus, 38(3), 317-349.

Hardies, K., Breesch, D., & Branson, J. (2009). Perceived Audit Quality: The Relationship
between Auditor Gender and audit Fees. University of Brussels, Belgium.

Harjinder, S., (2010), Auditor attributes and their association with audit fees in Australia:
An Empirical Study, Curtin University.

Hay, D. C., Knechel, W. R., & Wong, N. (2006). Audit fees: A Meta-analysis of the effect
of supply and demand attributes. Contemporary accounting research, 23(1), 141-191.

Hackenbrack, K. & Hogan, C. (2005). Client Retention and Engagement-Level Pricing.
Auditing: A Journal of Practice & Theory, Vol. 24, No. 1, pp. 7-20.

Ho, SSW.M. and Ng, P.P.H. (1996).The Determinants of Audit Fees in Hong Kong:
An Empirical Study. Asian Review of Accounting, Vol. 4(2): 32-50.

Ittonen, K., Peni, E., & Vahamaa, S. (2010). Do Female Auditors Improve the Quality of
Financial Reporting. Working paper presented at the 46th Annual Meeting of the

Eastern Finance Association, April 14—17, Miami Beach.

Iyer, V. M., & Iyer, G. S. (1996). Effect of Big 8 mergers on audit fees: Evidence from
the United Kingdom. Auditing, 15(2), 123.

Jenkins, J. and Krawczyk, K. (2001). The influence of non audit services on perceptions of
auditor independence. Journal of Applied Business Research, Vol. 17 No. 3, pp. 73-8.

Jensen, M. C., & Meckling, W. H. (1976). Theory of the firm: Managerial behavior, agency
costs and ownership structure. Journal of financial economics, 3(4), 305 360.

Johnson, D. and Pany, K. (1984). Forecasts, auditor review and bank loan decisions.
Journal of Accounting Research, Vol. 22 No. 2, pp. 731-43.

Joshi, P.L. and Al-Bastakil, H.A. (2000). Determinants of Audit Fees: Evidence from the
Companies Listed in Bahrain. International Journal of Auditing, Vol. 4(2): 129-38.

Karim, A. W., & Moizer, P. (1996). Determinants of audit fees in Bangladesh. The
International Journal of Accounting, 31(4), 497-509.

Khan, Z. U., Chawla, S. K., & Devine, E. A. (1996). Impact of Gender, Race, and Dress on
Choice of CPA's. Journal of Applied Business Research, 13(1), 53-68.

Kwong, J. (2011). The Relationship between Industry Specialization and the Audit Fee

47



Premium in New Zealand. International Journal of Business and Social Science, 2(4).

Lee, H. Y., & Mande, V. (2005). The relationship of audit committee characteristics with
endogenously determined audit and non-audit fees. Quarterly Journal of Business and
Economics, 93-112.

Leventis, S., & Dimitropoulos, P. E. (2010). Audit pricing, quality of earnings and board
independence: The case of the Athens stock exchange. Advances in Accounting, 26(2),
325-332.

Levin, 1., Snyder, M., & Chapman, D. (1988). The Interaction of Experimental and
Situational Factors and Gender in A Simulated Risky Decision-Making Task. Journal
of Psychology, 122, 173-181.

Liu, S.H. (2017) An Empirical Study: Auditors’ Characte- ristics and Audit Fee. Open
Journal of Accounting , 6, 52-70.

Low, L.C., Tan, P.H.N. and Koh, H.C. (1990). The Determination of Audit Fees: An
Analysis of the Singapore Context. Journal of Business Finance and Accounting,
Vol. 17(2) Spring: 285-95.

Lurie, A.G. (1976). Minimizing Audit Costs. CPA Journal, (December): 31-34.

Magee, R. P, & Tseng, M. C. (1990). Audit pricing and independence. Accounting
Review, 315-336.

Maher, M. W, Tiessen, P., Colson, R., & Broman, A. J. (1992). Competition and audit fees.
Accounting Review, 199-211.

Matthews, D., & Peel, M. J. (2003). Audit fee determinants and the large auditor
premium in 1900. Accounting and Business Research, 33(2), 137-155.

M. Malek & A. Che Ahmad. (2012). Director-auditor link and audit quality in Corporate
Governance Practices in Malaysia, Z. Muhamad Sori, R. Mohd. Said, M. Malek, and
R. Senik, Ed. Selangor: Universiti Malaysia Press, 2012, ch. 9, pp. 139-157.

Md Yusof, A. (2010). Audit Partner’s characteristics and audit fees negotiation in Malaysia.
Asean Academic Accounting Association.

Menon, K., & Williams, D. D. (2001). Long-term trends in audit fees. Auditing: A
Journal of Practice & Theory, 20(1), 115-136.

Mitnick, B. M. (2006). Origin of the theory of agency: an account by one of the

theory's originators. Unpublished professor’s thesis, University of Pittsburgh,
Pittsburgh Pennsylvania, United States.

48



Mohd Iskandar, T., & Pourjalali, H. (2000). Cultural influences on the development of
accounting practices in Malaysia. Asian Review of Accounting, 8(2), 126-147.

Moizer, P. and Turley, W.W. (1987), Surrogates for audit fees in concentration
studies. Auditing: A Journal of Practice & Theory, Vol. 7 (Fall), pp. 118-123.

Moradi, J., Valipour, H., and Pahlavan, Z., (2012). Earnings management, board
independence and audit fees considering the firm’s profitability level. Asian
Economic and Financial Review, Vol. 2, No. 2, pp 358-366

Neter, J., Kutner, M., Wasserman, W. and Nachtsheim, C. (1996). Applied Linear
Statistical Models. New York: McGraw-Hill/Irwin, 4™ Ed.

Niemi, L. (2002). Do firms pay for audit risk? Evidence on risk premiums in audit fees
after direct control for audit effort. International Journal of Auditing, Vol. 6, pp.37—
51.

O’Sullivan, N. (2000). The impact of board composition and ownership on audit
quality: Evidence from large UK companies, British Accounting Review, 32(4),
397-414.

Paino, P. H., & Tahir, W. M. M. W. (2012, September). Financial reporting risk assessment
and audit pricing. In Business, Engineering and Industrial Applications (ISBEIA),
2012 IEEE Symposium on (pp. 85-89).

Palmrose, Z. (1986). Audit fees and auditor size: Further evidence. Journal of
Accounting Research, 24(1), 97-110.

Philip Law, (2008) "An empirical comparison of non-Big 4 and Big 4 auditors' perceptions
of auditor independence", Managerial Auditing Journal, Vol. 23 Issue: 9, pp.917-934,

Ponemon, L. A., and D. R. L. Gabhart. 1990. Auditor independence judgments: A
cognitive-developmental model and experimental evidence. Contemporary
Accounting Research 7 (1): 227-251.

Taylor, M. E., & Baker, R. L. (1981). An analysis of the external audit fee.
Accounting and business research, 12(45), 55-60.

Trompeter, G. 1994. The effects of partner compensation schemes and generally accepted
accounting principles on audit partner judgment. Auditing: A Journal of Practice &
Theory 13 (Fall): 56—-68.

Tsui, J., & Windsor, C. (2001). Some cross-cultural evidence on ethical reasoning. Journal
of Business Ethics, 31(2), 143-150

49



Salleh, Z., Stewart, J. and Manson, S. (2006). The impact of board composition and
ethnicity on audit quality: evidence form Malaysian companies. Malaysian
Accounting Review, Vol. 5 No. 2, pp. 61-83.

Sandra, W. M. H., & Patrick, P. H. N. (1996). The determinants of audit fees in Hong Kong;:
an empirical study. 4sian Review of Accounting, 4(2), 32-50.

Schein, V. E. (2001). A Global Look at Psychological Barriers to Women's Progress in
Management. The Journal of Social Issues, 57(4), 675-688.

Sekhar Amba & Fatima Al Hajeri (2013). Determinants of audit fees in Bahrain: an
empirical study. Journal of Finance and Accountancy, Vol 13.

Sendut, H. (1991). Managing in a multicultural society: The Malaysian
experience. Malaysian Management Review, 26(1), 61-69.

Shafer, W., Morris, R. and Ketchand, A. (2001), “Effects of personal values on auditors’
ethical decisions”, Accounting, Auditing & Accountability Journal, Vol. 14 No. 3, pp.
254-717.

Shafie, R., Che Ahmad, A., & Md Ali, A. (2007). The relationship between non-audit
service fees and audit fees in the banking sector in Malaysia. International Journal of
Management Studies (IJMS), 14(1), 61-87.

Simon, D.T. and Francis, J.R. (1988). The effect of auditor change on audit fees: Tests of
price cutting and price recovery, The Accounting Review, Vol. LXII, No.2, pp. 255-269

Simon, D. T., Teo, S., & Trompeter, G. (1992). A comparative study of the market for audit
services in Hong Kong, Malaysia and Singapore. International Journal of Accounting,
27, 234-40.

Simunic, D.A. (1980). The Pricing of Audit Services: Theory and Evidence, Journal of
Accounting Research, Vol. 18, No. 1 Spring, pp. 161-190.

Soyemi, K. A., & Olowookere, J. K. (2013). Determinants of External Audit Fees:
Evidence from the Banking Sector in Nigeria. Research Journal of Finance and
Accounting, 4(15), 50-58.

Sundgren, S., & Svanstrém, T. (2013). Audit office size, audit quality and audit pricing:
Evidence from small-and medium-sized enterprises. Accounting and Business

Research, 43(1), 31-55.

Swanson, K. (2008). The determinants of audit prices for financial services institutions in
the United States. Major Themes in Economics.

Van Caneghem, T. (2010). Audit pricing and the Big4 fee premium: evidence from

50



Belgium. Managerial Auditing Journal, 25(2), 122-139.

WaresulKarim, A. K. M., & Moizer, P. (1996). Determinants of audit fees in Bangladesh.
International Journal of Accounting, 31(4), 497-509.

Willekens, M., & Achmadi, C. (2003). Pricing and supplier concentration in the private
client segment of the audit market: Market power or competition? The International
Journal of Accounting, 38(4), 431-455.

Wilson, Thomas E, Jr., (2003). Further evidence on the determinants of audit fees of energy
firms. Petroleum Accounting and Financial Management Journal, ProQuest Science
Journals, pp 58.

www.mia.org.my

Yatim, P., Kent, P., & Clarkson, P. (2006). Governance structures, ethnicity, and audit fees
of Malaysian listed firms. Managerial Auditing Journal, 21(7), 757-782.

Yeow, P. S., & Mahzan, N. (2013). The responses of Malaysian public listed companies to
the IFRS convergence. Asian Journal of Business and Accounting, 6(1).

51


http://www.mia.org.my/

Appendix A: SPSS Results

Correlations

lgaudfee | Gender | ethnic size finrisk | complex profit b4

Igaudfee Pearson 1 100 27| 7847 617" -.248" .085 459"

Correlation

Sig. (2-tailed) .323 .209 .000 .000 .013 402 .000

N 100 100 100 100 100 100 100
gender  Pearson 1 152 .054 -.004 .067 .097 -.099

Correlation

Sig. (2-tailed) 130 .597 .969 .509 .339 .329

N 100 100 100 100 100 100
ethnic Pearson 1 113 .099 .027 -.080 .156

Correlation

Sig. (2-tailed) .261 .327 787 430 121

N 100 100 100 100 100
size Pearson .806™ -.349" .070 4417

Correlation

Sig. (2-tailed) .000 .000 489 .000

N 100 100 100 100
finrisk Pearson 1 -.322" 122 .363"

Correlation

Sig. (2-tailed) .001 227 .000

N 100 100 100
complex  Pearson 1 -.014 -.252"

Correlation

Sig. (2-tailed) .889 .011

N 100 100
profit Pearson 1 .062

Correlation

Sig. (2-tailed) .540

N 100
b4 Pearson 1

Correlation

Sig. (2-tailed)

N

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

*. Correlation is significant at the 0.05 level (2-tailed).
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Expected Cum Prob

Normal P-P Plot of Regression Standardized Residual

Dependent Variable: Igaudfee

1.0
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0.2

by
0.0 i T , - L |
00 02 04 0& 08 1.0
Observed Cum Prob
Descriptive Statistics
N Minimum Maximum Mean Std. Deviation

gender 100 0 1 .81 .394
Igaudfee 100 1.82 4.26 2.6362 .49659
size 100 478 7.75 6.0097 61962
finrisk 100 1.38 717 4.7805 1.16558
complex 100 .00 .80 .2561 .18076
profit 100 -.40 .51 .0684 .08923
ethnic 100 0 1 .09 .288
b4 100 0 1 .53 .502
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Coefficients?

Model Unstandardized Standardized
Coefficients Coefficients Collinearity Statistics
B Std. Error Beta t Sig. Tolerance VIF

1 (Constant) -1.103 401 -2.752 .007
gender .086 .082 .068 1.048 297 927 1.078
ethnic .020 112 .011 176 .860 927 1.079
size .604 .090 .754 6.732 .000 313 3.197
finrisk -.016 .046 -.038 -.352 725 .341 2.929
complex 102 .186 .037 .546 .586 .852 1.174
profit 122 .356 .022 .343 .733 .957 1.045
b4 152 .071 153 2.134 .035 .761 1.315

a. Dependent Variable: Igaudfee
R-squared= 0.644
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