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Abstract 

This paper examines whether the auditee’s financial situation affects the auditor’s non-audit fee and independ-

ence. Three sets of tests were used to address the issue. The first examines whether there are cross-border and 

intertemporal differences in relationships between non-audit fees and audit fees. The second tests whether there 

is a relationship between non-audit fees and report modification. The third addresses the relationships between 

audit fees and the auditee’s financial situation. The results suggest a lack of coexistence of all three motives for 

the purchase of non-audit fee services, and substantial similarities of auditor and auditee behaviors across Po-

land and New Zealand. We documented the lack of a significant link between auditee failure risk and the quality 

of the audit report. Our findings indicate an operational rather than a strategic nature of non-audit services to 

incumbent clients. 

Keywords: auditing, non-audit fees, insolvency, audit opinion. 

Streszczenie 

Pozostałe wynagrodzenie firmy audytorskiej a ryzyko bankructwa badanej jednostki 

Artykuł koncentruje się na związku między sytuacją finansową badanej jednostki a pozostałym wynagrodzeniem 

i niezależnością firmy audytorskiej. Autorzy zastosowali trzy testy w przeprowadzonym badaniu. Najpierw przena-

lizowali związek wynagrodzenia za badanie i wynagrodzenia za pozostałe usługi nierewizyjne z perspektywy 

czasowo-przestrzennej. Drugi test dotyczy relacji między pozostałym wynagrodzeniem firm audytorskich a mody-

fikacją opinii biegłego rewidenta, trzeci zaś relacji między wynagrodzeniem a ryzykiem bankructwa. Wyniki 

badania wskazują na brak łącznego współistnienia wszystkich trzech motywów nabywania usług nierewizyj-

nych. Nie zidentyfikowano istotnego związku między ryzykiem upadłości klienta firmy audytorskiej a jakością 

badania. Wyniki wskazują na podobieństwo procesów zachodzących w Nowej Zelandii i w Polsce oraz na opera-

cyjny charakter zakupu pozostałych usług rewizyjnych. 

Słowa kluczowe: badanie sprawozdań finansowych, pozostałe wynagrodzenie firmy audytorskiej, upadłość, 

sprawozdanie biegłego rewidenta. 
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Introduction 
 

This research asks whether there is a relationship between non-audit fees and the failure 

risk of the auditee. A company on the edge might require additional efforts to defend 

itself from insolvency. One way of smoothing this situation is to acquire additional 

expertise from an incumbent auditor in the form of non-audit services (NAS).  In con-

trast, the auditee might come across substantial development; thus, the NAS might be 

used to grasp a business opportunity.  

Simunic’s (1980) pioneering paper integrating both theory and archive study shows 

the competitiveness in the public audit market. Another seminal work by Simunic 

(1984) inspired a wide discussion on the joint provision of audit and NAS by an incum-

bent auditor. A number of syntheses developed a review of the audit fee (Hay et al. 

2006; Lin & Hwang, 2010) while several others focused on the non-audit fee (Beattie, 

Fearnley, 2002; Carson et al. 2014; Francis, 2006; Habib, 2012; Jong-Hang Choi, 2008; 

Pott et al. 2009; Schneider et al. 2006). Simunic (1984) explains that an auditor might 

retain a portion of the cost savings from knowledge spillover when providing both audit 

and NAS. Whisenant et al. (2003) questioned the exogeneity of the audit and non-audit 

fees link. They showed a positive relationship between audit fees and non-audit fees 

when the ordinary least square (OLS) estimation is used, but they found no relationship 

when they used a simultaneous specification of the fee model applying two-stage least 

squares (2SLS). A similar result was reported by Hay et al. (2006) for New Zealand. 

Antle et al. (2006), however, yielded different results for the UK. In our research, we 

follow the Hay et al. (2006) study that provides evidence on a transition economy and 

examines the impact of the auditee’s financial condition on the audit firm’s remunera-

tion. 

This paper considers three potential ways that auditee failure risks may impact au-

ditors as a result of being engaged to provide NAS.  Firstly, we asked if there is an 

increase in non-audit fees at the cost of the audit fee. The negative relationship between 

audit and non-audit fees would imply an audit quality trade-off. Secondly, we asked if 

auditors receiving high levels of non-audit fees are less likely to qualify or modify their 

audit opinions. We also extended the second research question to address whether the 

likelihood of modifying the audit report is linked, to a high degree, to the non-audit fees 

or the development of the company. Finally, we asked if a non-audit fee is driven either 

by the risk of failure or development prospects of the auditee. 

We study these questions using data manually gathered from audit reports combined 

with financial reports from the EMIS database for years 2010-2013. The final sample 

consists of 877 yearly financial statements of 219 Polish firms. The importance of the 

case of Poland is that it extends previous US, Australian, Spanish and Korean studies 

to a transition economy where auditing practices are based on similar standards but 

where there is low audit litigation risk, and thus reinforces that the prior research was 

not conducted in similar countries. 
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We did not find convincing evidence that auditor independence is impaired by the non-

audit fee level. The acquisition of a non-audit fee is motivated both by failure preven-

tion and by development motives, which are not stable over time. 

Our research advances the development of knowledge in different ways. Firstly, we 

extend Hay et al. (2006) by restricting the research to a low audit litigation risk transi-

tion economy. Secondly, we provide robust evidence for the Polish market. Thirdly, 

we emulate the auditee failure and development risk. In contrast to prior studies (De-

Fond et al., 2002), we associate the failure risk with Altman’s (1968) Z score localized 

to the Polish market, instead of a going-concern opinion.  

Our findings contribute to policymakers’ ongoing debate on the ban of NAS to in-

cumbent clients. 

The rest of the paper is organized as follows: section two provides the hypothesis 

development, section three discusses the methodology, while section four presents the 

results and discussion and the last section provides a conclusion. 

 

 

1. Literature review and hypotheses development 
 

Prior to the Simunic (1980) paper, the majority of audit-related research focused on the 

operational issues regarding the execution of the audit.  Simunic (1980) advanced the 

research by integrating both theory and empirical study, showing the competitiveness 

of the public audit market.  

 

1.1. Joint provision of audit and NAS 

 

The joint provision of audit and NAS has been considered a threat to the independence 

of auditors because it can increase the economic bond between client and auditor, but 

the research is not conclusive on that.  In 2006, Wu offered an explanation of the phe-

nomena noted by Simunic (1984) that “Audit fees for clients who also purchase NAS 

from their auditors are higher than those of clients who did not” – another way in which 

knowledge spillover is hard to find within empirical research. The existence of compe-

tition crossover might provide an incentive for participants in the market to apply ag-

gressive price tactics on the markets1. Thus, such a trade-off between competition 

crossovers and knowledge spillovers may result in auditors not reducing their audit 

prices, even though supplying NAS enables firms to reduce auditing costs (Wu, 2006). 

Six years later, Liu and Chan (2012) provided analysis with the application of game 

theory to explain the internal organization of the audit firm. The authors examined the 

potential incentives for the audit partner if the audit firm’s consulting profit exceeds the 

expected legal cost of an audit failure. Combining the audit and NAS performed by one 

                                                      
1 However, in perfectly competitive audit markets, such a crossover would not occur, but the audit 

market is close to an oligopoly due to high concentration. 
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organization, impacts adjustment of the individual partner’s payoffs to be in line with 

the audit firm payoffs, thereby creating an incentive for a compromise of audit quality. 

The empirical study reports the issues with the model specification. Whisenant et al. 

(2003) questioned the exogeneity of the audit and non-audit fee link but they did not 

find a relationship between the fees using 2SLS. Similar results were reported by Hay 

et al. (2006) for New Zealand, De Fuentes et al. (2009) for Spain, and Shin et al. (2010) 

for Korea. Contrary results that indicated the potential knowledge spillover through the 

NAS were reported by Antle et al. (2006) for the UK.  

Both archive empirical studies and the theoretical background of the joint provision 

of audit and NAS by incumbent auditors is inconclusive, which leads us to the first 

testing hypothesis: 

H1: There is no significant relationship between audit and non-audit fees. 

 

1.2. Do NAS compromise audit quality? 

 

The discussion on the relationship between the provision of NAS and audit quality is 

vast and encompasses different aspects of this relationship. The level of NAS purchased 

from an incumbent auditor by clients raises a question on auditor independence. If there 

is a link between audit fee and non-audit fee levels, then by offering more non-audit 

fees, clients might try to influence the formulation of the audit opinion, compromising 

the independence of an auditor both in fact and in appearance. There is an immense 

body of literature devoted to this issue, starting from the pioneering papers of Francis 

and Pollard (1979) and Davis et al. (1993), who examined the knowledge spillover for 

the mutual provision of audit and NAS results in economic rents for auditors. They 

concluded that purchasers of NAS pay higher audit fees than non-purchasers, but that 

this is explained by the increase of the audit effort which does not constitute an incen-

tive to compromise audit independence2. Similarly, Parkash and Venable (1993) did 

not find evidence that agency costs could explain the level of non-recurring services 

purchased from the auditor. Koh et al. (2013) controlled the reaction of the provision 

of NAS, and from the perspective of market responses, they enforced the findings of 

Davis et al. (1993), and Parkash and Venable (1993).  The post-Enron research of Chaney 

and Philipich (2002) did not gather sufficient evidence to show that Andersen’s inde-

pendence could have been questioned by the amount of non-audit fees charged to its 

clients. Within this stream, DeFond et al. (2002) examined the potential relationship 

between the type of audit opinion and the level of the audit fee and non-audit fee, con-

cluding that there is no association between going-concern opinions and either total 

fees or audit fees. Frankel et al. (2002) indicated that audit fees are positively associated 

with small earnings surprises, and negatively with earning management. Ashbaugh et al. 

                                                      
2 Kornish and Levine (2004) probably modified their perspective by examining the motivation to accept 

the non-audit service after acceptance of the audit contract and before issue of the audit opinion by the 

auditor. 
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(2003) changed their specification for discretionary current accruals for firm perfor-

mance and did not confirm Frankel et al.’s (2002) findings, but Larcker and Richardson 

(2004) reinforced Frankel et al. (2002) for the subgroup of market participants.  Brown 

et al. (2009) indicated that fee dependence impacts the quality of earnings. Beaulieu 

and Reinstein (2010), in quite an interesting experiment, found that large-firm practi-

tioners are less likely than small-firm auditors to report beliefs that NAS impair auditor 

independence. Gaver and Peterson (2014) stated that prior historical research on the 

relationship between audit quality and the provision of NAS falls to the control of the 

quality of NAS itself. By reference to actuarial services, the authors indicated that the 

audit quality was lower when one firm provided the external audit and certified the 

reserves. In line with an examination of the internal relationship of the audit firm, Bell 

et al. (2015) reviewed a sample of the peer review internal results on audit quality. The 

authors found that first-year audits received lower assessments of audit quality, and that 

quality improved shortly thereafter before declining as the tenure became very long. 

They did not confirm the association, on average, between total non-audit fees and audit 

quality. Similar findings were reported by Morawska and Staszkiewicz (2016). The 

above discussion is far from conclusive, which bring us to the second testing hypothe-

sis, namely: 

H2: There is a significant negative relationship between the level of non-audit fees 

and the qualification or modification of audit reports. 

 

1.3. Does the risk of failure impact NAS? 

 

Prior research indicates that the pricing and effort of an audit are significantly affected 

by the potential litigation and business risk that an auditor is exposed to as a result of 

his association with a client’s financial statements (Bell et al. 2001). This suggests that 

an auditor, when facing abnormal auditee business risk, tends to compensate by addi-

tional audit efforts that translate into surplus hours charged for the engagement. In fact, 

we have little evidence regarding which revenue channel (additional audit fee or non-

audit fee) auditors use to invoice the additional effort or whether they simply write it 

off to adhere to audit contract nominal values. 

Callaghan et al. (2009) reexamined the DeFond et al. (2002) findings on the lack of 

association between going-concern opinions and either total fees or audit fees. Calla-

ghan et al. (2009), inspired by the Australian evidence of Sharma (2001) and Sharma 

and Sidhu (2001) on the existence of a negative association between the going-concern 

opinions and non-audit fees paid to an auditor for bankrupt companies, challenged this 

relationship in the US market. They found no evidence for such a relationship. Because 

of this, we challenge the impact of the failure risk on the non-audit fee level for the 

transition economy, which brings us to the third testing hypothesis: 

H3: There is a significant positive relationship between the level of non-audit fees 

and failure risk of the auditee. 
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1.4. Does the rapid development of a business require substantial NAS? 
 

Iyengar and Zampelli (2008) discovered a significant negative relationship between 

non-audit fees and chief executive officer performance remuneration, while Lim and 

Tan (2008) observed that audit quality is conditional on auditor industry specialization. 

The audit quality is less likely to be impaired with the provision of NAS in the case of 

specialists compared to non-specialists. The linkage between the provision of the non-

audit fee and the market was addressed by Lai and Krishnan (2009), who found that 

the market value of equity is greater for firms that purchase financial information sys-

tem-related services from their incumbent auditors relative to firms that do not. 

Wu et al. (2016) investigated whether the issuing of a standard unmodified opinion 

for companies who subsequently fail is related to the independence and financial ex-

pertise of the audit committee and auditor’s provision of NAS. They concluded that 

there is no significant association between auditor-provided NAS fees and the likeli-

hood of an auditor going-concern modification. 

A recent study by Read and Yezegel (2016) examined the relationship between au-

dit reporting decisions for bankrupt clients and auditor tenure by auditor type. They did 

not confirm, in general, the existence of such a relationship.  Abbott et al., (2017) and 

Bronson et al., (2017) differently showed the relationship between audit fee and auditor 

litigation risk.  

The level of NAS purchased by clients from an incumbent auditor might result from 

the auditee’s development. The audit client, experiencing rapid business and organiza-

tional development, might search for tailored consulting expertise. The competitive ad-

vantage for the existing auditor would be the speed of service and prior knowledge of 

the client’s environment, which allows a more adherent service to be offered. This as-

pect of the client’s motivation is not addressed in the literature; thus, we aim to fill the 

gap, which brings us to the last testing hypothesis: 

H4: There is a significant positive relationship between the level of non-audit fees 

and the auditee’s development. 

 

 

2. Research design 
 

2.1. Data set 
 

The initial dataset of 3264 yearly observations of (both listed and unlisted) Polish com-

panies’ financial statements are drawn from the EMIS database, for the years 2010–

2013.  

Data regarding the fees (audit and non-audit), the audit firms and the audit opinions 

were manually collected from notes disclosed in the annual financial reports of compa-

nies in Poland for the aforementioned years. The two data sets were manually linked 

and resulted in the sample being reduced to 1984 yearly observations. The sample was 

then matched with the Amadeus database financial information. For comparability, the 
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data set was finally restricted to companies with reported data for all four years. The 

sensitivity of abolishing this restriction is discussed in the robustness section (section 

4.4). The final usable sample consisted of 876 yearly observations from 219 companies. 

The sample selection is shown in Table 1. 

 

Table 1. Sample Selection 
 

 Yearly-entity observations 

EMIS entire population for the period of 2010-2013 3264 

Audit opinion or remuneration data not available  1280 

Total initial sample 1984 

Yearly-entity observations with missing financial reporting  1108 

Final usable yearly–entity observations     876 
 

Source: Author’s own elaboration. 

 

2010 was the first year of reporting non-audit fees in the Polish environment. As the 

amendment to the law came into force with a relatively short notice period for busi-

nesses, we faced a number of trivial mistakes in the raw data. To prevent “teething 

problems”, we decided to limit our sample to the period 2011–2013. Except for the 

above, we kept a similar time span to Hay et al. (2006); thus, cross-sectional analysis 

was carried out for 2011, 2012 and 2013. The data represent a balanced panel; however, 

for some settings, not all financial data were available for all companies and years. The 

data set covers a substantial part of the Polish economy, with the total value of assets 

in the sample, as of 2013, representing approximately 11% of the Polish GDP.  

 

2.2. Testing strategy 
 

The testing strategy is broadly comprised of two stages. Firstly, we replicate the Hay et 

al. (2006) research hypotheses (H1 and H2) for the Polish market to assess cross-coun-

try and intertemporal aspects of the results. Thus, across the study, we keep Hay et al. 

(2006) notation for variables and model specification. Secondly, we test failure risk and 

auditee development to assess the predominant motive for NAS acquisition.  

To examine the first hypothesis, we estimate an audit fee model for each year, with 

control variables for firm size, risk and complexity. Non-audit fees are the independent 

variable for the cross-sectional regression model: 

 

Ln(AF) = a + b1Ln(NAF) + b2Ln(TA) + b3INVREC + b4SQRTSUB + b5ROA 

 + b6TD/TA + b7CA/CL + b8BIG4 + b9OPINION + b10LISTED + ε  (1) 

 

Where: 

Ln(AF)  – Natural log of audit fees, 

Ln(NAF)  – Natural log of non-audit fees, 

Ln(TA)  –  Natural log of total assets, 
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INVREC  – Ratio of the sum of inventory and accounts receivable to total assets, 

SQRTSUB – Square root of the number of subsidiaries, 

ROA  – Ratio of EBIT to total assets, 

TD/TA  – Ratio of total debt to total assets, 

CA/CL  – Ratio of current assets to current liabilities, 

BIG4  – Big Four auditor (1), others (0), 

OPINION  – Firms having received a qualified or modified report (1), others (0), 

LISTED  – Publicly listed company on Warsaw Stock Exchange (1), others (0), 

ε  – Error term. 

 

Next, the OLS regression was verified with a 2SLS model with the following spec-

ifications: 

 

Ln(NAF) = a + b1Ln(TA) + b2INVREC + b3SQRTSUB + b4ROA + b5TD/TA 

 + b6CA/CL + b7BIG4 + b8OPINION + b9LISTED + ε  (2) 

 

Ln(AF) = a + b1Ln(𝑁𝐴�̂�) + b2Ln(TA) + b3INVREC + b4BIG4 + b5ROA 

 + b6TD/TA + b7CA/CL + b8OPINION + b9LISTED + ξ  (3) 

 

Where:  

Ln(𝑁𝐴�̂�) – Estimated values in the first step of 2SLS method, using the regression (2), 

ξ  – Error term. 

 

In contrast to Hay et al. (2006), we used the size of the firm for the instrument var-

iable (SQRTSUB), due to the substantial inflow of foreign direct investments to Poland 

in recent years. As a consequence, the consolidation package requirements for group 

purposes tends to create more pressure on the non-audit fees accounting system adjust-

ments process.  

To test hypothesis two, the potential impact on the NAS and the quality of the audit, 

we estimated a cross-sectional logistical regression model for the years 2011-2013: 

 

OPINION = a + b1NAF/AF + b2Ln(TA) + b3INVREC + b4FEEDEP + b5ROA 

 + b6TD/TA + b7BIG4 + b8LISTED + b9SQRTSUB + ε (4) 

 

where the variables are defined as before except: 

NAF/AF – The ratio of non-audit fees to audit fees, 

FEEDEP – Fee dependence measured as client’s audit fee plus non-audit fee payment, 

divided by total audit fees and non-audit fees of the auditor. 

 

We test the third and fourth hypotheses in the following way: we estimate a non-

audit fee model to test whether failure risk is related to non-audit fee, while controlling 

for size, audit fees, Big Four auditor and industry. The non-audit fee model is: 
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Ln(NAF) = a + b1RISKi + b2Ln(TA) + b3Ln(AF) + b4OPINION 

 + b5BIG4 + b6 MANUF + b7FINANCE + ε (5) 

 

where variables are defined as before except: 

MANUF  – Manufacturing companies (1), others (0), 

FINANCE – Finance institutions (1), others (0), 

RISKi  – Risk variable, i = 1,3,  

RISK1  – If the value of Z score is below first quartile (1), others (0), 

RISK3  – If the value of Z score is above third quartile (1), others (0). 

 

In contrast to the Hay et al. (2006) study, we replaced mining with the manufactur-

ing companies variable, as manufacturing is more meaningful for the Polish economy. 

The risk variable (Z score value) we estimate based on the failure prediction model of 

Mączyńska, Zawadzki (2006). For the hypothesis testing, the Model E – INE PAN 5 

was selected, as the model is confined to the Polish market and the classification accu-

racy among different authors is mostly superior to other models (Kisielińska, Wasz-

kowski, 2010; Antonowicz, 2010). The analytical form of the model is: 

 

Z = 9,004WO/A + 1.177KW/A + 1.889(KW – KZ)/A + 3.134(WN + AM)/L  

+ 0.5MO/ZKT + 0.16KO/MT + 0.749P/A – 1.962 

 

Where the variables are defined as: 

WO/A – Operating result/total assets, 

KW/A – Equity/total assets, 

(KW-KZ)/A – Net assets less shareholders fund/total assets, 

(WN+AM)/L – Net result + depreciation/total liabilities, 

MO/ZKT – Current assets/current liabilities, 

KO/MT – Working capital/fixed assets, 

P/A – Sales revenue/total assets. 

 

The cut-off point for the model is zero, a Z-value below zero indicates the risk of 

failure within a one-year horizon. We associate the risk of the company with the syn-

thetic index for two reasons. Firstly, the going-concern modification is conditioned on 

the disagreement between auditor and auditee. Secondly, the index allows well per-

forming and developing firms to be identified. 

 

3. Results and discussion 
 

3.1. Descriptive statistics 

 

Table 2 shows the descriptive statistics of the variables. Panel A represents the contin-

uous variables and Panel B the dummy variables.   
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Table 2. Descriptive statistics  
 

Panel A 

Variables Year Mean Median 
Mini-

mum 

Maxi-

mum 
Std. Dev. Number 

Audit fee 

(PLN'000) 
2011 111.19 23 0.004 5946 450.02 219 

 2012 112.48 25 0.005 4406 437.83 219 

 2013 108.06 25 0.006 4446 417.76 219 

Non-audit 

fee 

(PLN'000) 

2011 56.414 1.7 0 2828 242.12 219 

 2012 47.257 1.52 0 3126 259.81 219 

 2013 43.52 0 0 2709 206.01 219 

Total assets 

(PLN'000) 
2011 918750 88671 412 30554000 3741900 201 

 2012 913600 88776 293 33616000 3815500 206 

 2013 935730 93891 61 34465000 3891400 206 

INVREC 2011 0.37643 0.34098 0.000967 2.4922 0.30724 196 

 2012 0.35869 0.34096 0.001207 0.96212 0.23163 198 

 2013 0.35357 0.31319 0.000129 0.96641 0.23525 200 

ROA 2011 0.020871 0.046254 –0.82297 0.51348 0.17836 201 

 2012 –0.01533 0.039042 –2.5267 0.33049 0.29074 206 

 2013 –0.02488 0.03551 –3.7472 0.37805 0.36629 206 

TD/TA 2011 0.25312 0.20192 0.000967 2.0907 0.25385 201 

 2012 0.23236 0.18834 0.000341 0.9528 0.18776 206 

 2013 0.23131 0.16599 0.000129 0.96641 0.1936 206 

CA/CL 2011 3.0143 1.5857 0.21521 94.119 7.2976 200 

 2012 4.3127 1.4601 0.029262 215.37 20.847 205 

 2013 6.2554 1.4028 0.07269 556.33 41.125 205 

SQRTSUB 2011–13 2.1588 2 0 13.038 1.8639 219 

RISK1 2011 –1.2782 0 –70.819 0 6.9417 219 

 2012 –0.90867 0 –38.413 0 3.5851 219 

 2013 –0.57895 0 –12.39 0 1.355 219 

RISK3 2011 1.1473 0 0 23.837 3.0244 219 

 2012 4.3271 0 0 552.74 38.323 219 

 2013 3.4132 0 0 275.53 20.245 219 

NAF/TF 2011 0.20063 0.014085 0 0.87986 0.23042 219 



The non-audit fee and the auditee’s failure risk                                                                                        107 
 

 

Table 2. Descriptive statistics (cont.) 
 

Panel A 

Variables Year Mean Median 
Mini-

mum 

Maxi-

mum 
Std. Dev. Number 

 2012 0.14668 0 0 0.87584 0.65971 219 

 2013 0.17447 0 0 0.89213 0.22407 218 

Panel B 

Dummy variables 

BIG4 2011 0.17352 0 0 1 0.37956 219 
 2012 0.18265 0 0 1 0.38726 219 
 2013 0.20091 0 0 1 0.4016 219 

OPINION 2011 0.3516 0 0 1 0.47856 219 
 2012 0.42922 0 0 1 0.4961 219 

 2013 0.39726 0 0 1 0.49045 219 

FINANCE 2011 0.12785 0 0 1 0.33469 219 

 2012 0.12785 0 0 1 0.33469 219 

 2013 0.12785 0 0 1 0.33469 219 

MANUF 2011 0.10959 0 0 1 0.31309 219 
 2012 0.10959 0 0 1 0.31309 219 
 2013 0.10959 0 0 1 0.31309 219 

LISTED 2011–13 0.93151 1 0 1 0.25317 219 
 

Source: Author’s own elaboration. 

 

The number of observations varies between variables due to the incompleteness of 

the data3.  

 

3.2. Hypotheses one and two 
 

H1: There is a significant positive relationship between audit and non-audit fees. 

Table 3 shows the results for the model specifications relating to hypothesis one. 

 

Table 3. Models of audit fees, non-audit fees and control variables 

Dependent variable logarithm of audit fee  
 

OLS Regression 
 

Ln(AF) = a + b1Ln(NAF) + b2Ln(TA) + b3INVREC + b4SQRTSUB  

+ b5ROA + b6TD/TA + b7CA/CL + b8BIG4 + b9OPINION + b10LISTED + ε 

                                                      
3 We show the descriptive data statistics for individual years as the model are estimated mainly indi-

vidually for a given year. 
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Table 3. Models of audit fees, non-audit fees and control variables 

Dependent variable logarithm of audit fee (cont.) 
 

2SLS Regression 

 

Ln(NAF) = a + b1Ln(TA) + b2INVREC + b3SQRTSUB + b4ROA  

+ b5TD/TA + b6CA/CL + b7BIG4 + b8OPINION + b9LISTED + ε, 

 

Ln(AF) = a + b1Ln(𝑁𝐴�̂�) + b2Ln(TA) + b3INVREC + b5ROA 

+ b6TD/TA + b7CA/CL + b7BIG4 + b8OPINION + b9LISTED + ξ 

 

 2011 2012 2013 

 OLS 2SLS OLS 2SLS OLS 2SLS 

Intercept 1.17 4.67* 0.30 2.28 -0.50 2.54 

 (1.36) (2.58) (1.19) (1.70) (1.21) (2.64) 

 [0.39] [0.07] [0.80] [0.18] [0.68] [0.33] 

Ln(NAF)  

or Ln(𝑁𝐴�̂�) 

0.56** –0.21 0.81** 0.15 0.74** –0.27 

 (0.18) (0.61) (0.15) (0.52) (0.12) (0.57) 

 [0.00] [0.74] [0.00] [0.77] [0.00] [0.64] 

Ln(TA) 0.24** 0.50** 0.14 0.38 0.22** 0.58** 

 (0.09) (0.25) (0.09) (0.25) (0.07) (0.27) 

 [0.01] [0.05] [0.14] [0.12] [0.00] [0.03] 

INVREC –0.27 –1.28 –0.30 –0.58 –0.29 –1.70 

 (0.73) (1.33) (0.50) (0.88) (0.54) (1.81) 

 [0.71] [0.34] [0.55] [0.51] [0.60] [0.35] 

SQRTSUB –0.10  –0.10  –0.14**  

 (0.06)  (0.06)  (0.05)  

 [0.10]  [0.10]  [0.00]  

ROA 1.11** 1.73* 0.64** –0.05 0.20 –0.51 

 (0.41) (0.96) (0.29) (0.61) (0.88) (1.78) 

 [0.01] [0.07] [0.03] [0.94] [0.82] [0.78] 

TD/TA 0.24 1.19 0.09 1.23 0.03 2.46 

 (0.86) (1.47) (0.71) (1.53) (0.77) (2.69) 

 [0.78] [0.42] [0.90] [0.42] [0.97] [0.36] 

CA/CL –0.00 –0.00 –0.00 –0.00 0.00 –0.01 

 (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

 [0.13] [0.16] [0.11] [0.13] [0.43] [0.24] 
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Table 3. Models of audit fees, non-audit fees and control variables 

Dependent variable logarithm of audit fee (cont.) 
 

 2011 2012 2013 

 OLS 2SLS OLS 2SLS OLS 2SLS 

BIG4 0.55** 0.97** 0.36* 0.69* 0.45** 0.82** 

 (0.23) (0.44) (0.20) (0.36) (0.22) (0.35) 

 [0.02] [0.03] [0.08] [0.05] [0.04] [0.02] 

OPINION 0.20 0.14 0.02 –0.14 0.22 –0.05 

 (0.16) (0.23) (0.16) (0.23) (0.15) (0.28) 

 [0.22] [0.55] [0.90] [0.53] [0.15] [0.85] 

LISTED –0.74 –1.49 –0.25 –0.59 –0.31 –0.28 

 (0.67) (1.27) (0.43) (0.71) (0.46) (0.95) 

 [0.28] [0.24] [0.56] [0.40] [0.51] [0.77] 

n 102 102 100 100 93 93 

Adj. R2 0.72 0.34 0.78 0.57 0.78 0.18 

lnL –1.2e+002 –5.6e+002 –1e+002 –5.1e+002 –94 –4.8e+002 
 

*, ** Significant at p = 0.1, 0.05 (two tailed test).  

In brackets estimation errors, in square brackets t-Stat, n - number of observations. 
 

Source: Author’s own elaboration. 

 

H2: There is a significant negative relationship between the level of non-audit fees 

and the qualification or modification of audit reports. 

Table 4 provides the results for hypothesis two. 

 

Table 4. Logistic regression of audit opinion,  

non-audit fees/total fees and control variables 
 

Dependent variable OPINION  

 

OPINION = a + b1NAF/AF + b2Ln(TA) + b3INVREC + b4FEEDEP  

+ b5ROA + b6TD/TA + b7BIG4 + b8LISTED + b9SQRTSUB + ε 

 

 2011 2012 2013 

Const 2.10 2.50 1.59 

 (2.24) (2.03) (1.92) 

 [0.35] [0.22] [0.41] 

NAF/AF –0.49* 0.06 –0.26 

 (0.25) (0.18) (0.24) 

 [0.05] [0.74] [0.28] 
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Table 4. Logistic regression of audit opinion,  

non-audit fees/total fees and control variables (cont.) 
 

 2011 2012 2013 

Ln(TA) –0.15 –0.11 –0.09 

 (0.13) (0.12) (0.11) 

 [0.25] [0.33] [0.39] 

 2011 2012 2013 

INVREC 0.49 –0.01 0.85 

 (1.11) (0.92) (0.96) 

 [0.66] [0.99] [0.37] 

FEEDEP –0.22 –0.20 –0.20 

 (0.41) (0.41) (0.40) 

 [0.60] [0.63] [0.62] 

ROA –3.84** –4.66** –0.39 

 (1.23) (1.47) (0.81) 

 [0.00] [0.00] [0.63] 

TD/TA –0.32 –0.22 –2.32* 

 (1.31) (1.26) (1.22) 

 [0.81] [0.86] [0.06] 

BIG4 –0.82 –0.56 –1.59** 

 (0.55) (0.51) (0.56) 

 [0.14] [0.27] [0.00] 

LISTED –0.54 –0.64 –0.02 

 (0.84) (0.75) (0.79) 

 [0.52] [0.39] [0.98] 

SQRTSUB 0.43** 0.08 0.17 

 (0.12) (0.12) (0.12) 

 [0.00] [0.47] [0.15] 

n 196 198 200 

Adj. R2 0.12 0.10 0.08 

lnL –1.1e+002 –1.2e+002 –1.2e+002 
 

*, ** Significant at p = 0.1, 0.05 (two-tailed test).  

In brackets estimation errors, in square brackets t-Stat, n – number of observations. 
 

Source: Author’s own elaboration. 
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As shown in Table 4, we found consistent results with the prior research of Whisenant 

et al. (2003) and Hay et al. (2006). There is evidence for the endogeneity of audit and 

non-audit fees. There is no relation between audit fee and non-audit fees, when apply-

ing 2SLS.  

At the significance level of 5%, there is no relationship between the audit opinion 

and the fraction of non-audit fee to total fee. These results support research by DeFond 

et al. (2002) and Larcker and Richardson (2004), who showed no evidence that would 

suggest that non-audit fees are associated with a decline in audit quality. 

Thus, our findings confirm the cross-country and intertemporal findings of Whisenant 

et al. (2003). Due to the relatively weak inter-relation between the New Zealand and 

Polish economies, we believe that the findings allow us to generalize the Polish evi-

dence worldwide. 

 

3.3. Hypotheses three and four 
 

Table 5. OLS Regression of non-audit fees,  

audit fees, opinion and control variables 
 

Model Hays et al. (HKL): 

 

Ln(NAF) = a + b1Ln(TA) + b2Ln(AF) + b3OPINION + b4BIG4  

+ b5MANUFa + b6FINANCE + ε 

 

Model RISK:  

 

Ln(NAF) = a + b1Ln(TA) + b2AF + b3OPINION + b4BIG4  

+ b5MANUF + b6FINANCE + b7RISK1 + b8RISK3 + ε 

 

 2011 2012 2013 2011–2013 

 HKL Risk HKL Risk HKL Risk Panel Risk 

const 0.52 0.31 0.34 0.10 0.35 0.59 –0.19   

 (1.00) (1.04) (0.96) (0.99) (1.22) (1.26) (0.73) 

 [0.61] [0.77] [0.73] [0.92] [0.78] [0.64] [0.80] 

Ln(TA) 0.07 0.08 0.10* 0.11** 0.05 0.04 0.12** 

 (0.07) (0.07) (0.05) (0.05) (0.08) (0.08) (0.05) 

 [0.34] [0.29] [0.08] [0.04] [0.50] [0.58] [0.01] 

Ln(AF) 0.78** 0.79** 0.75** 0.74** 0.85** 0.84** 0.77** 

 (0.07) (0.07) (0.05) (0.05) (0.10) (0.11) (0.07) 

 [0.00] [0.00] [0.00] [0.00] [0.00] [0.00] [0.00] 

OPINION –0.02 –0.10 0.01 –0.03 –0.24 –0.26 –0.03   

 (0.19) (0.18) (0.15) (0.15) (0.17) (0.17) (0.12) 

 [0.91] [0.60] [0.97] [0.82] [0.15] [0.13] [0.82] 
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Table 5. OLS Regression of non-audit fees,  

audit fees, opinion and control variables (cont.) 
 

 2011 2012 2013 2011–2013 

 HKL Risk HKL Risk HKL Risk Panel Risk 

BIG4 0.02 –0.02 –0.07 –0.07 –0.22 –0.21 –0.08   

 (0.25) (0.23) (0.19) (0.19) (0.24) (0.24) (0.17) 

 [0.95] [0.93] [0.72] [0.71] [0.35] [0.38] [0.62] 

MANUF 0.04 –0.02 –0.09 –0.10 –0.00 –0.03 –0.04   

 (0.18) (0.19) (0.16) (0.16) (0.20) (0.20) (0.14) 

 [0.82] [0.91] [0.57] [0.54] [1.00] [0.89] [0.76] 

FINANCE 0.07 0.19 –0.05 –0.14 0.00 0.08 0.01   

 (0.23) (0.27) (0.23) (0.21) (0.20) (0.19) (0.17) 

 [0.77] [0.49] [0.84] [0.50] [1.00] [0.67] [0.94] 

RISK1  –0.06**  –0.05**  –0.01 –0.04** 

  (0.02)  (0.01)  (0.10) (0.01) 

  [0.02]  [0.00]  [0.91] [0.00] 

RISK3  –0.05  –0.00  –0.01** –0.01   

  (0.06)  (0.00)  (0.00) (0.01) 

  [0.37]  [0.64]  [0.01] [0.34] 

n 104 104 101 101 94 94 394 

Adj. R2 0.64 0.65 0.75 0.76 0.73 0.73 0.68 

lnL –1.4e+002 –1.4e+002 –1.1e+002 –1e+002 –1.1e+002 –1.1e+002 –4.9e+002 
 

a   Compared to original research of Hay et al. (2006) the variable Mining was replaced with Manufacturing, 

as for the Polish economy the manufacturing industry plays a similar role to mining for New Zealand. 
 

*, ** Significant at  p = 0.1, 0.05 (two-tailed test).  In brackets estimation errors, in square brackets t-Stat, 

n–number of observations. 
 

Source: Author’s own elaboration. 

 

There are mixed results with respect to hypothesis three (non-audit fees and failure 

risk) and four (non-audit fees and company development). The audit fee becomes the 

significant factor; however, it might be the result of the endogeneity as shown in the 

prior specification. The re-estimated Hay et al. (2006) model is consistent with the sig-

nificance of the audit fee. The remaining non-significance of variables is attributable to 

the cross-country market differences. There is an imbalance in terms of the risk. For 

entities with a high risk of failure, there is a significant negative relationship between 

the non-audit fee and the adverse financial condition of the entity. This indicates that 

companies in trouble limit their cash outflow for services in order to maintain liquidity. 

This observation is in line with the findings of Wu et al. (2016), who showed there is 
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no significant association between auditor-provided NAS fees and the likelihood of an 

auditor going-concern modification. The insignificant and small value of the parameter 

for RISK1, and the significant value for RISK3, for the year 2013, indicated that recov-

ery from recession results in an upward shift of the financial situation for the entire 

market. This would imply dependence on the economic cycle, as indicated by Groff et 

al. (2017); however, the current study design does not allow this hypothesis to be veri-

fied. The tendency to limit the non-audit fee from 2011 till 2013 could also be linked 

to Mitra and Hossain’s (2007) observation that institutional shareholders actively mon-

itor corporate affairs and influence managerial decisions to purchase NAS from incum-

bent auditors. The requirement of the Audit Committee was enacted in Poland at the 

end of 2009. Thus, it gradually translated into an adverse willingness to buy the NAS 

both in an extremum financial situation, which indicates the consistent negative sign 

for each of the risk variables at each year.  Our results support, to some extent, the 

research by Ghosh et al. (2009), where the authors used earnings-response coefficients 

as a proxy for investor perceptions and did not find a significant association between 

perceived auditor independence and the non-audit fee ratio. In a similar way, the finan-

cial situation of the auditee has little impact on the non-audit fee itself.  This result 

brings us to the conclusion that non-audit fees are more of an operational nature than a 

strategic one, which reinforces Svanström’s (2013) observation that the joint provision 

of audit and NAS supports the existence of knowledge spillover between the services. 

The company, in an average financial situation, tends to acquire the non-audit fee as 

the services to correct an on-going operation, while when approaching extremums, like 

the high likelihood of failure or when facing rapid development, there is tendency to 

improve the liquidity or search for tailored expertise.  

 

3.4. Robustness and limitation 

 

We reassess the model with an unrestricted sample for companies with non-continuous 

data time series, and there were no substantial differences. We also tested the enlarge-

ment of the time series for the year 2010 (Table 6), and there were no substantial changes 

to our findings.  

 

Table 6. Robust test for 2010 subsample 
 

OLS Regression of non-audit fees, audit fees, opinion and control variables 

 

Model RISK:  

 

Ln(NAF) = a + b1Ln(TA) + b2Ln(AF) + b3OPINION +b4BIG4  

+ b5MANUF + b6FINANCE + b7RISK1 + b8RISK3 + ε 

 

Table 6. Robust test for 2010 subsample (cont.) 
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 Coefficient Standard Error t p  

const −1.021 1.346 −0.758 0.450  

Ln(TA) 0.244 0.086 2.840 0.005 *** 

Ln(AF) 0.631 0.138 4.557 <0.0001 *** 

OPINION 0.320 0.222 1.438 0.153  

BIG4 0.161 0.316 0.508 0.612  

MANUF −0.164 0.268 −0.611 0.542  

FINANCE −0.066 0.264 −0.250 0.802  

RISK1 0.255 0.151 1.689 0.094 * 

RISK3 −0.004 0.020 −0.211 0.833  
 

*, **, *** Significant at p = 0.1. 0.05. 0.01 (two-tailed test). 
 

Adj. R2 = 0.584968 
 

Source: Author’s own elaboration. 

 

We allowed for the lag of the dependent variable for various model specifications; 

we found no evidence that would suggest that auditee financial standing and non-audit 

fees are associated with a decline in audit quality. 

We also used the insolvency prediction composite index, which is based on the fi-

nancial indicators derived from the financial statements constructed under the assump-

tion of going-concern. Thus, the failure prediction model itself suffers from potential 

endogeneity, which was not addressed in this research.   

The findings are validated at the single company level; however, strategies on the 

behavior for the consolidated financial statements and group accounts cannot be justi-

fied based on the above research design. We believe the natural extension of this re-

search is an examination of the differences in auditor and auditee behavior in respect 

of group audits. 

 

 

Conclusion 
 

The objective of this paper was to investigate the association between non-audit fees 

and the risk of failure. This study provides robust evidence about the auditee’s failure 

risk and the auditor’s fee arrangement. After allowing for the time effect between the 

audit fee and non-audit fee, we are in line with prior findings, that the audit and non-

audit fees are jointly determined by common factors in a transition economy. We did 

not find a significant relationship between auditee failure risk and the quality of the 

audit report. 
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 Our findings support the view that the financial position of the auditee has little 

impact, either on the fee level or on the independence of the auditor. The purchase of 

additional audit services tends to have an operational rather than a strategic nature. 

Consequently, the ban on non-audit services impacts the knowledge spillover on the 

market.  

We believe that the findings from our study may be of interest to regulators and 

policy makers for audit market regulation since it represents evidence that auditor in-

dependence is not impaired by auditee failure risk. 
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