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Abstract

The existing literature about determinants of audit fee finds that those cha-
racteristics of a firm that conveys the “high quality” signal to the market can
obtain higher audit fees. These studies ignore the differences among auditors,
which are contradicted with individual auditor behavioral literature that
showing different characteristics of auditors influence audit quality. There-
fore, this paper hypothesizes that different auditors obtain different audit fees.
Using the data of listed companies in China from 2010 to 2015, this paper
constructs the regression model of the audit fees at individual auditor level
and finds that age, gender, educational background, industry specialization,
position and busyness all have significantly correlations with the audit fees.
The results illustrate that audit client considers at individual auditor level
when choosing audit services and pays different level of audit fees, which pro-
vide empirical evidences to selection and cultivation of auditors.
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1. Introduction

Audit fee is the economic remuneration for auditors who provide audit services,
which are an agency fee according to certain standards. The audit fee includes the
total cost of audit through the overall audit work, the risk compensation and the
profit demand. During the actual audit work, the audit fee influences not only
audit quality, but also the development of accounting firms and audit industry.
Therefore, audit fee is always the research focus of domestic and foreign scho-
lars. Simunic [1] first explores the determinants of audit fees using empirical evi-
dence. He finds that the complexity of the business, asset size, asset-liability ra-
tio, etc. all affect the level of audit fees. From then on, many scholars continue to

study the determinants of the audit fees basing on Simunic’s audit fee model.
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Some scholars find that the market can recognize the characteristics that convey
“high quality” signal and are willing to pay audit fee premiums to them. For
example, “Big 4” usually obtain audit fee premiums [2] [3] [4], because audit
clients believe that “Big 4” have higher audit quality [5] [6]. Besides, some re-
searches find that there are different levels of audit fees among “Big 4” [7] [8],
and illustrate that the firms with industry specialization can acquire audit fee
premiums [9] [10] [11] [12].

However, these studies are based on an implied assumption that determinants
of audit fees only exist at the firm level and there is no difference of audit quality
and audit fees at individual auditor level, which is significantly contrary to ex-
isting auditor behavior literature. Some scholars have found that there is no au-
dit premium for firm’s industry specialization when controlling auditor’s indus-
try specialization [13]. In addition, a large number of researches of individual
auditors’ behavior reveal that there are differences between auditors, and differ-
ent characteristics of them affect the individual’s cognitive and behavior [14]
[15] [16] [17], which finally affect audit quality [18] [19] [20]. There are also
studies finding that the auditors at the same firm receive different remuneration,
which means that the firm believes that the value created by the auditor is dif-
ferent [21]. This evidence suggests that the differences between auditors who are
direct implementers of audit projects can affect audit quality, which is also rec-
ognized by the market. In addition, managers of audit clients, as the direct con-
tactors of auditors, concentrate more at the individual auditor level than firm
level to form the opinions of audit quality, even if these factors do not affect au-
dit quality of financial statements [22]. The managers of audit clients are also
negotiators of audit fees, which means they have decision-making power on au-
dit fees. Therefore, it can be assumed that different auditors can obtain different
audit fees.

Based on the above theories, this paper studies the determinants of audit fees
at individual auditor level, including seven characteristics of the auditor’s (the
characteristics of the population and profession). In our research design, we as-
sign an indicator variable to each auditor who signs audit reports for multiple
clients for multiple years. We then estimate an audit-fee model by including
these indicators, and control for audit client, audit firm, year and industry effects
that could possibly affect audit fees. The results find that demographic and pro-
fessional characteristics of auditors have significant influence on audit fees: age
and gender have significant positive correlations with audit fees, while education
background, industry specialization, position, number of audit year and busy-
ness all have positive correlations with audit fees. These results suggest that indi-
vidual auditors differ to a notable extent in terms of audit fees.

We conduct two additional tests to examine the robustness of these findings.
In one test, we measure the explanatory variables in another way, by combining
the two auditor features for the year into an integrated variable. In another test,
we expand the test year length to measure whether the relationship between au-

ditor characteristics and the audit fees is influenced by the external policy. The
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robustness results are almost consistent and the explanatory variables still have
significant effects on the explanatory variables in these two robustness tests.

This paper contributes to two areas theoretically and practically. Firstly, this
paper contributes to the broad literature examining links between individual au-
ditors’ characteristics and audit fees. We study the determinants of the audit fees
from the perspective of individual audit level, rather than merely from the pers-
pectives of audit clients and audit firms. The results show that audit clients con-
sider not only at audit firm’s level but at individual auditor’s level as well, re-
flecting the “people-oriented” feature in the audit industry. In sum, this paper
provides a more detailed research perspective from individual level and enriches
the audit fee researches.

Secondly, this paper also has some practical significance for the development
of China’s audit market. From 2014, Chinese regulators have changed the audit
charging mode from mandatory government guidance price to market price,
which arises doubts that Chinese audit market is imperfect and not ready to ex-
ecute market price. In this paper, we find that the individual characteristics of
the auditor that deliver the signal of “high quality” can be recognized by the au-
dit clients and obtain higher audit fees, which reveals that Chinese audit fee
market is ordered because the price can follow the principle of marketization. In
addition, this paper provides suggestions to China’s Ministry of Finance, China
Institute of Certified Public Accountants and other institutions to develop ac-
counting personnel training program to strengthen the younger generation of
auditor’s professional skills education.

The remainder of this paper is organized as follows. The literature review is
discussed in the second section. The third section discusses the underlying
theory and research hypothesis. The forth section discusses the research design
and the fifth section presents the empirical results. Some concluding comments

are offered in the final section.

2. Literature Review

The existing literature of audit fees is mainly based on two perspectives, the
perspective of auditees and auditors.
1) Audit client

From the perspective of audit client, Simunic [1] first uses empirical method
to study the audit fee determinants and finds that the complexity of the business
and asset size affect the level of audit fees. Firth and Francis [23] and Stokes [3],
using the data of different countries during different time, both find that the size
of the audit clients and the complexity of the economic business are important
determinants of audit fees. Chinese scholars draw the same conclusions. Han
Houjun and Zhou Chunsheng [24], Liu Bin [25], Zhang Jixun and Xu Yi [26],
Fang Qiaoling and Li Xiaoyan [27] use the data of Chinese listed companies also
find that audit client’s size and complexity of economic business influence the
audit fees.

Several scholars try to find the correlation between company governance and
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audit fees. Collier and Gregory [28] find that the existence of the audit commit-
tee is significantly positively correlated with the audit fees, based on the UK au-
dit market. They think that audit committee can ensure the integrity of the au-
ditors and prevent auditors from reducing audit time, thereby increasing the au-
dit fees. Carcello et al [29] examines the relationship between management cha-
racteristics (independence, diligence and professionalism) and audit fees, based
on the data of top 1000 companies from Fortune List, and find that managers
with high degree of independence, diligent and professional management cha-
racteristics incline to get high audit quality and pay higher audit fees. Like the
study of domestic scholars, Cai Jifu [30] finds that the size of the board of direc-
tors, major shareholder holdings, CEO duality and the nature of enterprises all
have significant collations with the audit fees. He finds that high efficient com-
panies can reduce the audit fees. He Weifeng and Liu Wei [31] construct a
manager-company pairing data by tracking managers who have at least two
years of work experience in two listed companies for a period. They find that
managers with more abilities pay less audit fees.

Besides, some scholars find corporate risk influence audit fees. Bell ef al. [32]
find that with the increase in the business risk of the audit client, the total audit
time increases while the unit audit fee does not change, indicating that the audi-
tors consider the business risk suffered by the audited entity when judging the
audit risk and thereby increasing the audit time. Abbott, Parker and Peters [33]
consider the impact of litigation risk on the audit fees and find that positive dis-
cretional accruals are significantly positively correlated with the audit fees, while
negative discretional accruals are negatively correlated with the audit fees, indi-
cating that the positive discretional accruals are riskier than the negative discre-
tional accruals to the auditors. Similarly, domestic scholars draw the same con-
clusions. Wu Lina [4] uses the return on equity (ROE) of the audit clients as a
measure of earnings management, and finds that the company’s risk will lead to
an increase in the audit fees. Zhao Guoyu and Wang Shanping [34] find that al-
though the earnings management of the audited entity increases the audit fees, it
does not affect the audit independence. Song Yanheng [35] examines the rela-
tionship between the punished companies and the audit fees, and finds that the
audit fees of the audit clients who are subject to the relevant penalties are signif-
icantly higher than other companies.

2) Audit firm

From the perspective of auditors, majority of scholars consider the factors at
firm level. Simunic [1] and Firth [23] find that firm size does not have a signifi-
cant correlation with the audit fees. Domestic scholars, Li Buxi and Wang Ping-
xin [36] base on the data of A-share listed companies of 2002 in China, also draw
the consistent conclusion. However, Francis [2] and Francis and Stokes [3] find
that the firm size is significantly correlated with the audit fees based on data
from Australian listed companies. Domestic scholar Wu Lina [4] bases on the
data of Chinese listed companies in 2000 and 2001 and finds that “big 5” have
higher audit fees.
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Besides, some scholars find firm’s industry specialization influence the audit
fees. Craswell ef al [9], based on the data from 1484 listed companies in Aus-
tralia, find that the “Big Eight” of the industry can earn 34% audit fee premiums
than other firms. DeFond et a/ [10] use the data of Hong Kong audit industry
and find that industry “Big Six” charge higher audit fees. Basioudis et al [11]
and Carson and Fargher [12] draw the same conclusions. These empirical results
indicate that the audit client is willing to pay audit fee premiums for the firm
that delivers the “high quality” signal.

It can be seen from the above literature that the determinants of the audit fees
mostly at audit client level, and the studies from the perspective of auditor level
are mostly studied at firm level, without considering the difference among indi-
vidual auditor level. Therefore, this paper which studies the determinants of the

audit fees at individual auditor level is of theoretical importance.

3. Research Hypothesis

From the perspective of auditor’s individual characteristics, this paper refers to
the demographic research method to examine whether audit clients will consider
at individual auditor level when choosing audit services and pay audit fee pre-
miums to auditors who convey “high quality” signals.

It can be seen from the existing literature of audit fee determinants that the
determinants of the audit fees can be measured from the audit client and auditor
level. From the perspective of the relationship between the firm and the audit
fees, it can be found that firms which deliver “high quality” signals to market
tend to receive audit fee premiums. For example, “Big 4” are found to receive
higher audit fees than other firms. It is worth noting that these studies are based
on an implicit assumption that auditors at the firm provide the same audit qual-
ity and receive the same audit fees. This is contrary to the conclusions drawn by
the existing literature of individual auditor’s characteristic, which reveal that there
are differences among auditors and their individual characteristics act directly on
the cognitive styles and decision-making behaviors and thereby affecting audit
quality.

On the other hand, because of lacking information and knowledge, external
financial statement users form opinions of audit quality mainly basing on broad
measures of audit quality, such as the firm’s reputation and firm’s size. But this
assumption ignores another group of important users of audit service, the man-
agers of audit clients. Unlike external financial reporting users, managers have
more close contacts and communication with auditors and attempt to get more
services from auditors, such as getting advice on the internal control, even if
these services do not influence audit quality perceived by external users of finan-
cial statements. It has been found that auditors will choose auditors based on
different needs: the motivation for small firms to choose auditors is to improve
corporate governance while the motivation for large firms to choose auditors is
to obtain external financing advice [37]. These “additional services” will not af-

fect the opinions of external financial reporting users to judge the quality of the
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audit, but influence the managers’ perceived audit quality. And managers are the
negotiators of the audit fees and have power to make decisions on choosing au-
dit services. Therefore, the determinants of the audit fees cannot be measured
only at firm level, but should be measured at the individual audit level as well.
Therefore, this paper will study the determinants of the audit fees at individual
auditor lever basing on different characteristics of auditors.

1) Age

Age usually affects the tendency of risks. Some scholars believe that elder
people tend to be more mature and don’t like risks [38]. Paulsen et al [39] find
that the risk tendency decreases linearly with age, and those elder people have
higher sensitivity to economic risk. Therefore, during the actual audit process,
elder auditors are more cautious than younger auditors. In addition, according
to the traditional Chinese Confucianism, age usually represents the experience,
and those elder auditors are easier to acquire trust from audit client, and can
acquire audit premium. Thus, we make the hypothesis:

H1: Auditor’s age has a significant positive correlation with the audit fees.

2) Gender

Cognitive psychology and marketing theory believe that gender may affect the
individual’s judgment, and that women are good at dealing with complex tasks
because women have better abilities to distinguish differences and integrate de-
cision-making clues than men. Therefore, when dealing with tasks, women deal
with information more accurately and efficiently than men. Based on this hypo-
thesis, Chung and Monroe [40] find that there are differences between women
and men’s judgement modes: men are more accurate in judging simple tasks
while women are more accurate in judging complex tasks. Borkowski and Ugras
[41] judge differences of gender from a moral point of view and find that men
are more utilitarian than women.

A series of experimental studies have examined the attitudes towards the risk
between men and women, and find that in most cases, women are more likely to
avoid risk than men. Women usually choose less risky and more secure behavior
than men [42]. Graham et al [43], Eckel and Grossman [44] and Fellner and
Maciejovsky [45] also find that women’s preference for risk is much lower than
that of men. As for auditors, it is found that female auditors are more likely than
men auditors to detect errors and fraud in financial reporting, and the audit
quality of women is higher than one of men [18] [46];. So, whether the audit
client can identify this feature and is willing to pay the premium should be con-
sidered. Thus, we make the hypothesis:

H2: Gender has a significant negative correlation with the audit fees.

3) Education Background

Spence [47] proposes that the educational background conveys “high quality”
signal to the market. Because educational background often means learning abil-
ity to cope with complex decision-making situation. Lichtenstein and Fishchoff
[48] find that education experience influence people’s decision-making process

that people with advanced degrees are more inclined to collect information
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about the decision-making, and can realize the deviation during process of
making decision, which helps make decision-making more robust. In addition,
Bonner and Walker [49] finds that the higher the degree of education and the
more accounting knowledge, the more cautious in audit plan. Based on this as-
sumption, auditors with higher degree of education can deal with audit work
more easily and provide better audit quality [50]. Therefore, it should be consi-
dered whether audit clients recognize the “high quality” signal conveyed by
education background and pay audit premium. Thus, we make the hypothesis:

H3: Education background of auditors has a significant positive correlation
with the audit fees.

4) Industry Specialization

The audit industry expertise is a unique industry knowledge arisen from the
continuous services of auditors in the same industry [20]. This industry expertise
cannot be transferred at firm freely, which is owned by the individual auditors.

Specifically, this expertise is based on the auditors” deep understanding of in-
dustry operating characteristics and operational risks, which should be culti-
vated by experience. This industry expertise helps auditors to better and more
effectively identify the financial risks of the industry’s clients, help formulate
more appropriate audit plans and implement appropriate auditing procedures,
and ultimately produce reasonable audit opinions. Thus, audit expertise gener-
ally means higher audit quality [18] [51]. Zerni [52] finds that the auditor’s indi-
vidual industry expertise can obtain the audit premium. These studies show that
audit clients can identify industry specialization at individual auditor level and
are willing to pay audit fee premiums. Thus, we make the hypothesis:

H4: Auditor’s industry specialization has a significant positive correlation
with the audit fees.

5) Position

A series of studies find that firm partners are more cautious than other audi-
tors [53]. Because the partners of the firm own and manage the firm, and they
are not only punished by the regulators, but also suffer a greater loss from dimi-
nishing of firm’s reputation when encountering audit failure. In addition, with
the promotion of position, the auditor’s reputation mechanism gradually plays a
role, and the cost of the audit failure increases [50]. Then, the firm partners will
be more cautious during audit process to prevent the risk of audit failure litiga-
tion.

On the other hand, “partner” is the top of auditor profession, which usually
represents sufficient professional competence and a sense of professional ethics,
and delivers “high audit quality” signal to the market. Therefore, audit clients
are likely to pay higher audit fees to partners. Thus, we make the hypothesis:

H5: “Partner” position has a significant positive correlation with the audit
fees.

6) Number of Audit Year
DeAngelo [54] finds that there is a learning effect in the field of audit. And

studies of some scholars provide indirect evidence for the existence of learning
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effects in the audit industry [55]. Usually, longer audit year means more audit
experience, help improve abilities to find fraud and misstatement [56] [57] [58],
and reduce reliance of auditors on biased information provided by managers
[59]. It can be argued that the increase in audit experience arisen by the number
of audit year conveys the signal of “high quality” to the market and audit clients
are willing to pay higher audit fees to obtain high audit quality. Thus, we make
the hypothesis:

Hé6: The number of audit year has a significant positive correlation with the
audit fees.
7) Busyness

Whether the auditor’s busyness will affect the auditor’s decision-making and
work is argued by scholars at home and abroad. On the one hand, too many au-
dit tasks will distract the auditors’ attention, weaken the auditors’ energy in each
project, and influence audit decisions, resulting in the decline of audit quality
[19]. However, according to the reputation hypothesis, high busyness usually
means high reputation and professional competence [60]. For auditors who have
more audit projects, their ability must be affirmed. In addition, the audit project
is mainly concentrated in November to March each year, the time which is “busy
season”, and because of the increase of the needs of auditors, the audit clients are
considered to pay higher audit fees to acquire reasonable audit service [2].
Therefore, from the point of view of demand and supply, the reasonable degree
of busyness also represents the high demand of the auditors, and the audit
clients may be willing to pay audit premium to purchase high quality service.
Thus, we make the hypothesis:

H7: Audit busyness has a significant positive correlation with the audit fees.

4. Research Design

1) Variables Definition

In this paper, we refer to the method of Chin and Chi [18] to measure the au-
dit industry specialization by the cumulative number of signature of auditor 7 on
audit report for industry k& before ¢ years. Balsam et al [61] point out that indus-
try specialization is arisen from the repetition audit in an industry. Therefore,
for individual auditors, auditing industry expertise can be measured using the
cumulative number of auditors in an industry.

j=t-1
Spe= ) Freq_P,,
=1
In terms of measurement of busyness, this paper refers to the method of
Goodwin and Wu [62] to measure the total number of auditors’ tasks in year 7as
busyness.
j=t-1
Busyness= ) Freq_PR
i1
Referring to existing audit fee literature, this paper controls other factors that

affect audit fees, including audit opinion, big 10, whether to switch the firm
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(Switch), Earnings Management (Em), the percentage of inventory and account
receivable on total assets(Complexity), asset-liability ratio (Lev), company an-
nual revenue growth rate (Growth), company size (Size), whether the company
is punished (Punish) and whether the company’s net profit for the year is nega-
tive(Loss). Table 1 describes the variable definitions.
2) Empirical Models
Based on the above theoretical analysis and assumptions, this paper establish-
es the following models.
First, all the auditor’s individual characteristics and control variables are in-
corporated into the equation to establish model (1).
Fee = o, + o, Age + ar,Gender + a,Edubg + o,Spe + aPartner + o Length
+ a,Busyness + a,Em + o, Bigl0 + o, Risk + o, Opinion
a,,Switch + a;,Lev + o, Grow + ;. Size + a;,Punish
+ay,Loss+ Yy, Year; + Y6, Industry + &

Then, single individual characteristic is put into the equation respectively to
establish model (2).
Fee = a, + o, Characteristic + o,Em + o, Bigl0 + o, Risk + a;Opinion
+ a Switch + o, Lev + o, Grow + o, Size + a;,Punish + o, L0ss
+Yy;Year, + > 5, Industry + &

Table 1. Variable definition.

Category Code Definition
Explained . . R X
. Fee Audit fee, measured by the natural logarithm of the company’s audit fee
Variable
S Industry Specialization, measured by the cumulative number of signature of auditor i in industry
e
P k before year t
Gender Gender, is 1 for male auditor and 0 otherwise
Explaining Age Auditor’s age
Variables Edubg Auditor’s education background, is 1 for bachelor degree or above, and 0 otherwise
Partner Whether the auditor is partner, is 1 for partner, and 0 otherwise
Exp Number of audit year, measured by the time of year i deducting the year of registration of CPA
Busyness Auditor busyness, measured by the total audit tasks of auditor i in year t
Opinion  Audit Opinion, is 1 for modified audit opinion, and 0 otherwise
Firm’s
. Big 10 Top 10 firms in year i, is 1 for the company which is audited by “big 10”, and 0 otherwise
Characteristics
Switch Whether switch the firm, is 1 if the company switch the firm, and 0 otherwise
Em Earnings management, extraordinary item/ absolute value of profit for the year
Control Complexity Complexity of economic business, the sum of inventory and account receivables/total asset
Variables Lev Solvency, asset-liability ratio
Auditee’s G Devel ¢ it wih rat
row evelopment capacity, revenue growth rate
Characteristics P pactly &
Size Asset size, natural logarithm of total assets at year end
Punish Governance risk, is 1 if the company is punished by regulators, and 0 otherwise
Loss Financial risk, iss 1 if profit for the year is positive, and 0 otherwise
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5. Empirical Results

1) Sample and data

We first collect data of Chinese listed companies at China Stock Market and
Accounting Research database (CSMAR), and cross-check the identities of sign-
ing auditors against the enquiry system compiled by the CICPA (available at
http://cmis.cicpa.org.cn, in Chinese). Data on individual auditors” demographic

information are also obtained from this source. We manually input each audi-
tor’s full name into the relevant search fields and match the search results with
the audit firm and individual auditor data collected from companies’ annual re-
ports. We start our sample period at fiscal 2010 to mitigate the possible effects of
the promulgation and the implementation of 2010 audit standards. And we drop
publicly listed companies in financial sector and observations with missing val-
ue, resulting in a total of 22,728 observations from 2010 to 2015 in our final
sample.
2) Descriptive Statistics

Table 2 shows the descriptive statistics of variables used in models. To miti-
gate the undue influence of outliers, we winsorize all the continuous variables at
the bottom and top 1 percentiles. For Fee, the mean is 13.47, ranging from 12.30
to 15.32, indicating that the gap between the sample is not large. For auditor’s
age, the mean is 41.17, the minimum is 27 years old while the maximum is 60

Table 2. Descriptive statistics.

Variable Obs Mean Median Std.Dev. Min Max
Fee 22,728 13.47 13.38 0.590 12.30 15.32
Age 22,728 41.17 41 6.725 27 60

Gender 22,728 0.694 1 0.461 0 1

Edubg 22,728 0.741 1 0.438 0 1
Spe 22,728 9.195 5 11.20 1 57

Partner 22,728 0.594 1 0.491 0 1
Exp 22,728 11.70 12 5.339 1 25

Busyness 22,728 3.111 2 2.375 1 16

Bigl0 22,728 0.488 0 0.500 0 1
Em 22,728 0.0105 0.0046 0.0192 2.20e-07 0.142
Complexity 22,728 0.274 0.249 0.175 1.00e-05 0.892

Switch 22,728 0.0780 0 0.268 0 1

Opinion 22,728 0.0260 0 0.159 0 1
Lev 22,728 0.444 0.441 0.216 0.0409 0.899
Size 22,728 9.540 9.474 0.536 8.287 11.20

Punish 22,728 0.179 0 0.383 0 1
Loss 22,728 0.0878 0 0.283 0 1
Grow 22,728 0.468 0.039 8.940 —40.35 52.42
61
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years old. For auditor’s education background, 74.1% auditor has bachelor de-
gree or above, indicating that auditor degree is dominated by bachelor degree.
For industry specialization, the mean is 9.20, the minimum is 1 while the maxi-
mum is 57, indicating there is a big gap of industry specialization among audi-
tors. For position, the number of firm partner accounts for 59.4% of total audi-
tors. For number of audit year, the mean is 11.70, indicating that auditors need
audit experience. For busyness, the mean is 3.11, and the maximum is 16 which
is a rarely case. And there is no significant difference between mean and me-
dium, so this paper uses OLS regression.

3) Regression Results

Table 3 shows the results of the two models. Column 1 is the result of the test
of model (1) and Columns (2)-(8) are the test results for model (2). From the
column (1) of Table 3, the age, gender, educational background, industry spe-
cialization, position, the number of audit year and the busyness are significantly
correlated to the audit fees.

Specially, auditor age is significantly negatively correlated with the audit fees
at 1% level, which is contrary to our expectation, the reason of which might be
that younger auditors have better learning skills and energy than elder auditors
and can adapt to changing standards and busy audit work. Therefore, the
younger auditors are more welcomed by audit clients. The auditor’s gender is
significantly negatively correlated with the audit fees at the 1% level, indicating
that audit clients are more willing to provide audit fee premiums for female au-
ditors because the female auditor is more cautious in the audit process and has a
higher practice ethics. There is a significant positive correlation between the au-
ditor’s educational background and the audit fee at 1% level, indicating that the
audit clients can identify the “high quality” signal conveyed by the educational
background. Audit industry specialization is significantly positively correlated
with the audit fees at 10% level, indicating that audit industry specialization is
one of the “high quality” signals. Whether the auditor is partner significantly
positively correlates with the audit fee at 1% level, indicating that the audit
clients believe that the position affects audit quality. There is a significant posi-
tive correlation between the number of audit year and audit fees at 1% level, in-
dicating that the audit clients prefer auditors with longer audit year. Auditor’s
busyness has a significant positive correlation with audit fee at 5% level, indicat-
ing that those busier auditors have a higher reputation and audit quality and are
favored by audit clients. These results indicate that the audit clients not only
consider the firm factors, but also consider the individual characteristics of the
auditors when choosing audit service, and willing to pay audit premium to cha-
racteristics that convey “high quality” signals.

The regression results of columns (2)-(8) of Table 3 are substantially the same
as those of column (1), except for the number of audit year. The result shows
that the number of audit year has no correlation with the audit fee. But it is
found that the number of audit year should be considered by controlling age va-

riables at the mean time.
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Table 3. Regression results.

Variables

Age

Gender

Edubg

Spe

Partner

Exp

Busyness

Bigl0

Em

Complexity

Switch

Opinion

Lev

Size

Punish

Loss

Grow

Year/Ind

Constant

Obs.
R-squared
r2_a

F

(€]
—0.0065***
(-11.71)
—0.0298***
(-5.25)
0.0281***
(4.64)
0.0006*
(1.81)
0.0196***
(2.92)
0.0031***
(3.88)
0.0031**
(2.37)
0.1062***
(19.72)
2.3665***
(16.76)
0.0887***
(4.73)
—0.0722¢**
(-7.43)
0.1753***
(10.30)
—0.0752***
(-4.72)
0.8386***
(136.08)
0.0280***
(4.08)
0.0507***
(5.25)
—0.0006**
(-2.11)
Control
5.5120***
(87.24)
22,728
0.57
0.567
785.4

2

—0.0041***

(-10.60)

0.1075%**
(19.93)
2.3792%**
(16.81)
0.0887***
(4.72)
—0.0795***
(-8.21)
0.1741***
(10.21)
—0.0807***
(-5.05)
0.8412***
(136.69)
0.0259***
(3.76)
0.0499***
(5.15)
—0.0006**
(-2.21)
Control
5.4469***
(88.13)
22,728
0.57
0.565
923.1

(3

—0.0249***

(-4.43)

0.1132%**
(21.04)
2.3677***
(16.69)
0.0926***
(4.92)
—0.0793***
(-8.17)
0.1761***
(10.30)
—0.0846***
(-5.29)
0.8420***
(136.55)
0.0253***
(3.66)
0.0489***
(5.03)
—0.0007**
(-2.26)
Control
5.2887%**
(88.47)
22,728
0.56
0.563
916.5

@

0.0449***
(7.56)

0.1114%%*
(20.69)
2.3782%**
(16.78)
0.0905***
(4.81)
—0.0791+**
(-8.16)
0.1726***
(10.11)
—0.0823***
(-5.15)
0.8396***
(136.06)
0.0259***
(3.75)
0.0488***
(5.03)
—0.0006**
(-2.20)
Control
5.2621***
(88.32)
22,728
0.56
0.564
919.2

(5

0.0006**

(2.25)

0.1131%*%*
(21.02)
2.3742%%*
(16.73)
0.0934***
(4.96)
—0.0777*%*
(=7.96)
0.1754%***
(10.26)
—0.0853%**
(-5.32)
0.8422%**
(136.54)
0.0247***
(3.57)
0.0490***
(5.05)
—0.0007**
(-2.24)
Control
5.2679%**
(88.32)
22,728
0.56
0.563
915.4

(6)

0.0118**
(2.22)

0.1137***
(21.10)
2.3697***
(16.70)
0.0928***
(4.93)
—0.0797***
(-8.20)
0.1757*%**
(10.28)
—0.0848***
(-5.29)
0.8418%**
(136.40)
0.0246***
(3.56)
0.0490***
(5.05)
—0.0006**
(-2.22)
Control
5.2658***
(88.25)
22,728
0.56
0.563
915.4

(7)

—0.0008
(-1.57)

0.1121%%*
(20.84)
2.3795%**
(16.80)
0.0915%**
(4.87)
—0.0799***
(-8.26)
0.1742***
(10.21)
—0.0849***
(-5.32)
0.8422%**
(136.88)
0.0246***
(3.57)
0.0498***
(5.14)
—0.0007**
(-2.24)
Control
5.2790***
(88.41)
22,728
0.56
0.562
917.8

(®)

0.0040***
(3.63)
0.1131%%*
(21.01)
2.3762***
(16.75)
0.0922***
(4.90)
—0.0769***
(-7.89)
0.1760***
(10.30)
—0.0835***
(-5.21)
0.8432%**
(136.58)
0.0247***
(3.57)
0.04927%**
(5.07)
—0.0006**
(-2.21)
Control
5.2466%**
(87.48)
22,728
0.56
0.563
916.0

t statistics in parentheses *p < 0.05, **p < 0.01, ***p < 0.001.
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For control variables, there is a significant positive correlation between “Big
10” accounting firms and the audit fee. The level of earnings management is sig-
nificantly positively related to the audit fees. The complexity of economic busi-
ness is significantly positively correlated with the audit fees. Whether to switch
the firm is significantly negatively correlated with the audit fees. There is a sig-
nificant positive correlation between the size of the auditee and the audit fees.
Whether the company is punished is significantly positively related to the audit
fees and the loss for the year has a significant positive correlation with the audit
fees. The company’s growth is positively correlated with the audit fees. Contrary
to the expectation that the company’s asset-liability ratio is significantly nega-
tively correlated with the audit fee, indicating that the higher the asset-liability
ratio, the lower the audit fees. The descriptive statistics shows that lev of the au-
ditee is at a reasonable level. The higher of reasonable lev, the more power
owned by creditors, which means managers must improve earnings quality, re-
duce the possibility of financial frauds, and reduce the likelihood of significant
financial risks of the company, thereby reducing audit fees [63]. Besides, the in-
crease of medium and long term liability conveys the signal of good corporate
governance referring to Signaling Theory.

4) Robustness Tests

This paper carries out the robustness tests on the empirical results by 2 me-
thods. In the first robustness test, we measure the explanatory variables in
another way, by combining the two auditor features for the year into an inte-
grated variable; and the other variables in the model do not change. The defini-
tions of variable of robustness test 1 are presented in Table 4. The regression
results are shown in Table 5 that the results are almost consistent and the ex-
planatory variables still have significant effects on the explanatory variables in
these two robustness tests.

In the second robustness test, we expand the year length, starting from 2007 to
measure whether the relationship between auditor characteristics and audit fees
is influenced by external policy. It is found from Table 5 that the results are al-
most consistent, illustrating that the impact of the individual characteristics of

the auditors on the audit fees does not change by revision of audit standards.

Table 4. Variable definition of robustness test 1.

Code
Age
Gender
Edubg
Spe
Partner
Exp

Busyness

Definition
is 1 if both auditors’ ages are above medium of age for the year, and 0 otherwise
is 1 if both auditors are men, and 0 otherwise
is 1 if both auditors have bachelor degrees or above, and 0 otherwise
is 1 if both auditors’ industry specializations are above medium of industry specialization for the year, and 0 otherwise
is 1 if both auditors are partners, and 0 otherwise
is 1 if both auditors’ number of audit year is above medium of number of audit year for the year, and 0 otherwise

is 1 if both auditors’ busyness is above medium of busyness for the year, and 0 otherwise
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Table 5. Regression results of robustness tests.

9) (10)
Age —0.0947*%** —0.0056***
(-10.38) (-12.09)
Gender —-0.0128 —0.0272%%*
(~1.64) (-5.34)
Edubg 0.0266*** 0.0276***
(3.11) (5.07)
Spe 0.0072 0.0003
(0.84) (1.26)
Partner 0.0190** 0.0258***
(2.08) (4.34)
Exp 0.0295%** 0.0021***
(3.22) (3.09)
Busyness 0.0138* 0.0036**
(1.73) (3.11)
Bigl0 0.1049*** 0.1308***
(13.38) (25.59)
Em 2.3223%** 2.1035%**
(11.39) (20.66)
Complexity 0.0803*** —0.1181***
(2.98) (-6.27)
Switch —0.0679*** —0.0601***
(-4.79) (-7.03)
Opinion 0.1686*** 0.1735%**
(6.91) (13.24)
Lev —0.0761*** 0.0190***
(-3.32) (18.47)
Size 0.8387*** 0.7987***
(94.47) (170.19)
Punish 0.0272*** 0.0216***
(2.75) (3.49)
Loss 0.0534*** 0.0613***
(3.84) (7.49)
Grow —-0.0007* -0.0000
(-1.75) (-0.54)
Constant 5.3157*** 5.7842***
(61.58) (113.60)
Observations 11072 29094
R-squared 0.57 0.57
r2_a 0.566 0.572
F 380.4 949.1

t statistics in parentheses *p < 0.05, **p < 0.01, ***p < 0.001.
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6. Conclusions

This paper bases on the data of listed companies in China from 2010 to 2015 to
conduct empirical study about the influence of auditor’s individual characteris-
tics on audit fees, selecting age, gender, education background, position, the
number of audit year and busyness as explanatory variables. The empirical re-
sults show that in addition to the factors of audit client level and accounting firm
level, the auditor’s individual characteristics also have influence on audit fees.
The age, gender, educational background, industry specialization, position,
number of audit year and busyness of auditors all significantly related to audit
fees. The auditors who are female, younger, partner and have higher degree of
education, more audit experience, and higher reputation tend to gain favors of
the audit clients and obtain higher audit fees.

This paper may provide the following suggestions. Firstly, audit industry
should strengthen the professional abilities of the individual auditors. The em-
pirical results show that when choosing audit services, the audit clients not only
consider the characteristics of the firm, but also consider the individual charac-
teristics of auditors, and they are willing to pay audit fee premiums for the audi-
tors who deliver the “high quality” signals. Therefore, the audit firm should
strengthen the professional education and on-the-job training of auditors, and
pay attention to the cultivation of industry expertise, to improve audit quality
and receive higher audit fees. To improve auditors’ education degrees, the firm
should introduce outstanding graduates with highly educated backgrounds. On
the other hand, the audit firm should build a reasonable incentive mechanism to
encourage auditors to receive continuing education to continuously improve
their own professional abilities. In terms of practical experience, audit firms
need to pay attention to the experience of auditors and guide them to accumu-
late industrial specialization.

Secondly, the audit firm should pay attention to the disclosure of the charac-
teristics of the individual auditors, because the firms merely disclose some con-
cise information, such as the firm’s comprehensive ranking nowadays. However,
according to the conclusion of this paper, audit clients care about individual au-
ditors and are willing to pay different audit fees. Therefore, more disclosure of
individual auditors’ information will reduce the search costs of audit clients and

help clients select appropriate audit services more efficiently.

7. Research Limitations and Future Research Directions

This paper proves that the individual characteristics of auditors will have an im-
pact on audit fees. And this paper mainly measures the demographic characte-
ristics and practicing characteristics of the auditors from several aspects. How-
ever, the individual characteristic is an abstract concept. In addition to the fea-
tures used in this paper, there are many features that affect the auditor’s deci-
sion-making. For example, Environment, personal character, economic status
and other factors. However, due to the difficulty of data collection, individual

characteristics cannot be fully defined. Therefore, in the future research, we can
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include more comprehensive characteristic of auditors to examine the audit fees

at individual auditor level.
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