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ABSTRACT

This study focuses on fees paid to auditors during a major accounting change associated with extra 

audit risk and work. Specifically, we analyse how a major accounting change from local GAAP to IFRS 

(International Financial Reporting Standards) affects the audit and non-audit fees paid to auditors. Prior 

research had evidenced that several auditee-specific properties are associated with audit fees. However, 

there is lack of specific knowledge on how a major accounting change affects audit and, especially, 

non-audit fees. Our sample comprises Finnish listed firms that adopted IFRS for the first-time. The Finn-
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ish data are employed since prior research findings suggest that there are large differences between 

Finnish accounting standards (FAS) and IFRS anticipating extra audit risk and work at the accounting 

move. Therefore, it is highly likely that extensive supply for audit and non-audit services during the 

transition from FAS to IFRS would occur. When taking into account several control variables, in line 

with prior research, our analyses based on unique, hand-collected data provide evidence that a com-

pany with a high FAS-IFRS disparity is associated with more costly non-audit services during the tran-

sition phase than one with low disparity. Furthermore, the results reveal that audit fees, where audit 

markets are more competitive, are not significantly related to the magnitude of IFRS adjustments. 

Overall, the research findings inform, among other things, audit firms and their clients about the type 

and the level of costs incurred during a major accounting change.

Keywords: audit supply, non-audit fees, audit fees, IFRS, transition

1. INTRODUCTION

Formanyfirmsglobalizationoffinancialreportinghascreatedaneedtopreparetheirfinancial

statementsusingtheInternationalFinancialReportingStandards(IFRS)issuedbytheInternational

AccountingStandardsBoard(IASB)1.Consequently,companieslistedintheEuropeanUnion(EU)

arerequiredbydecisionoftheEuropeanParliamentandCounciltoprepareconsolidatedfinan-

cial statements in accordancewith IFRS for yearsbeginningonor after January1,2005. For

companiestheadoptionofnewaccountingstandardsislikelyahugestep,especiallyifthelocal

accountingstandardsdiffersignificantlyfromtheglobalstandards.Underthesecircumstances

theneedforsufficientresources,training,dedication,communicationandpreparationbylocal

authorities, managers and auditors is required. 

ForauditorsthecomplexityoftheIFRStransitionandtheclient’spotentialinsufficientprep-

arations can increase uncertainties and risks in their audit assignment. Forexample,Hoogendoorn

(2006)hasarguedthatcompanieshaveunderestimatedthecomplexities,effectsandcostsofIFRS

(seealsoJermakowiczandGornik-Tomaszewski2006).InEUcountriesthereisalsoevidenceof

limitedIFRStransitionpreparation(PricewaterhouseCoopers2004a;ICAEW2004).Also,inFin-

landthe transitionto IFRShasresultedinconsiderablecosts for thefirmsauditedandfor the

auditors themselves (MinistryofTradeandIndustry2003b,62;KPMG2006).Forexample, in

ordertoenhanceauditandassurancesupply,KPMGFinlandestablishedaspecialIFRSauditteam

for theircustomers (KPMG2009).Furthermore,compared to localGAAP, IFRSmayallowfor

more judgement bymanagement in deciding how theywill complywith IFRS (Marden and

1 InadditionmanyothercountrieshaverequiredcompaniestoadoptIFRS.AccordingtoBall(2006),therearealmost
onehundredcountrieswhohaveadoptedthem.Recently,SEC(2007)eliminatedtherequirementforforeignprivate
issuerswhosubmitfinancialstatementsinaccordancewithIFRStoreconciletheirstatementstoU.S.GAAP.Further-
more,in2008theAICPA(AmericanInstituteofCertifiedPublicAccountants)votedtoaddtheIASBtotheapproved
listofaccountingstandards-settingbodies,effectivelygivingprivatecompaniestheoptiontouseIFRS.
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Brackney2009).Recentstudies(Street,GrayandBryant1999;StreetandBryant2000;Glaum

andStreet2003)havedocumentedsignificantnoncompliancewiththedisclosurerequirements

ofIFRSinmanyareas.Hodgdonet al.(2009)showthatstatutoryauditplaysanimportantrolein

compliancewithIFRS.Ontheotherhand,duringmajoraccountingchangesauditingcompanies

areusually thenaturalnon-auditconsultancyserviceprovider forauditees (Patelet al.2009).

Majoraccountingchanges, like the transition fromlocalaccountingstandards to IFRS,create

extraclientriskandmoretime-consumingworkfortheauditor;bothofwhicharelikelytobe

reflectedinaudit(auditorigin)andnon-audit(consultationorigin)fees.

Thispaperlooksintothefeespaidtostatutoryauditorsassociatedwiththecompaniesin

Finlandwhich implement IFRS for thefirst time.RecentguidelinesbyCorporateGovernance

WorkingGroup(2004)enableustohand-collect theauditandnon-audit feedatainorderto

analysetheauditandnon-auditproductionduetothetransitionofFinnishcompaniestoIFRS.

Byfocusingonsmall-andmedium-sizedlistedfirmsinFinlandweshednewinsightontothis

issue.Thesamplefirmsarefirst-timeadopters;thereforeitislikelythatauditandnon-auditfees

areaffectedbytheIFRStransition(i.e.so-calledsupplyeffect).Sofarthistopicisamainlyunre-

solvedresearchissue.Typically,non-auditservicesarepositivelyassociatedwithauditfees(e.g.

Simunic1984;Palmrose1986).Analyzingauditandnon-auditfeesisofinterestwhenexamining

the cost structures of auditing companies, predicting future fees and investigating pricing policies. 

Thisinformationwouldbeusefulforauditingcompaniesandtheirclientsregardingthetype,the

level and the duration of costs incurred during a major accounting change. Althoughitisknown

thatcomplexityandriskingeneralincreasefees,howIFRStransitionaffectsaudit(auditorigin)

andnon-audit(consultationorigin)feesismainlyunknown.

TheFinnishdata,alongwithcertainbackground,provideasuitableplatformforthestudy.

Previousliteraturehasdocumentedthati)FinnishAccountingStandards(FAS)deviatefromIAS

(e.g.Kinnunenet al.2000;Dinget al.2007),andthatii)theFAShasuniquelynationalroots–the

traditionalbookkeepingmodelisbasedontheso-calledexpenditure-revenuetheory(e.g.Räty

1992;Kettunen1993;Pirinen2005).WhiletheIFRSischaracterisedtobemoreprinciple-based,

theFAScanbeclassifiedasrule-based,whichaccordingtoMardenandBrackney(2009)may

increaseauditrisk.SincetheinstitutionalsettingofFinlandresemblesatypicalContinentalEu-

ropeancountrywithconcentratedcorporateownershipandcodelaworientedlegalsystem,we

supposethattheresearchfindingscorrespondinglyprovideinsightsforothercountriesaswell.

Thisresearchismotivatedbytwogapsinthepresentliterature.First,theextantliterature

relatedtoIFRSimplementationisheavilyconcentratedonstockmarketimplications.Inspiteof

thewidespreadadoptionofIFRS,therehasbeenmuchdiscussionandresearchquestioningthe

relevanceofIFRS(e.g.LeuzandVerrecchia2001;Leuz2003;Tarca2004;HungandSubraman-

yam2007;HortonandSerafeim2008)andthereisonlyaverylimitedamountofstudiesthat
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focus on other dimensions related to the transition. Second, of the audit fee studies, there are only 

afewwhichinvestigatehowchangesinregulatoryanddisclosureenvironmentsaffectauditfees

andnon-auditfees.

TaylorandSimon(1999)haveshownthatdifferencesinregulatoryanddisclosureenviron-

mentsaffectauditfeedifferencesacrosscountries,butchangesintheregulatoryanddisclosure

environmentwithinasinglecountryhaverarelybeenaddressed.Thisisnaturalsincetheselarge-

scalechanges,suchasswitchingfromonesetofaccountingstandardstoanother,seldomoccur.

GriffinandLont(2007)haveanalyzedauditfeesinthewakeoftheSarbanes–OxleyActof2002.

Griffinet al.(2009)foundthatauditfees,butnotnon-auditfees,wereassociatedwiththetransi-

tionofNewZealandtoIFRS.Onthecontrary,auditorswitchesaremorecommon,andthereare

empiricalfindings thatswitchingcostsare related to the legal liabilityenvironment (Kallunki,

SahlströmandZerni2007).

Thus,inordertobetterunderstandauditandnon-auditfeeformationduringIFRStransition,

moreinsightisneededtoassesswhetherthecomplexityofthetransitioncoincideswithaudit

andnon-auditfees.Theresultsprovideinsights,amongotherthings,intowhetherIFRSfinancial

statementsaremorecostlytoauditthanFASfinancialstatements,whichwouldsuggestthatIFRS

transition isassociatedwithaudit fees.Ontheotherhand, if the incurred transitioncostsare

mainlyassociatedwithnon-auditfees rather than audit fees reflectingIFRSstart-upandlearning,

thecostsaretemporalinnatureandwilldecreaseovertime(Griffinet al.2009).

Thisresearchhassignificantimplicationsalsoforauditcompanies.Duetothewidespread

adoptionofIFRS,auditorshavebeenforcedtoevaluatehowthetransitiontothenewaccounting

standardsaffectsthepricingoftheirservices.Thiscontributestotheauditor’sevaluationofhow

complexandtime-consumingtheactualpreparingoftheIFRStransitionhasbeeninFinland.It

issupposedtobereflectedinauditandnon-auditfees.

Therestofthepaperisorganizedasfollows:Wediscussauditfeedeterminationbasedon

priortheoreticalandempiricalresearchinsection2.Then,basedonthatdiscussion,wepresent

twohypotheses.Section3displaysthemethodologyappliedwithspecialcarebeinggiventothe

research tool applied to quantifytheIFRSadjustments.TheFinnishinstitutionalsettingisdisplayed

togetherwiththedatainsection4.Theresultsfromthetestingofthehypothesesarereportedin

section5.Asummaryinsection6concludesthepaper.

2. AUDIT AND NON-AUDIT FEE DETERMINATION AND HYPOTHESES

2.1 Audit fee determination 

TheeconomicsmodelofauditpricingsuggestedbySimunic(1980)andmanyothers(e.g.Simu-

nicandStein1996;foridentificationproblem,seePongandWhittington1994)impliesthatan
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auditor’scostfunctionisbasedontworelatedcomponents:i)thecostsoftheauditeffort,andii)

theexpectedcostoftheauditor’sclient-basedbusinessrisk.Theauditeffortisneededinorderto

accumulate enough evidence concerning the quality of the financial statements given. Since the 

audit fee is the product of unit price and the quantity of audit services, a difference in audit fees 

canbeduetoquantityand/orthepricecomponentofthefee.Priorliteraturehasindicatedseveral

variablesthatexplainthelevelofauditfees:clientsize,operationalcomplexityandvariousas-

pectsofrisks.Thosevariablesandmodelforauditfeespaidtostatutoryauditorwillbedetailed

laterinsection3.2.

2.2 Non-audit fee determination

Theprovisionofnon-audit (consultationorigin) servicesbyauditingcompanies to theiraudit

clientshasbeenaworldwidephenomenon.Non-auditservicesincludesuchthemesasaccount-

ing assistance, accounting compilation, ad hocaccountingadvice,duediligence,andtaxconsult-

ing.Decisionsregardingthesenon-auditservicesaremadebyafirm’soperativemanagement.A

handbookpublishedbyInternationalFederationofAccountants(IFAC)covers,amongothers,the

codeofethicsforprofessionalaccountants(IFAC2008).Oneofthekeythemesinthathandbook

is auditor independence in general and independence e.g. in assurance services. The auditor 

shouldalwaysbeindependentoftheclient.Therehavebeenconcernsabouthowauditors’sup-

plyofnon-auditservicespotentiallyaffects their independence(Levitt2000).Assuggestedby

Hayet al.(2006),athreattoindependencecanbetheresultifauditorsreduceauditfeesasaloss

leaderinordertoobtainconsultingwork,whichwouldimplyanegativerelationshipbetween

auditandnon-auditservices.

Priorresearchhasusuallyfoundapositiverelationshipbetweenauditandnon-auditfees.

Simunic(1984),Palmrose(1986),DeBerget al.(1991),Daviset al.(1993),andFirth(1997)have

alldocumentedapositiverelationbetweenauditandnon-audit fees,whilenorelationshipis

foundbyAbdel-Khalik(1990),andO’Keefe,et al.(1994).Whisenantet al.(2003)andHayet al. 

(2006)empiricallydocumentthatauditfeesandnon-auditfeesaresimultaneouslydetermined.

Ifso,thenthesignificantpositivecoefficientbetweenauditfeesandnon-auditfeesmightbedue

to misspecification of the model. Whisenant et al.(2003)andGeigerandRama(2003)evidence

apositiverelationbetweenauditandnon-auditfeesusingsingle-equationestimations.However,

therelationshipbetweenthevariablesisnotevidencedwhensimultaneous-equationanalysisis

employed,suggestingthatauditfeesandnon-auditfeesarejointlydetermined.Antleet al.(2006)

extend theanalysesbyaddingabnormal accruals into theanalyses, since the strengthof the

economicbondbetweenauditorsand theirclientsmaybepositively related to theabnormal

accrualssuggestedbye.g.Frankelet al.(2002).

Anotherbodyofresearchexaminestheimplicationsoftheprovisionofnon-auditservices
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onanauditor’s independence(Reynoldset al.2004).Generally, the jointsupplyof these two

servicescancausepositiveand/ornegativeinfluencesonauditing(Frankelet al.2002).Insome

countriestheprovisionofconsultancyservicestoauditclientsiseitheroutlawedorisstrongly

discouraged2. For example, the Sarbanes–OxleyAct (H.R.3763,U.S.Congress 2002) restricts

audit firms from providing certain kinds of management consulting services. 

2.3 Hypotheses

Wepositthatauditorsassesstheirauditplanandtheexpectedcostofclientbusinessriskinthe

giveninstitutionalandregulatoryenvironmentsassuggestedinthepriorliterature(Simunic1980;

TaylorandSimon1999;Cobbin2002).Thismeansthatauditorjudgementswillbeinfluencedby

the characteristics of the auditing environments and the client itself. If regulatory and disclosure 

environments change creating an impact upon audit pricing components, they should affect 

auditfees.Webelievethatnotonlyauditfeesbutalsonon-auditfeesareunderconsideration

when regulatory and disclosure environments change3. Furthermore,we focus on two years:

transitionyear(2004,theyearpriortoIFRSadoption)andfirstyearofadoption(2005).Limiting

oursampletonewIFRSadoptersandfocusingontwoyearsthatarecritical inIFRSadoption

(transitionyearandadoptionyear)shouldinformusofhowIFRSadoptionisassociatedtoaudit

andnon-auditfees.Inotherwords,ourpresumptionisthattheknowledgegapforimplementing

IFRSinsmallandmedium-sizedfirmsis likelytobesubstantialwhich, inturn, isreflectedin

auditandnon-auditfees.Comparedtolargefirms,smallandmedium-sizedfirmsarelessexpe-

riencedwithregardtovariousinternationalissuesinfinancialaccountinge.g.duetotheirlocal

operations and traditions4. 

TheIFRStransitioncanbeunderstoodasasignificantchangeinregulatoryanddisclosure

environmentsfortheauditor,especiallyincountrieswherelargedifferencesbetweendomestic

GAAPandIFRSexist.Basedonpreviousliterature(Kinnunenet al.2000;Pirinen2005;Dinget 

al.2007),thetransitionfromFAStoIFRSisconsideredtobeamajoraccountingeventwhichis

assumedtoaffectauditandnon-auditfees.Amongothers,IFRScallsformorejudgmentbyman-

agementwhendecidinghowtheywillcomplywithIFRS(MardenandBrackney2009).Alsothe

disclosurerequirementsofIFRSaremuchmoredetailedcomparedtoFAS.

However,notonlytheincreaseinregulationanddisclosurerequirementsbutalsothein-

creaseinthecomplexityofthetransitionplusthepossiblelackofpreparation(e.g.byHoogen-

2 InFinland,thestatutoryauditorisallowedtoconsultwithIFRS-relatedissues.Thisactivityhasalsobeencommon
since IFRS-relatedconsulting isoftenmentionedwheninformationaboutoriginof thenon-audit feeshavebeen
provided.Otherfrequentlymentionedactivitiesareconsultationsrelatedtocorporateincometaxation.
3 Mandatory transition shouldnot causemajor changes tofirms’ reporting incentives. For example,Wu (2008)
highlightedthatinordertominimizetheriskofbiasedconclusionsreportingincentivesshouldbeasconstantas
possible.
4 seee.g.Räty(1992),Salmi(1996),andPirinen(2005).
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doorn2006;JermakowiczandGornik-Tomaszewski2006;MinistryofTradeandIndustry2003a)

createextrariskandworkforauditors.InthespiritofPalmrose(1986),companiesmaylackthe

suitableaccountingandinformationtechnologytopreparefinancialstatementsthatcomplywith

the IFRSaccounting requirements,whichconsequentlymayactasa signal for theauditor to

changetoamoreintensive,morecostlyauditprogramme.Also,Ball(2006,34)haspointedout

thatinthecurrentIFRSenforcementsystemtherehasonlybeenlimitedsuccessfullyimplement-

ingthesetofstandards.AlthoughtherehavebeendiscussionsclaimingthattheIFRStransitionis

notfullyimplementedinpractice,fromthebeginningofthefirstIFRSfinancialstatementsthere

hasalsobeendiscussionabouttheextraworkloadrequired5. Consequently, the more FAS and 

IFRSfinancialstatementfiguresdeviatefromeachotherintransactionreconciliationreports,the

highertheauditfees.Thusthehypothesisis:

H1:Thereisapositiverelationbetweenaudit(auditorigin)feesandthedegreeofIFRS

adjustments.

Oursecondhypothesisisrelatedtonon-audit(consultationorigin)fees.IFRStransitionisamajor

accountingchangeandaffectsfirms’financialreportsinseveralways.Sincefinancialstatements

areremarkablydifferent(especiallydisclosurerequirements)undertheIFRSregimecomparedto

theFASregime,theIFRSregimecallsfordifferentpreparatoryworkcomparedtotheFASregime.

Itcouldwellbethatespeciallythispreparatoryworkrequiresaconsultationtypeofauditorin-

volvementthat,inturn,isreflectedinnon-auditfees.

WhentheIFRStransitionisconsideredasamajoraccountingevent,itcallsforpreparation,

learningandpre-reportingofitsimpactuponfinancialaccounts(CommitteeofEuropeanSecu-

ritiesRegulators2003a). Inpractise, auditors areusually themostnatural IFRSadvisors and

consultantsforacompany(JermakowiczandGornik-Tomaszewski2006).Indeed,inmanyan-

nualreportsitisexplicitlywritten,amongotherthings,thatpartofthenon-auditfeesisbased

onIFRStransitionconsultation.Firth(2002)foundthatnon-auditfeeswereassociatedwitha

lower incidenceofauditqualificationsormodifications.SharmaandSidhu(2001),however,

concludedthatlargenon-auditfeestototalfeesundermineauditorindependencewhenauditors

have a tendency to not issue a going concern qualification to clients. Second, a lack of compe-

titionintheIFRStransitionmarket fornon-auditservicescanresult inapositiverelationship

betweenauditandnon-auditfees(Solomon1990).IfthereareonlyfewIFRSspecialistsavai-

lable,andthecommonunderstandingwithincompaniesabouttheIFRStransitionrequirements

ispoor(JermakowitzandGornik-Tomaszewski2006),itistemptingtochargeextrafeesfromthe

5 Pricingeffectisalsoassociatedwiththecompetitioninauditmarket.OurdiscussionswithFinnishauthorised
publicaccountantprofessionals(Fredriksson2009;Pajamo2009)supporttheviewthatthecompetitioninFinnish
auditingmarketswashardduring2003–2006whichmaydecreasepricingconsequences.
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clients6.Consequently, themoreFASand IFRSfinancial statementfiguresdeviate fromeach

otherintransactionreconciliationreports,thegreaterthedifferenceinnon-auditfees.Thusthe

secondhypothesisis:

H2:Thereisapositiverelationbetweennon-audit(consultationorigin)feesandthedegree

ofIFRSadjustments.

Intheempiricalpartofthestudythehypothesesaretested.Thetestsprovideinsightsintowhether

auditorsexperiencetheIFRStransitionasacostlyaffair.Ontheotherhand,ifnon-auditfees(but

notauditfees)areassociatedwiththedeviationbetweenFASandIFRSintransactionreconcili-

ation reports, in linewithGriffinet al. (2009) it suggests IFRS start-upand learningcostsare

temporalinnatureandtransition-specificcostsarelikelytodecreaseovertime.

In the followingsectionwepresentourresearchmethodology.First,wedemonstrate the

magnitudeof theIFRSadjustmentsusingtheanalysesofcomparability.Second,weprovidea

modeltostudywhethertheamountofIFRSadjustmentsisactuallyrelatedtoanincreaseinaudit

andnon-auditfees.

3. METHODOLOGY

InthissectionweintroduceameasureforthemagnitudeofIFRSadjustmentsusinganalysesof

comparability.Thismeasureisneededinordertorecogniseandclassifymaterialdisparitybe-

tweenFASandIFRSinastructuredway.Secondly,wepresentregressionmodelsforauditand

non-auditfeeswhichcontrolandtakeintoaccountseveralvariablesfrequentlyemployedinprior

research.

3.1 Magnitude and nature of IFRS adjustments

Inpreviousstudiesthedegreeofaccountingadjustmentsbetweenthetwoaccountingstandards

hasbeenmeasuredusingananalysisofcomparability.Theindexofcomparability(CI)hasbeen

frequentlyusedtoidentifyandquantifyaccountingadjustments(e.g.UciedaBlancoandGarcía

Osma2004;Streetet al.2000;Adamset al.1999).Inthisstudy,themagnitudeofIFRSadjust-

mentsisbasedonanindexofcomparabilitycalculatedusingfourindicatorvariables:twoofthem

arebasedonanincomestatementandtheothertwoonabalancesheet.Oneofthebenefitsof

our focus is that the items and their contents are specifically defined for each firm individually. 

Ourmeasuresarealsoimportanteconomicindicatorsofthefirms’performanceandtheirfinanc-

ingforinvestorsandotherstakeholders(Penman2001).Thecorrectnessoftheselecteditems,in

6 AccordingthepractisingAPAprofessional(Pajamo2009),theauditfirmswereproactiveduringtheIFRStransition
andadoptiontimeinordertoinformtheircurrentandpotentialclientsabouttheIFRSservicesavailable.
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turn, isanimportant issuealsoforauditors.DifferencesbetweenFASandIFRS-basedincome

statementandbalancesheetvariablesmightbereflectedalsoindisclosures.Weacknowledge

thatourmeasureofcomparabilitydoesnotdirectlycapturepotentialdifferencesindisclosures

betweenFASandIFRS.Wewilldiscussthisissuefurtherinsection5(Results).

Indicatorvariablesbasedonanincomestatementare:i)earningsbeforeinterestsandtaxes,

EBIT(Eq.(1)),andii)netincome,NI(Eq.(2)).Theyareconstructedinthefollowingway:

(1) 
FAS

FASIFRS

EBIT
EQ

EBITEBIT
CI  

(2) 
FAS

FASIFRSFASIFRS

NI
EQ

EBITEBITNINI
CI  

Eq.(1)measuresthecumulativeIFRSadjustmentsfortheunderlyingcompanypresentedin

reconciliationsoftheincomestatementdowntotheEBITlevelscaledbybookvalueofequity.

ThenumeratorconsistsoftheIFRSadjustmentsrelatede.g.torevenuerecognition,share-based

payments, employee benefits, research and development costs, lease arrangements, goodwill

amortization,andgoodwillandotherassetimpairments.Positive(ornegative)differenceindicates

thattheIFRSadjustmentsasawholehaveincreased(decreased)theEBIT ofthecompany.Eq.(2)

measuresthecumulativeIFRSadjustmentsbetweentheEBIT level and the NI level of the income 

statementscaledbybookvalueofequity.InordertoavoidcountingIFRSadjustmentsinthein-

comestatementtwice,Eq.(2)isconstructedsothattheIFRSadjustmentsinEBIT(inEq.1)are

subtracted.ThenumeratorconsistsoftheIFRSadjustmentsrelatede.g.tofinancialinstruments

anddeferredtaxes.

Theindicatorvariablesbasedonthebalancesheetareequitycapital,EQ(Eq.(3))andtotal

debt,DEBT(Eq.(4)).Eq.(3)measuresthecumulativeIFRSadjustmentsfortheunderlyingcompany

presentedinreconciliationofthebookequity(EQ)scaledbybookvalueofequity.Thenumera-

torconsistsoftheIFRSadjustmentsrelatedtoe.g.profitfromcurrentandpreviousyears,changes

inrevaluationreserves,pensionliabilities,andcostsrelatedtostockissues.Positive(ornegative)

differenceindicatesthattheIFRSadjustmentsasawholehaveincreased(decreased)bookequity, 

EQ.Eq.(4)measuresthecumulativeIFRSadjustmentsonliabilities(DEBT)scaledbybookvalue

ofequity.ThenumeratorconsistsoftheIFRSadjustmentsrelatede.g.taxliabilities,pensionlia-

bilities,andliabilitiesrelatedtoleaseagreements.Theseindicatorvariablesarecalculatedinthe

followingway:

(3) 
FAS

FASIFRS

EQ
EQ

EQEQ
CI  
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(4) 
FAS

FASIFRS

DEBT
EQ

DEBTDEBT
CI  

Theuseofequitycapital isunlikelytocauseproblemsrelatedtosmallandunstablede-

nominators(seee.g.UciedaBlancoandGarcíaOsma2004;Rees1995,94).Thecomparability

scoremetricisconstructedfromtwoincomestatement-basedindicatorvariablesandfromtwo

balancesheet-basedindicatorvariables(CIEBIT, CINI, CIEQ, and CIDEBT)presentedabove.Sinceitis

assumedthattheIFRSadjustmentsper searerelevantforfeespaidtothestatutoryauditor,abso-

lutevaluesarethususedassumingthatbothnegativeandpositiveadjustmentshaveequalcon-

sequencesforfees.ThesamplefirmsareclassifiedintoIFRSadjustmentsdecilesbasedoneach

indicatorvariable.Eachdecileclassification(DCIEBIT, DCINI, DCIEQ, and DCIDEBT)takesonavalue

ofzeroforthesmallestdecileandnineforthelargest.

Anaggregatedmeasureofcomparabilityisachievedwhenthedecileclassificationvalues

forasinglecompanyareaddedtogether.Thisprocedurereturnsamaximumvalueof36forcom-

paniesinwhichIFRSadjustmentshavescoredinthehighestdecile(i.e.fourtimesnine)ineach

IFRSadjustmentindicatorvariableandreturnsaminimumvalueofzeroforcompanieswhose

IFRSadjustmentshavescoredinthelowestdecile(i.e.fourtimeszero)ineachIFRSadjustment

indicatorvariable.Finally,theobtainedfigureisscaledtoarangebetweenzeroandoneresulting

inouradjustmentscomparabilityscore(ADJ).Eq.(5)belowsummarizesthecomputation:

(5) 
36

DEBTEQNIEBIT DCIDCIDCIDCI
ADJ  

Theconstructedadjustmentscomparabilityscore (ADJ) foracompanyhaving the lowest

IFRSadjustmentsforanincomestatementandbalancesheetiszero,whereasacompanyhaving

thelargestIFRSadjustmentsADJisone.Theuseofaconstructedcomparabilityscoremetrichas

certainadvantagesovertheoriginalvariables.Firstly,itaggregatestheIFRSadjustmentsfromfour

differentfinancialstatementlevelstoasinglevariable.Auditingtheorydoesnotinformushow

each separate CIaffectsauditandnon-auditfees.Despitethatsomeinformationislostafterag-

gregating separate DCIs into ADJ, the aggregation may, on the other hand, reduce noise. Secondly, 

theuseofscaleddecileranksinsteadoftheoriginalvariablesprovidesanefficienttoolfortaking

careofpossibleoutliersassociatedwithextremevalues.The implicitassumption is thateach

indicatorvariable(DCIs)hasanequalandadditiveeffectonfeespaidtothestatutoryauditor.We

areawarethatthisassumptionsimplifiesthesettingsinceauditriskandauditeffortrelatedto

IFRSadjustmentsonincomestatementandbalancesheetitemsmayvary.Forexample,someIFRS

adjustmentscanbeclassifiedforroutineadjustmentsandsomeadjustmentsneedextraworkand

judgement.Wewillcomebacktothisissueinourrobustnessanalysesinsection5.3.2.
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Inordertogainadditionalinsight(CorbinandStrauss2008)andsupplementthemethods

aboveregardingauditandnon-auditfeesintheFinnishcontext,wealsoperformedtwointerviews

withtwoprofessionalAuthorizedPublicAccountants(APAs)(Fredriksson2009;Pajamo2009).

TheinterviewwithAPAFredrikssonwasathemeinterviewfocusingonauditandnon-auditfee

levels,theirdevelopment,andtheirpotentialinteractioninFinland.AfterwardsAPAFredriksson

suppliedsomeadditionalinformationregardingthetopicunderdiscussion.Theinterviewwith

APAPajamowassemi-structured;morethantwoweeksbeforetheinterviewwesentthewhole

manuscript(version16Sep2009)andthecoverlettertohim.Inthecoverletterwesummarize

themajorfindingsinthepaperandstatedafewquestionsbasedonthoseresultsandtheinterview

withAPAFredriksson.Wealsoproposeda fewgeneralquestionsregardingprofessionalaudit

issues, such as the role of IFAC recommendations in Finnish audit practises. The agenda in the 

interviewwithAPAPajamowasas follows:Firstwehandledsixbroader issues related to the

paper,alsocoveringthequestionsinthecoverletter.Secondwewentthroughthepaperitself

anddiscussedsomeofitsdetails.Theinterviewermadenotesthroughoutthesession.Itshould

benotedherethatbothoftheintervieweeshavereadthispaperandacceptedthepresentedin-

formationbasedontheseinterviews.Theopinionspresentedintheinterviewsaretheinterview-

ees’ownpersonalopinionsanddonotnecessarilyrepresenttheviewsoftheiremployers.

3.2 Models for audit and non-audit fees paid to the statutory auditor

Herewederivemodelsforauditandnon-auditfeespaidtothestatutoryauditorinordertoana-

lysewhethertheIFRSadjustments(measuredbyADJ)arerelatedtothosefees(Eqs(6)and(7)

below).AsnotedbyWhisenantet al.(2003),itispossibletoestimatethesetwoequationssepa-

ratelyusingasingle-equationestimationtechniqueifauditandnon-auditfeesaredetermined

independently.7Inlinewithpriorliterature,detailedbelow,severalcontrolvariablesforclient

size,operationalcomplexityandvariousaspectsofrisksarealsoincludedinthemodels.

Previousstudieshavefrequentlyindicatedthatthemostimportantvariableinexplainingthe

levelofauditfeesisthesizeoftheauditee.Inthesestudiesthecompanysizeisassumedtobe

relatedtotheneedformoretime,resourcesandeffortinpreparing,analyzingandtestingthe

companyinformationbeforetheissuanceofauditopinion(e.g.Simunic1980;Palmrose1986;

Davis et al.1993;Bellet al. 2001;ChungandNarasimhan2002;Cobbin2002). InCobbin’s

(2002) survey of auditing literature, the size variable is always reported as a significant and

positive determinant of audit fees. The natural logarithm of total assets is frequently used since, 

forexample,economiesofscalereduceauditwork.Also,itislikelythatnon-auditservicesare

higherforlarge-sizedcompanies.Ourmeasureforsizeisthelogarithmoftotalassetsln(SIZE).

7 However,eqs(6)and(7)capturerelationsimperfectlyifthesetwodependentvariablesaresimultaneouslydeter-
mined.Insection5.3.2.simultaneous-equationconsiderationsofthemodelsarediscussed.
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Also,thecomplexityoftheauditeeincreasestheneedtospendtimeandconductlargerand

deepertestingproceduresandanalyses.Therearecountry-specificdifferencesintheleveloffi-

nancialaccountinginformationdisclosure(Hope2003).Sincetheauditorhastoexamineand

becomefamiliarwithbothfinancialreportingsystemsandfinancialdisclosures,itisreasonable

toexpectthatmorefeesarerequiredduetoextensivereporting(i.e.highcomplexity).

Theresultsofmanyearlierstudiessupporttheideathattheclient’soperationalcomplexity

is a significant variable in determining the level of audit fees (Simunic 1980; Niemi 2002;

Whisenant et al.2003;NikkinenandSahlström2005;JoshiandAl-Bastaki2000)andnon-audit

fees(Palmrose1986;Solomon1990;Whisenantet al.2003).Thecomplexitycanberelatedto

assetstructureandbusinessoperations.Simunic(1980)andFrancisandSimon(1987)suggest

thatreceivablesandinventoriesrequiresubjectivejudgementandconsumemoretimeindeter-

miningtheirvaluesand,accordingly,aredifficultandriskytoaudit.Complexityincreasesalsoif

thecompanyhasnumeroussubsidiariesandotherentitieswithinthegroup(Simunic1980).The

locationofsubsidiariescanalsomakeadifference.Multinationalswithmoredetailedreporting

andaddedcomplexityrequireincreasedauditeffortbecauseofthegreaterneedforcorporate

governanceanddifferences inaccounting standardsandpractises. Ezzamelet al. (1996)and

Niemi(2005),amongothers,havehypothesisedandevidencedthataudit feesareaffectedby

foreignlocationofsubsidiaries.Wecontroloperationalcomplexitybyemployingtwocommonly

used variables: i) the ratio of the sum of inventories and accounts receivable to total assets

(INVREC),andii)thesquarerootofthenumberofsubsidiaries(SQ(SUBS)).

Theriskcomponentisrelatedtotheauditor’spotentialfuturelossduetothepossibilityof

e.g.litigationoraclient’sfailure.Auditriskcanbedefinedastheriskthatfinancialstatements

maybemateriallymisstatedaftertheauditiscompletedandanunqualifiedopinionbeissued

(ArensandLoebbecke1994).Auditeffortandauditriskarerelatedsinceauditorsaddresssome

formsofbusinessriskbyincreasingauditeffort,whichinturncauseshigherauditfees(e.g.Pratt

andStice1994;Bellet al.2001).Thisimpliesthatthehighertheanticipatedauditriskthemore

numerous the audit tests perceived as necessary. In addition, a higher fee is required to compen-

sate for the greater anticipated risk of audit failure. Audit risk is also an important element in 

determiningthelevelofauditfees(e.g.SimunicandStein1996;PrattandStice1994;Bellet al. 

2001).Riskcanariseindifferentways(seee.g.Firth1997,513).Poorprofitabilityandgrowth

opportunities(e.g.Whisenantet al.2003;NikkinenandSahlström2005)canberelatedtorisk.

OurmeasureforprofitabilityisROE.Wemeasuregrowthopportunitiesbytheratioofmarket

valuetobookvalueofequity(MB).

Also,thefollowingriskcategoriescanaffectauditfees:marketrisk(e.g.NikkinenandSa-

hlström2005),financialrisk(e.g.Bellet al.2001;Niemi2002)andliquidityrisk(e.g.Nikkinen

andSahlström2005;Camaran2005).BRisourmarketriskvariablemeasuredbyequitybeta.It
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isestimatedbySharpe’s(1964)marketmodelusingdailystockandOMX25indexreturnsovera

one-yearperiodbeforetheendofthefiscalyear.OurfinancialriskvariableisFLEV computed as 

thedebttoequityratio.Wemeasureliquidityriskbyquickratio QR (ratioofcurrentassetsless

inventoriestocurrentliabilities).

Finally,systematicdifferencesinauditfeesmayexistamongthedifferentauditfirms. E.g. 

Moizer(1997)reportedthatPriceWaterhousechargeshigherfeesinmanycountries.Inlinewith

Niemi(2005),tocontrolthepossiblepricingoreffortdifferencesbetweenPricewaterhouseCoo-

pers(PwC)andtheotherauditfirms,anindicatorvariable(PWC)wasaddedtotheauditmodel.

InauditresearchPwCisnormallynotsingledout,butwhatiscontrastedisBigFourversusnon-

Big Four audit firms. In the sample, however, there are hardly any non-Big Four audit firms,

motivating the PWCdummyinsteadofindicatorvariablesforBigFourauditfirms.

ThemagnitudeoftheIFRSadjustmentscomparabilityscore(ADJ)isthevariableofinterest

inthefollowingcross-sectionalregressionmodelforauditfees:

(6)  itititititit

vPWCaQRaFLEVaBRaMBa

aSUBSSQaINVRECaSIZEaADJaNAUaaAU 543210 ln)ln(ln

          itROEa6 itititititit

itititit

vPWCaQRaFLEVaBRaMBa

INVRECaSIZEaADJaNAUaaAU

1110987

43210 ln)ln(

Iftheregressionresultsareconsistentwiththefirsthypothesis,thentheywouldproducea

positive and statistically significant parameter value for a2intheregressionmodel(6).

Toexaminethesecondhypothesis,weconstructedanon-auditfee(NAU)modelwithcon-

trolvariablesforclientsize,operationalcomplexityandvariousaspectsofrisk.Regardingnew

financing,itispossiblethatnewequityordebtissuescanaffectthenon-auditfees(e.g.Whisenant

et al.2003).Thereforeweaddavariableindicatingwhetherthecompanyhasissuedequityor

long-termdebtineitherthecurrentyearorsubsequentfiscalyear.Again,themagnitudeofthe

IFRSadjustmentscomparabilityscore,ADJ,thevariableofinterestinthefollowingcross-sectional

regressionmodel:

(7)

itititititit

ititititititit

wDISSUEbQRbFLEVbBRbMBb

ROEbSUBSSQbINVRECbSIZEbADJbAUbbNAU

1110987

6543210 ln)ln(ln
 

Theotherindependentvariablesarethesameasinmodel(6)exceptthatthenon-auditfee

variableisreplacedbyanauditfeevariableandthelastindicatoryvariableisreplacedbyanew

financeindicatorvariableDISSUE. DISSUE receives value one if the company has issued equity 

orlong-termdebtineitherthecurrentyearorsubsequentfiscalyear(zerootherwise).Ifthere-

gressionresultsareconsistentwiththesecondhypothesis,theywouldproduceapositiveand

statistically significant parameter value for b2intheregressionmodel(7).
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4. THE INSTITUTIONAL FRAMEWORK AND DATA

4.1 The auditing and enforcement of IFRS financial statements in Finland 

Forthetimebeing,theenforcementoftheIFRSfinancialstatementsintheEUreliesheavilyon

externalauditorsandnationalenforcementsystems(Haller2002,178).InFinland,duringthe

sampleyears,auditingwasstipulatedintheAuditingAct(936/28.10.1994)whichbecamevalid

whenFinlandjoinedtheEUinthebeginningof1995.AsamemberstateoftheEU,Finlandhas

theobligationtoensurethattheFinnishauditingregulationscomplywiththeDirectivesofthe

European Commission. The Auditing Act defines the purpose and the scope of auditing. AU fees 

comprise fees due to statutory audit.8

Statutoryauditcoversanexaminationoftheaccountingrecords,financialstatements,the

report of the Board of Directors, and also the administration of the client corporation (Section

17).Aspartof theEUand internationalization,changesweremade to theAuditAct in2007

(459/2007).Forexample,anauditorisnolongerrequiredbylawtoprovideanopiniononthe

boardofdirectorsandmanagingdirectordischargefromliabilityorthesuggestedprofitdistribu-

tion.However, the auditormust report on these two areas if the auditwork suggests that a

qualifiedauditopinionshouldbeissued.Furthermore,acompany(AnnualGeneralMeeting,the

BoardofDirectors)canrequestsuchanopinion,and theauditor isauthorized tosupply that

opinion.

Audits of parent companies in Finland also cover consolidated financial statements. The 

audits result ina statementofwhetherMembersof theBoardofDirectorsand theManaging

Directorcanbedischargedfromliabilityforthefinancialperiodauditedbytheauditor.Accord-

ingtotheActinforceduringourresearchperiod2004–2005(Section19),auditorsmustalsogive

anopinionon:i)whethertheauditedfinancialstatementscomplywiththeprevailinglegislation

andgenerallyacceptedaccountingpractises,ii)whetherthefinancialstatementsgiveatrueand

fairviewoftheclientsperformanceandfinancialposition,andiii)whethertheuseofprofitand

thedistributionofotherunrestrictedequityisincompliancewiththeLimitedLiabilityCompanies

Act.InadditionoftheAuditingAct,certifiedauditorsmustalsofollowtherecommendationsof

theFinnish InstituteofAuthorizedPublicAccountants (these recommendationsareconsistent

withtheInternationalStandardsonAuditing(ISA)).Thiswasthesituationalsoduringourresearch

period2004–2005.ArecentlypublishedFinnishtranslationofISAprovidesevenmoredetailed

guidanceforaudits.Finlandhasatwo-tiersystemofcertificationofpublicaccountants.Forall

8 Theauditor(incumbentauditornominatedbytheGeneralMeeting)presentstheauditreporttolistedfirm’sshare-
holdersattheGeneralMeeting.AccordingtheCompaniesAct(Chapter6:Managementandrepresentationofthe
company,Section2:GeneraldutiesoftheBoardofDirectors,Airaksinenetal.2007)TheBoardofDirectorsisre-
sponsible,amongotherthings,fortheappropriatearrangementsofthecontrolofthecompany’saccountsandfinance.
Thisduty,amongstotherresponsibilitiesoftheBoard,isauditedbythestatutoryauditorofthecompany.
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listedcompanies,aswellasthelargestcompanies,theAuditingAct(Section12)requires“first-

tier”auditorsapprovedbytheCentralChamberofCommerce(AuthorizedPublicAccountant,

APA)initscertificationexam.

Theauditor’sliabilityisdefinedintheAuditingAct(Section44).Inadditiontotheclient

lossesarisingfromnegligentperformancebytheauditorinanaudit,theauditormayalsobeheld

responsibleforlossessufferedbythirdpartieswhentheauditorhasfailedtofollowtheprevailing

laws(e.g.AccountingAct,CompanyLawandAuditAct)orcompanyby-laws(FinnishGenerally

AcceptedAuditing Standards (FinnishGAAS) provided by the Finnish Institute ofAuthorised

PublicAccountants).Niemi(2002,40;2005,307)haspointedoutseveralfeaturesinthelegal

systemwhichmitigateauditorlitigationtoclientsandthirdparties.Forexample,legalawardsare

limitedtotheplaintiff’sactualloss,thusbeingwithoutpunitiveaspect.Also,classactionslawsuits

arenotpossible.Ontheotherhand,inFinlandthereisnoupperlimitforcompensationfordam-

ages. Therefore audit risk insurance is especially useful in Finland. 

InFinlandtheFinancialSupervisionAuthority(FIN-FSA)carriestotalresponsibilityforthe

overallIFRSsupervisiontheyoversee(comprisingchieflyoflistedcompanies,insurancecompa-

nies,andfinancialinstitutions).Auditorshavearesponsibilitytotheshareholdersofthefirmsthey

audit.FIN-FSAsupervisioncoversallcompaniesthatareliabletocomplywiththeIFRS.Only

companieswhicharerequiredtoadheretotheIFRSstandardsfallwithinthescopeofthesuper-

vision.TheIASSupervisionWorkingGroup(MinistryofTradeandIndustry2003a)hasdescribed

theIFRSenforcementsystem(inFinnish).Thematerialtobecheckedisbasedonrandomsam-

pling.Forothercompaniestheexternalcontrolremainswithastatutoryauditor.TheFIN-FSA’s

IFRSsupervisioncoversdocumentssubject to the regular reportingobligations inaccordance

withsecuritiesmarketlegislation.Inaddition,theFIN-FSAcanaskforanopinionfromtheFinn-

ishAccountingBoardon theapplicationof the IFRS. Ifmisstatements are found, appropriate

actionsarerequired.Themostimportantactionistherighttorequireacorrectioninwhichcase

thesupervisordemandsacompanymakepublicadefectordemandsarestatementoffinancial

information.RegardlessofaFinnishFinancialSupervisionAuthority’s(2005)reportconcerning

thedifferencesinthequalityofIFRSfinancialstatements,restatementshavenotbeenrecorded

duringthesampleyears.InFIN-FSA’sinvestigationofanIFRStransitionapublicreprimandora

publicwarningcanalsobeused.ForuniformenforcementFIN-FSAco-operateswithCESR(Com-

mitteeofEuropeanSecuritiesRegulators2003b).

4.2 The transition from FAS to IFRS

AcompanypreparingitsfirstIFRSfinancialstatementsfor31December2005hasanadoption

date of 1 January 2005 (PricewaterhouseCoopers 2004b).The transition date to IFRS for this

companyis1January2004.IFRS1requirescompaniesretrospectivelyimplementandpublish
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their2004annualfinancialstatementsaccordingtotheIFRSstandards.Companiesarealsore-

quiredtoreportcomparisonfigures,accordingtotheFAS,asananalysisofthedifferencesbe-

tweentheIFRSandFASfigures.Accordingly,listedFinnishcompaniesarerequiredtoprovide

theirunauditedreviewsinordertoassessthepreliminarymainimpactsofthetransitiontoIFRS.

Thesereviewsarebasedonthefinancial informationfor2004,whichwasoriginallyreported

accordingtoFAS.Thus,duetotransitionstandardIFRS1,thetransitionperiodhasuniquefeatures

whichareinpartrelicsfromtheFASpast.

Because the transition from one accounting standard to another is a demanding and com-

plicated issue, it shouldbewellcommunicated to thefirms’variousstakeholders.9Follow-up

reportshaveshownthatthequalityofIFRStransitioncommunication,aswellasthequalityof

theIFRSfinancialstatementsfor2005,variedamongtherecentIFRSfirst-timeadopters.Accord-

ingtotheFinnishFinancialSupervisionAuthority(2005),two-thirdsofthecompaniesonthemain

listof theHelsinkiStockExchangehandledtheir IFRStransitioncommunicationwell,but the

communicationofmostoftheI-listcompanieswasratedasweak.SchadewitzandVieru(2006)

showthattheIFRScommunicationbeforethetransitioninFinlandwasmostlynarrativeandthat

quantitativeinformationwasscantlyprovided.However,Miihkinen(2008)discoveredthatau-

thoritative disclosure recommendations had a robust effect on improving thefirms’ reporting

duringIFRStransitioninFinland.

Inaddition,accordingtotheFinnishFinancialSupervisionAuthority(2006),thequalityof

thelistedcompanies’2005IFRSfinancialstatementsvaried.FIN-FSAconcludedthatsomefinan-

cialstatementswereproperlyprepared,butmanyfinancialreportsof lowerqualitywerealso

encounteredandstillneededdeveloping.Also,inKPMG’s(2006,4)reportitisadmittedthatthe

estimatesandadjustmentsproducedweremoreroughthanusual forFinland,resulting in the

needfor further improvementworktobedoneinthefollowingyears.Thesekindsoffindings

relatedtoNobes’s(2006)andAlexander’s(2006)critiqueconcerningthecommoninterpretations

andapplicationsof IFRSalsocreatechallenges for theauditors’work.Furthermore, thereare

variousadjustmentsthatfirmsneedtoexecutewhenswitchingtheirreportingtobeinlinewith

theIFRS(seee.g.KPMG2002;2003).Overall,thesefindingssuggestthatinFinlandthetransition

to IFRS isasignificantproject for listedfirms fuellingespeciallyan increasedadvisory (NAU)

supply. 

CESR(CommitteeofEuropeanSecuritiesRegulators2003a)haspreparedrecommendations

forlistedcompanieswhichconcernprovidingmarketswithappropriateandusefulinformation

duringthetransitionphase.Thisinformationiscrucial,especiallywhen,asinFinland,thelocal

9 Duringthe transitionandadoptionperiod2004–2006thedevelopmentof IFRSstandardshasbeensomewhat
frozenbyIABSonpurposeinordertosupportthetransitionandadoptionofIFRS.Since2007thedevelopmentof
standardshasbeenagainvivid.
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GAAPdeviatesgreatlyfromtheIFRS.CESR(2003a)recommends(inpara.22)thatassoonasa

companycanquantifytheimpactofthechangeresultingfromIFRSonitsfinancialstatements,

inasufficientlyreliablemanner,itshouldbeencouragedtodisclosetherelevantquantifiedin-

formation. Potential shortcomings in this transition period of communication could create severe 

information asymmetry problems for investors and other stakeholders concerning the proper

analysisofcompaniesand, inturn,couldcausecapitalmisallocationsandotherbiaseddeci-

sions. 

4.3 The sample

ThehypothesesaretestedusingdatafromFinland.Thefeevariables(auditfeespaidtostatutory

auditor,AU,andnon-auditfeespaidtostatutoryauditor,NAU)arebasedonthecompanies’an-

nualreports.Theadjustmentscomparabilityscore(ADJ)isbasedonIFRSadjustmentsfoundfrom

thecompanies’transitionreconciliationreportsavailableonOMHEX’shomepage(http://www.

omxgroup.com).Othervariablesusedarebasedon the informationavailable in theThomson

Financialdatabaseandthefirms’annualreports.Thesamplesizewasdecreasedforseveralrea-

sons(seetable1below).Firstly,therewerethirteenearlyIFRSadopters.Secondly,thereareten

firmswhichareexcludedfromthesampleduetolargerestructuringactivities(e.g.mergers,spin-

offs,carve-outs),arecentlisting,orthefactthatthecompanybelongstothefinancialservicesor

insuranceindustry.RestructuringactivitiesandIPOscauseshortandheterogeneousfinancialtime

series.Banks,financialservicesandinsurancecompaniesareexcludedsincethestructureoftheir

financialstatementinformationdiffersconsiderablyfromotherfirms.TheIFRSadjustmentsare

collected from the reconciliations of the sample firms. The reconciliation for profit and loss state-

mentscoversthefiscalyearthatendsduringyear2004andreconciliationsofequityarebased

onthecorrespondingclosingbalancesheets.

Accordingtocorporategovernancerecommendation(CorporateGovernanceWorkingGroup

2004)No.54,Finnishlistedcompaniesshallreportthefeesoftheexternalauditorduringthe

financialyear.Iftheexternalauditorhasbeenpaidfeesfornon-auditservices,suchfeesshallbe

TABLE 1. Sample selection.

Listed companies 133 100.00 %
 Early IFRS adopters 13 9.77 %

Recent IFRS adopters 120 90.23 %
 Excluded for various reasons (e.g. restructuring, IPO, industry) 10 7.52 %
 Missing audit or non-audit fee data 26 19.55 %
 Missing observations in Datastream 11 8.27 %

Final Sample 73 54.89 %
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reportedseparately.Usually,companieshaveprovidedbothauditfeesandnon-auditfees.Fees

wereincompletelyreportedby26firms,andfor11companiestherequestedinformationisnot

availableintheThomsonFinancialdatabase.Thus,thefinalsampleconsistsof73firmsthathave

acompletesetoftheinformationrequested.TheselectionprocessisdescribedinTable1.Since

thedataarebasedontheyears2004and2005,thenumberoffirm-yearsis146.Afterourresearch

period,therehavebeenfurtherspecificationsfornon-auditfeesintheFinnishAccountingStatute.

Accordingly,non-auditfeesfortaxadvisory,audit-relatedadvisory,andotheradvisoryservices

shouldbereportedseparately.Alsostatutoryauditfeesshouldbereportedseparatelyaswasthe

case in our research period.

5. RESULTS

5.1 The descriptive statistics of the IFRS adjustments

Table2showsthedescriptivestatisticsoftheindexofcomparability(CI)forearningsbeforeinter-

estandtaxes(CIEBIT),netincome(CINI), equitycapital(CIEQ)andtotaldebt(CIDEBT). The descriptive 

statistics show thatEBITcalculatedaccording to IFRS isonaveragehighercompared toEBIT 

calculatedaccordingtoFAS.Thisisindicatedbythemeanvaluefortheindexofcomparability

whichresultsinapositivevalue(0.039).Also,thedebt-to-equityratioisonaveragehigher(0.084)

whencalculatedaccordingtoIFRSratherthanFAS.Forotherindicatorstheaverageeffectsof

accounting standards are minor.

TABLE 2. The descriptive statistics of the index of comparability measures.

Variable N Mean Std Min Q1 Median Q3 Max

CIEBIT 73 0.039 0.137 –0.565 0.007 0.027 0.045 0.673
CINI 73 0.004 0.078 –0.123 –0.010 –0.002  0.005 0.605
CIEQ 73 –0.011  0.104 –0.342 –0.048 0.000 0.036 0.276
CIDEBT 73 0.084 0.166 –0.217 0.007 0.042 0.118 1.038

Note: the index of comparability (CI) for indicator variables was calculated according to Eqs (1)-(4). (see 
section 3.1.).

Table 3 shows the number ofmaterial and non-material adjustments for each indicator

variable.Wehavesetthematerialitythresholdintwodifferentbands:a0.05bandanda0.10

band. If the indexofcomparability isbetween–0.05and0.05,weclassify theadjustmentas

havingnomaterialimpactonourindicatorvariables;weconsideritmaterialotherwise.Likewise,

whenwesetthethresholdat0.10,alladjustmentswithanindexofcomparabilityequaltoor

lowerthan–0.10andlargerorequalto0.10areconsideredmaterial,andnon-materialotherwise.
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Thisisamethodologypreviouslyusede.g.byStreetet al.(2000)andUciedaBlancoandGarcía

Osma(2004).

Table3suggeststhatmaterialadjustmentsseemtobequitefrequentonbalancesheetvari-

ables(measuredbyCIEQ and CIDEBT,seeEq.3and4),whereasintheincomestatementvariables

(measuredbyCIEBIT and CINI,seeEq.1and2)asomewhatlowerfrequencywasreconciled.Usu-

ally, the adjustments to EBITarepositive,whereastheIFRSadjustmentsinreconciliationsbetween

NI and EBIT(measuredbyCINI,seeEq.2)arequiteequallydistributed.Materialadjustmentson

debtusuallyhaveapositivesign(i.e.moredebt).Thenumberofpositiveadjustmentsis32and

thenumberofnegativeadjustmentsis4.Thenumberofmaterialadjustmentsonequityisquite

balanced,15beingpositiveand18negative.Theanalysisindicatesalsothat55% of companies 

(40of73)havehadnon-materialadjustmentsinequitycapital.UciedaBlancoandGarcíaOsma

(2004) reportedequitycapitaladjustments related toForm20-F reconciliations (p.20).Com-

parisonofthefindingsrevealsthat,inthisstudy,thecaseswithnon-materialIFRSadjustmentsto

equitycapitalbetweenFASandIFRSaremoreinfrequentthanthecorrespondingUSGAAPad-

justments(being76%,basedonthelastrowfromTable6intheUciedaBlancoandGarcíaOsma

(2004)study)betweenIASandUSGAAP. 10

5.2 The descriptive statistics of the regression variables

Table4reportsthedescriptivestatisticsforthevariablesusedintheregressionmodels.Overall,

thesestatisticsshowatypicalpictureofahighlyskeweddatasetforthesize-relatedvariables,

10 IntheUciedaBlancoandGarciaOsma(2004)studyonlynetincomeandequitycapitaleffectsarereported.
Duetothedenominators’differencesnetincomechangesarenotcompared.

TABLE 3. The frequency and proportion distributions of the index of comparability measures (N = 73).

 Indicator variable

 Frequency (#) Proportion (%)

Index value CIEBIT CINI CIEQ CIDEBT CIEBIT CINI CIEQ CIDEBT

≤ –0.10 2 1 9 4 3 % 1 % 12 % 5 %
–0.099 − –0.050 0 4 9 0 0 % 5 % 12 % 0 %
–0.049 − 0.049 53 64 40 37 73 % 88 % 55 % 51 %
0.050 − 0.099 12 2 11 12 16 % 3 % 15 % 16 %
≥ 0.10 6 2 4 20 8 % 3 % 5 % 27 %
Range:        
Highest value 0.67 0.61 0.27 1.04    
Lowest value –0.56 –0.12 –0.34 –0.22    

Note: the index of comparability (CI) for indicator variables was calculated according to Eqs (1)–(4).
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auditfees,andfeesfornon-auditservices.Thiscallsforlogtransformations.However,inorder

togainabetterunderstandingofauditandnon-auditfees,wereportthosefeeshereinmillions

ofeuros,althoughlogtransformationsareusedintheregressions.Table4revealsthatthenon-

auditfeesvaryfromzeroupto3.4millioneuros.Comparingthemedianvaluesofauditfeesto

totalassets,wefindthatapproximately1euroofauditfeeispaidforevery1,000eurosoftotal

assets.However,forthenon-auditfees,themedianvalueismuchlowersinceit isabouthalf

TABLE 4. Descriptive statistics.

 Year Mean Median Std. Dev. Minimum Maximum

AU (million €) 2004 0.343 0.102 0.688 0.015 4.500
 2005 0.346 0.126 0.546 0.017 2.900
NAU (million €) 2004 0.175 0.064 0.319 0 1.633
 2005 0.207 0.059 0.457 0 3.400
TAU (million €) 2004 0.518 0.162 0.982 0.015 6.000
 2005 0.553 0.192 0.974 0.020 6.300
ADJ 2004–2005 0.501 0.528 0.217 0 1
SIZE (million €) 2004 532.501 109.527 1048.97 4.792 6486.00
 2005 566.906 116.935 1080.83 5.240 6294.00
INVREC  2004 0.378 0.344 0.170 0.020 0.780
 2005 0.387 0.402 0.166 0.025 0.711
SUBS (#) 2004 26.055 12.000 32.369 2 189
 2005 26.534 12.000 33.255 1 189
ROE 2004 0.114 0.138 0.219 –0.692 0.686
 2005 0.123 0.163 0.225 –0.869 0.556
MB 2004 2.369 2.071 1.379 0.512 7.926
 2005 2.595 2.230 1.472 0.5054 8.727
BR 2004 0.410 0.360 0.356 –0.174 1.399
 2005 0.447 0.384 0.328 –0.211 1.288
FLEV 2004 0.124 0.207 0.148 0 0.563
 2005 0.212 0.211 0.154 0 0.619
QR 2004 1.291 1.020 0.960 0.280 6.800
 2005 1.206 1.030 0.844 0.230 6.560
DISSUE 2004–2005 0.493 0 0.503 0 1
 2005–2006 0.493 0 0.503 0 1
PWC 2004 0.397 0 0.493 0 1

 2005 0.397 0 0.493 0 1

Note: AU is the audit fees, NAU is the non-audit fees, TAU is the total audit fees (TAU = AU fees + NAU fees), 
ADJ is the adjustments comparability score, SIZE is the total assets, INVREC is the ratio of the sum of 
inventories and accounts receivable to total assets, SUBS is the number of subsidiaries, ROE is return on 
equity, MB is growth opportunities measured by the ratio of market value to book value of equity, BR is the 
market risk measured by equity beta estimated by Sharpe’s (1964) market model using daily stock and 
OMX25 index returns over a one-year period before the end of the fiscal year, FLEV is financial leverage 
measured by the debt to equity ratio, QR is liquidity measured by quick ratio (ratio of current assets less 
inventories to current liabilities), DISSUE is an indicatory variable which has a value of 1 if the company 
has issued equity or long term debt in either the current year or subsequent fiscal year (zero otherwise), 
PWC is an indicatory variable which has a value of 1 when statutory auditing company is PricewaterhouseCoopers 
and zero otherwise.
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whencomparedtotheauditfees.Thissuggeststhatprovisionofauditservicesmaybeamore

importantsourceofrevenuesforauditcompaniesthanprovisionofnon-auditservices.Thefees

alsoseemtobequitestableduringthesampleyears.Itshould,however,bekeptinmindthatthe

compositionoftotalauditfees(TAU= AU + NAU)canvarygreatlydependingon,amongother

things, theauditee’sstructure.Categorically, incomestatementorbalancesheetrelatedissues

may require more audit effort depending on the structure of a firm. 

Table4alsoindicatesthattheadjustmentscomparabilityscore(ADJ)rangesfromzeroto

one.AvalueofoneindicatesthatthereisatleastonecompanyinwhichtheIFRSadjustments

havebeenanextremecase(fourtimesninthdecile)foreveryindicator.Also,intheothervariables

thereisaconsiderablylargevariation,sothedatashouldbehighlysuitableforourproposed

research questions.

5.3 Regression results

5.3.1 Estimationresultsforauditandnon-auditfees

Theobjectiveofourstudyistoanalysewhetherstatutoryauditors’fees(auditfees,non-auditfees)

arerelatedtothemagnitudeoftheIFRSadjustmentsofconsolidatedfinancialstatementsbyusing

asampleoffirst-timeIFRSusersinanenvironmentwherethelocalGAAP(inthisstudyFinnish

accountingstandards,FAS)deviatessignificantlyfrominternationalaccountingstandards(IFRS).

ThemandatorytransitionfromFAStoIFRSatthebeginningof2004(transitiondate),stipulated

byRegulation(1606/2002) of EuropeanParliamentandCouncil(2002),providesidealconditions

toanalysehowthissystem-widechangeaffectsauditandnon-auditfees.Inthissection,theresults

basedonauditandnon-auditfeesarepresented.Therobustnessoftheresultsisscrutinizedby

somesensitivityanalyseswhichareprovidedattheendofthesection.

Auditees’categorizationofauditfees11canbesomewhatarbitrarily,andalsointentionally,

misclassifiedasnon-auditfeeswithintheauditfees(e.g.HackenbrackandKnechel1997).AU 

itemscompriseoffeesduetostatutoryauditandarethereforewell-specified.WiththeNAU fee 

contenttherecouldbemorevariations.Itshouldcontainthenon-auditservicefeesoftheincum-

bentauditor.Weadmitthatthetruerecognitionofauditandnon-auditfees,andhowtheyare

affectedbyregulatorychange,ischallenging.12 Furthermore, in disclosures the total audit fees 

(auditandnon-auditfees)aretypicallyfeescausedbytheauditorthatissuestheauditreport.

Services for other audit firms are not necessarily reported and separated in audit fees disclosures 

11 Thefeespaidtoauditorsareseparatedintoauditandnon-auditfeesbasedontheauditee’sowndeclarationin
thenotesofthefinancialstatements.OurenquiriesforthelocalFinancialSupervisionAuthority(FIN-FSA)andfor
theCentralChamberofCommercewerenotsuccessfulintermsofreceivingstatisticscoveringauditandnon-audit
feesandtheirdevelopment.Duringthestudywegainedunderstandingthat,atleast,someauditfirmsanalyzeAU
andNAUfeessolelyfortheirinternalpurposes(confidentialdata).
12 AninterviewwithaprofessionalAPA,(Pajamo2009)Big4partnerrevealedthattherearevariations,though
decreasinglyso,howfirmssubjecttoauditregisteranddisclosetheirauditingandnon-auditingfees.
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(thereareexceptions,e.g.KeskoCorporationreportsbothauditfeesoftheauditorandauditfees

ofotherauditingfirms).Thiscancausenoise,atleastinestimatesinwhichfeesaretreatedsepa-

rately. 

Anotherreasontoaggregateauditfeesandnon-auditfeestogethercomesfromElliot(SEC

2000)whopositedthatnon-auditservicesmayactuallysupportauditperformanceduetoknowl-

edgeobtainedduringtheprovisionofsuchnon-auditservices.Thus,wefirstconsidertotalfees

paidtotheauditors,i.e.summingauditandnon-auditfees,takealogarithmicandruntheregres-

sions.Table5presentstheresultsgainedfromexplainingthetotalfeespaidtothestatutoryaudit

companybythecomplexityoftheIFRStransitionandcontrolvariables.Themodelisemployed

firstbypoolingtheyearstogetherandthenseparatelyforeachyear.Beforediscussingtheresults,

thepotentialmulticollinearitybetweenindependentvariablesisconsideredusingvarianceinfla-

tionfactors(VIF).Rawlings(1988,277)suggestsavarianceinflationfactorVIF > 10asaguideline

for serious multicollinearity. The VIFsofthevariablesinourregressionsareclearlybelowthat

thresholdvalue– thehighestVIF is3.06. Inotherwords,multicollinearity,at leastof thesort

recognizedbyVIF,doesnotbiasourresults. 

Consistentwithourpredictions,theadjustmentscomparabilityscore(ADJ)asameasurefor

transitioncomplexityispositive.Therearealsoindicationsthattheparameterestimatesdeviate

significantlyfromzero.Whenthepooleddataisused,thesignificant(p<0.05)parameterestimate

for ADJisclearlyresulted.Thisisinlinewiththeviewthattotalfeespaidtotheauditorsincrease

as thecomplexityof the IFRS transition increases.Also,controlvariables, if significant,quite

frequentlyprovideestimatesconsistentwithpriorfindings.Finally,thevaluesofadjustedR2 vary 

from78.5%to80.9%.Thesevaluessuggestthatabout80%ofthevariabilityofthefeespaidto

statutoryauditorsisexplainedbythemodelspresentedhere.Thevaluesaresimilartothosefound

inpreviousstudies,whicharetypicallyintherangefrom60%to80%(Cobbin2002,72–74).The

resultsseemtosupportthepositiverelationbetweenthedegreeofIFRSadjustmentsandtotal

fees. 

Whenseparateregressionsarerunforeachsampleyeartheresultsaresignificantatthe5%

level.Partitioningthedataintoyearsdoesnotchangethemain,year-specific,conclusionsmate-

rially. The coefficients for ADJ remainaboutthesamebuttheirsignificancelevelsaresomewhat

lower(stillsignificantatthe5%level).Therecanbeseveralreasonsforthis.Forexample,itis

possiblethatpartitioningthedataintoshorterperiodscanunderstatetheassociation;thefactors

whichdeterminefeesassociatedwiththeIFRStransitioncansomewhatartificiallybedividedinto

years,causingnon-contemporaneousfee/IFRStransition-association.13 This can increase noise in 

the estimates.

13 ThisisrecognizedalsobyinterviewedAPAauditor(Pajamo2009).Especiallynon-auditfeescouldbeclustered
to a certain year.
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ItispossiblethatIFRSadjustmentscauseunevenconsequencesforthepricingofauditing

andnon-auditservices.Separateregressionmodels(Eqs6and7)areemployedinordertofocus

morecloselyonwhethertheassociationbetweenIFRSadjustmentsandthetotalauditfeesresults

fromauditservicesand/ornon-auditservices.Table6presentstheresultsgainedfromexplaining

theauditfeesandnon-auditfeesbythecomplexityoftheIFRStransitionandcontrolvariables.

TABLE 5. The regression results for total audit fees (TAU). 

(Total audit fees (TAU) = audit fees (AU) + non-audit fees (NAU))

Independent variable  expected sign Pooled data Year

   2004 2005

Intercept  ? –11.357 –11.163 –10.901
  (< 0.0001) (< 0.0001) (< 0.0001)
ADJ + 0.543 0.532 0.619
  (0.0045) (0.0350) (0.0223)
ln (SIZE) + 0.435 0.423 0.409
  (< 0.0001) (< 0.0001) (< 0.0001)
INVREC + 0.554 0.493 0.495
  (0.0325) (0.1314) (0.1170)
SQ(SUBS) + 0.194 0.213 0.178
  (< 0.0001) (< 0.0001) (< 0.0001)
ROE − –0.686 –0.507 –0.864
  (0.0047) (0.1171) (0.0010)
MB  + 0.075 0.061 0.084
  (0.0045) (0.0713) (0.0138)
BR + 0.302 0.192 0.540
  (0.0186) (0.1730) (0.0068)
FLEV  ? –0.598 –0.680 –0.402
  (0.0653) (0.1439) (0.4101)
QR

 
−	 0.079 0.062 0.122

  (0.1184) (0.1332) (0.1198)
DISSUE + –0.063 0.020 –0.206
  (0.2443) (0.4441) (0.0506)
PWC + 0.255 0.265 0.241
  (0.0055) (0.0312) (0.0393)
F-value  55.89 24.94 28.63
  (< 0.0001) (< 0.0001) (< 0.0001)
Adj. R2  0.806 0.7853 0.809

TAU = AU + NAU. The sample includes Finnish listed companies which began using IFRS on a mandatory 
basis in 2005. The final sample consists of 146 observations from 73 companies. Definitions for variables 
are provided in section 3 and in Table 4. The notations below the regression coefficients in parentheses are 
based on the one-tailed p-values for signed predictions (two-tailed p-values otherwise) adjusted for an 
unknown type of heteroscedasticity using White (1980).
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TABLE 6. The regression results for each sample year.

Independent  Expected sign Model 6. Dependent variable: Model 7. Dependent variable: 
variable Model 6/ ln(AU)

 
ln(AU)

 
Model 7

 Year = 2004 Year = 2005 Year = 2004 Year = 2005

Intercept ?/? –9.791 –11.116 –7.101 –5.393
  (< 0.0001) (< 0.0001) (0.3179) (0.4454)
In(NAU) ?/. 0.103 0.059  
  (0.0022) (0.0801)  
In(AU) ./?   1.164 0.768
    (0.0031) (0.0103)
ADJ +/+ -0.009 0.120 1.477 3.196
  (0.4889) (0.3549) (0.1525) (0.0191)
In(SIZE) +/+ 0.358 0.413 0.319 0.212
  (< 0.0001) (< 0.0001) (0.1571) (0.2567)
INVREC +/+ 1.315 1.087 –3.140 –4.116
  (0.0014) (0.0094) (0.0313) (0.0137)
SQ(SUBS) +/+ 0.188 0.168 -0.082 0.095
  (0.0001) (< 0.0001) (0.2141) (0.2541)
ROE −/− –0.750 –0.518 0.343 –1.816
  (0.0250) (0.0896) (0.3569) (0.0509)
MB +/+ 0.060 0.061 0.136 –0.154
  (0.1201) (0.0850) (0.1966) (0.2631)
BR +/+ 0.113 0.111 –0.485 0.717
  (0.2943) (0.3182) (0.2179) (0.1274)
FLEV +/− –0.575 0.393 –0.162 –4.150
  (0.0771) (0.2071) (0.4516) (0.0109)
QR −/? –0.081 0.064 0.596 0.241
  (0.0589) (0.1861) (0.0140) (0.1374)
DISSUE ./+   0.622 0.441
    (0.0502) (0.1110)
PWC +/. 0.292 0.104  
  (0.0225) (0.2186)  

F-value  28.14 25.67 7.08 7.37
  (< 0.0001) (< 0.0001) (< 0.0001) (< 0.0001)
Adj. R2  0.806 0.790 0.481 0.493

The sample includes Finnish listed companies which began using IFRS on a mandatory basis in 2005. The 
final sample consists of 146 observations from 73 companies. Definitions for variables are provided in 
section 3 and in Table 4. The notations below the regression coefficients in parentheses are based on the 
one-tailed p-values for signed predictions (two-tailed p-values otherwise) adjusted for an unknown type of 
heteroscedasticity using White (1980). 

Theanalysessuggestthattheassociationbetweennon-auditfeesandthemeasureforIFRS

transitioncomplexity(ADJ)iscloserthanthatforauditfees,beingsignificantfortheyear2005.

Theresultistosomeextentconsistentwiththesecondhypothesisthatthereisapositiverelation

betweennon-auditfeesandthemagnitudeoftheIFRSadjustments.Auditorshaveconsultedfirms

(NAU)duringtheirtransitiontoIFRS.Ingeneral,auditingfirmsareinabetterpositiontospecial-
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izeonconsulting,non-audit,servicesandfollowtheirown,tailored,pricingprinciplesinthis

category of assignments. These NAUfeesreflectfirsttimestart-upandlearningcosts.14 It is likely 

that those NAUcostswilldecrease,evenquickly,whentheIFRSreportingisadequatelymastered

bythefirmitself.

Thecontrolvariables,ifsignificant,provideestimatesfairlyconsistentwithpriorfindings.

ThevalueofadjustedR2variesfrom48.1%to80.6%.Inpreviousstudiesthenon-auditfeeshave

been less frequentlyusedas independentvariablescompared to theaudit fees.However, the

resultsareinlinewithWhisenantet al.(2003).

Regardingtheaudit feesmodel (Model6),ADJ does not gain statistical significance. The 

resultisnotconsistentwiththefirsthypothesisthatthereisapositiverelationbetweenauditfees

andthedegreeofIFRSadjustments.Thissuggeststhat,basedonthemagnitudeoftheadjustments

toconsolidatedfinancialstatements,auditorsdonotchargehigherauditfeesduringIFRStransi-

tionfortheauditingofIFRSconsolidatedfinancialstatements.Inotherwords,auditorsdonot

considerIFRStransitionascausingsignificantchangestothecomponentswhichdeterminetheir

auditfees.Thiscanbeinterpretedatleastinthree,complementary,ways.First,theriskthatthe

IFRSfinancialstatementismateriallymisstatedislow.Second,knowledgespillover(oreconomic

ofscope)fromnon-auditservicestoauditingmayexist.Third,toughcompetitionpreventedaudit

firmsfromtranslatingaudit-relatedIFRStransitioncostsintoauditfees.15 

Overalltheanalysessuggestthatthenon-auditfees,butnotauditfees,areaffectedbythe

magnitudeoftheIFRSadjustments.Inthesekindsofmajorchangesituationsauditors’involve-

mentisincreased–tosomeextentevenpermanentlyduetothemoredemandingIFRSrequire-

ments.Highertotalauditcostsmaymoderateovertimetotheextentthattheyreflectstart-upor

learningcosts(Griffinet al.2009).Webelievethatourfocusofonlytwoyears(transitionyear

andadoptionyear)supportstherecognitionoftherelationshipbetweenthedegreeofIFRSadjust-

mentsandnon-auditfees.Furthermore,itislikelythatinourresearchsetting,focusingonrapid

transition(sampleselectiondetailedinTable1)fromFAStoIFRS,non-auditfeescapturestart-up

andlearningcosts.Inlinewiththat,itislikelythattheincreaseinnon-auditfeesismainlytran-

sitoryinnature.Finally,itshouldalsobeborneinmindthatduringtheFASeratherewasaNAU 

typeofconsultationaswell.

14 Forexample,accordingtheinterviewedAPAauditor(Pajamo2009),duringthetransitiontheconsultingcosts
formark-to-marketaccountingareinNAU,butlater,whenaccountingdecisionshavebeenestablishedregarding
mark-to-market,thosecostswillappearinAU.
15 Thisissupportedalsobydiscussionswithprofessional,authorized,auditors(Fredriksson2009;Pajamo2009).
Atandaftertheintroductionofnewcorporategovernancecode(Corporategovernancerecommendationforlisted
companies 2003) therewas audit supply competition among audit firms.Corporate governance code launched
auditcommittees.Thosecommitteesevaluatedactivelycorporations’auditfunction,especiallyauditingcosts.APA
proferssionals come to conclusion that auditing markets are highly competitive in Finland. Therefore core auditing 
servicesaccordingtheInternationalStandardsofAuditing(ISA)arelikelytobefairlyevenlypricedthroughoutaudit-
ingfirms(section4presentstheinstitutionalauditingframeworkindetails).
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Regulatoryandmonitoringauthorities should recognize thedangerofdecreasedauditor

independenceinthiskindofsituationand,especially,establishwaystosecureauditorindepend-

ence.Thestrongroleofauditcommitteessupportsthiskindofdevelopment(Abbottet al.2003;

Miettinen2008).

5.3.2 Therobustnessoftheresults

Therobustnessoftheresultsisexaminedinthreeways.First,insteadofremovingpossibleoutliers,

scaledranktransformations(seee.g.KaneandMeade1998)arealsousedforindependentvari-

ables.Thismethodsolvesanumberofmethodologicalproblemspotentiallyassociatedwiththe

ratios.Forexample,itrequiresnosubjectivechoicesregardingoutliercutoffand/ordeletion.

Also,thenumberofobservationsremainsunchanged,whichisimportantifsamplesizeisrela-

tivelysmall.Theregressionresultsafterscaledranktransformationinindependentvariablesre-

main qualitatively unaltered. 

Secondly,theHausman(1978)testofendogeneityisperformed.Thereasonforconsidering

simultaneityisthepossibilitythattheassociationbetweennon-auditfeesandauditfeescancause

asimultaneous-equationbiasintheestimates.TheemployedHausmantestforendogeneityis

basedoncomparingtheOLSandtwo-stageleast-squareregression(2SLS)estimators16. The test 

didnotrevealanyendogeneity;however,sincetheexogenousvariablesarealmostthesamein

Models6and7(onlythelastvariablesaredifferent),thereisnotmuchinformationavailablefor

testingtheendogeneity.Thereforesomecautionmustbeexercisedwheninferencesaremade.

Ourthirdrobustnesscheckisrelatedtoouraggregateuseoftheadjustmentscomparability

scoremetric(ADJ).Asnotedinsection3.1,ourADJ-metricassumestheIFRSadjustmentshavea

multiplicative effect on fees paid to the statutory auditor. In addition to using one overall com-

binedmeasureofIFRSadjustments,wealsoanalyzethepotentialdifferentialeffectsofthedif-

ferentadjustmentswiththeseparatecomponentsoftheoverallADJcomparabilityscoremetric.

In practise,we run the regressions using fourDCI scores (DCIEBIT, 
DCINI,

 
DCIEQ and DCIDEBT)

separately.InthiswayweshouldgetinsightsintowhethertheeffectsofIFRStransitionsaresig-

nificantindividuallyandthusreceivemoreinformationaboutthekeyIFRSeffectsonfeespaid

toauditors.Theresults(nottabulated)show,whenthepooledsampleisused,that,DCIEBIT, and 

DCIEQ areassociatedtototalfees(p < 0.05,one-tailedtest).Whenthemodelisemployedsepa-

ratelyforeachyear,thesamevariablesareatleastmarginally(p < 0.10)significantforeither2004

or2005.Theanalysisisalsocarriedoutusingauditandnon-auditfeesasdependentvariables.

The results indicate that none of the DCIscoresaresignificantlyrelatedtoauditfees.However,

every DCIscoreisatleastmarginally(p<0.10)significantrelatedtonon-auditfeesforeither2004

16 Thebasiccodeishttp://support.sas.com/documentation/cdl/en/etsug/60372/HTML/default/etsug_model_sect050.
htm
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or2005.ThissuggeststhateachofourIFRSadjustmentmeasuresisindividuallyinvolvedwith

non-auditfeestoatleastsomeextent.

6. SUMMARY 

Thisstudyfocusesonamajoraccountingtransition(fromlocalGAAPtoIFRS)andhowitisas-

sociatedwithauditandnon-auditfees.ThestudyassumesthatIFRSintroductionisaone-offevent

forfirmsandsoitislikelythatitaffectsconsiderablythepreparationoffinancialstatementsand

workofauditingcompanies.TheFinnishdatawereusedaspriorresearchfindingssuggestedlarge

differencesbetweenFinnishaccountingstandards(FAS)andtheIFRS.Theanalysisindicatesthat

almosthalfofthecompanieshavehadequity-scaledchangesinequitycapitalanddebtofmore

thanfivepercent,whereasinnetincomeasomewhatlowerfrequencywasreconciled.

Consistentwithourpredictions,theresultsindicatethatIFRSadjustments,asameasureof

thedisparitybetweenFASand IFRS,positivelyandsignificantlyaffect totalaudit feespaid to

statutoryauditors.Consequently,companieswhoseIFRSadjustmentsforincomestatementsand

balancesheetsarerelativesmallexhibit lowerIFRS-relatedfeesthancorrespondingfirmsthat

haverelativelylargeIFRSadjustments.Theresultssupportourpresumptionthatincreasedclient

complexityandriskassociatedwithIFRStransitionareassociatedwithhigherfees.Furthermore,

ouranalysesofauditandnon-auditfeesshowthatdisparitybetweenFASandIFRSismoreclosely

relatedtonon-auditfeesthantoauditfees.Inotherwords,transitioncostsaremainlynon-audit

typeratherthanaudittypereflectingprimarilyIFRSstart-upandlearningcosts.

Ingeneral,thisstudyaddstoourknowledgeondeterminationonauditandnon-auditfees

especiallyinasituationwhereauditriskandauditors’workloadchange(movefromlocalGAAP

toIFRS).Furtherresearchcanfocusmoreontheseparatenon-auditfeeitems.Thiswouldbepos-

siblebecausenowadays thecontentof thenon-audit fees is requiredtobedisclosedinmore

details.Finally,ourmeasurefor thecomplexityof IFRStransition(ADJ)wasbasedonincome

statement and balance sheet figures. Further research could paymore attention to increased

disclosureinformationaswell(anessentialpartinthetransitionfromFAStoIFRS).

The transition to IFRS from localGAAPhas touched thousands of firmsworldwide.The

growingacceptanceofIFRSincreasesthelikelihoodofnewIFRStransitions(seee.g.SEC2007).

Thus,itislikelythatnewcountriesandfirmsoutsidetheEUwillalsoadoptIFRSinthefuture.

Webelievethatourresearchtopicanditsfindingshavelonglastingrelevanceespeciallyforin-

ternationalreaders,alsocreatingpotentiallarge-scaledinterestforauditingcompaniesandtheir

clients.Furthermore,country-specificmandatorytransitiontoIFRSoccursonlyonce.
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