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Simunic (1984 p. 681): Two basis results emerge. First, it is found that the
audit fees of clients who also purchase MAS from their audits are significantly
higher than audit fees of cliets who do not do so.

Frankel et al. (2002 p. 100): There is a negative association between audit fees
and these earnings management indicators.
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Frankel, R., M. Johnson, and K. Nelson. 2002. The relation between auditors’ fees for
nonaudit services and earnings management. The Accounting Review.

Simunic D. A. 1984. Auditing, consulting, and auditor independence. Journal of Accounting
Research.
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(1980; JAR p. 164; The pricing of audit services: theory and evidence; this paper
also appears in your reading list of the qualifying examination).
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(1) Let the random variable, d , denote the present value of possible future
losses which may arise from this period’s audited financial statements.

(2) Since liability is joint and several, actual losses will somehow be divided
between the two parties. Let & denote the ex-post fraction of losses borne
by auditor where

0<H<1.
(3) At the time of the audit, this loss apportionment factor is also a random
variable.

(4) Assume that the auditee and auditor identically assess E(¢) and assume

that d and @ are independent.
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