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Abstract: - The study aimed to examine the moderating role of leverage on the relationship between the size 
of listed Jordanian manufacturing companies and the audit fees over the period 2016-2020. 

The study extracted the measures of variables from the annual report of manufacturing companies available 
on the Amman exchange website, it employs debt ratio to measure leverage, while issued capital and total 
assets were used to measure the size of the company, several statistics methods such as correlation and 
multiple linear regression and hierarchical regression were used to analyze the data and test the relations. 

 The results show a statistically significant impact of the size of the manufacturing company measured by 
capital and total assets on audit fees, furthermore, the leverage variable has modified and increase 
statistically the positive relationship between the size of the company and audit fees. 
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1. Introduction: 
Audit fees are the value of fees an auditor 

receives for a professional service based on 

service complexity, expertise level, and other 

factors. Audit fees are the fees that accounting 

firms and auditors earn to provide professional 

services. Audit fees can be described as the total 

of full fees that include both audits as well as non-

audit fees transferred to the audit firms [10]. 

Determining audit fees required mutual 

agreement between the audited company and the 

accounting firm. According to Hallak and Silva 

[14], auditors may charge lower fees to smaller 

leveraged firms and higher fees to large leverage 

firms as a premium of risks they take. Auditors 

evaluate several aspects of a company in different 

ways depending on its size. Arshad et al. [6] 

investigated that the audit department charged 

different audit fees depending on firm size, they 

also observed that large companies charge higher 

fees in exchange for the audit firm's services. 

A company's size can be concluded by its sales, 

totals Assets, and capital size, and an average 

number of employees. Additionally, qualitative 

factors are considered, such as public firms and 

financial services firms do not qualify as micro-

enterprise, small, or medium-sized firms. The 

optimal size of a firm in the manufacturing sector 

depends on the production technology, like 

capital intensity and scale economies [19]. 

Leverage can be defined as a ratio practice to 

measure how much a firm depends on debt to 

finance its assets. It is an investment strategy that 

explicitly uses borrowing and various financial 

tools for enhancing possible output on the funds 

invested. Similarly, leverage is also defined as the 

total value of liability that an organization utilizes 

for financing its assets. In other words, leverage 

is defined as loan utilization as a source of funds 
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for investment purposes. Revenues from financial 

leverage are reinvested to earn more than the 

interest and expenses accrued on debt acquisition 

[8]. When a company uses fixed-rate funds, 

especially preferred capital and liabilities, 

shareholders' equity is called financial leverage 

[1]. 

The motivation of the study came when the 

researchers analyzed the cumulative data for 

Jordanian manufacturing companies, they found 

that debt ratio (debt to assets) increased 

materiality from 2016 to 2019, it reached 

respectively (30.8%, 35.2%, 39.7%, 41.2%), also 

a debt to equity ratio increased from 45% in 2016 

to 55% in 2017 to 66.5% in 2018 to 70.4% in 

2019, so researchers in the light of this trend 

increasing in leverage indicators, desire to study 

if the leverage will adjust the traditional 

relationship between the size of the company and 

the audit fees, this study expected to contribute by 

producing the leverage as a moderator variable of 

the relationship between the size of Jordanian 

manufacturing company and audit fees. 
 

2. Literature review and 
development of hypotheses: 

An audit is a systematic, structured process for 

obtaining an objective assessment of relevant 

evidentiary with assurances of economic events 

to ensure the degree of congruence between the 

assertions and the established standards and to 

deliver the results for the intended users, audit is 

done by an independent and competent person. 

[3]. 

The external auditor provides his services in 

return for fees from the auditee company, these 

fees depend on several factors, including the size 

of the audit firm [15]; [11], the reputation of the 

audit firm [31] and the time of the relationship 

between auditee and auditor [25] and the audit 

report type [30]. 

 

Several theories contribute in explain audit fees. 

At the top of these theories, is the theory of 

agency, which was discussed in the 1960s and 

1970s. Agency theory is a theory of contractual 

relations, agency is defined as a contract in which 

a natural or legal person (or more than one 

person) uses the name of the principal or the 

principal the services of another person called the 

agent to perform a specific task in his name, 

which means delegating the decision-making to 

the agent [17]. Agency theory represents a 

conflict between principal and agent(s). Mishiel 

et al., [21] observed that the audit fees differ with 

firms due to agency theory conflict that arises in 

the firms because of excess free cash flow. Hence 

principal-agent conflict not only hampers 

organizational performance but impacts audit 

firm’s decisions regarding audit fees. They 

charge different audit fees considering the 

prevailing situation of principal-agent conflict in 

the organization.  

Many studies investigated the impact of corporate 

size and leverage on audit fees, but the 

researchers did not find any study that examines 

leverage as a moderator variable of the 

relationship between corporate size and audit 

fees. 

 

2.1 Firm size and Audit fees: 
Toto et al. [29] conducted a survey to get 

characteristics that affect companies' audit fees 

with good corporate governance. According to 

the survey, company size has a vital role in 

determining the audit fees that client firms pay to 

audit firms; however, there are few other critical 

aspects, like profits, the organizational 

complexity, and the subsidiaries' numbers were 

not considered crucial while determining audit 

fees by audit firms. Another study conducted by 

Yuniarti [33] concluded that when audit fees 

were tested individually as an independent 

variable, audit fees were found to be positively 

related to the size of an organization. Another 

study collected primary data for analysis. Group 

of certified accountant auditors registered by the 

Indonesian Accountants Association in 2009 

picked a sample size of 27 companies and 

analyzed the primary data results. Suprapto and 

Suwardi [28] did not rely upon a single model for 

analysis but they adopted multiple models of 

regression for examining collected data. They 

choose firm size as an independent variable while 

auditing fee as a dependent variable. They found 

that firm size does not have a relation with audit 

fee. Hence audit fee is considered as free from 

firm size. At the same time, Yatim et al. [32] 

obtained a negative correlation between the firm 
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size and the fee charged by the audit firm. The 

corporate size was significantly associated with 

audit fees [9]. An important positive association 

supports the view that big audit firms offer more 

high-quality services for an audit than smaller 

audit companies. The results of researchers [4] 
and [26] were consistent with the previous 

studies, where the auditee size has a statistically 

positive relationship with audit fees. 

Habib et al, [12] examined the relationship 

between organizational capital and audit fees, the 

study applied on 40 countries spanning the period 

2001–2017, the study concluded a linear 

relationship between capital and audit fees in 

companies that have business risks and agency 

problems, while Januarti & Wiryaningrum  [16] 

applied their study on Indonesian manufacturing 

companies and examined the determinants of 

audit fees, they concluded that the size and 

profitability, and complexity of the company 

have a positive relationship with audit fees. 

Kiptum [18] studied the factors of audit fees, it is 

concluded that the size of the auditee, auditor 

familiarity and rank, Big 4 status, customer 

corporation, complication, and also audit report 

lag determined the audit fees. 

 

2.2 Leverage and audit fees: 
Mohammed et al. [22] conducted research and 

concluded that audit fees have a significant 

negative association with leverage. However, 

Monika et al. [24] in their study concluded that 

leverage has a positive relation with audit fees. 

Similarly, Zaman et al. [34] have observed a 

positive association with audit fees by using 

financial leverage as a risk indicator. They stated 

that auditors might charge a higher audit fee as a 

risk premium. Different studies provided 

different results in different scenarios. Hallak and 

Silva [14] obtained significant and negative 

relation between audit fees and leverage. 

Furthermore, based on an analytical study, it was 

concluded that there is a positive and significant 

association between leverage with anomalous 

audit fees [23]. It has been noticed that highly 

leveraged firm needs more effort for evaluating 

leveraged firms, thus creating a positive linkage 

between corporate audit fees and leverage [5]. 

The same result was obtained by Masoodul et al., 

[20], they supported a positive and significant 

linkage between audit fees and leverage. 

Hossain & Rama [7] concluded that estimated 

operating liability leverage has a significant 

impact on audit fees than contractual operating 

liability leverage. 

According to the above, researchers formulate the 

following hypothesis: 

HO.1: “There is no statistically significant impact 

at (0.05≥α) of company size measured by capital 

and total assets on audit fees.” 

HO.2: “There is no statistically significant impact 

at the (0.05≥α) level of leverage as a moderator 

role in the relationship between the size of the 

company measured by capital and audit fees." 

HO.3: “There is no statistically significant impact 

at the level (0.05≥α) of leverage as a moderator 

role in the relationship between the size of the 

company measured by total assets and audit fees." 

 

3. Research Methodology: 

3.1 Study Methods 
The study adopted the descriptive approach and 

the inferential approach as it is based on the 

interpretation of the investigated phenomenon 

relying on all facts and data and its classification. 

This approach is used to arrive at conclusions or 

generalizations about the phenomenon or 

problem, after processing and analyzing data 

[27]. 

 

3.2 The population and sample of the study 
The study population was covered all the active 

manufacturing companies listed on the Amman 

Stock Exchange of (44) companies, and the study 

sample contains (39) companies that have 

financial statements during the study period. This 

study relied on secondary data derived from the 

annual reports, during the period of study from 

(2016-2020) that are available on the Amman 

stock exchange ASE website [2]. 

 

          3.3 Operationalization of variables 
        Independent variable: The size of the 

company: measured by total assets and issued 

capital, to statistically processing the natural 

logarithm of variables was used. 
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      Dependent Variable: Audit fees: measured by 

the number of audit fees disclosed by the 

company in an annual report, to statistically 

processing the natural logarithm was used. 

     Moderator variable: leverage measured by 

debt ratio calculated by total liabilities/total 

assets. 
 

3.4 Multicollinearity Test 
Based on the results of table (1), which showed 

that the value of the (VIF) coefficient is less than 

(10) as well as the (Tolerance) factor less than (1) 

and greater than (0.1) and that it is suitable for 

conducting statistical analysis, and there is no 

high correlation between them [13]. 

 
Table (1): VIF 

Variables Tolerance VIF 

Capital 0.248 4.039 

Total Assets 0.248 4.039 

 

4. Results: 

4.1 Descriptive Results 
The natural Logarithm value was extracted for statistical analysis of (capital, total assets, and audit fees), 

and then the mean and standard deviation were extracted to be able to describe the study variables during 

the study period extending from 2016-2020 and shown in Table (2) 
Table (2) Descriptive Results 

Variables Minimum Maximum Mean Std. Deviation N 

Capital  6 7.92 7.0906 0.46211 195 

Total Assets 6.54 9.07 7.4549 0.56274 195 

Audit Fees 2.70 4.90 4.0411 0.34226 195 

Leverage 0.03 0.96 0.3621 0.20817 195 

 

4.2 The testing of the first hypothesis  
The first hypothesis of the study states HO.1: “There is no statistically significant impact at (0.05≥α) of 

company size measured by capital and total assets on audit fees.” 

This hypothesis was tested using (Multiple Linear Regression), and its results were as shown in Table (3). 
Table (3) First hypothesis testing 

Model Summery 

R R2 Adjusted R2 

0.624 0.389 0.382 

 

ANOVA 

Model 
Sum of 

Squares 
Df Mean Square F Sig  

Regression 

 
8.835 2 4.418 61.061 0.00 

Residual 

 
13.891 192 0.072   

Total 22.726 194    
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Coefficient 

 Unstandardized Coefficients 
Standardized 

Coefficients T Sig 

Model B Std. Error Beta 

Constant 1.592 0.297  5.362 0.00 

Capital 0.182 0.084 0.245 2.163 0.032 

Total Assets 0.501 0.069 0.824 7.269 0.00 

F tabulated (K-1 )-(n-1 = )3.00 

value T “table” (n-1 = )1.960 

Based on the above results, and through the value of (F.Sig) which is (0.00) and the value of calculated (F) 

(61.061) and the value of the beta coefficient (of the capital)  (β = 0.245), and the value of computed (T) 

(2.163) which is greater than its tabular value (1.96) at the level of (Sig = 0.032) which is significant. As 

for the value of the beta coefficient (for total assets), (β = 0.824), and that the value of (T) calculated (7.269) 

is greater than its tabular value at the level of (Sig = 0.00) 

 the null hypothesis (H0) is rejected, and we accept the alternative hypothesis (Ha), which says that there is 

a statistically significant impact at (0.05≥α) for the size of the company measured by capital and total assets 

on audit fees. 

The value of R = (62.4%), indicates a strong relationship between the variables. The value of the 

determination coefficient (R2 = 0.389) indicates that the two independent variables explained (38.9%) of 

the variance in audit fees. 

4.3 The testing of the second hypothesis  
The second hypothesis of the study states HO.2: “There is no statistically significant impact at the (0.05≥α) 

level of leverage as a moderator role in the relationship between the size of the company measured by 

capital and audit fees." 

"This hypothesis was tested using (Hierarchical Regression) test, and the results of the hypothesis test were 

as shown in Table (4). 
Table (4) Second hypothesis testing 

Dependent 

variable 
Explanation 

1Model  2Model  3Model  

T Beta (sig) T Beta (sig) T Beta (sig) 

A
u

d
it

 f
ee

s 

Capital 7.390 0.470 0.00 4.269 0.465 0.00 5.401 0.713 0.00 

Leverage 

 

0.792 0.051 0.429 2.197 1.895 0.029 

Binary 

Interaction 
 2.144 1.890 0.033 

 (R) 0.470 0.472 0.491 

(R)   0.002 0.021 

 (R2) 0.221 0.223 0.241 

(R2)   0.002 0.02 

F 54.617 27.569 20.256 

F Sig 0.00 0.00 0.00 

"Table (4) indicates that in the first model, the impact of the size of the company measured by capital on 

the audit fees in the Jordanian manufacturing companies was studied, as it was proved that there is a 

significant impact of the size of the company measured by capital on the audit fees through the value of F 

of (54,617), which is a significant value at The level of significance (α≤0.05), and this result is supported 

by the value of (Beta) equal to (0.470), and the value of T which is equal to (7.390), which is significant at 

the level of significance (α≤0.05), and it appears from the first model that the size of the company measured 
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by capital has been interpreted A percentage (22.1%) of the variance in audit fees is based on the value of 

(R2). ” In the second model, the leverage variable was entered and added to study, its impact on audit fees. 

0.051, and the T value is equal to (0.792), which is not significant at the level of significance (α≤0.05) 

It appears from the second model that the leverage variable led to a very small increase in the value of (R2), 

which is (0.2%) compared to the first model with the second model. In the third model, the formula for 

bilateral interaction between the size of the company measured by capital and leverage was introduced and 

added, and it was found that there is a significant impact of the bilateral interaction formula on the audit 

fees in manufacturing companies, as the value of F for the bilateral interaction formula was (20.256), the 

value of Bata (1.89) and the value of T. (2.144) and it is significant at the level of significance (α≤0.05), 

and the interpretation coefficient (R2) recorded a slight increase of (2%) compared to the third model with 

the first model. 

Accordingly, it can be said that the leverage variable has slightly modified the relationship between the size 

of the company measured by capital and audit fees. 

4.4 The testing of the Third hypothesis 
The hypothesis of the third study states HO.3: “There is no statistically significant impact at the level 

(0.05≥α) of leverage as a moderator role in the relationship between the size of the company measured by 

total assets and audit fees." 

"This hypothesis was tested using (Hierarchical Regression) test, and the results of the hypothesis test were 

as shown in Table (5). 
Table (5) Third hypothesis test   

 

Dependent 

variable 
Explanation 

1Model  2Model  3Model  

T Beta (sig) T Beta (sig) T Beta (sig) 

A
u

d
it

 f
ee

s 

Total Assets 10.735 0.611 0.00 10.587 0.608 0.00 8.265 0.987 0.00 

Leverage 

 

0.440 0.025 0.660 3.609 2.919 0.00 

Binary 

Interaction 
 3.586 2.969 0.00 

 (R) 0.611 0.612 0.643 

(R)   0.001 0.032 

 (R2) 0.374 0.375 0.414 

(R2)   0.001 0.04 

F 115.245 57.479 44.972 

F Sig 0.00 0.00 0.00 

Table (5) indicates that in the first model, the impact of the size of the company measured by the total assets 

on the audit fees in the Jordanian manufacturing companies was studied, as it has been proven that there is 

a significant impact of the size of the company as measured by the total assets on the audit fees through the 

value of F of (115,245), which is a significant value at the level of The significance of (α≤0.05), and this 

result is supported by the value of (Beta) equal to (0.611), and the value of T which is equal to (10.735), 

which is significant at the level of significance (α≤0.05), and it appears from the first model that the size of 

the company measured by total assets has been interpreted as Its percentage is (37.4%) of the variance in 

audit fees based on the value of (R2). “In the second model, the leverage variable was entered and added to 

study its impact on audit fees, and it was found that there is no significant effect of leverage through the 

value of (Beta) and the equal (0.025), and the value of T and the equal (0.440), which is not significant at 

the level of significance (α≤0.05) 

It appears from the second model that the entrance of the leverage led to a very small increase in the value 

of (R2), which amounted to (0.1%) compared to the first model. In the third model, the formula for bilateral 

interaction between the size of the company measured by total assets and leverage was entered and added, 

and it was found that there is a significant effect of the bilateral interaction formula on the audit fees in 
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manufacturing companies, as the value of F for the bilateral interaction formula was (44.972) and the value 

of Bata (2.969) and the value of T (3.585) which is significant at the level of significance (α≤0.05), and the 

interpretation coefficient (R2) recorded a slight increase of (4%). 
 

5. Conclusions 

This paper has examined the impact of the size of 

Jordanian manufacturing companies on audit 

fees, in the existence of the leverage as a 

moderator variable over the period (2016-2020). 

The study concluded that there is a statistically 

significant impact for the size of the 

manufacturing company measured by capital and 

total assets on audit fees, this result which 

complied with many previous studies mentioned 

in the literature review, may justify the fact that 

the greater the size of the company, the greater 

the volume of work that is incumbent on the 

auditor, Accordingly, which leads companies to 

accept to pay high audit fees commensurate with 

their size. 

Furthermore, the study indicated that leverage 

variable has modified and increased the strength 

of the relationship between the size of the 

company and audit fees, which mean that large 

manufacturing companies with high leverage are 

required to pay high audit fees, this may be 

justified that large companies with high leverage 

need efforts and intensive work, as well as high 

leverage, indicates high risk, so auditor may 

charge a higher fee as a premium of risks. 
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