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Abstract 

This paper examines whether non audit service are associated with audit quality. In relation to the impact of 
non-audit service on audit quality, the provision of NAS to audit clients was found to provide auditors with greater 
experience of the client’s industry and greater access to the client’s accounting system. Additionally, such an 
arrangement was considered to enhance audit quality, but simultaneously it was also believed that a separation of 
NAS from audit services was desirable since auditors are perceived to have greater credibility when the 
demarcation is clear. A questionnaire was used to collect data. To confirm and support the questionnaire findings 
semi-structured interviews were conducted the data used for this study was collected from two sources: the 
demand side (Libyan oil companies) and the supply side (audit firms working in Libya).  

Keywords: auditor independence, audit quality, non-audit service, oil company, audit firms 

1. Introduction 

The non-audit service by incumbent auditors has been intensively debated in the literature. Since the early 1980s, 
the work undertaken by audit firms has gradually changed such that the revenue from audit services has fallen, 
while that from the provision of other services has increased (Abu Bakar et al, 2005; Abdel-Khalik, 1990; Craswell, 
1999; DeFond et al, 2002; Firth, 1997a). This trend has caused some major worries, concerned with the pricing of 
individual services where the auditor performs several different services, and there is potential for compromising 
auditor independence. The AICPA defines Non-Audit Service (NAS) as: “…the function of providing professional 
advisory (consulting) services, the primary purpose of which is to improve the client’s use of its capabilities and 
resources to achieve the objective of the organisation” (cited in Patten and Nuckols, 1978).  

2. Literature Review 

Although there have no studies recently dealing with the relationship between non-audit service and audit quality 
in Libya, however, the topic still raises interest and calls for further and more in-depth research. The following 
provides an overview of the key literature in order to gain a deeper understanding of the topic under 
consideration. 

There has been extensive debate (e.g. Barkess and Simnett, 1994; Canning and Gwilliam, 1999; DeFond et al, 
2002; Firth, 1997a) on the merits of audit firms providing non-audit services, the main concern being that NAS 
is normally expressed in terms of economic dependency and mutuality of interest, and this is why audit fees must 
be disclosed in annual reports. If NAS become sufficiently important, either in total or in relation to an 
individual client, the economic dependence of the audit firm on these services and clients may result in the loss 
of impartiality and objectivity (Simunic, 1984). 

2.1 Arguments against the Provision of Non-Audit Services (NAS) 

Much public interest has arisen in the provision of NAS (Simunic, 1984), and as noted by Craswell (1999), 
regulators internationally have considered the potential problems it can cause. Actually, Beattie and Fearnley 
(2002) found no evidence to support the contention that the provision of audit and NAS resulted in decreased audit 
quality, but they did confirm that it might adversely affect the perception of audit independence because suspicions 
are, that where an audit firm acts as both consultant and auditor, there may be an incentive not to report any 
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shortcomings in consultancy advice which have been discovered during the course of the audit in order to avoid 
damage to its reputation (Simunic 1984). 

Additionally, the economic relationship between the audit client and the auditor may be such that the auditor will 
ignore dubious management accounting practices since the act of calling these practices into question could result 
in the loss of the current audit fee as well as any future NAS undertakings. Another disadvantage of providing NAS 
to audit clients occurs when NAS provide auditors with client-specific rents, in which case companies may be able 
to obtain more favourable financial reports by threatening to switch auditor. 

The potential for public perception of impaired auditor independence when a firm provides both audit and NAS is 
confirmed by several researchers (Hay et al, 2006; Simunic, 1984, Beck et al, 1988a, Canning and Gwilliam, 1999; 
Craswell, 1999; Abu Bakar et al, 2005; Alleyne and Devonish, 2006), who note that the high fees involved suggest 
too great a mutual reliance between auditor and auditee. However, as noted by Mautz and Sharaf (1961) half a 
century ago, the interests of auditor and auditee become the same when both audit and NAS are provided, and this 
inevitably leads to an end to the accountant’s independence. Consequently, they advocate the use of auditors for 
auditing purposes only, and the complete separation of audit and NAS. Clikeman (1998) echoes these arguments, 
confirming that the provision of NAS requires the provider to be an ally of management, whereas the provision of 
audit services demands total professional detachment from management. 

Clearly, this is a very difficult position to achieve because, as argued by DeBerg et al (1991), the economic bond 
between auditor and client is strengthened by the provision of both audit and NAS, and as Largay (2002) observes, 
with a significant growth in this respect, auditors may become more willing to protect clients in order to avoid 
dismissal and lose fees. Such assumptions have been tested by Firth (2002) who took a sample of 1,112 
non-financial companies listed on the international stock exchange, and found there was indeed a link between 
clean audit reports and high NAS fees.  

Nonetheless, it was acknowledged by Firth (2002), that the findings were inconclusive since other variables may 
have caused the result, such as for instance, extra NAS may have been employed by a struggling company in order 
to help clear up problems it was facing, and the consequent resolution of those problems by the auditor could result 
in a genuinely clean audit report. In such cases, NAS are helpful to the audit process (Firth 2002). Lennox (1999b), 
however, argues that NAS have both benefits and disadvantages because whilst they increase the likelihood of 
problems being found, they also enhance the probability of reducing auditor independence. 

It is obvious that the provision of both audit and NAS may well result in a conflict of interests because of the 
economic relationship, which could easily lead to the client’s expectation that the auditor will be amenable to 
compromise. Indeed, Flint (1988: 81) argues that ”the auditors may become unduly sympathetic to a directorial or 
managerial attitude or interpretation of events, or the work may involve the creation of systems and information 
rather than assessing the adequacy of the systems and information which have been created by the directors or 
managers”.  

Because of these strong potential problems, Lee (1993) stresses the need for total impartiality and the need to make 
decisions without considering potential adverse financial results, when both audit and NAS are commissioned. 

Many researchers argue that it is not possible for this level of objectivity to be sustained (Brandon et al, 2004; 
Frankel et al, 2002; Glezen and Millar, 1985; Jenkins and Krawczyk, 2001; Lowe and Pany, 1995; 1996; 
Raghunandan, 2003; Wines, 1994) because the auditors would in effect be auditing their own work, and perhaps 
acting in management role. The strong economic bond is believed to affect “their mental attitude, impartiality and 
objectivity, and independence of thought and act” (Flint, 1988:82), heightening the risk that auditors may surrender 
to management pressure when they provide ongoing NAS (Antle, 1984; Canning and Gwilliam, 1999; DeAngelo, 
1981a; Magee and Tseng, 1990; Simunic, 1984). Indeed, Brandon et al (2004) found a negative relationship 
between the size of NAS fees paid to external auditors and a firm’s bond rating.  

Recent research (Felix et al, 2005) confirms that the amount of client pressure upon auditors providing them with 
NAS increases, and that auditors become less concerned with the quality of internal audits, and are subsequently 
influenced in decisions made when collecting audit evidence. Indeed, Quick and Ben-Rasmussen (2005) found 
from their questionnaire survey with state authorised auditors, managing directors, bank loan officers, private 
shareholders and business journalists, that produced a response rate of 73.1%, that all of the groups of respondents 
with the exception of auditors themselves and managing directors, perceived auditor independence to be impaired 
when both audit and NAS are performed for a particular client. That said, the researchers do point out that because 
auditors do not consider their provision of NAS to impair their independence, “independence in mind is not 
affected” (Quick and Ben-Rasmussen 2005:148). However, in this study, NAS were treated broadly and as there is 
a possibility that specific NAS may have different effects upon auditor independence, future research should 
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concentrate on different types of NAS.  

Finally, Gaynor et al (2006), studying audit committee members, demonstrate that the provision of NAS has 
definitely been held to damage independence, because since the 2002 SEC ruling that audit committees must 
pre-approve and disclose all NAS provided by their regular auditor, the audit committee members are less likely to 
allow joint provision of both audit and NAS, even if these services actually improved audit quality. Given that it is 
the responsibility of audit committees to maintain investor trust, they are reluctant to allow both audit and NAS to 
be conducted by the same firm as they recognise completely the inherent contradiction in the role and expectations 
of the auditor.  

2.2 Arguments in Favour of the Provision of Non-Audit Services  

As already seen, contrasting findings do show that there is no detrimental effect on audit quality and audit 
independence (Antle et al, 1997; Glezen and Millar, 1985; Gul, 1989; Raghunandan, 2003; Scheiner, 1984), but 
nevertheless, many countries prefer the relevant professional bodies to acknowledge the potential conflict and 
formulate guidelines (Lee, 1993). Researchers who support the provision of joint services argue that this 
arrangement ameliorates audit independence (Antle et al, 1997), because it provides the auditor with better 
knowledge of a client (through ‘knowledge spillover’), and may well enhance the likelihood of problem discovery, 
and hence audit quality (Goldman and Barlev, 1974; Wallman, 1996). Another argument is that the switching of 
auditors creates disharmony since the close relationship between auditor and client is lost in the process.   

Indeed, Hartley and Ross (1972) found from their survey that only 6% of respondents considered the provision of 
NAS as negatively affecting auditor independence. Likewise, Firth (1980) argues that the provision of NAS causes 
an insignificant risk to auditor independence, and in research conducted by Glezen and Millar (1985), it was found 
that stockholders were not concerned about the joint provision of audit and NAS. Palmrose’s (1988) study of US 
corporations showed that they preferred to use their commissioned audit firms for NAS, irrespective of the amount 
of NAS involved, and there was no perceived risk to auditor independence. 

Svanström and Sundgrenwe (2012) confirm a positive association between perceived quality of audit services and 
the likelihood of a client purchasing non-audit services from the auditor. 

Gul (1989) actually found that New Zealand bankers perceived the effects of NAS as being a positive influence on 
auditor independence, and Moizer (1997) considered that a direct, positive relationship existed between an audit 
firm’s economic interests in a client and that client’s dependence on it. Further, Hussey (1999) indicated that 
financial directors in the UK were in favour of the provision of NAS to audit clients. Many benefits such as a 
reduction of total costs, increased technical auditing quality, and enhanced competition are cited (Arrunada, 1999; 
Goldman and Barlev, 1974; Wallman, 1996), all of which could improve audit quality, and lead to cost savings in 
both markets (audit and NAS) which could be passed on to the customer. 

Furthermore, the provision of NAS results in an increase in client- and firm-specific assets, which always have a 
positive effect on independence. Another perceived advantage (Grout et al, 1994), is the potential for auditors to 
diversity their portfolio of activity, which ultimately results in a reduction on their reliance on a single customer. 

It is also noted that the provision of NAS can allow audit firms to develop their capabilities and reputation. Antle 
(1999) argues that the incentive to sell on profitable non-audit services prevents auditors being dishonest, and De 
Fond et al (2002) confirm that it is against the best interests of the auditor to sacrifice his/her audit quality in order 
to enhance a consulting relationship. Moreover, there is a greater risk that government will bring in producing 
legislation relating to self-regulation if audit firms damage their reputation and thus reduce the credibility of the 
profession as a whole (Hillison and Kennelly, 1988). Frankel et al (2002) suggest that an auditor’s reputational 
capital can be enhanced by the provision of NAS, and consequently the auditor would not be prepared to jeopardise 
this in surrendering to any particular client’s demands to overlook financial problems.        

The economic theory of auditor independence that postulates the potential for compromise of independence where 
incentives to do so are present, was tested by Chung and Kallapur (2003), who used a sample of proxy statements 
from 1,871 Big Four clients, to determine ratios of client fees to total audit firm revenue (to establish economic 
dependence) and the ratio of the clients’ NAS services fees to total audit firm revenues. Regression techniques 
revealed no association between abnormal accruals and the client importance ratios, providing evidence that is 
inconsistent with the economic theory of auditor independence, but that is in line with the arguments of Goldman 
and Barlev (1974), who assert that NAS increase an auditor’s value to the client, thereby placing the auditor in a 
stronger position to resist client pressure. Chung and Kallapur (2003) obtained similar findings to those of Mitra 
(2007), who conducted a cross-sectional regression analysis of abnormal accrual adjustment of oil and gas 
companies, finding that abnormal accrual adjustments were not related to fees paid for NAS. Mitra (2007) argues 
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that industry specialisation and reputation protection are sufficient incentive to ensure auditors remain independent 
and that they actually strengthen independence. All of these research studies, concur with the review of the NAS 
literature made by Francis (2006), that suggests there is no direct evidence that audit quality is compromised by the 
provision of NAS to audit clients. Santan (2007), in a recent study, also finds no support for the SEC’s contention 
that the provision of NAS places audit quality and auditor independence at risk. 

3. Methods and the Sampling Unit  

A mixed methods approach was utilised in this study to gather a range of views from all the professional groups 
involved in Libyan Auditing. Questionnaires were used to collect data concerning the perceptions of two 
sources: the demand side (Libyan oil companies) and the supply side (audit firms working in Libya). The data 
for the Libyan oil companies was gathered from three different types of respondents: internal auditors, financial 
managers and accounts managers. The reason for choosing these three groups of respondents, rather than other 
employees in the company, was the fact that the literature of auditing indicates that the external auditor usually 
has more contact with these groups than any others. For the audit firms, data was gathered from employees at all 
levels in the audit firm: managing partners, audit supervisors and auditors.   

The rationale for choosing oil companies was because of their high level of organisation and the fact that most of 
these companies employ staffs who hold degrees from the United States or Britain – these two facts enabled the 
researcher to access the right people and obtain the appropriate data. 

The magnitude of the activities of the oil companies, and hence the scale of the accounting systems, represent an 
attraction for large numbers of qualified accountants, who hold qualifications and different accounting 
backgrounds, a fact that allowed the researcher to have access to a large community of accountants, with diverse 
careers and work experience. 

In order to refute and support the questionnaire findings, semi-structured interviews were conducted. The sample 
for the interviews was broadly similar to the sample for the questionnaire, which involved a sample from Libyan 
oil companies, namely, internal auditors, financial managers, accounts managers, and a sample from audit firms 
working in Libya, namely, managing partners, auditors and audit supervisors. Regulators working in the LAAA 
were also included in the sample of the interviews, partly due to the fact that, after analysing the questionnaire 
survey, the researcher found it necessary to interview regulators to clarify some grey areas found in the analysis, 
and more importantly, to triangulate the sample of the study and to obtain different opinions from different 
dimensions. The total number of interviews conducted with the oil companies was ten (three with internal 
auditors, four with financial managers, and three with accounts managers), and the total number of interviews 
conducted with the audit firms working in Libya, was thirteen (four with managing partners, six with audit 
supervisors, and three with auditors). Lastly, two interviews were conducted with regulators working for the 
LAAA. This process aims to enhance and supplement the questionnaire findings providing an in-depth 
clarification and understanding of the effects that the selected factors have on evidence obtained by Libyan 
auditors. Content analysis was used to analyse the collected data from the interviews.   

The first part of the questionnaire was designed to obtain the views of external, internal, state and taxation 
auditors relating to the effects of the professional and academic qualifications of the auditor on quality of 
evidence. The second section aimed to gather the participant’s opinions regarding the effects of the consistency 
of evidence on audit evidence. The final section asked the participants about the effects of amount of evidence 
on quality of evidence.  

A 5-point Likert-scale ranging from strongly undermines evidence to strongly enhances evidence was utilised to 
measure perceptions regarding quality of audit evidence (Saunders et al., 2007).  

For the purpose of this study, 147 questionnaires were distributed to the oil companies.  Of these, 52 went to 
Internal Auditors, 50 to Financial Managers, and 45 to Accountants Managers. Additionally, 300 questionnaires 
were sent to the audit firms working in Libya, 100 to Managing Partners, 100 to Audit Supervisors and 100 to 
Auditors.  The samples from the demand side (internal auditors, financial managers and accounts managers), 
represent the agent of the principal, and conduct business on behalf of the principal. Hence, a monitoring 
mechanism is needed to assess their performance (Jensen and Meckling, 1976). The samples from the supply 
side (managing partners, audit supervisors and auditors), represent the main subjects of the issue of interest who 
provide certification and/or information credibility assessment to the stakeholders (Humphrey, 1997). Hasan 
(2000) point out that audit firms and their clients evaluate audit quality in different ways, and it was, therefore 
important to receive responses from both sections of the research population.  

Considerable effort was made in order to avoid problems of non-response and to ensure the completeness of the 
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questionnaire which, was designed using mainly closed questions which are easy for respondents to answer. The 
questionnaire sample consisted of all listed oil companies in the NOC and 100 audit firms working in Libya. 
According to the pilot study results, the wording of the questionnaire was clear and straightforward, the 
instrument was of a reasonable length, and there were no complaints about layout. Most of the questionnaires 
were personally administered (Managing Partner - 52 questionnaires, Audit Supervisor - 52 questionnaires, 
Auditor - 56 questionnaires, Internal Auditor - 45 questionnaires, Financial Manager - 47 questionnaires, and 
Accounts Manager - 35 questionnaires), and some questionnaires were delivered personally by the researcher 
and returned by mail. Therefore, anonymity and other ethical considerations relating to mailed questionnaires 
were avoided as far as possible.  

The overall response rate to the questionnaire was extremely encouraging at 64% (see Table 1). Remenyi et al. 
(2002) suggesting that a response rate above 60% is considered to be exemplary. The response rates for Internal 
Auditors and Financial Managers were 86.5% and 94% respectively, higher than those of Accounts Managers, 
Managing Partners, and Audit Supervisors, which were 77.7%, 52% and 52% respectively.  Some were unable to 
complete the questionnaires, and the researcher was unable to contact respondents outside Tripoli because of 
poor communication facilities, included in which is the official postal system. 

 
Table 1. Questionnaire survey response rate 

Group Distributed questionnaires Useable questionnaires Response rate 

Managing Partner 

Audit Supervisor 

Auditor 

Internal Auditor 

Financial Manager 

Accounts Manager 

Total 

100 

100 

100 

52 

50 

45 

447 

52 

52 

56 

45 

47 

35 

287 

52 

52 

56 

86.5 

94 

77.7 

64 

 

4. Results and Discussion 

4.1 Quantitative Findings 

The analysis of respondents’ perceptions about the relationship between the provision of NAS and audit quality. 
It shows that 84.2% of oil company respondents either agreed or strongly agreed with the statement the provision 
of NAS to an audit client gives the auditor more experience of the client’s industry and more access to the 
client’s accounting system. This statement achieved the highest mean score (4.24). Providing NAS to an audit 
client by a separate department gives the auditor more credibility had the highest second mean score (3.50), with 
(60.7%) of oil company respondents either agreeing or strongly agreeing with it. This result might reflect the 
respondents’ confidence in the safeguards of auditor independence from the segregation of duties by splitting the 
provision of audit and NAS into separate departments, which is consistent with the arguments proposed by 
Canning and Gwilliam (1999) and Pany and Reckers (1984). 

Sequentially, the third highest mean score (3.39) was achieved by the statement the prohibition of the provision 
of NAS to an audit client is only to maintain the perception of independence. Again, 48% either agreed or 
strongly agreed with it. The statement with the fourth highest mean score (3.20) was the provision of NAS to an 
audit client reduces the probability of switch threat change auditor, with half (50.4%) of respondents either 
agreeing or strongly agreeing with it. 

In contrast, a third of the oil company respondents (33.1%) either agreed or strongly agreed with the statement 
the provision of NAS to an audit client leads to economic dependency on that client and causes a conflict of 
interests for the auditor. It achieved the lowest mean score of (2.50). The statement with the second lowest mean 
score 2.83) was the provision of NAS impairs audit quality, with which 23.7% of respondents either agreed or 
strongly agreed. 

The statement with the third lowest mean score (3.04) was only a certain type of NAS impairs audit quality. Over 
a third (45.7%) of respondents either agreed or strongly agreed with this statement. 

With regard to responses from the audit firms, Table 2 shows that the statement the provision of NAS to an audit 
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client gives the auditor more experience of the client’s industry and more access to the client’s accounting 
system, achieved the highest mean score of 3.98, with 72.5% of respondents either agreeing or strongly agreeing.  

The statement with the next highest mean score (3.58) was the prohibition of the provision of NAS to an audit 
client is only to maintain the perception of independence, which gained either agreement or strong agreement 
from 58.8% of respondents. The statement the provision of NAS to an audit client reduces the probability of a 
threat to switch auditor achieved a mean value of (3.53), with just over half (51.9%) of respondents either 
agreeing or strongly agreeing with it. The statement with the fourth highest mean score (3.34) was Providing 
NAS to an audit client by a separate department gives the auditor more credibility. Just under half (47.5%) of 
respondents either agreed or strongly agreed with this statement, possibly reflecting the confidence of the 
respondents from large audit firms and local firms in their ability to separate their staff according to the type of 
services they were commissioned to perform. Indeed, the provision of NAS by staff from separate departments 
has been practised by large audit firms for decades. 

In contrast, the statement with the lowest mean score (2.43) was the provision of NAS impairs audit quality, 
which attracted agreement or strong agreement from only 16.9% of respondents. 

The statement with the second lowest mean score (2.57) was the provision of NAS to an audit client leads to 
economic dependency on that client and causes a conflict of interests for the auditor. Just less than a third (30%) 
of respondents either agreed or strongly agreed with this statement. The statement with the third lowest mean 
score (3.26) was only certain types of NAS impair audit quality and in this respect, 48.8% of audit firm 
respondents either agreed or strongly agreed with it.  

Since the overall responses of oil companies and audit firms were not completely identical, an attempt was made 
to isolate the determinants of the disparities. Therefore, the extent to which position and type of audit firm might 
explain differences in oil company and audit firm respondents’ opinions, was once again tested using the 
Kruskal-Wallis and Mann Whitney U tests. 

Table 2, which documents the results, shows two significant differences at the 1% level, as measured by the 
Mann Whitney U test. 

On examination of the level of agreement, oil company respondents were significantly higher than audit firm 
respondents in respect of the statement that the provision of NAS impairs audit quality. This difference in the 
responses is interesting, and perhaps suggests that audit firm respondents viewed the provision of NAS from the 
profit perspective, whereas oil companies viewed the provision of NAS as not impairing audit quality, but 
needing some restriction.  

The level of agreement from oil company respondents was significantly higher than that from audit firm 
respondents in respect of the statement highlighting the advantages of the provision of NAS to an audit client as 
being that it gives the auditor more experience of the client’s industry and more access to the client’s accounting 
system. This result might reflect a preference of oil company respondents to receive the provision of NAS from 
their external auditor. 

However, in general, the above results are consistent with prior literature (Abdel-Khalik, 1990; Craswell, 1999; 
De Fond et al, 2002) that identifies the provision of NAS to audit clients as having the potential to increase the 
auditor’s client knowledge, and therefore, enhance the probability that problems would be discovered. Therefore, 
for a given level of independence, NAS may increase audit quality. Further, NAS may increase a client’s 
dependence on its auditor, thereby reducing the credibility of the switch threat. Another commonly-mentioned 
advantage of providing NAS to audit clients is the potential cost advantage to the client arising from knowledge 
spillovers, which are transfers of knowledge that may occur when NAS are provided by the incumbent auditor. 
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Table 2. Distribution of the evaluations given by the different statements regarding the Non-Audit Services (NAS) 
and audit quality 

Statement 
Audit Firms Oil Companies  

SD% D% NV% A%  SA% MeanMedian SD% D% NV% A% SA% Mean Median Sig

The provision of NAS to an 
audit client gives the auditor 
more experience of the client’s 
industry and more access to the 
client’s accounting system. 

0 5.0 22.5 41.9 30.6 3.98 4.00 0 10.5 5.5 34.6 49.6 4.24 4.00 *

The provision of NAS to an 
audit client leads to economic 
dependency on that client and 
causes a conflict of interests for 
the auditor. 

29.4 14.4 26.2 30 0 2.57 3.00 33.9 15.7 17.3 33.1 0 2.50 3.00

Only certain types of NAS 
impair audit quality. 

14.4 17.5 19.4 25 23.8 3.26 3.00 20.5 20.5 13.4 26 19.7 3.04 3.00

The prohibition of the 
provision of NAS to an audit 
client is only to maintain the 
perception of independence. 

5.6 16.3 19.4 31.9 26.9 3.58 4.00 7.1 16.5 28.3 26 22 3.39 3.00

Providing NAS to an audit 
client by a separate department 
gives the auditor more 
credibility. 

6.9 19.4 26.3 27.5 20 3.34 3.00 8.7 15 15.7 39.4 21.3 3.50 4.00

The provision of NAS impairs 
audit quality. 

17.5 45 20.6 11.3 5.6 2.43 2.00 11 33.9 31.5 8.7 15 2.83 3.00 *

The provision of NAS to an 
audit client reduces the 
probability of a threat to switch 
auditor. 

5 11.9 31.3 28.8 23.1 3.53 4.00 15.7 22 11 27.6 22.8 3.20 4.00

*,** indicates distribution of responses is significantly different at the 1%, 5% levels, respectively using the Mann Whitney U 
test. 

 

4.1.1 The Perceptions of NAS Based on Position 

Table 3, shows that when comparing the responses of oil company staff and audit firm staff using the Kruskal-
Wallis test, one significant difference (at the 5% level) is observed. Financial managers, accounts managers and 
internal auditors had significantly higher mean scores (4.32, 4.31 and 4.09) than audit supervisors and auditors 
(3.96 and 3.98) for the statement The provision of NAS to an audit client gives the auditor more experience of the 
client’s industry and more access to the client’s accounting system. This finding may be due to the belief of 
financial managers and internal auditors, who may feel that the non-provision of audit services improves audit 
quality, and believes that if NAS are not provided, more audit hours are needed for new auditor to become 
familiar with the company system. This result is consistent with that obtained by other researchers who support 
the provision of joint services, arguing that this arrangement ameliorates audit independence (Antle et al, 1997), 
because it provides the auditor with better knowledge of a client (through ‘knowledge spillover’), and may well 
enhance the likelihood of problem discovery, and hence audit quality (Goldman and Barlev, 1974; Wallman, 
1996). 
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Table 3. Distribution of the evaluations given by the different statements regarding the Non-Audit Services (NAS) 
based on position 

Statement 

Audit Firm Staff Oil Company Staff 

Sig

 

Managing 
Partner 

Audit 
Supervisor

Auditor 
Internal 
Auditor 

Financial 
Manager 

Accounts 
Manager 

Mean Median Mean Median Mean Median Mean Median Mean Median Mean Median

The provision of NAS to an audit client 

gives the auditor more experience of the 

client’s industry and more access to the 

client’s accounting system. 

4.00 4.00 3.96 4.00 3.98 4.00 4.09 4.00 4.32 5.00 4.31 5.00 **

The provision of NAS to an audit client 

leads to economic dependency on that 

client and causes a conflict of interests 

for the auditor. 

2.48 3.00 2.67 3.00 2.55 3.00 2.82 3.00 2.38 2.00 2.23 2.00  

Only certain types of NAS impair audit 

quality 
3.50 4.00 3.23 3.00 3.07 3.00 3.24 3.00 3.09 3.00 2.71 2.00  

The prohibition of the provision of NAS 

to an audit client is only to maintain the 

perception of independence. 
3.88 4.00 3.29 3.50 3.57 4.00 3.29 3.00 3.23 3.00 3.74 4.00  

Providing NAS to an audit client by a 

separate department gives the auditor 

more credibility. 
3.33 3.00 3.27 3.00 3.43 4.00 3.76 4.00 3.13 3.00 3.66 4.00  

The provision of NAS impairs audit 

quality. 
2.27 2.00 2.48 2.00 2.52 2.00 2.82 3.00 2.72 2.00 2.97 3.00  

The provision of NAS to an audit client 

reduces the probability of a threat to 

switch auditor. 
3.50 3.00 3.40 3.50 3.68 4.00 3.16 3.00 3.21 4.00 3.23 3.00  

*,** indicates distribution of responses is significantly different at the 1%, 5% levels, respectively using the Kruskal-Wallis test. 

 
4.1.2 The Perceptions of NAS Based on Type of Audit Firms 

The analysis by type of audit firm, as reported in Table 4, shows that no significant differences were found at the 
5% level, and that just one significant difference was found at the 1% level between local audit firms, local firms 
affiliated to an international firm, and local firms affiliated to one of the Big Four audit firms (non-Big Four and 
Big Four) using the Kruskal Wallis test.   

The level of agreement with the statement: Only certain types of NAS impair audit quality was significantly 
higher from local audit firms and international audit firms (non-Big Four) (3.58 and 2.86) than from the Big Four 
firm respondents (2.62). This result might reflect the fact that the Big Four firm respondents believe that all types 
of NAS can potentially impair the level of audit quality, or pose a threat to auditor independence.  

This finding is inconsistent with the reports of Abu Bakar et al (2005) and Alleyne and Devonish (2006) who 
found that individual non-audit services may affect auditor independence influence audit quality perceptions 
differently and that the provision of NAS is a significant threat to perceptions of auditor independence. 
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Table 4. Distribution of the evaluations given by the different statements regarding Non-Audit Services (NAS) 
based on type of audit firm 

Statement 

Local Audit 
Firm 

International 
Audit Firm 

Big Four Audit 
Firm Sig

 Mean Median Mean Median Mean Median

The provision of NAS to an audit client gives the auditor 
more experience of the client’s industry and more access to 
the client’s accounting system. 

4.00 4.00 4.07 4.00 3.71 4.00  

The provision of NAS to an audit client leads to economic 
dependency on that client and causes a conflict of interests 
for the auditor. 

2.63 3.00 2.53 3.00 2.38 2.00  

Only certain types of NAS impair audit quality. 3.58 4.00 2.86 3.00 2.62 2.00 * 

The prohibition of the provision of NAS to an audit client 
is only to maintain the perception of independence. 3.63 4.00 3.56 4.00 3.43 3.00  

Providing NAS to an audit client by a separate department 
gives the auditor more credibility. 3.38 3.00 3.42 4.00 3.05 3.00  

The provision of NAS impairs audit quality. 2.39 2.00 2.58 2.00 2.29 2.00  

The provision of NAS to an audit client reduces the 
probability of a threat to switch auditor. 3.50 4.00 3.63 4.00 3.48 5.00  

*,** indicates distribution of responses is significantly different at the 1%, 5% levels, respectively using the 
Kruskal-Wallis test. 

 

4.2 Qualitative Findings 

The majority of interviewees did not perceive any reduction in the audit quality where NAS was provided. Indeed, 
they confirmed that they would have recommended their clients to use their firms for such services, arguing that 
the audit firm’s experience and knowledge of their businesses would result in better advice being obtained. Other 
interviewees argued that they would prefer to see audit firms provide NAS to their clients because it would ensure 
that the standard applied to the audit would be higher and that a better audit opinion would result. On this issue, a 
Big Four managing partner remarked:  

“Sometimes, yes, we suggest to clients that they come to us for NAS because accountants are the best people to 
provide these services because they already know that company’s history and business … and by providing NAS as 
well, the auditor learns more about the client and can give more informed advice.” 

The questionnaire survey findings, revealed that only a minority of oil company (23.7%) and audit firm (16.9%) 
respondents either agreed or strongly agreed with the statement: The provision of NAS impairs audit quality. 
Similarly, most oil companies and audit firms (72%) disagreed that audit quality would be impaired if the auditor 
were to provide NAS to audit clients, and pointed out that both parties would benefit from the arrangement. It was 
indicated that the provision of NAS would complement audit duties, as the auditor would be exposed to the audit 
client’s business transactions and subsequently gain a better understanding of the client’s overall enterprise. An 
audit supervisor in a local audit firm affiliated to an Arab audit firm summarised the view by saying: 

“If you can gain more information about your client, you can give a better audit opinion. Your appreciation of the 
client’s business is greater so you can consider all the factors, and then provide a better service.” 

Moreover, a Big Four auditor commented: 

“An audit could be of a higher standard overall because the auditor is also providing NAS. In this case the auditor 
would not want to lose the client by not giving good quality all-round service so the audit might be of an even 
higher standard … but actually, the auditor knows the company better than other consultants, and it is true that the 
company would want someone who did know their business and their systems … they wouldn’t have to spend a 
long time learning everything about the company because they already have all the background.” 

Another local audit supervisor added:  

“The auditor is in a unique position of understanding the client’s financial operations and its business better than 
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anybody else. I don't have any evidence that would lead me to be concerned that the audit is compromised.” 

A small minority of oil companies and audit firms (28%) interviewed did, however, believe that audit quality 
would be impaired by the joint provision of audit and NAS to audit clients. Their argument was that auditors would 
build close relationships with their clients with the aim of securing other business opportunities and may use audit 
services as a ‘loss leader’ to leverage the audit services into other consulting engagements. This belief was well 
summarised by an internal auditor of one of the oil companies, who argued that:    

“Not all the NAS can impair auditors’ independence, as there are some certain types that can impair it and others 
would not. For instance, if the service provided is not related to decision making, independence would not be an 
issue.” 

Because the majority of interviewees had a positive attitude towards the provision of NAS by audit firms, it led to 
a discussion on the manner in which they perceived that such services were provided by audit firms. In all cases, 
they had assumed that both roles were performed by separate departments. A number of them stressed the 
importance of such separation as a means of ensuring that the audit quality was not compromised. The vast 
majority of oil companies and audit firms (96%) interviewed agreed that audit quality and auditor independence 
would not be threatened if the provision of audit and NAS to an audit client was performed by staff from different 
departments, a perception that is consistent with the results from the questionnaire survey. The interviews 
disclosed that this mode of NAS provision would allow segregation of duties in monitoring activities, widely 
known as the ‘Chinese Wall’ (Mikol and Standish, 1998; Sori, 2005). It was believed that different partners would 
handle the different departments, which would result in greater monitoring activities and mean that the audit 
division might not lose sight of the material issues 

On this issue, one of the auditors in one a Big Four firm remarked:  

“I would be worried if NAS and audit services were being provided by the same department because this is too 
close, and not good for the auditor’s independence, but I think this does not happen. Different departments offer 
these services.” 

The importance of the demarcation of functions was also confirmed by a managing partner of local audit firm, who 
remarked: 

“I would see the separation of functions as very important and not prejudicing their independence … You would 
assume that the audit firm is very rigorous in the separation of the two roles. You would have to have an 
independent person performing the audit, one separate from the person who recommended the system.” 

However, an audit supervisor from one of Big Four firms stressed the reality of the situation, saying:        

“ In the smaller firms, separation can not happen and the auditor is less reliable as a consequence … In the larger 
firms, they are more specialised but in the smaller firms, you have the auditors providing a lot of tax expertise and 
then that is audited by them. I think that is where you have the least independence.” 

Also, some of the interviewees indicated that this kind of arrangement would ease information exchange, which 
may not be achieved if NAS were provided by other firms. Perhaps, audit firms could effectively utilise their 
personnel who have a good understanding of the client’s business to speed up the process and subsequently 
produce a high quality financial statement. 

In summary, it can be seen that the general consensus of opinion among interviewees was that the provision of 
NAS alongside audit services was only a serious threat to audit quality and independence where the two types of 
service were performed by the same department. However, the minority who disagreed with this perspective, 
believed that some types of NAS, especially those including decision-making, impaired audit quality and 
independence. Nonetheless, this result is not consistent with that of Shockley (1981) as his findings did not support 
the need for a separation of the consulting and audit function. 

5. Summary and Review of Findings 

The provision of non-audit services (NAS) that has been debated in the literature as a cause of impaired audit 
quality, was considered by the majority of this study’s respondents not to be a serious concern, and the statement 
that the provision of NAS would impair the level of audit quality did not secure very much agreement. In fact, the 
majority of respondents believed that the provision of NAS to audit clients gives the auditor more experience of the 
client’s industry as well as more access to the client’s accounting system, thereby functioning in a complimentary 
capacity. Hence, such an arrangement was considered to increase the auditor’s overall client knowledge, and 
therefore enhance the probability that problems would be discovered. In such circumstances, the provision of NAS 
was argued to have the potential for actually increasing audit quality. Furthermore, from the auditor’s perspective, 
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the provision of NAS was considered favourable, since the arrangement has the potential to increase a client’s 
dependence on its auditor, thereby reducing the credibility of the switch threat, although such dependence, when 
viewed from a different perspective, could be perceived as a negative feature. Another commonly-mentioned 
advantage of the joint provision of audit and NAS, is the benefit arising from knowledge spillovers, which are 
transfers of knowledge that may occur when NAS are provided by the incumbent auditor 

It was, however, agreed by the majority of the respondents that the maintenance of audit quality would require the 
provision of NAS to come from a separate department from the audit department.  This degree of faith was 
interesting, and testified to the respondents’ belief in the ‘Chinese Wall’ approach, which works to minimise 
communication between the audit and NAS providers despite them being under the ultimate control of the same 
organisation. Given that the government licenses individual auditors, and these people have to ensure that their 
personal image is protected, it is argued that auditors would not behave in a way as to compromise this, and in fact, 
welcome greater monitoring of their own activities. 

The general feeling among interviewees was that they would recommend their own firms to their clients for the 
provision of NAS, since they believed this would not result in any reduction in the audit quality, and indeed, 
enhance it. 

In respect of the provision of NAS, it was felt by the majority of respondents that whilst this was essentially 
considered by them to be a good thing, audit firms should, nonetheless, disclose the type and amount of NAS 
provided to their audit clients, and likewise, oil companies should disclose in their annual reports, the amount of 
audit and NAS fees paid. Among the standards to be set by the LAAA, should be the requirement for the separation 
of duties in respect of the provision of audit services and NAS, and for audit firms’ percentage of NAS income 
from a single client not to exceed 25% of the fees obtained from that client. Additionally, the LAAA should require 
audit firms to disclose the type and amount of audit and NAS fees obtained from all clients. 
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