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Abstract—The key to the criticism of fair value lies in the lack of measurement in the active market 
quotation, while the fair value hierarchy hopes to make up for the reliability of fair value information by 
increasing disclosure. Using listed commercial bank data from 2007 through 2016, this paper documents 
that the assets and liabilities measured by fair value are significantly positively associated with audit fees. 
The positive association between audit fees and the fair value obtained via Level 2 or Level 3 inputs is 
greater than that Level 1.These results indicate that when the fair value needs to be estimated, the auditor 
needs to increase audit effort with resulting in higher audit fees. Moreover, the balance of assets and 
liabilities that fair-valued using Level 2 inputs is the largest and accounts for the highest proportion, which 
leads to more substantial changes in audit expenses. This result is consistent with the scale determinism of 
audit expenses. At the same time, due to the impact of professional judgment on the fair value hierarchy and 
the absence of corresponding supervision, the management has the motivation to use hierarchy for earnings 
management. The assets and liabilities that fair-valued using Level 2 inputs may represent the 
characteristics of fair value earnings management, audit risk is higher.  

1 Introduction 
Chinese economic development needs to deepen the 
reform of the financial system, enhance the financial 
sector's ability to serve the real economy, increase the 
proportion of direct financing, and promote the healthy 
development of the multi-tiered capital market. The 
effective operation of capital market depends on the 
quality of information, especially the quality of 
accounting information. High quality accounting 
information is the premise of the healthy development of 
the capital market, which determines the efficiency of 
market allocation of resources. Audit is one of the 
effective means to supervise the information quality of 
the capital market. Although auditors’ costs are 
unobservable, audit fees are highly correlated with 
proxies for cost drivers: client size, audit risk and audit 
complexity (Simunic, 1980). 

Hay et al. (2006) adopts meta-analysis to evaluate 
and summarize the research literature on audit expenses 
over the past 20 years, further proving that the size, 
business complexity and risks of the auditees have a 
significant impact on audit expenses, among which the 
size of the auditees alone can explain more than 70% of 
the changes in audit expenses. However, there is 
uncertainty about the impact of financial leverage and 
audit opinion on audit expenses. According to Fields et 
al. (2004), the main factors affecting the audit fees of the 
banking industry are capital adequacy ratio, liquidity risk, 

credit risk and other risk factors. Wu Lina (2003) uses 
the capital market data of China for the first time, and 
argues that the size of auditees and accounting firm are 
significantly positively associated with the audit 
expenses. The return on equity in the qualified range 
indicates that the company's financial risk is large, the 
auditor is faced with the risk of audit failure, and there is 
a negative associated with the audit expenses. According 
to the research of Pan Keqin (2008), the higher the 
corporate governance index is, the lower the audit fees is, 
which means the corporate governance risk is 
significantly positively associated with the audit 
expenses. Gai Di and Sheng Changyan (2013) find 
internal control defects in listed companies, it indicates 
that internal control risks increase, and auditors will 
devote greater resources to audit, add substantive testing 
procedures or charge risk premium, resulting in higher 
audit fees. 

It is found in the literature that there are scale 
determinism and risk determinism in terms of the 
importance of audit fees. The determinism of audit fees 
scale refers to the important role of clients scale in the 
audit cost pricing. The influencing factors include clients 
scale (asset scale, total revenue, etc.), number of 
subsidiaries included in the consolidated statement, 
number of operating institutions, etc. The larger the 
client size, whether it is traditional sample audit or 
possible detailed audit in the case of auditing intelligence, 
as well as the complexity of the project, the more audit 
resources need to be paid, and the auditor needs to 
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increase the audit fees to compensate. Audit fees risk 
determinism refers to the fact that audit risk plays a 
decisive role in the pricing of audit cost. The influencing 
factors include customer business complexity, inherent 
risk, profitability risk, leverage risk, organizational 
structure risk and client earnings management risk. 
Because of the high risk of material misstatement among 
clients, auditors need to implement more audit 
procedures to reduce audit risk to an acceptably low 
level, resulting in higher audit fees. 

Fair value accounting aims to improve the relevance 
of financial reporting information, which is likely to 
replace historical cost as the main measurement basis of 
financial reporting (Palea, 2014). Fair value is a kind of 
valuation based on market information. For assets and 
liabilities with active market, fair value is measured at 
market price. When there is no active market, the 
measurement of fair value adopts the valuation model, 
which requires the management to make a lot of 
subjective judgment or choice, and its reliability is 
relatively weak. At the same time, it also leaves room for 
the management to maliciously manipulate profits, 
which is the root cause of the criticism of fair value. 
How to solve the problem of the reliability of fair value 
measurement in the absence of market quotation? The 
Financial Accounting Standards Board (FASB) released 
in September 2006, Financial Accounting Standard No. 
157, Fair Value Measurements (SFAS NO.157), defines 
three levels of inputs used in fair value measurement, 
through the fair value hierarchy to distinguish the 
reliability of fair value information, and to increase the 
information disclosure to make up for the fair value 
defects of measurement reliability. 

In order to keep consistent convergence with 
international accounting standards and improve the 
quality of fair value information, the Ministry of Finance 
of the People's Republic of China issued Chinese 
Accounting Standards NO.39, Fair Value Measurements 
(CAS NO.39) in 2014, which provides theoretical basis 
and standard basis for the further expansion of the use of 
fair value. With the expansion of the range of fair value 
application, especially the expansion of the range of fair 
value measured with Level 2 and Level 3 inputs, the 
subjective judgment and uncertainty of fair value 
measurement increase, and the difficulty of the auditor's 
fair value audit increases.  

There are difficulties in auditing fair value 
measurement projects, and the difficulty of fair value 
estimation is positively related to the audit cost. The 
more difficult the estimation is, the more complex the 
audit procedure is, the audit workload will increase 
significantly, which leads to the increase of audit cost 
(Bratten et al., 2013). The accounting standard system 
published in China in 2006 widely adopts fair value, 
which improves the quality of accounting information, 
but increases the difficulty of auditors' professional 
judgment, brings audit risks and increases the audit cost 
of certified public accountants (Yang Shuhuai, 2013). To 
select specific projects related to fair value (holding 
assets changes, changes in the fair value, the overall 
profit and loss, loss of asset impairment),    Hao Yugui 
etc. (2014) find that they are positively related to the 
audit fees significantly, and audit expense contains the 

consideration of the risk of fair value estimation and the 
fair valuation of assets. Using banking firm-year 
observations from 2008 to 2015, Wang Shouhai et al. 
(2017) find that the larger the scale of financial assets 
and liabilities measured by fair value, the higher the fees 
charged by auditors; Moreover, the professional 
expertise of accounting firms enhances the positive 
correlation between fair value and audit fees. Ettredge et 
al. (2014) further study the three levels of fair value 
measurement and find that the relationship between fair 
value level and audit fees present a monotonously rising 
relationship, that is, the higher the level of fair value, the 
more significant the relationship between fair value and 
audit fees. From the perspective of earnings management, 
Zhu Song et al. (2010) and Ma Jianwei et al. (2012) also 
discuss the impact of fair value earnings management on 
audit fees, and find that the asset impairment 
representing the earnings management motivation and 
the proportion of financial assets available for sale is 
significantly positively associated with audit fees. 

Most of existing literature come to the conclusion 
that with the increase of the complexity and decrease of 
the reliability of fair value measurement, the auditor 
takes more audit risk and requires the company to pay 
more audit expenses, which supports the risk 
determinism of audit expenses. 

It is worth noting that the fair value in China has 
experienced twists and turns, and the lack of fair value 
determination of active market price is the focus of 
attention of market investors and securities regulatory 
authorities. Will this have an impact on the hierarchy of 
fair value measurement? Will this affect the auditor's 
efforts?  

We estimate the audit fee model using the data of 
listed companies in the banking industry from 2007 to 
2016. Consistent with our expectations, we find that the 
total assets and liabilities measured by fair value are 
positively associated with audit expenses, and the 
fair-valued assets and liabilities are positively associated 
with audit expenses, respectively. Moreover, the positive 
association between audit fees and the fair value 
obtained via Level 2 or Level 3 inputs is greater than that 
Level 1. This conclusion further validates the hypothesis 
that the difficulty of verifying the fair value 
measurement does increase the audit effort. Different 
from the existing literature, we do not find that the 
coefficients and t-statistics increase monotonically for 
fair-valued asset and liabilities based on Level 1 inputs, 
Level 2 inputs, and Level 3 inputs, respectively. 

On the contrary, we find that fair-valued assets and 
liabilities measured by Level 2 inputs have a positive 
and statistically significant coefficient in the audit fees 
model, and the coefficient is greater than the coefficients 
of fair-valued assets and liabilities measured by Level 1 
and Level 3 inputs. 

As the proportion of fair value based on Level 2 
inputs is the highest and the balance is the largest, the 
auditors need to pay more audit efforts directly, which 
supports the scale determinism of audit expenses. We 
didn't find that the coefficients and t-statistics for the fair 
value based on Level 3 inputs is the largest, the possible 
reasons due to the impact of professional judgment on 
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the fair value hierarchy and the absence of corresponding 
supervision, the management has the motivation to use 
hierarchy for earnings management. 

In summary, we examine the association between 
audit fees and the fair-valued assets and liabilities held 
by the sample of Chinese listed banking companies. 
Based on the application background of fair value in 
China, we prove the scale determinism of audit expenses 
from the perspective of fair value hierarchy. It is found 
that the management may carry out earnings 
management through the conversion between fair value 
hierarchies, thus affecting the audit fees, which enriched 
the research literature of fair value influencing audit fees. 
Our results also contribute to the understanding of audit 
fee determinants in the banking industry that has been 
neglected in the audit fees research literature. 

2 Hypotheses Development 
Fair value is a measurement based on the market inputs, 
and the market price is the best estimate of fair value. 
However, in the absence of an active market, the 
evaluation of fair value based on non-observable inputs 
requires the subjective judgment and estimation of the 
management. The management should provide valuation 
parameters, select valuation techniques, or 
comprehensively apply a variety of valuation techniques, 
and assign appropriate weight to them. All these are 
influenced by the management's own professional 
background and knowledge structure. Unreasonable 
valuation parameter selection and inappropriate 
valuation model often lead to large differences in fair 
value valuation. Moreover, based on the Principal-Agent 
Theory, the management, as the party with information 
advantage, often manipulates the accounting profit by 
subjective judgment and estimation of fair value 
valuation against the client's will to improve the financial 
performance in order to maximize its own interests. 
Compared with the historical cost, auditing fair value 
data usually requires knowledge of finance and 
economics other than accounting, and requires more 
efforts from auditors of higher level, expertise or 
experience (Cai Li etc., 2018), judge whether the 
valuation method is reasonable and appropriate. At the 
same time, when the macro economy is faced with risks, 
the market fluctuates a lot, and the risk of improper 
selection or application of valuation model to estimate 
the fair value is greater. 

The higher the degree of uncertainty of fair value 
valuation, the greater the risk of material misstatement of 
fair value data. Auditors need to spend more audit 
resources, implement more audit procedures, or hire 
evaluation experts to reduce audit risk, which will result 
in higher audit costs and higher audit fees for auditors to 
compensate. In addition, faced with the high uncertainty 
of fair value items, auditors are bound to charge higher 
audit fees in order to protect themselves. Our first 
hypothesis is:  

H1: All else being equal, assets and liabilities 
measured by fair value of listed Banks are positively 
associated with banks’ audit fees. 

According to the fair value hierarchy theory, the fair 
value based on Level 1 inputs has the highest reliability 
(unless the trading volume of the capital market is 
minimal or there is a sharp fluctuation), which is highly 
verifiable and less difficult to audit. Since there is no 
observable information such as the active market 
quotation of the same assets or liabilities for reference, 
the fair value based on Level 2 inputs needs to adjust the 
information such as the active market quotation of 
similar assets or liabilities, and the adjustment is mainly 
based on the subjective judgment of the management, 
which is difficult for auditors to verify (Melek Akgun et 
al., 2011). Especially for the Level 3 fair value, the key 
assumptions and parameters that have a significant 
impact on the measurement results are all 
non-observable parameters, and the management or 
external appraisers need a lot of subjective judgment and 
estimation in the valuation. Auditors not only need to 
have more knowledge and experience, but also usually 
need to utilize the work of internal and external 
valuation expert teams to assess whether the valuation 
methods and key assumptions adopted by management 
are reasonable, to determine the reliability of the Level 3 
fair value (Dechow, 2010).  

Therefore, with the increase of the level of fair value 
measurement, the assessors' subjective judgment and 
estimation increase, and the difficulty of auditors' review 
and verification of fair value increases. More audit 
resources are needed to reduce the audit risk to an 
acceptable low level, leading to the gradual increase of 
audit fees (Ettredge et al., 2014). 

On the other hand, in Chinese capital market, 
although the concept of fair value hierarchy is introduced 
relatively late, and the fair value obtained via Level 2 
and Level 3 inputs is constantly expanding, is there any 
specific situation different from that of the international 
capital market, so as to have different impacts on audit 
fees? 

 
Figure 1.  Level of fair value of listed banks in China 

(%). 

This figure provides the fair value hierarchy of 
Chinese listed banking companies since 2007, in which 
FV1A, FV2A and FV3A (FV1L, FV2L and FV3L) 
respectively represent the proportion of fair value assets 
(liabilities) obtained via Level 1, Level 2 and Level 3 
inputs to the total assets (total liabilities). Since the 
dimension of FV2A is large, the auxiliary scale on the 
right side is used in the figure, and the scale on the left 
side is used for other variables. Data are from the annual 
report of listed Banks. 

As can be seen from figure 1, the fair-valued assets 
and liabilities are mainly based on Level 2 inputs, and 
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the application scope of fair value obtained using Level 
2 and Level 3 inputs is increasing. 

In terms of the proportion of fair-valued assets in the 
total assets, the proportion of Level 1 fair value is overall 
low and relatively stable after 2007, the proportion of 
Level 3 fair value is slowly rising, and the proportion of 
Level 2 fair value is the highest in each year and on an 
increasing trend, reaching 12.5% in 2016. Although the 
proportion of fair-valued liabilities in the total liabilities 
is relatively low, the proportion of Level 2 fair values is 
the highest, which is similar to the situation where assets 
are measured by fair value. 

Among the fair-valued assets and liabilities, the 
proportion of Level 2 fair value is the highest, and the 
balance is the largest. Besides the market factors, is it 
possible to be influenced by non-technical factors? 

Firstly, accounting standards need to use professional 
judgment to distinguish fair value levels, leaving room 
for earnings management. According to the Fair Value 
Measurements (CAS NO.39), the inputs obtained for 
Level 2 fair value measurement is determined to be 
observable inputs based on the market, but needs to be 
adjusted. The Level 3 fair value is based entirely on 
unobservable inputs. However, professional judgment is 
needed in the differentiation. For example, according to 
the standard, the hierarchical attribution of the 
measurement result of fair value should be based on the 
lowest level of the inputs that is important to the 
measurement of fair value as a whole, and the important 
evaluation completely depends on the professional 
judgment of the management. 

Secondly, management has incentives to reduce the 
measurement and disclosure of Level 3 fair value. The 
value relevance of Level 3 fair value is relatively weak, 
which may underestimate the market value of companies 
(Song et al., 2010). Furthermore, according to the fair 
value hierarchy, the higher the level of fair value, the 
more information to be disclosed. On the contrary, the 
Level 2 fair value is the transition of Level 1 and Level 3, 
which is flexible, has little impact on the market value of 
the enterprise, and low cost of information disclosure. 
Therefore, management has an incentive to increase the 
Level 2 fair value by reducing the Level 3 fair value. 

Finally, there are still deficiencies in the supervision 
of the classification of fair value hierarchy. The use of 
fair value in China has experienced twists and turns, and 
the measurement of fair value in the absence of market 
price has always been the focus of supervision. In recent 
years, the documents and regulatory reports related to 
fair value issued by China Securities Regulatory 
Commission focus on the fair value valuation, but have 
not yet involved in the classification of fair value 
hierarchy. 

In short, on the one hand, when the fair value needs 
to be estimated, due to the complexity of the valuation 
technology itself, the difficulty in applying the 
measurement model, and the subjective nature of 
valuation model, the fair value measurement items have 
higher inherent risks and the difficulty in auditing 
(Bratten et al., 2013). On the other hand, the fair value is 
widely used and becomes a tool of earnings management. 
Level 2 fair value accounts for the largest proportion of 

assets or liabilities, which may be the result of the 
management's earnings management, and increases the 
audit cost (Wu Lina, 2003). 

Therefore, we propose two competing hypothesis:  

H2a: All else being equal, the positive association 
between banks’ audit fees and banks’ fair-valued assets 
or liabilities is strongest for assets or liabilities based on 
Level 3 inputs. 

H2b: All else being equal, the positive association 
between banks’ audit fees and banks’ fair-valued assets 
or liabilities is strongest for assets or liabilities based on 
Level 2 inputs. 

3 Data and Research Design 

3.1 Data 

Our data cover the years 2007-2016. We obtain financial 
data from Wind Financial Information, and collect 
banking business data such as non-performing loan ratio, 
liquidity ratio, write-off of bad debts, capital adequacy, 
and fair value levels data from annual report of listed 
company. We require firm-year observations to have 
non-missing, non-zero audit fee data. These procedures 
leave us with 143 firm-year observations (25 unique 
firms) for our levels tests. 

3.2 Research Design and Variable 
Measurement 

We refer to the model of Ettredge et al. (2013) and Wang 
Shouhai et al. (2017) to build the banking industry audit 
fees basic model of this paper. We estimate the 
following equation (1) using pooled data for years 
2007-2016. In model (1), fair value variables (FV, FV1, 
FV2, FV3) are the test variables. 

FEE=α0+α1FV+α2LEV+α3ROA+α4NOLOAN+α5CH
GOFF+α6CAPRATIO+α7INTANG+α8BIG4+α9LIQRAT
IO+α10YEAR+ε     (1) 

The dependent variable is FEE, which is the 
natural-log-transformed value of audit fees from annual 
report of listed company. The variables of interest are 
FV, which are defined as the natural-log-transformed 
value of total fair-valued assets and liabilities amounts. 
To test H2, we replace FV with FV1, FV2 and FV3, to 
construct model (2), which are defined as the 
natural-log-transformed value of fair-valued assets and 
liabilities amounts measured using Level 1, Level 2, and 
Level 3 inputs, respectively. 

For the selection of control variables, refer to 
Ettredge et al. (2013), Wang Shouhai et al. (2017). LEV 
is total liabilities divided by total assets, ROA is net 
profit divided by total assets, NOLOAN is Bad loans 
divided by total loans, CHGOFF is Annual write-off of 
bad loans divided by loans impairment provisions, 
CAPRATIO is own assets divided by risky assets, 
INTANG is the natural-log-transformed value of the 
year-end balance of intangible assets, LIQRATIO is the 
balance of liquid assets divided by the balance of liquid 
liabilities, which measure operating risk, credit risk, 
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capital risk and liquidity risk respectively. When the 
annual report of the listed bank is audited for the Big4 
audit firms, BIG4 takes the value of one, otherwise it is 0. 
All continuous variables are winsorized at the 1% and 99% 
levels each year. To test H1 (H2), we test whether the 
coefficient on FV (FV1, FV2 and FV3) differs from 
zero. 

4 Descriptive Statistics and Empirical 
Results  

4.1 Descriptive Statistics 

TABLE I. DESCRIPTIVE STATISTICS FOR THE FULL SAMPLE 

 
TABLE I provides the descriptive statistics of 

variables used in our tests (pooled for years 2007-2016). 

FEE has mean (median) value of 7.145 (6.685) with a 
low standard deviation (1.594), suggesting that the 
variation in banking audit fees is modest. Total, Level 1, 
Level 2, and Level 3 fair-valued assets and liabilities are, 
on average, 11.71, 3.339, 11.57 and 3.406, respectively. 
LEV of the banking industry is generally high, with an 
average of 93.8%. The average ROA is 1.01% and the 
lowest is 0.013%. The overall profitability of the 
banking industry is relatively low. The average 
CAPRATIO is 12.3%; the minimum value of 
LIQRATIO is 27.07%, which meets the regulatory 
standard (more than 25%). 90.2% of the listed banks are 
audited by the international Big4 audit firms. 

The Pearson correlation coefficient of FEE with the 
fair-valued total assets and liabilities (FV) is positive and 
significant, which is consistent with the expectation of 
hypothesis 1. There is a positive correlation between fair 
value measured by Level 1 to 3 inputs and FEE, and fair 
value obtained via Level 2 inputs has the highest 
correlation coefficient among the three levels. Whether it 
is audited by the international Big4 audit firms or not 
and the balance of INTANG are significantly positively 
correlated with FEE. Since there is no quantitative 
relationship between variables, it needs to be further 
confirmed by regression. 

 

 

 

TABLE Ⅱ. PEARSON CORRELATION COEFFICIENTS AMONG VARIABLES 

 
*, **, and *** indicate statistical significance at 10%, 5% and 1% levels (two-sided) respectively. 
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4.2 Empirical Results for H1 and H2 

 

TABLE Ⅲ. THE RESULTS OF OLS ESTIMATION OF EQUATION 

 
TABLE Ⅲ presents the results of OLS regressions 

of FEE on fair value measurement test variables with 
observations pooled over years. Standard errors and 
t-statistics are adjusted for heteroskedasticity. *, **, and 
*** indicate statistical significance at 5%, 1% and 0.1% 
levels (two-sided) respectively. 

The F values of the two regression equations are 
significant at the 0.1% level, and the model fit well. The 
variance inflation factor (VIF) of multi-collinearity test 
is lower than 2, and there is no serious collinearity 
problem. 

Model (1) of TABLE Ⅲ tests H1, i.e. whether the 
coefficient on the fair-valued total assets and liabilities 
(FV) differs from zero. The coefficient on FV is 0.189, 
which is significantly positive at the 0.1% level, 
indicating that the fair value has a significant impact on 
the audit fees, thus rejecting the null. 

Model (2) of TABLE Ⅲ test H2 by breaking FV 
into FV1, FV2, and FV3, and investigating whether the 

coefficients on these variables differ from each other. 
The coefficients (t-statistics) of FV1, FV2, and FV3 are 
0.0374(t=2.4), 0.161 (t=3.61), and 0.0619 (t=2.82), 
respectively. In terms of both coefficient and 
significance level, the fair value obtained via Level 2 or 
Level 3 inputs is greater than that Level 1, indicating that 
when the fair value needs to be estimated, the auditor 
needs to pay more audit resources and require more audit 
fees to compensate. 

Moreover, the coefficient and significance level on 
FV2 (0.161 and 0.1%) are greater than those on FV3 
(0.0619 and 5%), the positive association between banks’ 
audit fees and banks’ fair-valued assets or liabilities is 
strongest for assets or liabilities based on Level 2 inputs. 
Hypothesis H2b is verified.  

Furthermore, model(1) and model(2) are respectively 
regressed by assets and liabilities. The regression results 
are shown in TABLE Ⅳ and TABLE Ⅴ. 
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TABLE Ⅳ. THE RESULTS OF OLS ESTIMATION OF EQUATION: FAIR-VALUED ASSETS 

 
TABLE Ⅳ presents the results of OLS regression of 

log of audit fees (FEE) on fair-valued assets. FVA, 
FVA1, FVA2, and FVA3 are log of fair-valued total 

assets, assets using Level 1, Level 2, and Level 3 inputs, 
respectively. 

TABLE Ⅴ. THE RESULTS OF OLS ESTIMATION OF EQUATION: FAIR-VALUED LIABILITIES 

 
TABLE Ⅴ presents the results of OLS regression of 

log of audit fees (FEE) on fair-valued liabilities. FVL, 
FVL1, FVL2, and FVL3 are log of fair-valued total 
liabilities, liabilities using Level 1, Level 2, and Level 3 
inputs, respectively. 

For both assets and liabilities, the fair-valued assets 
and liabilities are positively associated with audit fees, 
and the positive association between audit fees and the 
fair value obtained via Level 2 or Level 3 inputs is 
greater than its positive association with the fair value 
using Level 1 inputs.  

Not consistent with existing research ， the 
fair-valued assets and liabilities measured by Level 2 
inputs have a positive and statistically significant 
coefficient in the audit fee model, and the coefficient is 
greater than the coefficients of fair-valued assets and 
liabilities measured by Level 3 inputs. 

The possible explanation is that Level 2 fair value 
accounts for the largest proportion of assets or liabilities, 
which supports the scale determinism of audit expenses. 

In addition, accounting standards leave room for 
earnings management, and management has incentives 
to reduce the measurement and disclosure of Level 3 fair 
value, the supervision of the classification of fair value 
hierarchy is still deficiencies. Level 2 fair value may 
represent the management's earnings management on fair 
value hierarchy, which increases the audit risk and the 
auditor allocates more audit resources, resulting in the 
increase of audit fees. 

4.3 Robustness Test 

This paper carries out robustness test from the following 
two aspects: The audit fees and fair value variables (FV, 
FV1, FV2, FV3) are deflated by total assets and total 
liabilities of model(1) and model(2),respectively. 
Operating risk is measured by the rate of return on net 
assets instead of the rate of return on total assets. The 
results of OLS regression show that all results remain 
basically unchanged. 
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5 Conclusions 
Using Chinese listed commercial bank data from 2007 
through 2016, this paper discusses the relationship 
between fair value hierarchy and audit fees. Consistent 
with the view that audit risk and effort increase with the 
extent of fair-valued assets and liabilities, we provide 
evidence that auditors charge more for the uncertainty 
and risk of fair value. Furthermore, within fair-valued 
assets and liabilities, the positive association between 
logged audit fees and the total assets and liabilities that 
are fair-valued using Level 2 or Level 3 inputs is greater 
than its positive association of total assets and liabilities 
that are fair-valued using Level 1 inputs.  

In particular, our study didn't find a monotonously 
rising relationship between fair value hierarchy and audit 
fees (Ettredge et al., 2014).The coefficient of fair value 
obtained via Level 2 inputs is greater than the 
coefficients of fair value measured by Level 3 inputs in 
the audit fee model. This supports the scale determinism 
of audit expenses. It also indicates that the management 
of Chinese listed commercial bank may carry out 
earnings management by dividing the fair value 
hierarchy, which leads to the high audit risk and the 
increase of audit fees. 

Due to the shortage of research, it is difficult to 
obtain public data from fair value hierarchical 
transformation, and it is difficult to directly test the use 
of hierarchical transformation (especially from the Level 
3 to Level 2) for earnings management, which 
challenges the hypothesis of fair value representation of 
earnings management at Level 2 proposed in this paper. 
At the same time, the samples selected in this paper are 
listed companies in the banking industry, and the sample 
size is relatively small, which has the limitation of 
insufficient sample size. 

Our research suggests further improving the fair 
value measurement standards, providing detailed 
implementation guidelines for the fair value valuation 
method and fair value level disclosure, enhancing the 
operability of the fair value measurement standards, 
reducing the management earnings management room, 
and timely revising fair value measurement audit 
standards to provide applicable guidance for auditors to 
carry out fair value audit. 

We believe that fair value measurement and 
disclosure are faced with great risk and uncertainty, and 
it is urgent to formulate internal control standards for fair 
value measurement and disclosure to unify fair value 
process control, improve the control environment for the 
implementation of fair value accounting, and promote 
enterprises to standardize the implementation of fair 
value accounting. 

Our research also suggests that securities regulatory 
authorities should continuously strengthen the 
supervision of fair value information disclosure while 
paying attention to the measurement of fair value, 
especially for fair value obtained using Level 3 inputs. 
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