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5. CONCLUDING REMARKS

Given the rising importance of nonaudit fees to the Big 4 firms, the question of whether nonaudit 

fees paid to the incumbent auditor impair auditor independence continues to be an important concern to 

regulators (e.g., Baumann 2010; Doty 2014; PCAOB 2006; SEC 2000, 2003).  In this paper, we provide 

evidence on the effect of ambiguity in the PCAOB’s auditing standards AS2 and AS5 on the relation 
between nonaudit fees and auditor independence in the context of the SOX 404 audit. Although both AS2 

and AS5 have ambiguity (i.e., both use verbal probability expressions that are subject to between-auditor 

variations in the interpretation of whether a weakness in internal control is material), the ambiguity in 

AS2 – the applicable standard during 2004-2006 (the first three years) of the SOX 404 audit -- was more 

severe. 
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