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Abstract 

 

This paper provides evidence that the Securities and Exchange Commission’s (SEC’s) 

enforcement policies affect audit pricing. Firms with a higher probability of 

enforcement by the SEC are hypothesized to experience increased pricing of audit 

services. According to Kedia and Rajgopal (2011), geographical proximity to SEC’s 

offices can serve as a proxy of enforcement probability. The hypothesis of the current 

paper is supported by the findings that audit firms charge companies with a higher 

enforcement probability significantly higher audit fees. Thus, audit pricing increases 

when auditors perceive an enhanced audit risk for firms with greater prominence on 

the SEC’s radar. Therefore, one can infer that the probability of SEC enforcement 

increases the need for shareholders to bear the costs of monitoring agents and that 

enforcement and audit provision are complementary devices.  
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