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Abstract
The case of an audit failure conducted by one of the KAP that occurred in Indonesia resulted in obtaining a penalty from the
Public Company Accounting Overside Board (PCAOB) as the main issue in this study. Testing the effect of auditor switching
on audit quality with audit fees as a moderating variable was the main objective of the study. The logistic regression method was
used as an analytical tool to process data. The data used were secondary data in the form of quantitative. To get a representative
sample, a purposive sampling method was used. During seven years (2012 – 2018) of observation, 321 company data were
obtained which included in the sample criteria. The data were used to be processed as research findings. The results showed that
auditor switching affects audit quality and audit fees moderate the effect of auditor switching on audit quality. The contribution
of this research is public accountants to be able to maintain public trust through the quality of the published audit and support
the previous theory related to auditor switching, audit fees and audit quality.
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1. Introduction

Case of audit failure conducted by KAP Purwanto,
Suherman and Surja along with Roy Iman Wirahardja,
EY Indonesia partner, so that received a penalty
from the Public Company Accounting Overside Board
(PCAOB). KAP Purwanto, Suherman and Surja re-
ceived the sentence for failing to reveal evidence sup-
porting the calculation of the lease of 4,000 cellular
towers in the annual report of PT. Indosat, Tbk fiscal
year 2011 and instead provided a unqualified opinion
(WTP) opinion on the annual report and the calcula-
tion and analysis has not been completed. This causes
PT. Indosat, Tbk conducted auditor switching in 2012
and evaluated accounting policies and internal con-
trols to ensure compliance with applicable standards
[1].

This case is the example that there are still public
accountants with low audit quality on the annual re-
port, even though it is very important to maintain the
integrity of the annual report with audit quality. The
Increasing user’s credibility of financial statements is
obtained from the results of credible annual reports be-
cause audit quality is high [2]. Annual reports that
can be used for making the decision are annual reports
with good audit quality results, which are produced
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by auditors with the assumption of high fees as well
[3]. Audit fees or fees for audit services are fees that
received after carry out auditing services to an entity.
Audit fees can be determined by many factors, such
as the size of the entity, the location of the firm and
the size of the firm. However, the determination of
audit fees in Indonesia has not been made clear as in
several developed countries in Europe, America and
Australia. [4] considers that high quality auditors can
detect the condition of entities that are not good and
inform it to the public, so that if the entity’s condition
is not good, entity managers who had naturally think
will not choose KAP with high quality so they also
pay the high fees.

The assumption replaces the entity by auditor
switching to reduce the risks that might appear. [5]
declare that non-conformities expected by the com-
pany from the auditor cause the auditor switching or
KAP. Auditor switching also can occur if the KAP or
public accountant takes too long to do audit the entity,
so that it can put independence so escalation commit-
ment problem appears and makes bad decisions from
an auditor [6].The regulations about auditor switching
are contained in the Minister of Finance Regulation
(PMK) No.17/PMK.01/2008 concerning “Public Ac-
countant Services” which said the deadline for KAP
to do their job on an entity for a maximum of six years
the accounting period while the accountant public did
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their job are three-year accounting period.
Many researchers about audit quality have exam-

ined, but the results of each research illustrate differ-
ent results from each researcher. [7] proves that audi-
tor switching does not influence on audit quality. [8]
revealed that the regions where have weak legal in-
stitutions must be doing the rotates of audit partners
can improve audit quality more effectively when com-
pared to regions that have strong legal institutions. [2]
revealed that auditor switching has a positive effect on
audit quality but audit tenure has a negative effect on
audit quality. [9] declare that there were no significant
differences in audit quality at the time after or before
auditor switching, while [10] shows the influence of
audit fee on auditor switching.

[11] revealed that between audit fees and audit qual-
ity from an independent auditor there was a signifi-
cant influence. However, [12] revealed that more often
an entity rotates the audit it will reduce audit quality.
While [13] declare that if the audit fee is bigger, the
audit quality results will be better. The result of [14]
research by using audit fee as a moderating variable
revealed that audit fee tends to cause a weak relation-
ship between auditor switching and audit quality.The
results of research that are still varied become the rea-
son why this needs to be reviewed.Based on the de-
scription it can be taken several problems there are,
that auditor switching has an effect on audit quality
and that audit fees can moderate the influence of audi-
tor switching on audit quality. So it can be clear that
the purpose of this study is to examine the effect of
auditor switching on audit quality by using audit fees
as a moderating variable.

Agency theory is applied in various studies to illus-
trate the relationship between the principal and agent.
Agency theory according to [15] is the connection be-
tween the contract (nexus of contract) as the holder of
economic resources and the manager (agent) who uses
and controls these economic resources. [16] said that
the relationship between the principal and the agent
causes several problems, there are: asymmetric infor-
mation and conflicts of interest.The entity uses an in-
dependent auditor to increase the credibility of the fi-
nancial statements. And minimize the risk of differ-
ences in information in the annual report. However,
if the auditor or KAP takes too long to do audit ser-
vices, it will cause a personal attachment and lead to
a decrease in independence so that the issue of com-
mitment escalation has the potential to appear and cre-
ate bad decisions from an auditor [6].The statement is
supported by the research of [2] which declares that
audit rotation has a positive influence on audit quality.
[8] revealed that in regions with weak legal institutions
should partner rotation can improve audit quality more
effectively when compared to regions that have strong
legal institutions. Based on the arguments from sup-
porting research, the first hypothesis in this study is:
H1: auditor switching has an effect on audit quality.

The existence of an independent auditor as an in-
termediary between the two parties (agent and prin-
cipal) can serve to reduce agency costs arising from
selfish behavior by the agent. The agent is acting re-
quires information in the annual report to be consid-
ered in making decisions. Annual reports that can be
used for decision making are annual reports with good
audit quality results [3]. An audit with good and qual-
ity results is an audit carried out by someone who has
competence and independence [17]. [18] declares that
quality belongs to large KAP. Large KAP are assumed
to use high fees standards as well. The high fees stan-
dard results in the entity performing auditor switch-
ing to reduce the risk that might arise if the entity is
experiencing poor financial conditions. [19] declares
that many multinational entities and many banks in
Lebanon choose to find auditors in KAP who can
make audit reports that can increase the credibility of
annual reports to be able to compete worldwide even
for these entities should pay high audit fees. However,
auditors with high quality are considered can detect
the condition of the entity that is not good and convey
it to the public, so that if the condition of the entity
is not good, rational entity managers will not choose
auditors with high service rewards despite producing
high quality [4].

Research results of [10] shows the influence of au-
dit fees on auditor switching. Audit fees charged by
the entity for the benefit of auditor services cause a
greater influence of audit fees on audit quality than an
independent auditor [11]. [13] stated that when the
audit fees are high, then the audit quality results be-
ing more higher. The second hypothesis in this study
based on the statement is: H2: audit fees moderate the
effect of auditor switching on audit quality.

2. Research Method

Companies in the infrastructure, utilities and trans-
portation sectors, as well as companies in the property
and real estate sectors listed on the IDX from 2012
to 2018, were made the population in this study. The
purposive sampling method was used to obtain a rep-
resentative sample, the following are the sample crite-
ria used in the study.Measurement of auditor switch-
ing used dummy variables that have values of one and
zero. If an entity changes the KAP, then the value
is one. Conversely, if the entity does not change the
KAP, the value is zero.Audit fees were measured us-
ing a proxy for the total assets of the entity [20]. The
audit quality variable used the auditor scale proxy and
its measurement with a dummy variable. If the entity
uses the Big Four, the value is one. If an entity uses
non-Big Four, the value is zero.Hypothesis testing was
done using logistic regression analysis tools (logistic
regression). Interaction Test (Moderated Regression
Analysis/MRA) is a special application wherein the
regression equation there is an element of interaction.
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Table 1. Logistic regression test.

B Sig.

Step 1

X1 47,611 0,002
X2 3,922 0

X1.X2 -2,811 0,002
Constant -67,079 0

Source: The data is processed by logistic regression, 2018

Logistic regression models were used to test the hy-
potheses are:

Ln p(Quality)
1−p(Quality) = α + β1Switch + β2LnFee

+β3Switch ∗ LnFee + ε
(1)

Where p(Quality) is audit quality; α is a constant; β is
the regression coefficient; switch is a switching audi-
tor; LnFee is a natural logarithm of audit fees; Switch
∗ LnFee is the interaction of auditor switching with
audit fees; and ε is the residual error.

3. Result and Discussion

The number of entities in the infrastructure, utilities
and transportation sectors was 35 entities and entities
in the property and real estate sector, listed on the IDX
are 63 entities so that the total entity used was 98. Ob-
servations have been made over seven years, so a total
of 686 (98*7) data. However, not all data can be pro-
cessed into samples, because as many as 45 entities
did not meet predetermined sample criteria. So that
the data used as a sample of this study were 53 entities,
with seven years of observations a total of 371 obser-
vations were obtained. From 371 data, 50 data were
indicated as outliers (* residual casewise diagnostics,
outliers outside “1.5 standard deviations”) because the
data deviates too far from other data (extreme data).
Variables that have extreme values can distort the es-
timated regression coefficients. Therefore, the outlier
data (extreme value) needed to be excluded from the
research data by using casewise diagnostics so that the
final sample became 321 data.

The data analysis technique used for this study was
logistic regression.The logistic regression model ob-
tained, they are :

Ln Y
1−Y = −67, 079 + 47, 611X + 3, 922LN M

−2, 811X.M + ε
(2)

Where Y is audit quality; X1 is auditor switching; X2 is
the audit fee; X1.X is the interaction of auditor switch-
ing and audit fees; and ε is the residual error.

The test results using logistic regression showed
a coefficient value of 47.611 with a significance
value of 0.002 which is smaller than α = 5 percent
(0.002 < 0.05). These results indicated that H1 is ac-
cepted, namely auditor switching effect on audit qual-
ity. When an entity performed auditor switching, the

results of audit quality increase because the indepen-
dence of the KAP is maintained. These results are in
line with the self-interest assumptions of the agency
theory, where principals who are interested in return
on investment for their investments look at the results
of the annual report, so the agent will try to maintain
its reputation in the eyes of the principal by replacing
his auditor to continue to get annual report with audit
quality the good one.

The good audit quality is obtained because in work-
ing KAP will perform its services professionally, by
following the professional standards of public accoun-
tants (SPAP), which states that KAP must work inde-
pendently. So in carrying out auditor switching, the
entity will ignore whether the KAP is Big Four or Non
Big Four.The research results of [2] revealed that audit
rotation has a positive effect on audit quality. In line
with this, [21] declare that termination of the relation-
ship with the auditor because may be of poor relations
between the auditor and client, accounting disagree-
ments and too frequent rotation of audit staff. Auditor
switching is also possible due to dissatisfaction with
the performance of the old KAP, fewer appropriate
costs, to get better audit quality, financial difficulties
experienced by the entity and the auditor’s reputation.
[8] revealed that in regions with weak legal institutions
mandatory partner rotation can improve audit quality
more effectively when compared to regions that have
strong legal institutions. However, this study is not
by following the results of [7] study which states that
auditor switching does not influence on audit quality
and [9] which revealed that there were no significant
differences in audit quality at the time after or before
auditor switching. The more frequently an entity ro-
tates an audit, it will reduce the quality of the audit
[12].

The logistic regression test results showed a coeffi-
cient of 2.811 with a significance value of 0.002 which
was smaller than α = 5 percent (0.002 < 0.05). The
results of this test indicated that H2 is accepted, that
is, audit fees moderate the effect of switching auditors
on audit quality. When an entity uses KAP services
and pays for audit fees, the resulting audit quality is
good and has competitiveness in the world, so increas-
ing auditor turnover will increase because the entity
has obtained good audit quality results and wants to
keep maintaining the quality of the audit results. The
majority of entities in this study used the services of
Non-Big Four to carry out audits of their annual re-
ports. Non Big Four with lower audit fees rates still
produces good audit quality and can be responsible by
shareholders because Non Big Four regulates its ser-
vices independently and competently. The work of the
Non-Big Four replaces the manager who will make
changes to the auditor because he wants to maintain
good audit quality and shareholder credibility.

The main purpose of agency theory was to explain
how parties who have a nexus of contract can design
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Figure 1: Research results.

their contracts so that costs appearing from asymmet-
ric information and uncertain conditions because dif-
ferences in objectives and target principals and agents
can be reduced. These costs can also be called agency
fees in economic terms. Therefore, this agency theory
is to provide answers to agency problems that arise
due to parties who have different goals in establishing
the nexus of contract [7].The results of this study con-
tradict the research results of [14] which revealed that
audit fees moderate the influence of auditors’ switch-
ing on audit quality. [19] approving audit reports that
can increase the credibility of annual reports to be able
to compete around the world more needed by many
entities, for entities that have to pay large audit fees,
as well as [4] rational entity managers will not choose
auditors with high service reward resulting in high au-
dit quality. [13] announced the high audit fees, the
higher the audit quality results.

4. Conclusion

This concluded that auditor switching has an effect
on audit quality and audit fees moderate the effect of
auditor switching on audit quality.The suggestions for
further researchers, they are the addition of other vari-
ables outside of research that might affect audit qual-
ity can be taken into consideration for subsequent re-
searchers, such as management changes, audit tenure,
audit risk to increase knowledge about audit quality.
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