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Abstract- This study aims to investigate the determinant factors affecting auditor switch, namely change in management, 

audit firm size, financial distress, and company size among listed companies in Indonesia Stock Exchange.The population in 
this study was manufacturing companies listed in Indonesia Stock Exchange during the year of 2014-2017. The samples 
consisted of 22 companies from total of 155 manufacturing companies obtained using purposive sampling method. Data 
were analysed using logistic regression analysis. The result shows that change in management and financial distress 
positively influenced auditor switch. Audit firm size did not significantly influence auditor switch. And company size 
negatively influenced auditor switch 
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I. INTRODUCTION 

 

The existence of a regulation that states company 

should switch the auditor based on the collapse of 

Arthur Anderson in the United States in 2001. The 

scandal has spawned the Sarbanes Oxley Act of 2002 
Section 203 concerning Audit Partner Rotation, and 

then became the concern for many countries to 

improve regulation and supervision of audit firm by 

issuing regulations on how long auditee can be 

audited by the same auditor.  

 

As of now, many regulators from various countries 

have applied the compulsory switch of audit firm. In 

Indonesia, regulation on audit rotation has been made 

by Capital Market and Financial Institution 

Supervisory Agency (BAPEPAM LK) and 
Accounting and Appraiser Service Development 

Centre (PPAJP) of Ministry of Finance.  

 

The obligation of audit rotation was stipulated in the 

Decree of the Minister of Finance of the Republic of 

Indonesia Number 359/KMK.06/2003 article 2, and it 

was subsequently refined by the issuance of 

Regulation of the Minister of Finance of the Republic 

of Indonesia Number 17/PMK.01/2008 on "Public 

Accounting Services" stating that the limitation of 

audit terms is 3 (three) fiscal years for public 

accountant and 6 (six) fiscal years for public 
accountant firm who has more than one partner. 

Research concerning auditor switch is very 

interesting because if the company does auditor 

switch outside the provisions of the finance minister, 

it will raise questions for investors suspicion even it 

is important to know the causes.  

 

The empirical results of previous research to prove 

the existence of a variety of factors that cause the 

auditor switch. Sinarwati (2010), Aprillia (2013), 

Fitriani (2014), Apriyeni and Sri (2014), and Gharibi 
and Geraeely (2016) have done a research about 

auditor switch and obtained different results.  

II. THEORETICAL FRAMEWORK AND 

HYPOTHESIS 

 

Auditor Switch 

Auditor switch is a change of public accounting firm 

carried out by a company (Wijayani and Januarti, 
2011). This change could be either mandatory and 

could also be voluntary. Mandatory change is done 

because there are regulations governing auditor 

rotation responsibility. If the change happens to be 

voluntary, then causal factors can be derived from 

client (financial distress, change in management, and 

so on) or auditor (audit fee, audit quality, etc) related 

factors.  

 

Change in Management 

Sinarwati (2010) change in management occurs if the 
company's management changes its board of 

directors. Change in management may be caused by 

result of General Meeting of Shareholders (AGM) or 

due to resignation (Damayanti and Sudarma, 2007). If 

there is a change in management change, it will 

directly or indirectly bring changes to the company's 

accounting policies and reporting. The new 

management will seek an auditor who is in line with 

their accounting policies and reporting (Nazri et al., 

2012) 

 

Audit Firm Size 
Audit firm size is a measurement used to classify the 

size of audit firm. The size of audit firm is divided 

into 2 types, namely large audit firm and small audit 

firm. The size of audit firm is big if it is affiliated 

with the Big Four. While the size of audit firm is said 

to be small if it is not affiliated with the Big Four 

(Andra, 2012). The company will seek a highly 

credible audit firm to improve the credibility of the 

financial statements for users of the financial 

statements (Damayanti and Sudarma, 2007). The 

larger audit firm (Big 4) is considered more able to 
maintain their independence compared to the small 

audit firm. 
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Financial Distress 

Platt and Platt (2002) financial distress shows the 

decline stage of financial condition of the company 
that occur prior to the occurrence of bankruptcy. 

Financial distress is the inability of company to pay 

financial obligations that are due (Beaver, et al., 

2011). Francise and Wilson (1988) pointed out that 

clients who are insolvent and experiencing unhealthy 

financial position are more likely to engage auditors 

who have high independence to boost the confidence 

of shareholders and creditors as well as to reduce the 

risk of litigation. 

Company Size 

Company size is a large or small-scale company that 

can be seen from the nominal size through total 
assets, market capitalization or total sales (Wijayani 

and Januarti, 2011). The greater the size of the 

company, the higher the management responsibility 

to investors. Therefore, the company will seek an 

auditor who is more qualified to produce financial 

statements with high credibility as a form of 

management accountability to investors (Nabila, 

2011). 

The above framework can be drawn into figure 2.1 

 
Figure 2.1 

 

 

III. RESEARCH METHOD 

 

Type of Research 

This type of research is an empirical research, i.e. a 

study on empirical facts obtained by observation and 

experience (Indriantoro and Supomo, 2013). This 

research uses secondary data from Indonesia Stock 

Exchange (www.idx.co.id). 

Population and Sample 

The population in this research is manufacturing 

companies listed on the Indonesia Stock Exchange 

during the period of 2014-2017. The sampling 

method used is non-probability sampling method with 

purposive sampling technique. The criteria include: 

1. Manufacturing companies listed on 

the Indonesia Stock Exchange during the 

period of 2014-2017 continuously. 

2. Publish financial statements that 

have been audited completely by an 

independent auditor during the period of 
2014-2017. 

3. Present the financial statements in 

Rupiah (IDR). 

4. Switch the auditor during the 

period of 2014-2017. 

Type and Source of Data 

The type of data used in this research is secondary 

data. Secondary data used are financial statements of 
manufacturing companies listed on the Indonesia 

Stock Exchange in the year of 2014-2017. The 

financial statements were obtained from 

www.idx.co.id.  

Operational Definition and Measurement of Variables 

Dependent Variable 

Auditor switch is a change of audit firm conducted by 

the company because of the factors from the client or 

auditors’ side. This variable uses dummy variables. If 

the company replaced their auditor, it is given a value 

of 1. Otherwise, if the company did not replace their 

auditor, then it is given a value of 0 (Sinarwati, 
2010). 

Independent Variables 

Change in management is a change of the board of 

directors of a corporate entity from the result of the 

Annual General Meeting of Shareholders (AGMS) or 

due to resignation. This variable is measured by the 

change of the chief executive (CEO) as managing 

director of a supreme leader who has the full 

authority in determining corporate policy 

(Wahyuningsih and Suryanawa, 2011). This variable 

uses dummy variables. If there is a major change of 
the company’s directors is coded 1, otherwise is 

coded 0 (Damayanti and Sudarma, 2007). 

Audit firm size is the size of the audit firm, divided 

into two groups, namely KAP affiliated with the big 

four, and not affiliated with the big four. This 

variable is measured using dummy variables. If the 

company is audited by the big four, then given a 

value of 1, whereas if the company is not audited by 

the big four, then given a value of 0 (Nasser et al., 

2006). 

Financial distress is an unhealthy corporate financial 
condition or a company experiencing financial 

difficulties. This variable is measured using Debt to 

Equity Ratio (Ismail & Aliahmed, 2008). This 

variable uses dummy variables. If the company has 

DER ratio above 100%, then given a value of 1. 

Otherwise if the DER is below 100%, then given a 

value of 0 (Wijayanti, 2010). 

Company size a scale in which company can be 

classified based on total assets. This variable is 

measured using the natural logarithm of total assets 

(Nasser et al., 2006). 

Data Analysis 

Descriptive Statistics 

Descriptive statistics are used to determine the 

description of data seen from the mean, minimum – 

maximum, and standard deviation. Mean is used to 

estimate the average size of the estimated population 

from the sample. Minimum – maximum is used to 

view the minimum and maximum values of the 

population. Standard deviation is used to assess the 

average dispersion of the sample. It is necessary to 

see the overall picture of the samples collected and 

sampled eligible for this study. 

http://www.idx.co.id/
http://www.idx.co.id/
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Hypothesis Test 

The analysis used in this study is logistic regression 

analysis. The analysis is done by looking at the 
influence of change in management, audit firm size, 

financial distress, and company size to auditor switch. 

The logistic regression model used is as follows: 

SWITCH = α + β1MC + β2KAP + β3FD + β4CS + e 

SWITCH : Switching auditor of the company 

i in year t  

α  : Constant 

MC  : Changing management of the 

company i in year t 

KAP  : Audit firm which audited the 

company i in year t 

FD  : Financial distress experienced by 
the company i in year t 

CS  : The size of the company i in year t  

β1-β4  : Regression coefficients 

e  : Residual error 

 

IV. DATA ANALYSIS AND DISCUSSION 

 

Descriptive analysis using descriptive statistics on 

auditor switch (SWITCH) shows the minimum value 

of 0, the maximum value of 1, the mean value of 

0.39, and the standard deviation is 0.490. The results 
of descriptive statistics analysis on Change in 

Management (MC) shows the minimum value of 0, 

the maximum value of 1, the mean value of 0.26, and 

the standard deviation is 0.443. The results of 

descriptive statistics analysis on Audit Firm Size 

(KAP) shows the minimum value of 0, the maximum 

value of 1, the mean value of 0.35, and the standard 

deviation is 0.480. The results of descriptive statistics 

analysis on Financial Distress (FD) shows the 

minimum value of 0, the maximum value of 1, the 

mean value of 0.61, and the standard deviation is 
0.490. And the results of descriptive statistics 

analysis on Company Size (CS) shows the minimum 

value of 24, the maximum value of 31, the mean 

value of 27.93, and the standard deviation is 1.749. 

2Log L test is done by comparing the values between 

-2 Log Likelihood (-2LL) at the beginning (Block 

Number = 0) with a value of -2 Log Likelihood (-

2LL) at the end (Block Number = 1). -2 Log 

Likelihood value before the independent variables 

included in the model (Block 0) is 106.819 and then 

after the independent variables included in the model 

(Block 1), the value of -2LL become 93.729. This 
result shows that the value of -2LL initial model 

decreased compared to the value of -2LL end model, 

so it can be concluded that the logistic regression 

model is fit to the data. 

The assessment of the logistic regression model for 

the feasibility uses Hosmer and Lemeshow's 

Goodness of Fit Test. The results obtained Chi-square 

value of 10.014 with a significant value of 0.264, and 

df of 8. The results show a significant value of 0.264 

> 0.05, the null hypothesis is accepted. It can be 

concluded that there is no difference between the 

model and the data. This means that the logistic 

regression model generated in this study able to 

predict the observation value and is acceptable. This 
model can be used to test the independent variables 

and the dependent variable. 

Nagelkerke R Square is used to find out how much 

the combination of independent variables can explain 

the dependent variable. The results show the value of 

Cox & Snell R Square is 0.151 and the value of 

Nagelkerke R Square is 0.205. This suggests that 

auditor switch conducted by manufacturing 

companies in Indonesia Stock Exchange is affected 

by change in management, audit firm size, financial 

distress, and company size of 15.1%, while the 

remaining 84.9% is influenced by other factors that 
are not examined in this study. The classification 

matrix shows the predictive strength of the regression 

model to predict the probability of a company that 

switch the auditor is 38.7%. 

The regression model used shows that there are 12 

companies predicted to switch the auditor from a total 

of 31 companies that switch the auditor. The 

predictive strength of the regression model to predict 

the probability of a company that does not switch the 

auditor is 79.6% which means that with the 

regression model used there are 39 companies 
predicted not to switch the auditor from a total of 49 

companies that do not switch the auditor. 

Multicollinearity test is used to determine whether 

there is a correlation between independent variables 

on the regression model. The results show all 

independent variables have Tolerance value  

and VIF value . Thus, it can be concluded that 

all independent variables in this study do not occur 

multicollinearity. The logistic regression model is 

presented in the table 4.1 below: 
 

Table 4.1 

Variables in the Equation 

  B S.E. 
Wal

d 

d

f 
Sig. 

Exp(

B) 

Change in 

Managem

ent 

1,56

3 

0,64

3 

5,91

3 
1 

0,01

5 
4,772 

Audit 

Firm Size 

0,92

3 

0,56

5 

2,66

9 
1 

0,10

2 
2,517 

Financial 

Distress 

1,20

4 

0,60

6 

3,94

0 
1 

0,04

7 
3,332 
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Company 
Size 

-

0,35
5 

0,16
7 

4,54
0 

1 
0,03
3 

0,701 

 

V. DISCUSSION 

 

The influence of change in management toward 

auditor switch Change in management variable shows 

a positive regression coefficient of 1.563 with a 

significance level of 0.015, less than α = 0.05. The 

first hypothesis is accepted which means that change 

in management positively influences auditor switch. 

The results of this research support the results of 
Sinarwati (2010), Apriyeni and Sri (2014), where 

change in management influences auditor switch. 

Companies that switch their auditors are followed by 

management changes. The new management tends to 

look for auditors that is in line with their accounting 

policies and reporting. This is because management 

wants auditors that can meet their needs. The 

influence of audit firm size toward auditor switch 

Audit firm size variable shows a positive regression 

coefficient of 0.923 with a significance level of 

0.102, greater than α = 0.05. The second hypothesis is 
rejected which means that audit firm size has no 

influence toward auditor switch. The results of this 

research support the results of Sinarwati (2010), 

Apriyeni and Sri (2014), Gharibi and Geraeely 

(2016), where audit firm size has no influence toward 

auditor switch. The company who used the services 

of an auditor affiliated with big four chose to stay 

afloat, in the other words they will not switch their 

auditor. The influence of financial distress toward 

auditor switch Financial distress variable shows a 

positive regression coefficient of 1.204 with a 

significance level of 0.047, less than α = 0.05. The 
third hypothesis is accepted which means that 

financial distress positively influences auditor switch. 

The results of this research support the results of 

Sinarwati (2010), and Fitriani (2014), where financial 

distress influences auditor switch. If the company is 

experiencing financial distress, they will tend to 

switch the auditor. A large audit fee can affect the 

company’s decision to switch to a new auditor whose 

audit fee is smaller. By switching to a new auditor 

whose audit fee is smaller, company may reduce 

costs. The influence of company size toward auditor 
switch Company size variable shows a negative 

regression coefficient of 0.355 with a significance 

level of 0.033, less than α = 0.05. The last hypothesis 

is accepted which means that company size 

negatively influences auditor switch. The results of 

this research support the results of Gharibi and 

Geraeely (2016), where company size influences 

auditor switch. Larger auditees, due to the complexity 

of their operations and the increased gap in the 

separation between management and shareholders, 

demand a highly independent audit firm to reduce 

agency costs, and auditor self-interest threat. 

VII. CONCLUSION 

 

This research aims to examine the influence of 
change in management, audit firm size, financial 

distress, and company size to auditor switch. The 

study is conducted by taking a sample of 80 

observations of manufacturing companies listed on 

the Indonesia Stock Exchange during 2014-2017. The 

analysis is performed using logistic regression 

analysis with the Statistical Package for Social 

Sciences (SPSS) ver. 24. 

The results of the logistic regression analysis showed 

that statistically there is an influence of change in 

management, financial distress, and company size on 

auditor switch while audit firm size has no effect. 

 

SUGGESTION 

 

Further research could expand the object of research 

used, such as property and real estate companies, 

trading companies, and service companies, consider 

some other variables (such as client’s growth, audit 

delay, level of competition, audit fees, etc) that may 

influence the auditor switch. 
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