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Internal audit functions and audit outcomes:
Evidence from Indonesia

Achmad Daulfiker Daikrullon, Imicn Hargmawan'™ ond Meinde Cohyaning Ratri?

Abstract: The internal audit function is importont ta minimize the occurmence of
froudulent finoncle! statements and provide ossurance and independent consulto-
tion for decision-making. The purpose of this study is to analyze the relationship of
the quality of internal owdt beam fnternal oudit mction) on sudit fees, audit
quddity, audit choice, and oudit opinion. This study wses 722 observations on com-
parnies listed on the Indonesia Stock Exchange for two periods from 2016 to 2017
ard wses Drdinory Leost Square Regrossion onolysis techniques to exgming the
hypotheses. This study found that one of the internal ouditors' functions, which is
sige of the internal oudit teom, o5 o corporabe sversight mechaonism has o positive
ard significant refstionship bo the magnibude of external ouditor fees, sudit quality,
and the tendency of compapies to choose ouditors with big nomes (Bigh). In
addition, this study found Ehat intemal oudil olse hos o negative and sighificant
influence on the tendency of compoanies to occept going concern oudit opinions.
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This resegrch provides support on the benefit of hawing o good quality of internal
auditors for the company, The results of this study indicate thot companies that
have on adeguate internol oudit function tend to cost higher externol ouditor fees,
and hiring auditors with big names (Bigh) bo produce high oudit guolity. In oddition,
the existence of edequabe internal ouditors olso reducing the probobility of the
firms on receiving the godng concern audit opinkons.

Subjects Accounting Corporate Governance; Business Ethics

Keywards: Internal audit; oudit fee; oudit quality; oudit cheice; oudit opinion
JEL: M&1; M&2

1. Introduction

Awdit is the carmerstone of coperote govermance (Codbury, 1552 Comporees thot have. good
govemonce bend to prodece guality awdit nepoets {Lin & Li, 2009}, thés is becouse componies with
paad goesmance demond foe high awdit quality 10 incregse the walise of The campany itseld [Fon &
Wiong, 2005) Good cofposate govermnonce eases ouditors i understonding the compaany's intermal
sstem 50 thot the oudit senéces prowded will be masimam and efficient. Prawiit et al, (2005) in
his ressarch stated thot one of the & tools that support the effectve munning of corporote
gavemonce i the existence of mternol awdits cther than the existenoe of executive maragement,
baard of directoes, and extemol ouditors. Interral awditors have on mpertont robe oz a farm of
shgnificant infemal superdsion of the effactiveness of carposate govesnonce [Boyrton ot ol gRING;
Felln &t od, 200%; Moedtes, 2005 Stewiaet & Kent, 2005, Institute of Intermal Auditors {I1A], 5l
Boynton et ol (P00} defirec inteimal awdt os abjective assurence acivities ond ndependent
cansultation. The intemal gudit division is respansible for owerseeing the company's operotions
designed ta proside added walue and mprove company operoticns by evolusating the effectiveness
of the rish monagement process, contzal ond corporabe governance.

The rise of fingackal scendols mvalving company monagement makes intemal owditors ploy an
impertent maleE in praviding assisonce and I'l'li['i"-iT'l?lﬂI]' asymmetis indoermation o shanehokders and
reloted ies i decison-moking (-Shetat et al, 2011} For exomple, Time mggpzine in 2002
named tia Cooper, an internal muditor, os o "Persan of the Yeor® for reporting o a fraudulent
scondal by the WoeldCom company |Locoyo & Ripiey, 20020 In this cose, intermal ouditors con play
@ ke [ l'T‘-l'l"?ﬂﬂtll'-'II]‘ ihe proctice af DEoounding mordpulation carried cot Dy mandgens {Prowitt et al,
20091, In addition, Stewort ond Kenl (2005} i Ms reseonch odded thal companies thotl ome
cammitted 10 impaoving comporote gevemance will ermgloy Intemol oudits o1 o greotar level

In addition 1o the presence of irtemal gudits, variows goverrance mechonisms ore also opplied
te owersee the relationship between compony manogers and shoreholders. One of them is the
prasange of ewiemsal ouditors, whene axiemal audtors provide a sigrificant sipenvisory fole in
testing the creditiiny af fironciol soternents prosided By monogement on beholf of sharehaiders
(Lim & L, 2005), Furthemmane, Lin ard Liv {2009) added thet esternol usditors alsd kave o mle 1o
increose transporency, extermal supenvision, and minimize the existence of asymmetric infooma-
tian. Therefore, Singh and Mewty (2010} state that the reloborship between intemol owfitors ond
external guditors geeatly infleences the strength of cosporate govemance.

Coemganies with Strong governance wont high oudit quality and are wilkng e poy high puds fees
te oreate goad corposate volue (AlDadoss & Absdin, T018) Sorme previous stedes olso show That
campanies thot kave effective goeenonoe as a reswlt of the existence of adequate mterrol awsditar
functioens will hire big-rame guditors or Bigs {Cassell et al. 2012) ard tend ta pay high owudit fees
[DeFand & Zhang. ?BL The aim is ta increose the value of the compony so that it bas anEmpact
o bhe guorantes of SECurity fior inwestions 10 mvest in the comgony (AlGodes! & Abidin, 2018; Sngh
& Newby, F000; Steword & Bent, 2006, Howewer, There ore studies that state Chat good corporate
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govemonce can redwce the oudiae’s work intensity, thereby reducing oudit fees (Hoy et al., 2008]).
In this scemana, supemvisicn by the compary’s inermal mechanisms substibates the work of
ouditess thereby reducing demand for quolity owdits. On the other hond, research oordiscted by
snnidhi and Firth (2015} provides consistent evidence that gocd Corporone govemande 5 positively
reloted fo quality oudtt requests, raking awdit fees. Cormporees thot lnvest in the functions af
imtesral ouditors tend ta ireest alse in extemot owdit functions. This s dee to the complementary
cancept that irsestment into o mechoresm will hove on impact oo odditional nvestiment ino
piheer mechanisms {Abbott & Parker, 2000; Beosley & Sabteno, 2001).

This stualy /5 metlsated by the e of Feondal scondals eoous in componses that make the e of
il GudEees impartant in corrging ot ntamol controds ond mindmizeng infarrmatan (RS-
try for stokeholders. The purpase of this study is to anobyze the relotionship of the characteristics of
the intermal puditor feam (nterndal oudit funcions) an oudit cutoome s the level of oudt fees, the
likglihpad of choosing big fowr meditors, oudit quality, ond oudit opinion. Thes stsdy predicts that
campanies with o retioble mbemol owdit funclicn tend o poy high eudit fees ond dheose suditons
with Dig nomes (o produce Righ sudit quolity, This study uwses the meoasurement of The mhimber af
imtesmaal aisdik E'l"l"fllll:ﬁﬂ o5 The mgin rmeasumement toed In detarmingg tha effectiverese of the
intermal oudit fumchon (Stewart & Eent, 2006). In oddition, this study also wses suppoeting
megsurements such o5 basc pocounding skills ond certificotion from internal ouditor personned
[Prowitt et ol, 20090 The onolyss in this study used 722 observntion: from all non-fnonce
companies bsied on the Indonesie Stock Exchange for two periods from 2006 10 2007, This
study wsed o midliphe naos FRgEa 50N l]"l']‘:.'!-l-‘i medel with grdmary eost square (OL5 methiod
b exomine Che effect of the Intesnal audit furction on the amaunt of audit fees, the tendency 10
choose puditors with big mames (Bigd) and their reloticrship o oudit qualbity,

The findings of this study indicate thot companies with large-scabe mbemol oudits tend to pay
hegnies auilit fees gnd Rire oudflons with g rames of Bigt, companed 1o compandes that b
sresaller-scele nternal oudits, These resalts are in accordonce with the findings of previous
receanch {5ingh & Mewby, 20010 Sewart & Kent, Z005) While the resultgRd ntemol oudit testing
using o meoswe of accounting experbse and mbemol oudit certificotion do not hove o sgnificont
relotionsfip to the omount of oudit fees. The next test found o sigrificont reloticnship that
campanies with imtemol ouditocer functiors were sufficently seen from o lorge scole ond certdied
personnel, tending 1o chioose gudioes with bHg rames sich as Bigs which 5 in accordance with
previous research (Cossedl et al, 2012 Srinidhi & Firh, 2015}

Furthermore, this stisdy olso found o sgrdficant pestve relaborship between the mtemol audit
function ond awrdit guality. In this study, owedit guolity is meosured by considenng the exstence of
eormings manogemend proctices caried out by the compony The more componies  haee
o lendency 1o proctice eamings monagemsent, The more It shows the kw oudit queabity of the
company (Dowidsen & Mew, 1595; Hobib, 2011; Selimen & Bogab, 2075L Audit quobty = 0 negative
vl of esrmings monagement a5 medsured by the obsoiule walue of discretionary aconeals M
et ol., 1017]. The results of this resecech test are i line with the results of prewous studies (A-

Mufbads et al., 2012; Prowitt et al., 20059,

This stisdy also condicted odditicnol testng g examining the relationsnip of e inemsl
o fancthon to the tendercy of compandes te oocept going concem eudit epiniens, Gaing
concem IS on assumgtion thot stofes thal a campany can mointos 1S life far an wlimited
peiad of time. Previoes ressarch siotes thot companies that receive maodified oudit opnicns
have a refationship to the bevel of totol ocoreals (Brodshow et al, 2000) The higher the
company’s accruols, the more likely the compony recewes o meodifeed opnion. Supported by
Shimesengt @t g 12007 faend thot campandes thot howe o Righ |ewel of pocrual accounting reflect
uncertginty obout the condition of the cosnpamy in the futee end the possibility of samings
mianipulotion by reanogesnsnt. 3o that on the besis of awdit fsk, oudiaees tend 10 repost madiied
opinions in componies thot have aggressive acouol rotes. Furthermore, Prowitt et ol {20049}
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siate thot totol occruols are clasely reloted to eomings maragement peoctices. In this case,
internol ouditors con ploy a robe in mitigoting the proctices of occounting monipulotion coried
calt by managers (Peawitt e al, 20059) Supporied by Brown and Pirsliao {2007} which stabes that
quelified Infernsl owditors con contribute o5 thind parties i siEperdsing monogers octkdties
Fustherrmcre, intemol auditers con proside credible detection of BOMINGS Management prac-
s JAl-Mubdad et ol, 2012; A-Rassos & Kamosdin, 2016; Prawitt et al., 2009} The test results
o thot the internal oudit function has o regative significont influence on the terdency of
companies o accept going concern oudit opinsars. With the existence of on odeguote intemol
GudL functhon, the oversight mechandsm faf corpofote govermance 5 maximized to Increose
trarsparency and effectiveness al monogement pedosmmnce, In occordance with Berglend,
Hesrmonm and Lowson (2015), which states the eRectiversess of managemsent penlonmanie
con impeowe monogeriol copobilites so that there i no doubt about the compony's abiity o
muointoin its e im the future,

This study condributes to the mtemal audit lfesatre by providing support on the bersdfits of
herving a good quaality of intesmsal ouditoes Tos the company. This study also indicates that compa-
ries with on odeguote indernal st function tend to pay greater external awdior fees, dhoase
muditors with big momes (High) to produce hagh awdit guolity and receive going conoem awdit
opmiors. This study help componies howve a better pesformonce through an effectse internal awdit
functicn thot con enable vanous business portners such os shoreholders, persornet, state finoncial
institutions o chian cestointy obout the quabity and reliokiity of the infarrmation prosided by the
COMpany,

Furthermore, this reseorch will be putlined with the arrangement os follows: Section 2 condains
on expglanabion of the development of the reseorch hypathesis, Section 3 comtains on explonation
of the voripbies ond sormpbes os well as the ressarch model; S=ction & contairs engiricol analyss
@l Fesilts I}'”'IHIHHSJ’S rasting and S-FIEHGE bes T s idts; aned SECtion 5 CORBne a Sunmngy ar
canclusion from the research, inclisding the siggestions far furthes reseanch.

2. Literoture review ond eses development

Thee existence ond guality of on internol asdit in o company i one of the keys o suppart the best
peoctices of good conpoeoie gowernarce (Prowstt et al, 2009). Prior study from AF-Shetwi et al
(E011} suggests that The intemal ousdit e o5 @ slgraficant interral contral of the effective-
ness of corposate gowesTsance, In addition, acconding to Goy and Simnett {2007, the nternol aidit
Tanction pligs on imporiont fele i oreating @ serse of seciriy aganst frosdubent (56 af Cormpany
mssets and contributes io the trustsorthy presentotion of finonciol statements. Thensfore, the
presence of indesnof pudits i encowrnging good corporate govermance s mportont: Thensfare, ans
of the meoswement io check the corporoie goverrance guality in o company is by checking
whether the compaeny has reliable ond competent internal audit tearm or nod

Prive studies bores found thoet the choroctenstics of an intemol oudit tegrm of [he compony
opffect the qudit fees. Thormton ond Moore %3} conducted testing in severol countries found
there were similorities in voriobles that cowld on impact an the size of the oudit fees, mamely
ampany sze, compony mtemol control, busness nsk, ond oudit complexty. Garcia et ol (2019}
a5 anpdaim that the axistence of an intesn ol ouds function is D‘ﬁilthﬂ)’ rabated o et fees. wihach
ghivws thot interral awdit ond external awdit ore nat altemotive mechonisns bt o as Comple-
mentary mechonEms In terms of e company™s internal supernvisen, inermal ouditoes are the
prties thot greaty contnibute to it (Fei@Ret ol, 2001). In this cose, this shedy tries o relote how the
intermal awdit function influences the omownt of oudit fees paid by the company o the external
muditor. Previous research shows thal componies thot have effective govemnoncoe due o the
axistence of pdequate intemal suditor functiens will dare to poy high oudit fees {DeFond &
Ehaang, 2014; Sagh & Newby, 70010 Sewo & Kent, Z006). Hence, bosed on the abdee discucsion,
we Tormmally propesed the hypotnesis os folloes:
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H1: Intemnol Illitﬁﬂ positive effect on audit fees.

The secand type proay ol cubtomes is the oudit guolity, Davideon and Mew (1523} in his reseanch
revecled that awdit gty s desoibed 05 hoving a reloticnshio with eamings manogeren
proctices cormed cut by compony managemeant an fingncial stoternents that will lpes be enam:
imzd by the ouditoe. Hobib {201 1) stotes thot quality oudit results oee very closely related to bow
eormings monogement. Salimon ord Bogab {2014) also stoted thot compardes gudited by bigd
public accounting firms that are quality ouditors tend to report lower eormengs maragement
Hence, it con ke sakd thal companies thal Cory ol minmMEn BMEn]s MonoGement otices
tend 1o have high auda queality. Cormporess thot haee gocd codparabe governance tend o rediace
the likalingod of management 1o do earmings monogement resulting in better financiol reposting
guolity (%leir, 2002}, One of the criteria of proctcing o good corporate gowvernonoe is indcoted by
mn odeguate covporate cperational oversight mechanism supporied by the presence of imternal
muditor functions (Boynton et ok, 20046; Feliv et o, 2001; Moeller, 2005% Stewart & Kend, 2006) Al
Shetwi at al, {2011) in his reseorch stoted that the function af intemal auditors hod o sgaificont
influsence an course of the compeny's intemal oyersight mschanism, This stisdy aseames that
o adegieabe terndal ot funciicn ln the corpaite gevemonoe mechonism will encourage the
presentation of guality ond minimof financiol reports on eamings manogement proctices o os 1o
have o guolity medit repost. The logic is in ne with prewious reseorch olso stotes thot investment in
the functions of mternol puditces will encowage the oeation of quality fimonciol repornts thon
campanies that do nat howe the function of ntemel awditors (adiguzel, 2013; Al-Muntod| et al.
20132 Al-Rossos & Komarndin ."‘g!: Prowitt et ol, 20090, Hence, bosed on e abewe disoussian, we
progose the formnol bypathesis os follows:

HE: Inteanod oudit hiss a pesitive affect on awdit quality

In regords o suditor chosce, Seinidni mnd Firth (2014) foend that companies with gond internol
mechanism mance tended ta choase ouditors with big nomees and good guolity lke Bags, The
reoson is ta increose the volue of the company ard attroct the investars ta'invest in the compony
becouse it hos a reasanable asswronce of odequote finonoal stotements. Forsos =t al (2079}
evoluate the ntermol eudit fnction from e perspective of minted porties, such as the adit
cammines, extermal auditors, and management. The rasulis show ot nterral oud mepoets con
b utiized by externgl auditomn from Big & companies 10 enGise [he cmnsstendy of their e poeis
with company terminalogy. In oddition, AlGodosi ond Abédin (2018) fownd thot companies that
ineest more in intemol awsdit funcans tend to rvest olso in extemol audit functons, This is due to
the complermentory concept that ireestment into a mechorism will howe an impoct an addiboral
inwastsend Inie ather mechaniams (Abboil & Parker, 2000 Beadey & Soltarip, 20011, This stisly
pradicis that comgonies that hipve on adeqeate intemol oudd mechonism tend [ cheose 0 Deg
mame gudilod (Bl 1o carry aut an independant oudt Task, These '“I"lﬂh!}i aFa CongEsient with
sevevnl preious ressarch {Cossell et ol., 200 2; Seinedhi & Firth, 2004 Therefore, we propose the

H3: Interned oudit funciian has o pasitive affect an ouditar chosce

Finally, this stusdy expmenes the effect of 1he menol awdt fenctian on the endency of companies
to occept modified going concern audit cpinions. The atest rukes regoeding besiness continwty in
Auditimg Stondiard 570, P1 (2017} state thot the ouditor has the responsibility 1o asceroin
whether there is moteriol uncerininty reloted bo the comtinuity of the company’s business. IF the
guditor fings ilm’iﬂl:ﬂ[‘-'l doubls redated 10 Ecerainty [hat the company con mainton K& business
im the future, the ouditor is mquired 1o sses modlication of Gpinkgn, nomely going CaOnCam
modificotion oginicn (AP, 2007, In the research of Corgrmanis ond Spothes (2006) Fewnd compa-
ries tend to occept maodifeed going concern opinien if the fmonoal conditian is urstoble, seen fram
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the low growth rotic of the compony, the mto of capitol to tobal assets, ond the namber of
employees who continue b dechne. Furthermose, Shireenjit ot al.. (A007) added that componies
that herea o high level of accrsal eocounding reflect uncestointy about the conditian of the
campany In the future and the possibility of BNings MOnipEAaEan by manogement. 5o that on
thee nsis of oudit sk, awditors tend te megant modified epinions in componies thot have oggresshe
ocorunk rates. Fusthermane, Prowitt et ol (2009 stote thot total ccouols e closely related 1o
eormings moragement proctices. In thés case, mtemol guditors can play o role in mitigoting the
penctioes af ocoounting moripelation carried cut by manogers Prowsitt o1 ol., 2009, Supported by
Browam aned Pinelle (20070 which states that quoified internol osditars con contritte s thind
[eElies in Supervising monoges acteities Furhermoers, el aedtors con provide credible
detection of eofnings ement proctices {Al-Muhiodi e ol, 2012, AlRassos & Kamarding
201 6; Proastt et ol, 20090 the exisbence of on odeguote internol audit function, the aversight
mechanism far corporate govermance & moximized so 0% to increose ransporency ond effective-
mess af management perfarmance. Im accoedamce with Berglund et al, (2018), which states the
effectiversss of management performdnde con mgrove monmpedal capebiities so that there s no
dault abeul the campony’s obility Bl'mlmmﬂ its fife Im the future. Based an The ohave dsoussion,
wWe propase the farmal hypothesis as fallaws

H&; Tntesnod oudit function has o megetive affect an medified going concem oudit opintan
3, Doto and mathed

3.1. Sample ond data sowrces

The sample in this study carsist of oil non-fimanciol comparses Gsted on the Indonesio Stock
Exchange i the pered of 2006 end 2017, The doto sounces i thés stiady were cbtoimed
theough campany fnoncal repoets ond OSIRIS detabase All finamcial doto, tafoling 1,096
dati, wene sbialred theaugh the OSIRIS dotabese. Date on the Intermal Audit Function which
includes the rumber af personnel, basic occounting skills, and cerbficotion of B28 doia,
chtained throwgh financiol stotements. Dato reloted to owdit fees of 428 doto, obtomed
thegugh the compony's finonciol stotements Data reloted to disorebonary accruod is &1
data, chigired throwegh compeny finonciol stoternents. Dato related 19 opmien oudis as
mony 05 885 dowa, chicined thrcugh the company™s fnonciol stolemsents, Audit dnoiCe-
reloted dati os reany as 1077 dota, abteined through financial stotements of dots comgonies,
Of the 1096 doto avoilable ofter merging {except oudit fee dota). This stedy opplied the somple
selection critena by deleting soeme missing dota. ARer opplying the somple sebection oritena,
fimpily. 722 obsercvntions were abtomed oz the main sormple in this stedy.

1.2, Variable definitlon

Auit fee is the dependent vosiobie inthis stisdy. dudit fees ore a nunber of Bororaiums that ane
billed by o puiblic accountont o o company reloted o medit seevices performed. Audit Juality is
the second dependent wanable in this study. This study uses the coloation of the bevel of eornings
monogeTeent with the modified fores techmigoee (Dechow et al, 1595 os on opprooch in colowlat-
insg beow miscky guinlity the ausdit is given. Audit chaice is e thivd dependent vosiobbe in this stisdy.
Thaa cormgpony oudit Choice uses measurements using the Dummy sarable methad, which B 1 ghe
Points 1 If the campany is oudited by Bige KAP and wice wersa, If the cormpony & nol oudited by
Bigs, it will be given 0. In ocoordonce with previous stedies supporting the use of owudit guolity
menswrement methods {Bigh) (A-Rassos & Kamoedin, 2016; For & Wong, 2005) White the fowrth
dependent in this study wos an awdit opirsorc I this shudy, the outhor wes te oudit proxy of
GEENg CoNCEm ocgEnion n deterrineng the opinedn oudt volise given by the csditon, By ising
o dumrny werobde with o volee of “1* If the compony gets o madified godng concern oginion and
o valis of “0° i the compony does ot get madified going conggm opinéon. The independen
voriabbe im this study is the imemal audit furction. Intemol oudit B this stady wos mecswed by
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numiber of intemol ouditors (Stewart & Kent, J0046) This study olso odded the characteststics af
intermal pudit coloslations fm oddition bo using the number of internal oudits, nomely bosic
mecoipnling expertise ond infesmdal guditod peesgans certificotion, These charactenistics ore in
gCcordonce with the colodations comied aut i Che stidy of Prowdtt et ol {20090, See Table A
far ¢ summiry of the defintion of wanables ond control vaiables in this study. All contred woriables
refer to previous studies (AlGodosi & Abadin, 2018; Al-Rossas & Kamarding, 2014; Serglund et al.,
2018; Prowatt et ol, 200%; Shiseenjit et al., 2007; Singh & Mewhy, 2010 Stewort & Kerd, 2006]). Tobbe
A1 shows the descriotion of the wariables wsed in this study.

1.3, Methedalagy

This study uses multiole breos regresshon madels, ramely cedinory beast square (0L5), Mudtiple
limear regressicn onolysis is used ta best the mognstude of the infleence bebaesn tao or more
between independent sanables on the independent vorichie oocomponied by control sorobles iF
meeded, There ore fowr regresson models used in this study bosed on the omount af the nemiber of
indapendent vosishlas tested,

T test the tist hypothess in Ehis study, the folowing regrescian madel wos used We expect
pne af the coefficients of LASIZE, JACERTIFEED, and [AEXRERT to be significantly positve.

AFEE,, = # = N, TASIZE,; + #, EACERTIFIED, - 5, JAENPERT, ; + S AUDICOM, , + pBIGS,, + AL 0S5,
| #ROA, ;& S LEVERAGE,; i g FIRMSIZE, ; & vy,

Ta test the second bypoathesis in ths study, the fallowing regressian modal was used, We expect
oae of the coefficients of LASIEE, LACERTEFED, and IAEXPERT ta be significantly posite.

AQUALITY,, = f = f, TASITE, , + #,IACERTIFTED,, + i, JAEXPERT , + B, CFOy + BG4, + ficl 0SS,
¢ J.ROA, |« 5 LEVERAGE,; + i FIRMSIZE,, & &,

To test the third hypothess in this study, the 1']":0\'1"1!]‘ PR REESIN MOded wos used We sepect ans
of the coefficients of [ASEZE, LACERTIFIED, ond JAEKPERT fo be significontly positive,

BIGY = fiz + 4 EASIZE ; = i, JACERTIFIED,, + 5, LAEXPERT, . - jf, INVENTORIES, , = f,LOSS,,
b PO, 4 S LEVERAGE,, + m FIRMSIZE,, | i,

Ta test the fourth hypathesss in this study, the following regressian model wos used. We expect
one of the coefficients of LASIEE, IACERTIFED, and [AEXPERT to be sigrificantly negatree

GOINGCOMERN, , = #, = f, JASIZE,, + #,TACERTIFIED,, - #,JAEXFERT,, + #,BIG4,,
o fiy INVENTORIES, | = 5gROA . & 0 EFD,, & FLEVERAGE;; 4 v,

4, Empiricel result ond discussion

4.1. Descriptive statistics ond wnivariate comparisons
Tolbbe 1 contains somple distibution based an the research industry. The number of absermtions
im this study is 722 chserwtions covering 375 componies in 2016, 347 componies in 2017,

Table 7 shiws the sesults of desoriptive shotistics. 1n thic study, the desoriptive stotistics tobbe
canaisis of Pad ponels ta simplity the desonplion of the g l|5-1|f'lﬂ wirlphe parongement, Porssl & cnows
desoiption stabistics relabed to the midependent warnoble regression model, internal oudit function,
omnd its redaticnship bo the dependent wanable, medit quality, ond oudit cpmion. as well os odditional
vonable controd nuember of oudit commttees (AUBCOM) While Panel 8 = o stotistical description of
the gronqesment of vordobies incoeporated in the regression madel of e relotionship between the
indepandent woriobia, intermal oudit function, of the dependent worighie, awdt chaice
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Tabde 1, Sompde distribytion
s Internal auditor certification

Without " ‘With certificotion % Total %

eantification

(=] 11 P8R T L] L 10
1 &) f 26 11.85 HIE 100
! 16E BLS 26 185 a2 10
3 114 (i 1] 12.31 130 100
L 15 f ko] 27 HGT LI 10
5 Gl 6716 i) 1282 m 10n
! 56 L2 fi R ¥ 10
[ 14 0 [ i Hi 160
Tatoi [k i1 122 168 e 10

Frst ey has frequencies ond secand row hos row perceniages,

Toble 2. Descriptive statistics

Workabie Total Maon Madion Mindmurm Mad e
M
Panst &
AFCE a7 1,BOE D00 000 TG, 500,000 i, TR0 OO0 A3, 00000 00
AL 70 10 3 ] &
EOTHAR] 550 Q055 00 o 8]
JOMES S50 D55 TS D6 8]
RODUCHES 5510 Q053 IS (113 8]
LARCRDR S50 (R LY nos 13RS 8]
FHRGIONCERN 714 LCas ] ] 1
L]
(113 0IB6 ] ] 1
(LR TG4 1 ] &
| AERPERT 75 1 ] 1
|ACERTIFIED 0164 [a] ] 1
LS 126 [&] ] 1
RS ZE G, 6, D00 GO0 2562 00,0 10,570, 214 15, G0, 00 GO0
RO WAE 154 (R ] L5033
LEVERMGE 0538 [ ET] xRk ] WAl
[MVERTORIES 12 0 (Rl 11}] L4071
n= 712

The meen volues for the oudit fee are [DR 1898000000 The average numbes of the audit
cammimes is 2.9 The average arnings monagemeant vorlobies [HOTHARL, JONES MODIOMES
LARCEER} range between 5.5-58% This sesull snows that the avesoge madit quatity ranges fram
94.2-94.5% The overoge number of intemol ouditor persamnel & 3924 OF the firms, 795% haee
o indermal muditor with occounding expertise ond 16.9% hawe on internal oeditor who ore certified
muditors {CPACTA). Furthermoee, the overoge number of comparses that get o gaing concerm awdit
gnign B 95% The overage nember af componies that heee Bigd avditors is 38.6% and 27.6%
suffered Inss The average compoeny has batol assets of T0R 9,42 6,000,000, BOA of 0056, leverage
of 53.8%, and ineentony of 13.7%
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Table 3 shows the rests of the Pearson correlotion test using four different pareds. Each paned
showws the relationship bebween vorichles bosed on fowr dent vanables in this stwdy. The four
ponels ore diided nte Panel & which describes the rhip bebween the ntermol audit
furction veriobbe ond the nudit fee sorotde, Ponel B descibes the intesnal awdit fenchion wariables
e aiedit quality woriobles, Ponel C shows the intemol cudit function vorkable for the choice auwdit
voriable, while ponel D shows the wanable imternol pudit funcbon of oudit opinion voriables.

The Pearsocn corclation test Pomel & addresses n'_:piFl::l'lI: positive relotonship between the
independent warable intemal audit functie ond the dependent vadoble sadt fee The indepen-
dent warable, Infesmal audit functon, is measured wsing thiee proves, nomesy amaunt {1ASEZEL
expertice (LAEXPERT), ond cestificotion (IACERTIFEED) of intemad audi personngl, Egch prosy of the
imterral oudit function kas o Sgnificont postive reiotionship o the dependent wariable, awdit fiee,
with o sigrificance level of 1%.

Table 3 of pors| B Pearson costelotion test shows thot there 5 o sigraficant pasitive rebatianshp
between the independent vorlabies of the number af intemal auditor persarael {EASIZE] on audit
quility (MODUCKE S} with o significance bevel of 10%. This indicates thet the greater the numbss of
intermal ouditoes prodsce high oudit quality. In oddition, there is a significant positive refabonship
between the independent woriables of the basic expertise af nternal puditees (LAZKPERT) on audit
guolity voriobles {JONEL) with o significonce level of 5%. This meons. thot if the compony hos
intesnal puditor persornel whie hove bashc sccounting expartiss. it con offect the higher pretbability
of quobity awdit results, Froen the toble it con olso be seen thot there k5 o non-signilicont pasithe
reloticnsheg betwesn the worible ntermal sditor certifcotion (LACERIFIED) ard mudit quality
(MO0 MONES) which indicotes that the more companies howe cedified mterral awdior personnel,
the more likely the company hos adequate oudit quakty

In the Pearsan Cofrelotion Test, Ponel T shons !Imlﬂ:ﬂrl: posiive reloticnsnip betwesn the
independent vosioble, intefnal oudt finction, and the dependant worable, gudt chaice, The
voriable number of inbermol euditor persannel {IASIZE} hos o signilicant poshive relationshap with
muditor selection {B1G4) with o significonoe level of 1%. While the expertise variable of internal
muditor personret {IAENPERT} olsa has o sigrificant positive relotionshio to awditor sslection (816}
with a sigrificance level of 1%. The sorioble mbemol oeditor personred certfication (LACERTIFIED}
olsn fos o positbe relotionship o awditor sebection BIGY with o significonce kevel of 1%, Henoe, it
canchudes that the bettes e ternol oudioe's functicn con e seen from Dhe oot expenise,
ond gdeguote certification con llaence the Endency af campanes 1o chogse ouditors with bag
mames ([BIGE)L

The Peorson corelotion test’s Parel © shows n:'l_;rﬂ":urﬂ. positive reloticnship between the
independent variable, intesnol oude function, and the dependent vorioble ol opinion, The
variable nuemner of intemetl sudites persennsed {EASIZE} hos a sgnificont negotise sebationshsp
with nudit apindon (GOIMGIOMNCERM) with o signifconos bewed of 1%, Whils the expertise variobie
of intermal ouditor persormed (LAEGPERT) also hos o sigrificant negative relationship 1o awdit
cpmion {GINGLONCERN] with a significance level of 1%, The warfable intermal awditor persoarel
certificabon {IACERTIFIED} plso hos o significomt megotive rolotorship to owdit  opinion
(GOIMGIOMCERM) with o signiiconce level of 5% Hende, it concludés thet the bettar the interndl
oudites function, as seen from Che amount, expertize, ond adequote cestifcotion, can offect the
tendency of componies nol (o get 0 going concesn audit opnéan {GOINGCONCERN] fram an
independent guditar.

4.2, Moin onolysis

The gnclysis mmodel in this study uses the Dedinary Least Squioem {005 model with the help of
STATA T80 safwdare, This stiedy wos condiscied with the aim of examimnng the reloticnzhip
tevwsen inbernal awdit functicn ond the omeunt of fee gudit, eudi quolity and s @lotienship
to gudit choice and oudit cpiréon on non-fmonce componies listed on the Indonesia Stock
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Exchange for the perod of 2016-2017. In this study, regression onolysis was corried ot bwice,
the first using Ordinary Least Sguore (OLS) regression onalysis which & o regeression moded that
mingmazes the ramber of squosed errars (Mokoeti & Korlm, 20071, The secend analysts uses
Drdinary Least Squore (DLS) with Robust. Robust regression is wsed when the distribution af
emes (5 abnormol or Chewe ane gutliers that influsnce the model Byon, 1597), By using the
robust modet can best voriobles by analying dato without throwing out outbers so they oan
reercome OLS's weaknesses against the infleence of outliers.

4.2.1, The first stoge of regression; tasting megmmhlp hetween the internod ot funchlan
ond audit fess
To best the first hypatnests in this study, the outhor ises the following regression mirdal;

AFEE,, = iy + (BASIZE,; & ph PACERTIFIEDy, & 1, JAEXPERT,; & pALADICOM,
+ P BIGA ) + HalOSSir + FrROA; | + PglEVERAGE; r + JyFIRMSIZE ) + i

Table & shovws the residls of Begreschon {11 clhawe, con be sean in the AFEE calumn with OLS, the
IASITE coeffickent (50023 with o t-wolise of 5.07 ond o significance kel o1 e levet of 1% Thes rmeans
thof evesy 1 point incregse in TASIZE hos onceffact on ising AFEE of 0,023 In the AFEE cakimin with
045 Robust, the [ASIZEE coefficent is (U023 with a t-walue of .93 ond a sgnificarce level of 1%. This
imolies that ewery 1 point increose in 1ASIZE has on effect on nsing AFEE of 00023, This result i
cansistent with the first hypothess that companies with adeguote mternol audit funcbons tend to
peryt Fkgher it Foess, The wobue of o in the AFEE wowinble shows thit the regression modsd is obie 1o
explain the relotionsheg Detwseen the dependant and mdependent yvarmables at 65 1%

4.2.7. The second stoge of regression: lesling MEglﬂhhrﬂh[p betwesn the infernal oudit
funciian and oudil quality
To best the second hypothesis in this study, the author wes the following regressicn maodel:
AGUALITY, =iy + & LASIZE,, + & ACERTIFIED, ; - 3 JAEXPERT,; = S.CFD,,
G BIGG, o T LOEE ) 4 MOROA, - G LEVERAGE;, - W FIRMEIZE . = v,
Table 5 disphays the results of Regression (2), It con e seen (0 the MODUOMES column with QLS

Raobust, the LASIEE coefflicent i 0.001 with o t-salee of 2.2% and a Sgnificonoe leeel of 5%. This
meons thot every 1 paint ircreosse in LASI2E hos on effect an the increose in 8O 0MCHES variable by

Table &, Internod oudit and awdit fees

Varlohle Prediced dinections AFEE

oLs OLS rabirst
LS1E L R Rl Y R e P B L
IACAPERT . B 113054 O1335.031
1AL ERTIFIED G125-130) G135 1.530)
DO . [l LA WA K| GO 31001
i G751 H. T PRI HOAF|
LSS s B13X1.04] OA331.1491
R 1501217 Q0011306
LEWE R GE . B304 {2.20] 030671
FIHMEIR CLEER 204 (SR 13 A5)
_rons . & IH1T0 AT B BT 0E)
Fear gy Irriuded Inchaded
Indhumiry dorremy Irciided! Inchachard
r 0651 Da51
w L0y 7

RSy i poranlhicas * @ <00, % p oo 05 < s o D01
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LOO1. Im the LARCKER colema with OLS Robust, the LASIZE coefficent is 00001 with o t-volse of
150 and a significorce level of 5% Thes implies thal every 1 point ircreose in [ASEZE affects the
ingreasa in the LARCER woslobis by 0,001, This result & conslstent with the sacond hypothess that
pompaneds with edeguate internol ool functicns Tend 10 produce good ausdit quality. Thes waliss af
12 0 tha MDDUDMES woriokle shaws that the regression madel is oble 10 exploin the relationship
betwesn the dependent ond mdeperdent voriabbes at 21.7%,

4.2.3. The third shage of regressian: [esting the redationship belween inlernal audd function
od awdit chaice
To: best the third hypothess in this study, the outhor wses the following regressan model:

BIG, = fi - jf; [ASIZE,, + %, IACERTIFIED,, = i, TAEXPERT, , + 8, INVENTORIES,,
o IWLOSS,; & AROA;, & JLEVERAGE,; 4 MuFIRMSIZE,, + iy

Table & disploys the results of Regression {30 It shows that in the BIGS calumn with 0L5 Rabust,
the IASIZE cocfficient i D003 with a t-volue of 1.6% ond o sSgnificonce fewvel ot the level of 10%.
This meeans thot every 1 point increase in [ASIZE has an effect on the inorease in B4 of 0003,
Theen, the LACERTIFIED coefficient is 0.185 with o t-walue of 3.72 and a sgnificonce level of 1%. Ths
implies that every 1 point increase in IWCERTIFIED has an eflect on the increase in BIGS of 0,185,
Ths resull is consistent with the thind hvpothess that campanies with odequete intemol apdit
functions tend b chonse bg-nome ouditors or Bigh bo conduct independent oudits. The ol on
the BIGE vonoibie ndicotes that the regression model is oble to explain the relotiorship between
the deperdent ond independent voricbies ot 26.5%.

4.3. Additional testing

This study oimes to examine the effect of the internol gudit functon on the terdency of companies
ecoent moedified going concesm sudit epinions. Therefore. addtional testing ks camied cat refated
the selaticnship of Ehe intennal audit functian waniotde ond GOINGCOMCERY voriables, Regording the
GOINGLOMCERM wirdoble data, it wses dummy dota that ghes o value of 0 (zeml f the company daes
mat ocoept o going concesn mudit opnion ard gives o wofue of 1 jone) § the compony recoves
o gaing concern gudit ogeEman fram an independent guditor. In odditicnol testing, this study con-
tucted o regression oralysis pedfosmed taice, the first using Ovdinory Least Squore {CLS) regression
cralysis. The second analysis uses Drdinary Least Sguane [DL5) with Robust

Table &, Intemncd oodit and avdit choioe

Variohls Predicted directions BIG4 BIGH
oLs LS sabirst

18517 k 0T334 C0a%1 65
1AEXFERT -OOEE-11T I0514-1.22
1L ERTIFIED k {1,185 {1 KB 0AEF~3.721
LC5S - LOaE% 18| L09E% 125
FIRKEIZE k {1,105 =45 76| 0A0™=93.50|
ROA - 0275 4. R1| 0279 =3.30]
LENERAGE - 00027 1 O~ 0.25]
IMVENTDRIES - 00530043 T0E3043]
cons 2 TEEMTT1] -3, 79T -2 5|
Faar CLYTETY Inchaded Inchdid
Iy Ty Inchuded Inchuded
r 0.2E5 0285
[T 722 F2F)

Faritnlics i poraribesas * po 008, po D05 S pe 0Dl
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4,31, The fourth stage of regression: festing the internel pudit function reletianship and oudit
oEinian
To best the fourtn hypothess in 1his stwdy, the outhor used o regressicn maodek
GOINGCONCERN,, = 8, = & JASIZE,  + IACERTIFIED,, + ¥ IAEXPERT,
o M BEG; b BNVENTORIES | & RO, | 4 B CFDy o MgLEVERAGE, & i,

Table 7 shows the pegrassion (B results, which stobes thot the GDINGOONCERN column with QLS
Raobust, the TASIEE coefficient is ~0002 with o t-walue of -2.25 ond o sgnificance level at the level
of 1% This shows thot ewery 1 point increose in LASIZE hos on effect an the decreose in
GOINGCONCERN by 0.002,

Thie fabiest madel regressien results show that the 1ASIIE woslokie which &5 the urnber of the
COMpAny's intemal audit persannel his a significant negatie reloticnship 1o 1he GOMGCONTERN
voriabbe winch is the result of the oudit opinicn received by the compony by an exiemal awditar
either gaing cancern ar non-gang concem. These reselis ore corsistent with the faurth hypothes:s
im thix study, thot companies wih odequote intermal awsdit functions ore less likcly to receide
gaing coencem oudil opinians, The woiue of © on the GIHNGCONCERN veriobie indicotes thet the
regression modet i5 oble 1o exploin the reloticnship between the dependent ond independent
vorkabbes at 30,2%,

&, Dhgouzsion

44,1, Belationship betwean the internad oudit funchion ond awdit fees

Gocd composcte govemance has Erorspasent aversight of the compony's operatians, An effectie
paRrsight mechonism in reducng rEk dis e ogency prodlems con e corred out by The niermol
oudit ond extermal oudit tions (Felix et ol., 20011, OLS regression onolysis results show thot the
imtermal oudit function is positeely ond sigrificanily reloted to the omownt of audit fees ncwred by
the compony o hire an externol aweditor. This indicates thot componies with o goad mbemol awdit
fupcticn tend o try o increcse the supendsan of the compony throwgh the mie of externa
et es and e wiiling Lo poy on oudit fee Righ encuigh [oooDioin ety awll msuls. The resuis
of this stisdy are n line with ShQadasi omd Alidin {20181 whach explains that componies with strang
imterral govermance wont high awdit quofity ond willing to pay high enough audit fees w oeate

—

Tabdd 7, Internal awdit and oud|t spinsan

Variable Predicted directions GOINGLONCERN G NG OONCERN
oS OLS robuwst

1451 ZE -0 00 2-1.48 -0 02 =% 2. 75]
ISEXFERT -Q0131-033| -Du1134-0a7]
14CERTIFIED -0 00&1-023} -D00s 02T
=41 -0.063°""[-2.93) 1.02""-1.53}
(250 + OIIF2.71) QIIFTIs|
INWENTCRIES 03T =280 -0 2 -1.16]
LEWEROEGE G21E= 02N (EI B Rt B 1
R + -OELE -7 .34) -0LBI9" {5581

rons D1 4030 (6 ey IR R |
Feor durnmy Tradiudied! Indl isdhed
Indiczng durmmy Ircdidind Ingluded
! R P 0303
L} 3 s

¢ siotetics in parenthesas *pe 0, ™ p oo UIS, "™ p < 00
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good corponote volee. In oddition, Séngh ond Newiy (2010} olso oddress the saome resolts,
camparnies thot howe a strong intemol cudit medhonism will hire rebioble aeditors ond pay mare
oudit fees with the gim of Increasing ihe comganys indemnal condrod

440 ghmnslﬂp batwean the internal eudit funcion end auwdit guelity

In this study, oudit gueakty is meosured w=ing carssderabion of the exstence of eorming s monogement
proctces camied cut by companies. Componies thot have o tendency to peoctice eornings manoge-
ment ore increasngly showing the low quolity of oudit firms {Dovidson & Meu, 1593; Mabib, 201 1;
Soliran & Bogab, 1004k The resilts showed that the internal audt function bad a pasitee and
significant effect on the qualty of the resuting audit. Al-Shebad et al, (2011) exglained thet the
internod awdt function hod o sigrificont inflsence on the company's interral contral madhenism,
Thss, the existence of on internol awdit mechanism aill increose coersight of corporate governance,
whith in tem wil impoct the decline in samings manogement proctices and improve the oudit
puality. These results are in line with the previous studies which stoted that the internol oudit furction
s @ psitive releticnshep with the oudit guelity produced (SiQodes| & Adbidin, 2018}

44,3, Belationship betwean the internad oudit funchion ond awdit choloe

Cree of the benchmorks comenonly used o mecsure gudit quolity is the sze of o pubbcaccounting firm
(Defirgeda, 1581). The greoter the public occounting firm, the greater the p ity af the gudstar
providing reliable ond quolity gudit procedures. 045 regression anolysis results snaw thot the inbermal
st it function hos o pestive snd significont nflssnce on the tendency of componies 1o choose extemal
ouaditees with By e (Bgel These resdts ae i line with reseanch conducted by Srinkdhs and Firh
(014 ) wha feund Ehot companies with good intemol gevemaonde mechonicrns fend 10 choose audRoes
with big rormes and good quolity sech os Sgs [t is done o inoeose the volue of the company and
otbroct inwestors o irwest in the comporny because it hos cdequote financial stotement osswonce.

ok ghfbﬂﬂ'ﬂp betwean the dnterned eudit finction end awdit apinicn

Pravials reseanch exphains thot companies that receive modified oudit epinkons reloted bo the lesl
of tatal occnuels, which is on indication the company |5 eomings manspulotion Brodshaw et al,
2iK11). The higher the company's accreals, the mone it allews the compony to accept modified
opEmions. Shiveenjit et ol {2007) show thot high levels of pocrunl acoounbng reflect o toimty
ohaut the cordition af the company i the fisture. On the bosis of oudit risk, the aeditar os on
apnrmeEal bl}ﬂ:ll Pends b repodt ilied QPMONS O COM@anses [hat Mdve on Ogressve aocrisl
rgte, The results af this study Wndicobe thet the infemal oudit function Bos @ regotive and
shgnificont influsnice on the tendency of componies e accept modified gong concern auwdi
ogmiors. With an odeguote internal pudit furctian, the oversight medhonism far comporote gov-
ermance is moximized thereby increpsing transparency ond effectiveness of monogement perfar-
monce In accordonce with Benglund et al, {201E), the efectiveness of maragement perfarmonce
can impeoie Mmoo genicl afility 50 that [here 5 mo dowhl Dol the corporate sustamalelity,

5, Conclusion
This stuty aims to anolyze the indluence of internal awdit on oudit fees, oudit quolity, owdit chosce, and
mudit-opimion of all non-finonoat componies sted on the Indenesio Stock Exchange for two perods
froem 2016 to 2017 This stsdy found thot mbemol ouditars os o corporote oversight mechanism haee
o pars it g significant relatkanship to the audt fee onid eudt chaice, which means that corganies
whh adequate isternal audit fncticns tend to chopse extarnod puditars with big nosmes {Bigh) and
ety hignyar aiadit Tees, The internal audit funclien alse kas o positive ond sigrificont effect an the oudit
guality woriobbe. This meons that componies with adequote intermal oedit fusmctions tend to produce
good oudit quality by encouraging the presertation of quolity finondal statements ard miniemum
s manogement procices so that they hove guality owedit reparts. In addition, this stedy found
% internol pudit olso hos a negative ond sigreficont nflusnce an the madency of companes 1o
gerept going concem oudit Gpiniens, Cormganies with aodequote Intern oudit funciions tend [o haooe
0 (0N G COMem ot opinion, This is dise te the exstenos af on odeguate inTeemal gt functian con
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increqse tronsparency and effectveress of morogement pedoemonce, so that there is no dowbt
ohaut the compony’s ohility ta moirdoin its life o the future

This stusdy b seweral Bmitatons becouse it does ot indude sevaral ather factars i colcudoting
intamol oudt fumciions, such os experience, faining, ond investment ssued by the company Tar
internol audit costs, dse to the imited discioswre of indormotian provided by the comporry regording
the imternal oudit function i fimanciol skRements. Howewer, Lhis reseorch gies consideration 1o
shorehalders to rmprowve comporote governonce i moke supersision of mMonogement coeratons
odeqieote and rminimod practice of proft manipaiotion, This stisdy elso helps componies hawe
o better pedarmonce thrmigh on effective internal oudit functian thit con enokie voriows busness
pariraes such o5 chorehalderns, persennel, siote fnonclel instititions o obtoin certainty about the
guality and reliobdity of infoemotion provided by the compomy. This resssch hos mmplicotions far
tecision mokers in the company os o consdention in maomizng the fumctions of intemal oeditors
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