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Abstract

We suspect that in the era of the COVID-19 pandemic, where physical distance is required by rule, audit quality
will decline, especially for small audit firms. This study examines the low audit quality of the modified audit
opinion. Low audit quality is measured by low audit tenure and non-Big Four accounting firms. This study also
examines this relationship in the era of the COVID-19 pandemic. The sample is all non-financial companies listed
on the Indonesia Stock Exchange for 2018-2020. Using logistic regression analysis in our models, our study show
contrary empirical evidence to our hypothesis that low audit tenure and non-Big Four audit firms are positively
related to modified audit opinion. However, this study found no evidence that client complexity affects the
relationship between low audit tenure and non-big four with modified audit opinions, both in the entire observation
period and during the COVID-19 era. Our results give new implications to the stakeholders that audit quality of
low tenure and non-Big Four firms do not automatically decline in the era of the COVID-19 pandemic.
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INTRODUCTION

Today, the world is shocked by the emergence of a new disease outbreak due to SARS-
CoV-2 virus, often referred to as COVID-19. This virus was identified for the first time in
Wuhan, China, on December 1, 2019, and then spread to all corners of the world, including
Indonesia. The first confirmed case of the SARS-CoV-2 virus in Indonesia was recorded on
March 2, 2020, with two cases at once in Depok, West Java (CNN Indonesia, 2020).

The COVID-19 pandemic has made investor sentiment on the market, causing the
market direction to be negative. The continuous development of COVID-19 cases exacerbates
this, so market fluctuations are carried in a negative direction [1]. In addition, the sluggish
global economy has further hampered economic growth in Indonesia. Various government
efforts to control the transmission of this virus have also impacted the country's economy, such
as restrictions on closing shopping centers, tourist attractions, schools, and entertainment
centers, to various existing modes of transportation [2]. As a result, almost all business fields
have been affected by the COVID-19 pandemic. Reinhard Dotzlaw, KPMG's Global IFRS
leader 2020, stated that COVID-19 poses various threats to business people in maintaining
business continuity, including corporate financial reporting [3].

The sudden changes due to the COVID-19 pandemic have created serious obstacles
for independent auditors and company public accountants. For example, with physical and
social distance rules, the auditor will find it difficult to carry out audit procedures and collect
appropriate and adequate audit evidence as required by auditing standards in the fieldwork.
Another example is the impossibility of observing the physical inventory count and the physical
exam on purchasing material fixed assets. These conditions will threaten audit quality and the
quality of client financial reports, especially for small audit firms, because reporting quality is
not limited to measuring assets and liabilities only but also disclosure, including company
viability [4].

A longer auditor tenure indicates an increase in audit quality because auditors are
suspected of having increasing competence due to increased experience and knowledge of their
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audit clients [5]. On the other hand, auditors do not have specific information about clients
during their shorter tenure, so the audit quality cannot be guaranteed. However, a long audit
tenure makes the auditor have a close relationship with his client, reducing the auditor's
independence and objectivity and threatening audit quality [6], [7]. Therefore, our study
hypothesizes that the low audit quality reflected in the short tenure can threaten the audit quality
because the auditor has not received adequate knowledge of the client and the industry. We,
therefore, make a hypothesis statement as follows:

H1: Low audit tenure has a negative impact on modified audit opinion (MAO)

The size of audit firms in Indonesia is often classified into Big Four and non-Big Four
audit firms. Reporting from CNBC Indonesia, throughout 2019, there were several cases of
violations involving big public accounting firms, such as EY and Deloitte, related to the audit
of the company's financial statements [8]. In contrast, large audit firms or affiliated with
international audit firms are considered to have better audit quality than small audit firms [9].

Although some of the cases mentioned above, results of past studies abroad conclude that
larger audit firms provide higher audit quality than audit firms with smaller sizes [10, 11]. On
the opposite, we hypothesize in our study that the smaller audit firms in Indonesia do not have
high audit quality compared to the Big four audit firms.

H2: Non-Big Four audit firms have a negative impact on modified audit opinion (MAO).

The company's complexity is a characteristic of companies related to their diverse
operations and can provide greater challenges to independent auditors in carrying out audits
[12]. The complexity of audit clients can be seen through the number of subsidiaries that carry
out their operations abroad [13]. Having subsidiaries spread across various regions can affect
the audit process because it requires auditing various items and a more complex audit process.
Empirical studies find that higher audit complexity can reduce the audit quality the auditor
provides [14]. However, the complexity of the client can influence the auditor to gain
experience so that he can complete audit tasks at a high level of complexity and faster in the
future [15]. Empirical studies find that operating complexity moderates the relationship
between audit tenure and audit quality [16]. In addition, they find evidence that for clients with
high complexity in their operations, auditors with longer tenures can produce higher audit
quality than auditors with low tenure. This is because the low auditor tenure causes the auditor
to lack mastery of the business characteristics of the audit client company. Meanwhile, auditors
with longer tenures have better knowledge of the business of their audit clients, so auditors
with longer tenures can more easily identify violations and find violations committed by
clients.

In contrast, auditors with shorter tenures require time-consuming adaptation efforts to
understand the client's business, reducing the ability to detect violations. Therefore, the quality
of this audit will be reflected in the provision of modified audit opinions. Based on SA 700,
audit opinion is classified into two types, namely modified audit opinion and non-modified
audit opinion. In this study, modified audit opinions consist of all auditors' opinions, except
unqualified ones [17, 18, 19, 20, 21]. Empirical studies also found that non-big N did not tend
to give modified opinions or were more likely to issue unqualified opinions [17]. We
hypothesize that the complexity of client operations has a moderating effect that weakens the
relationship of low audit quality, represented by low tenure and non-Big Four audit firms and
the tendency to issue modified audit opinions.

H3: Client complexity has a moderating role that strengthens the negative effect of low audit
tenure and modified audit opinion.

H4: Client complexity has a moderating role that strengthens the negative effect of non-Big
Four audit firms and modified audit opinion.
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Furthermore, in the era of the pandemic COVID-19, we suspect that a shorter audit tenure
will further reduce the audit quality. In addition, due to regulations relating to physical
distancing in the COVID-19 pandemic, it is increasingly difficult for non-Big four auditors to
carry out the audit process and collect audit evidence in the field, which in turn will have an
impact on a greater decline in audit quality. We, therefore, make a hypothesis statement as
follows:

H5: COVID-19 has the moderating role that strengthens the negative effect of low audit tenure
and modified audit opinion.
H6: COVID-19 has the moderating role that strengthens the negative effect of non-Big Four
and modified audit opinion.

In addition, in the era of the COVID-19 pandemic, the moderating role of the complexity
of client operations will be even worse, affecting the relation between low audit quality and
modified audit opinion. Thus, our hypothesis statements are stated as follows:

H7: In the COVID-19 era, client complexity has a more negative impact on the relationship
between low audit tenure and modified audit opinion.

H8: In the COVID-19 era, client complexity has a more negative impact on the relationship
between non-Big Four and modified audit opinion.

METHODOLOGY

Population and sample

The study population is all companies engaged in all industries, except for the financial
industries, listed on the Indonesia Stock Exchange (IDX) from 2018 to 2020. The data source
is taken based on the non-probability sampling method with purposive sampling technique
derived from the company's financial statements published, or S&P Capital 1Q, as well as the
IDX's official website, which can be accessed at www.idx.co.id, and has been audited by an
independent auditor. Our sample profile is presented in Table 1.

Empirical model

This study uses logistic regression analysis models to test hypotheses and STATA
software (Software for Statistics and Data Science) version 15.0 application for technical data
analysis.

MAOit = a0 + a1 LOWTENit + a2 NBIG4it + a3 SGMTit
+ 04 FOREIGNit + a5 IRit + 06 LOSSit
+ a7 ROAit + a8 LEVit + a9 QUICKit
+al0 SIZEit + ol | GROWTHit + it (1)

We predict that ol and 02 are <0 and significant to support our hypotheses that low audit
quality is less likely to issue modified audit opinions in Eq. (1).

MAOit = a0 + al LOWTENIt + a2NBIG4it
+ a3COMPLEXit + c4LOWTEN*COMPLEXit
+ aSNBIG4*COMPLEXit + a6SGMTit
+ a7FOREIGNIt + a8IRit + a9LOSSit
+ alOROAIt + al ILEVit + a12QUICKIit
+ a13SIZEit + al14GROWTHit + it (2)
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We predict that 04 and a5 are <0 and significant to support our hypotheses that client
complexities have a moderating role in strengthening the relationship between low audit quality
and modified audit opinions in Eq. (2).

MAOit = 00 + a1 LOWTENit + c2NBIG4it
+ a3COMPLEXit + a4COVIDit
+ aSLOWTEN*COMPLEXit
+ a6NBIG4*COMPLEXit
+ a7LOWTEN*COVIDit + a8NBIG4*COVIDit
+ a9COMPLEX*COVIDit
+ a10LOWTEN*COMPLEX*COVIDit
+ al INBIG4*COMPLEX*COVIDit
+ a12SGMTit + a13FOREIGNit + a.14IRit
+ al5LOSSit + a16ROAit + a1 7LEVit
+ a18QUICKit + a.19SIZEit + «20GROW THit
+ git 3)

Table 1. Sample Selection

Description Firms Firm-years
All listed firms on the IDX are still operating from 2018 to 2020. 716 2.148
New listing firms and firms that change in the type of industry (152) (456)
during the study period.
Firms in the financial industries %94) (282)
Companies that in the presentation of their financial statements use (79) (237)

other foreign currencies other than IDR

Companies with incomplete financial data (51) (153)
Number of samples 340 1.020
Outlier Data - (38)
Final sample in firms and firm-years observations 340 982

Source: IDX website and S&P Capital 1Q

We predict that a7 and a8 are <0 and significant to support our hypotheses that in the COVID-
19 era, low audit quality in terms of low audit tenure and non-Big Four tend to be lower toward
the MAO. We also predict that 010 and al1 are <0 and significant to support our hypotheses
that in the COVID-19 era, client complexities have a stronger moderating role in strengthening
the relationship between low audit quality and modified audit opinions in Eq. (3).

Following [20], our study uses a nominal scale to measure the Modified Audit Opinion
(MAO), i.e., MAO is given a score of 1 if the auditor issues an MAO; and 0 otherwise. Non-
Big four audit firms equal one if audited by non-Big Four audit firms; and 0 otherwise ([10,
22, 23]). Following reference [26] to reflect low audit quality, audit tenure equals one if the
audit tenure is less than or equal to three years; and O otherwise. The study used the
measurement of client complexities from a previous study by reference [7] using the client
complexities score formulated with the COMPLEX =1 + C1 + C2 + C3 + C4 equation (please

330



The 2™ International Conference on Entrepreneurship (IConEnt)
Sustainability Of Cultural Entrepreneurship
August 10", 2022

see the details in reference [7]. COVID is a dummy variable, equal to 1 if the year is 2020; and
0 if otherwise. Other variables are presented in Appendix.

RESULTS

Statistic descriptive

Table 2 shows that the proportion of MAO is 0.5, indicating that from 982 observations,
50 percent of audit opinions are modified, and 50 percent are unmodified. The LOWTEN
variable has a mean of 0.470, indicating that the average observation has an audit tenure of less
than or equal to three years. The NBIG4 variable has a proportion of 71.18 percent, indicating
that most of the observations were audited by non-Big Four audit firms. Finally, the
COMPLEX variable has a mean of 1.875 on a scale of 5, indicating that the average of
observations does not have a high level of complexity.

Table 2. Statistic Descriptive

Variable Mean Std. Dev. Min Max
MAO 0.5 0.500 0 1
LOWTEN 0.470 0.499 0 1
NBIG4 0.712 0.453 0 1
COMPLEX 1.876 0.806 1 4
COVID 0.330 0.470 0 1
SGMT 1.126 0.278 0 1.732
FOREIGN 0.862 2.840 0 46
IR 0.287 0.210 0 1.180
LOSS 0.313 0.464 0 1
ROA 0.007 0.150 -1.538 0.921
LEV 1.352 3.381 -7.940 57.157
QUICK 1.646 2.641 0.000 39.662
SIZE 14.754 1.726 8.561 19.679
GROWTH -1.076 33.183 | -1039.813 2.303
Source: Stata output. N= 982 firm-years observations. All
continuous variables are winsorized at 1% and 5%.

Audit tenure, non-Big Four, and modified audit opinion

Model 1 or Eq. (1) has Wald Chi2 of 126.11, significant at the probability level <0.001,
with a Pseudo R? of 0.1068 or 10.68%. Table 3 shows the results of hypothesis testing on the
first model in this study which was used to test hypotheses H1 and H2. The LOWTEN variable
has a coefficient of 0.471, positive and significant, with a probability value of 0.001. These
results indicate that low audit tenure has a positive tendency to issue a modified audit opinion
at a significance level of 1%. The NBIG4 coefficient value is 0.937, positive and significant at
the 1% level (prob. = 0.000 < 0.001). These results indicate that the size of non-big four audit
firms positively influences the tendency to issue a modified audit opinion.

The results of this study differ from our hypothesis statement H1 that low audit quality,
measured by low audit tenure, where the audit period is less than or equal to three years, is
suspected of causing a decline in audit quality, reflected in the reluctance to issue modified
audit opinions. The results of this study also differ from the predictions of hypothesis statement
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H2 that non-Big four auditors are reluctant to issue modified audit opinions. We, therefore,
reject the hypotheses H1 and H2.

Table 3. Hypotheses Testing Results of H1 and H2

MODEL 1
) ) ) Dependent Variable (MAO)
Independent Variable Predicted Sign
Coef. p-value

CONSTANT ? 0.093 0911
LOWTEN - 0.4771%** 0.001
NBIG4 - 0.937*** 0.000
SGMT + -0.377 0.143
FOREIGN + 0.012 0.590
IR + -0.866** 0.012
LOSS + 0.799%** 0.000
ROA - -0.861 0.195
LEV - 0.010 0.572
QUICK - 0.010 0.703
SIZE + -0.040 0.392
GROWTH - -0.117 0.550
Wald Chi2 126.11
p-value <0.001
Pseudo R2 0.1068
N 982
Source: Stata output results; *** ** significant at 1% and 5%,
respectively, with robust standard errors.

The moderating role of client complexities in the relationship between low audit quality
and modified audit opinion

Model 2 has an Wald chi2 value of 130.80, significant at the 1% level (probability= 0.000
< 0.001) and has a Pseudo R? of 0.1103 or 11.03%. Table 4 shows the results of hypothesis
testing on the second model (Eq. 2) in this study, which was used to test H3 and H4. The
interaction variable LOWTENXCOMPLEX is used to answer hypothesis H3 regarding the
moderating effect of client complexities on the relationship between low audit tenure and
modified audit opinion. Meanwhile, the interaction variable NBIG4XCOMPLEX is used to
answer hypothesis H4 regarding the moderating effect of client complexities on the relationship
between non-big four audit firms and modified audit opinion.

Table 4. Hypotheses Testing Results of H3 and H4

MODEL 2
) . . Dependent Variable (MAO)
Independent Variable Predicted Sign
Coef. p-value
CONSTANT ? 0.755 0.678
LOWTEN - 0.150 0.678
NBIG4 - 0.424 0.351
COMPLEX ? -0.126 0.504
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MODEL 2
. ) ) Dependent Variable (MAO)
Independent Variable Predicted Sign
Coef. p-value

LOWTENXCOMPLEX ? 0.170 0.344
NBIG4XCOMPLEX ? 0.256 0.219
SGMT + -0.390 0.132
FOREIGN + 0.012 0.580
IR + -0.895%** 0.009
LOSS + 0.761%** 0.000
ROA - -0.847 0.208
LEV - 0.005 0.766
QUICK - 0.013 0.620
SIZE + -0.063 0.204
GROWTH _ -0.242 0.257
Wald Chi2 130.80
p-value <0.001
Pseudo R2 0.1103
N 982
Source: Stata output results; *** significant at 1% with robust standard errors.

The study's statistical results found that the LOWTENXCOMPLEX coefficient is 0.170,
with a probability of 0.344, not significant at the 0.10 level. At the same time, the coefficient
of NBIG4XCOMPLEX is 0.256, with a probability of 0.219, which is also not significant at
the 10% level.

The results of this test indicate that the hypothesis statement states that the complexity of
client operations has a moderating role that strengthens the negative relationship between low
audit tenure (H3) and non-Big Four firms (H4) with a tendency to issue modified audit
opinions, is not proven. In other words, clients who have operating complexity or do not have
operational complexity have no impact on the relationship between low audit quality and the
tendency to issue modified audit opinions. We, therefore, reject hypotheses H3 and H4.

The moderating role of COVID-19 toward the relationship between low audit quality and
modified audit opinion

Model 3 (Eq. 3) has a Wald Chi2 of 133.79, with a probability value of 0.000 (<0.001),
significant at the 1% level, and a Pseudo R? of 0.1125 or 11.25%.

Table 5. Hypotheses Testing Results of H5-HS8

MODEL 3
. . Dependent Variable (MAO)
Independent Variable Pred. Sign
Coef. p-value

CONSTANT ? 0.829 0.369
LOWTEN - -0.0283 0.950
NBIG4 - 0.468 0.420
COMPLEX ? -0.094 0.693
COVID + -0.228 0.783
LOWTENXCOMPLEX ? 0.260 0.245
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MODEL 3
) . Dependent Variable (MAO)
Independent Variable Pred. Sign
Coef. p-value

NBIG4XCOMPLEX ? 0.179 0.497
LOWTENXCOVID - 0.584 0.461
NBIG4XCOVID - -0.089 0.923
COMPLEXXCOVID ? -0.077 0.834
LOWTENXCOMPLEXXCOVID ? -0.333 0.403
NBIG4XCOMPLEXXCOVID ? 0.229 0.582
SGMT + -0.406 0.118
FOREIGN + 0.012 0.569
IR + -0.901 *** 0.009
LOSS + 0.769%** 0.000
Wald Chi2 133.79
p-value <0.001
Pseudo R2 0.1125
N 982
Source: Stata output results; *** significant at 1% level with robust standard
errors.

The interaction variable LOWTENXCOVID is used to answer hypothesis H5 regarding
the relationship between low audit tenure and modified audit opinion in the COVID-19 era.
Meanwhile, NBIG4XCOVID is used to answer hypothesis H6 regarding the relationship
between non-big four and modified audit opinion in the COVID-19 era. Table 5 reports the
coefficient of the variable LOWTENXCOVID is 0.584, not significant at the 10% level (prob.
=0.461 > 0.10). While the coefficient of NBIG4XCOVID is -0.089, also not significant at the
10% level (prob. = 0.923 > 0.10). The results of these hypothesis tests find no evidence that
low audit tenure, both in low tenure and non-Big Four firms, has a higher decreased audit
quality in the COVID-19 era.

The moderating role of client complexities in the relationship between low audit quality
and modified audit opinion in the COVID-19 era

Table 5 reports the interaction variable LOWTENXCOMPLEXXCOVID to answer
hypothesis H7 regarding the effect of the moderating role of client complexities on the
relationship between low audit tenure and modified audit opinion in the COVID-19 era and
NBIG4XCOMPLEXXCOVID to answer hypothesis H8 regarding the effect of the moderating
role of client complexities on the relationship between non-big four with modified audit
opinion in the COVID-19 era.

The test results show that the LOWTENXCOMPLEXXCOVID coefficient is -0.333, not
significant at the 10% level (prob.= 0.403 > 0.10), and the NBIG4XCOMPLEXXCOVID
coefficient is also insignificant at the 10% level. The results of these tests reject the hypothesis
statement (H7 and HS), which states that client complexities have a worsening moderating
effect on the relationship between non-Big Four and low audit tenure toward modified audit
opinion in the COVID-19 era.
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DISCUSSION

Audit tenure, non-Big Four, and modified audit opinion

This study finds evidence that low audit quality, measured by low audit tenure and non-
Big Four, has a positive relationship with modified audit opinion. This result is different from
previous studies, which found that shorter audit tenure can threaten audit quality because the
auditor, in this case, the audit partner, has not obtained specific information regarding the client
business and industry that is adequate that affect the audit process. The aim of auditors in
performing the audit process is to obtain sufficient and appropriate audit evidence to provide a
basis for the audit opinion. An alternative explanation for this finding may be because this
study does not differentiate between industry-specialized and non-industrial-specialized
auditors. Reference [24] found that although audit tenure is getting shorter, audit quality may
not decline because auditors have specializations in certain industries.

This study also does not distinguish whether there are non-Big Four auditors in the study
sample categorized as Mid-Tiers or Second-Tiers. Studies in America found that after the
Enron case in 2002, there was an increase in audit quality among Mid-Tier or Second-Tier, so
previous studies concluded that the audit quality of Mid-Tiers and Second-Tiers is equivalent
to the Big Four audit firms [25].

The moderating role of client complexities in the relationship between low audit quality
and modified audit opinion

This study has not found evidence that the level of client complexity has a moderating
role that strengthens the negative relationship between low audit tenure and non-Big Four on
modified audit opinion. Based on descriptive statistics, the level of client complexity from the
profile of all study observations has an average of 1.876 from the highest scale of 5. In other
words, the client's level of complexity from the observations is low, so the test results are
irrelevant.

The moderating role of COVID-19 toward the relationship between low audit quality and
modified audit opinion

This study has not found evidence that during the Covid-19 period, audit quality
decreased, both in short tenure audits and non-Big Four audits. An alternative explanation for
this finding is that it might be because the Covid-19 pandemic only started in March 2020, so
it may have influenced the study results.

The moderating role of client complexities in the relationship between low audit quality
and modified audit opinion in the COVID-19 era

This study also has not found evidence that during the Covid-19 period, audit quality,
both in short tenure audits and non-Big Four audit firms, decreased with increasingly complex
clients. An alternative explanation for this finding is the possibility that the Covid-19 pandemic
just started in March 2020 and that the sample profile in this study has a low complexity level,
so it becomes irrelevant and may affect the study results.

CONCLUSION

First, this study wants to examine the relationship of low audit quality represented by low
audit tenure engagement partners and non-Big Four audit firms with the output of the financial
statement audit, namely modified audit opinion. Second, this study examines the moderating
role of the client's level of complexity on the relationship between low audit quality and
modified audit opinion. Third, this study examines the relationship between low audit quality
and modified audit opinion in the COVID-19 era. Finally, this study examines the moderating
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role of client complexity on the relationship between low audit quality and modified audit
opinion in the COVID-19 era.

The study's results found evidence different from the predicted hypothesis, which found
a positive relationship between low audit quality represented by low audit tenure and non-Big
Four with modified audit opinion. However, this study found no evidence of a moderating role
of client complexity in the relationship between low audit quality and modified audit opinion,
found no evidence of a moderating role of COVID-19 in the relationship between low audit
quality and modified audit opinion, and the level of client complexity on the relationship
between low audit quality and modified audit opinion during the COVID-19 period.

The results of this study have implications for regulators, standard setters, and other
stakeholders that Big Four firms do not solely dominate audit quality, so it is necessary to
thoroughly evaluate audit quality criteria in Indonesia, including policies and rules regarding
the quality of audit partner engagement.

Future studies need to investigate audit quality proxies other than the Big Four audit
firms, for example, the audit quality of Mid-Tiers and Second-Tiers audit firms, e.g., [25].
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