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This study aims to examine the effects of  the size of  independent commissaries, the ef-
fectiveness of  audit committee and leverage on the selection of  external auditors with 
firm size as moderation variable. The population of  this research was all the companies 
of  financial sector listed on the Indonesia Stock Exchange at 2017 as many as 95 com-
panies. The samples were determined using purposive sampling technique. There were 
89 companies as research samples and units of  analysis. Moreover, the data were col-
lected by documentation method. Analysis of  research data used descriptive statistics 
and inferential statistics. The results indicate that the size of  independent commissaries, 
the effectiveness of  audit committee and leverage significantly have positive effect on 
the auditor selection. Firm size moderates the effects of  the size of  board of  independ-
ent commissaries and leverage on the auditor selection, but does not moderates the 
effect of  audit committee effectiveness on the auditor selection. Based on the research 
results, it shows that the size of  board of  independent commissaries with firm size as 
moderation can increase the selection of  Big Four external auditor, while leverage with 
firm size as moderation can decrease the selection of  Big Four external auditor. 
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INTRODUCTION

	 Company at the end of  each period will publish 
an annual report, which contains financial statements 
and other financial information that describe the con-
ditions of  the relevant periods. An annual report func-
tions for the communication media of  stakeholders 
and shareholders involved in a company (Kurniawan & 
Khafid, 2016). High level of  stakeholders and commu-
nity assessment will result in the need for a third party 
with high independence to assess the reliability of  the 
company’s report. External auditor is one of  several ex-
ternal mechanisms of  good corporate governance as a 
tool that mitigates problems and minimize asymmetry 
information (Darmadi, 2016).

	 External auditors are needed as reciprocity for 
agency problems that arise between principal and agent. 
The higher the potential of  agency conflict between 
stakeholders and managers or stakeholders and debt 
holders, the higher the demand for qualified auditors will 
be (Corten et al., 2018). According to the data from the 
Centre for Financial Professional Development (PPPK), 

as of  January 9, 2017 there were 468 public account-
ing firms registered in Indonesia with 1365 external au-
ditors. The process of  auditor selection involves client 
characteristics, characteristics of  potential auditors, and 
institutional environment (Ianniello et al. 2015)

This study uses KAP types as an indicator of  the 
selection of  external auditors. The Centre for Financial 
Professional Development (PPPK) found on the results 
of  periodic audits in 2014, non-compliance with audit 
standards was most often carried out by non-big ten 
KAP as many as 531 findings, followed by big ten KAP 
(non-big four) as many as 68 findings and big four KAP 
as many as 5 findings. Meanwhile, from the PPPK re-
port in 2014 the big four KAP only had 16% clients, the 
rest were clients who used the non-big four KAP.

High-quality auditors guarantee the quality of  ac-
counting information that is publicly reported that helps 
investors better assess the risks, rewards, and value of  
listed entities (He et al. 2014). However, there are many 
cases that ensnare external auditors related to the au-
dited financial statements. As in the case of  the end of  
2017 that ensnared KAP Purwantono, Suherman & Sur-
ja who had issued the assessment of  the financial state-
ments with insufficient evidence for the audit results 
of  PT Telekomunikasi. The Minister of  Finance of  the 
Republic of  Indonesia also sets administrative sanctions 
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for each public accountant of  KAP Satrio, Bing, and 
Eny who have been affiliated with Deloitte due to inap-
propriate opinions. This fact shows that the selection of  
external auditors who will audit the company needs to 
be considered more carefully. That is due to the selection 
of  company auditors is based on the requirements for 
quality control (Dimitropoulos, 2016).

Some determinants that influence the selection of  
external auditors include the size of  the board of  inde-
pendent commissioners, the effectiveness of  audit com-
mittee, and leverage. The results from previous studies 
of  these three factors still have inconsistencies results. 
Studies conducted by Solikhah et al.(2017), Singgih & 
Widya (2015) and Cholifah (2015) result fact that size 
of  the board of  independent commissioners and auditor 
selection have a significant positive relationship. On the 
other side, Rosita et al.(2017), and Nafasati & Indudewi 
(2015) do not indicate a relationship between these vari-
ables.

Rosita et al.(2017) and Kareem et al.(2017) do not 
give the result of  the effect of  audit committee effective-
ness and auditor selection. Meanwhile, Putra(2014), Al-
mer et al.(2014), Alfian & Suryansyah(2017), and Choli-
fah (2015) find a positive relationship of  audit committee 
effectiveness and the selection of  external. Fitriyani & 
Erawati (2016) and Nasrudin et al (2016) find the fact 
that there is an influence between the variable leverage 
with the variable of  external auditor selection. Still, Tris-
nawati(2015), Rosita et al.(2017), and Alfian & Suryan-
syah (2017) show that there is no relationship between 
these variables.

The results of  previous studies that are still var-
ied give the result of  research gaps in similar research. 
This encourages the researchers to raise these issues 
and establish firm size as a moderating variable. Firm 
size is expected to moderate the effects of  size of  the 
board of  independent commissioners, audit committee 
effectiveness, and leverage on audit selection. Compa-
nies that have large company size will tend to choose 
big four KAP as a monitoring tool due to the increased 
risk of  agency problems in the company (Trisnawati, 
2015). Thus, this study is based on the aim of  analyzing 
the effects of  size of  the board of  independent commis-
sioners, audit committee effectiveness, and leverage on 
audit selections and firm size is a moderating variable. 
The originality of  the study is showed by the presence of  
firm size as a moderating variable.

The theoretical basis of  this study uses agency 
theory. Agency theory is a theory that underlies the re-
lationship between shareholders (principal) or owners 
with agents / managers. Different relationships between 
agents and principals will cause conflicts in the compa-
ny that have an effect on the reporting of  the company’s 
earning quality. Asymmetric (imbalance) of  informa-
tion can cause problems between principals including 
shareholders and agents. Information asymmetry (AI) 
is caused by unbalanced information because there are 
things that are not disclosed as a whole by agents about 
the information received by the principals. Jensen & 
Meckling (1976) stated that one of  the few things that 
will minimize asymmetric information by improving the 

quality of  annual reports done by external auditors.
Asymmetry information arises from agency con-

flicts that arise between the principal and the agent. The 
company chooses a qualified external auditor as an al-
ternative to overcome this. The authority to appoint an 
auditor is carried out by the board of  commissioners 
who are considered to have better objectivity than the 
management (Palembangan & Dewi, 2017). The board 
of  independent commissioners has high expectations for 
management to present reliable information so that in 
the interest of  the independent commissioners will use 
qualified auditors to assess the quality of  information 
that will be used by shareholders (Singgih & Widya, 
2015). A quite large number of  boards of  corporate in-
dependent commissioners can result in decisions that 
tend to be objective with regard to the selection of  ex-
ternal auditors. Therefore, the size of  the board of  in-
dependent commissioners will have an impact on the 
tendency for the election of  big four KAP. This is in line 
with research findings of  Singgih & Widya (2015) and 
Cholifah (2015) which result in a fact of  positive asso-
ciation with the board of  independent commissioners’ 
size and auditor selection .

H
1
: 	 The size of the board of independent commis-

sioners has a significant positive effect on audi-
tor selection.

	 Corporate audit committee provides recom-
mendations on auditor selection conducted by the 
company. The audit committee professionally and in-
dependently has the function of  providing assistance to 
the board of  commissioners regarding the implementa-
tion of  the supervisory function. An audit committee 
that has high effectiveness will tend to have auditor’s 
recommendation who have high quality in providing 
audit services to the board of  commissioners (Nafasati 
& Indudewi, 2015). Agency theory explains that audit 
committee can increase the level of  corporate monitor-
ing and independence in the selection of  the company’s 
external auditors, thereby reducing the level of  agency 
problems between shareholders and agents. In line with 
the statement, the findings of  Cholifah, (2015), Alfian 
& Suryansyah, (2017), Putra, (2014), and Nafasati & In-
dudewi, (2015) that the relationship of  audit committee 
effectiveness is able to give a significant positive relation-
ship to auditor selection. 

H2
: 	 Audit committee effectiveness has a significant 

positive effect on auditor selection. 

The size of  the company’s leverage can affect the 
selection of  external auditors in the company. Leverage 
shows the extent to which the assets in the company are 
financed using debt (Kasmir, 2010).  Agency theory ex-
plains that agency problems can arise due to companies 
in applying for loans to banks or other financial insti-
tutions, namely agency problems in terms of  violations 
of  debt agreements between stakeholders and creditors. 
Companies with increased leverage will try to mitigate 
market suspicions to their performance, this causes 
companies to use high qualified auditors (Maharani & 
Pinasti, 2018). This is in accordance with the findings 
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of  Trisnawati (2015), Nasrudin et al.(2016), Kareem et 
al.(2017) and Maharani & Pinasti (2018) which show 
that the relationship of  leverage is able to provide a sig-
nificant positive effect on auditor selection.

H
3
: 	 Leverage has a significant positive effect on 

auditor selection

	  Supervision through board of  independent 
commissioners can minimize the asymmetry of  infor-
mation arising from the agency problem between the 
principal and the agent. This is because the board of  
commissioners will supervise the actions of  top manage-
ment as one of  the mechanisms of  the highest internal 
control (Nafasati & Indudewi, 2015). When firm size 
is large, the company’s activities will be more complex 
which causes high level of  fraud and errors so the com-
pany will need high-qualified supervision. Agency the-
ory explains that the agency problem in a company can 
increase the amount of  hidden information carried out 
by the agent. A fairly large number of  board of  commis-
sioners will lead to an increase in the selection of  big-
fours external auditors. When the number of  the board 
of  independent commissioners is large with a large firm 
size, it will encourage the selection of  qualified external 
auditors from the big four to increase the credibility of  
the company’s financial statements.

H4
: 	 Firm size significantly moderates the effect of 

board of commissioner size on auditor selection

Decisions in auditor selection within a company 
will highly consider the recommendations of  the audit 
committee. One of  some audit committee duties is an 
intermediary between company and external auditor. 
The selection of  external auditors influences the level 
of  supervision quality in the company. When firm size 
is high, the level of  corporate complexity increases. 
Agency theory explains that agency problems that arise 
will increase due to the high size of  the company, so 
the company will increase supervision in order to reduce 
the risk of  information asymmetry. Thus, the effective-
ness of  audit committee with a firm size that tends to be 
large, will encourage qualified auditor selection that is 
the big four as the company’s external supervision. The 
external auditors are chosen by the company to improve 
the quality of  corporate governance and increase the re-
liability of  the company’s financial information (Singgih 
& Widya, 2015).

H5
: 	 Firm size significantly moderates the effect of 

audit committee effectiveness on auditor selec-
tion

Leverage shows the amount of  corporate business 
activities that are borne by corporate debt. Companies 
that have a high level of  leverage have the risk of  going 
bankrupt because they cannot repay their loans. This will 
increase the risk of  giving wrong opinion for an external 
auditor (Trisnawati, 2015). Agency theory explains that 
high increase in leverage raises the demand for increased 
corporate monitoring. This will cause agency problems 
between agents and principals, where the principals 
need an external auditor as an objective mechanism as a 

supervision to management. When firm size is large, the 
company will easily obtain loans in large quantities and 
the interest expense incurred that can be borne by the 
company (Knauer & Sommer, 2012). Therefore, high 
leverage with large firm size encourages companies to 
have high supervision from external auditors. Thus, the 
companies tend to use qualified external auditors from 
the big four to ensure company information contained 
in the annual reports is more accurate and reliable.

H
6
: 	 Firm size significantly moderates the effect of 

leverage on auditor selection

RESEARCH METHOD

This study used deductive research with type of  
quantitative research that used secondary data. The 
population in this study was the financial sector com-
panies listed on the Indonesia Stock Exchange in 2017 
with 95 companies. The selection of  the financial sec-
tor is because the Financial Services Authority (OJK) 
issued a new regulation namely POJK No. 13 of  2017 
concerning restrictions on the use of  services from 
public accountants namely ≤3 consecutive book years 
for financial sector companies. The regulation is valid 
since 2017, so companies that have used audit services 
from the same public accounting firm for more than 3 
years will make changes. Samples from the study were 
determined using the purposive sampling method, so it 
was obtained samples that match criteria as many as 89 
companies with a one-year observation period and 89 
analysis units were obtained. Sample selection criteria 
can be seen in Table 1. 

Table 1. Research Sample

Sample Criteria
Beyond 
Criteria

Meeting 
Criteria

a.	 Financial sector companies 
listed on the IDX in 2017

95

b.	 Companies that issued 
financial statements in 2017

(5) 90

c.	 Company with complete 
data

(1) 89

Total Unit of  Analysis 89
Source: secondary data processed, 2018

The dependent variable in the study was auditor 
selection. There are three independent variables, namely 
the size of  the board of  independent commissioners, au-
dit committee effectiveness, and leverage; and firm size 
as moderation variable. The description of  the operatio-
nal definitions for each variable contained in this study 
in is Table 2.

Data collection technique in this study used docu-
mentation technique. The data used were in the form of  
annual report of  the financial sector companies listed on 
the Indonesia Stock Exchange (IDX) in 2017. Hypothe-
sis testing used descriptive statistical analysis technique 
and inferential analysis technique. The moderation va-
riable hypothesis was examined using a moderation reg-
ression analysis technique that is the absolute difference 
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test with a significance level of  5%. A logistic regression 
equation used the absolute difference value test is shown 
in equation 1. The use of  logistic regression for this mo-
del was due to the research used bound variables that 
scale nominal data of  two categories (dichotomy).

Ln
 
= α + β1 BOCISIZE + β2 AUDSCORE + β3

 	              LEV + β4|BOCISIZE-FSIZE|+ β5 | AUD	 
	              SCORE-FSIZE| + β6|LEV-FSIZE| + e .....(1)

RESULTS AND DISCUSSIONS

	 The result of  the Hosmer and Lemeshow’s 
Godness of  Fit Test shows that there is no significant 
difference between the model and its observation va-
lue so that the model can be accepted with a value of  
0.097> 0.05. The result of  overall model fit test with -2 
Log Likehood (-2LL) shows a decrease in the value of  
Chi Square from 120.872 to 101.120 so that the model 
hypothesized is fit with the data and feasible to be used. 
The coefficient of  determination test result uses the 
Nagelkereke R2 test shows a result that is 0.864 which 
means that the variability of  the dependent variable can 
be explained by the independent variability by 86.4% 
while 13.6% is explained by other variables outside this 
research model. Testing of  the model accuracy using the 
classification table shows that the correct prediction for 

companies that choose non big four KAP is by 80.8% 
while the correct prediction for companies that choose 
big four KAP is by 59.5%. Thus, the overall percentage 
value of  71.9% can assess the accuracy of  the research 
model. Based on the hypothesis testing, it can be written 
the regression equation shown in equation 2 and the re-
sults of  hypothesis testing can be seen in Table 3.

Ln 
 
= -8.327 + 3.315 BOCISIZE + 8.529 

	         AUDSCORE + 10.526 LEV + 7.572|
	               BOCISIZE-FSIZE| - 0.162|AUDSCORE-
	         FSIZE| - 5.682|LEV-FSIZE| …..........(2)

The Effect of the Size of Board of Independent Com-
missioners on Auditor Selection

The size of  the board of  independent commis-
sioners is proven to provide a significant positive rela-
tionship on auditor selection. The effect of  the size of  
the board of  independent commissioners on the compa-
ny’s auditor selection is in accordance with the agency 
theory referred to in this study. Agency theory explains 
agency problems that arise between the principal and the 
agent can be overcome with the help of  an independent 
party outside the two parties. The external auditor as 
the other party is the holder of  the role in determining 
the credibility of  information in the financial statements 
(Nafasati & Indudewi, 2015). The board of  commis-

Table 2. Operational Definitions of  Research Variables

No Variables Variable Definition Measurement
1. Audit Selection 

(AUDC)
Determination of  auditors who will 
audit the company. (Alfraih, 2017)

Score 1 if  the company uses big four KAP, 0 if  
uses non-big four KAP. (Solikhah et al., 2017)

2. The Size of  Board 
of  Independent 
Commissioners 
(BOCISIZE)

Total board of  independent 
commissioners within a company. 
(Rosita et al., 2017)

(Singgih & Widya, 2015)
3. Audit Committee 

Effectiveness 
(AUDSCORE)

Assessment of  activities, number 
of  members and competence of  
the audit committee. (Fathoni & 
Hermawan, 2013)

Checklist (score) through 11 item questions 
about the activities, size, expertise and 
competence of  the audit committee. (Putra, 
2014)

4. Leverage (LEV) Ratio that shows a company’s ability 
to meet its financial obligations. 
(Nguyen, 2017)   (Houqe et al. 2015)

5. Firm Size (FSIZE) The size of  the company scale. 
(Fitriyani & Erawati, 2016)

Ln Total Asset
(Fang et al. 2016)

Source: Various sources processed, 2018

Table 3. Hypothesis Test

Hypothesis β Sig Results
1. The size of  board of  independent commissioners has a significant positive 

effect on audit selection
3.315 0.033 H

1
Accepted

2. Audit committee effectiveness has a significant positive effect on audit 
selection

8.529 0.016 H
2
 Accepted

3. Leverage has a significant positive effect on audit selection 10..526 0.010 H
3
 Accepted

4. Firm size significantly moderates the effect of  the size of  board of  independent 
commissioners on audit selection

7.572 0.014 H
4
 Accepted

5. Firm size significantly moderates the effect of  audit committee effectiveness 
on audit selection

-0.162 0.849 H
5
 Rejected

6. Firm size significantly moderates the effect of  leverage on audit selection -5.682 0.012 H
6
 Accepted

Source: Secondary data processed, 2019
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sioners elects external auditors at the AGM (General 
Meeting of  Shareholders) every year. 

Supervision carried out by the board of  commis-
sioners is one of  the duties and responsibilities, supervi-
sion on the performance of  the board of  directors and 
ensuring the company’s Good Corporate Governance 
(GCG) is carried out. Thus, the role of  board of  inde-
pendent commissioners, which is part of  the board of  
directors, is very influential in decision-making. The 
board of  Independent commissioners have a more ob-
jective assessment and not side with any party. The ex-
istence of  a total board of  commissioners that is pretty 
much can give a more objective decision related to the 
selection of  the company’s external auditor (Maharani 
& Pinasti, 2018).  This finding is in line with the findings 
of  Singgih & Widya (2015) and Putra(2014).

The Effect of Audit Committee Effectiveness on 
Auditor Selection

This study shows a positive effect between the au-
dit committee effectiveness and auditor selection. The 
audit committee as one of  the internal mechanisms of  
GCG has the duties of  evaluating external auditors and 
providing proposals for external auditors to be used by 
the company. Discipline and the minimum occurrence 
of  fraud are the achievements of  the audit committee in 
managing the company (Fathoni & Hermawan, 2013). 
This condition is in accordance with agency theory 
which explains that a high level of  company monitoring 
will reduce the information asymmetry that arises and 
minimize the agency problem between the principal and 
the agent. Thus, the audit committee that has high ef-
fectiveness will use qualified external auditors affiliated 
with Big Four. The result is in accordance with the re-
search conducted by Alfian & Suryansyah (2017), Putra 
(2014) and Nafasati & Indudewi (2015) which prove the 
positive effect of  audit committee effectiveness and au-
dit selection.

The Effect of Leverage on Auditor Selection

Leverage is proven to be able to provide a sig-
nificant positive effect on auditor selection. Companies 
with a tendency of  increased leverage will use external 
auditors affiliated with the big four. Companies with a 
tendency for high value of  leverage interpret the value 
of  assets contained in the company obtained through 
debt financing. The large ratio of  leverage will cause 
companies to have a tendency to use big four auditors 
as an effort to improve the quality of  the annual report 
in maintaining good performance in the presence of  
shareholders and creditors. (Fitriyani & Erawati, 2016). 
The creditor will use the company’s financial statements 
as a benchmark for the quality and going concern of  
the company. Thus, the behavior of  leverage variable is 
in line with the perspective of  agency theory has been 
described. This finding is in line with the findings of  
Fitriyani & Erawati (2016) and Nasrudin et al. (2016) 
which find a positive influence between leverage and 
auditor selection. So that if  leverage increases, it has im-
pact on the incentives which is higher for managers to 

manage earnings, so the need for qualified external au-
ditors increases to protect creditor rights and disclosure 
requirements (Trisnawati, 2015)

The Effect of The Size of the Board of Independent 
Commissioners on Auditor Selection Moderated by 
Firm Size

This study proves the relationship of  firm size 
which is able to moderate the positive effect of  the size 
of  the board of  independent commissioners with audit 
selection. The board of  independent commissioners is 
presumed to tend selecting external auditors with ad-
equate quality that is the big four, so that it will increase 
company supervision. Firm size is proven to be able to 
strengthen the effect of  the size of  the board of  inde-
pendent commissioners on auditor selection. This is 
similar to agency theory where a third party that is in-
dependent to the company can improve the company’s 
monitoring system (Singgih & Widya, 2015). Compa-
nies with a tendency of  the size of  the board of  inde-
pendent commissioners that are a lot followed by large-
sized companies, will need high supervision to reduce 
the information asymmetry that arises from the existing 
agency problems within the company. So the company 
will use big four external auditors. The higher the num-
ber of  board of  independent commissioners, the moni-
toring on the quality level of  the annual report will in-
crease and reduce the information that is not revealed 
(Rosita et al., 2017).

The Effect of Audit Committee Effectiveness on Au-
ditor Selection Moderated by Firm Size

This study proves the inability of  the firm size to 
provide moderation of  the positive relationship of  audit 
committee effectiveness and auditor selection. This is 
not in line with agency theory which provide an exp-
lanation for the increasing complexity of  the company 
causing an increase in the supervisory function of  the 
company. When the firm size tends to be large, it cau-
ses the company to improve the function of  the audit 
committee which is a GCG monitoring tool. The effec-
tiveness of  the audit committee does not depend on the 
size of  the company. This is because it has been the duty 
of  the audit committee as the supervisor of  the internal 
control system, the quality of  the annual report and the 
effectiveness of  the audit function within the company. 
Thus, the audit committee will optimize the supervision 
on management performance to continue prioritizing 
conservatism in the preparation of  the annual report re-
gardless of  firm size. Thus, the firm size is not able to 
give effect for the level of  audit committee effectiveness 
with auditor selection.

The Effect of Leverage on Auditor Selection Moder-
ated by Firm Size

 This study proves the presence of  moderating ef-
fect of  the firm size on the relationship between leverage 
and auditor selection. Firm size is proven to weaken the 
relationship of  leverage to the selection of  external audi-
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tors. This is proven by the existence of  agency theory, 
where an increase in total leverage causes the demand 
for company monitoring to increase. A company with a 
high level of  leverage tends to result in an increase in de-
fault risk, the company will be threatened unable to cov-
er all its obligations (Andriyani & Khafid, 2014). Com-
panies that have a small firm size but high leverage will 
be difficult to get the trust from lenders and shareholders 
so the company will choose an external audit from the 
big four. By selecting non-big four auditors, the compa-
ny will work with the auditor to present the modified 
financial statements to the public, so that the company’s 
leverage can be covered by the company. This causes the 
non big four auditor to provide a less informative finan-
cial statement for shareholders (Guedhami et al., 2014).

CONCLUSIONS

Indicators that become consideration in the deci-
sion-making process for the selection of  external audi-
tors by the company are a matter that is still being deba-
ted. This research gives empirical evidence from the size 
of  the board of  independent commissioners, the audit 
committee effectiveness and leverage that the results are 
proven to be able to increase the influence of  company 
selection towards auditor selection with adequate qua-
lity, that is, big four. Firm size is proven to increase the 
effect of  the size of  the board of  independent commis-
sioners and weaken leverage on auditor selection. Ho-
wever, firm size has not been able to moderate the audit 
committee effectiveness on auditor selection

Suggestion for the next researcher is to use dif-
ferent indicators that are considered capable of  giving 
audit selection influences for example major suppliers, 
main customers or main competitors. This is due to 
these variables can determine the determinants of  the 
selection of  external auditors related to institutional the-
ory which argues that organizations in the same line of  
business are largely influenced by their key stakeholders, 
which will make them more like each other. This will 
examine in different ways from agency theory.
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