Accounting Analysis Journal 8(2) (2019) 118-126

. . =
Accounting Analysis Journal -4
\ |
https://journal.unnes.ac.id/sju/index.php/aaj - 4 :

The Effect of Industrial Specialization Auditors
and Audit Committee Expertise on Audit Quality

Indah Kurniasih*! and Kiswanto?

22 4ccounting Department, Faculty of Economics, Universitas Negeri Semarang

ARTICLE INFO

ABSTRACT

Article History:

Received Oktober 22, 2018
Accepted March 1, 2019
Available July 30, 2019

Keywords:

audit quality;

audit committee expertise;
auditor industrial
specialization;
discretionary accruals

The purpose of this research is to analyze the impact of auditor industry specialization
and audit committee specific expertise, which is divided into accounting, finance, and
supervisory expertise, controlled by board of commissioner size, board of director size,
firm size, leverage, and profitability. This research uses secondary data with population
of 144 manufacturing companies listed on the Indonesian Stock Exchange (IDX) dur-
ing 2014-2016. The sample selection method was purposive sampling which generates
87 firms as the sample. The data analysis method was multiple linear regression analysis
by IBM SPSS version 23.The results showed that the auditor industry specialization
and audit committee accounting expertise have positive effect on audit quality. While
the audit committee finance and supervisory expertises do not affect the audit quality.
Control variables board of commissioner size, firm size, leverage, and profitability affect
to audit quality. However, board of director size does not affect to audit quality. The
conclusion of this research is auditor industry specialist and audit committee who has

accounting expertise are able to improve the audit quality.
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INTRODUCTION

Financial statements are the basis of important
decision making for stakeholders so that the informa-
tion presented must really reflect the economic condi-
tions of the company. This shows that the existence of
an audit process is very important because of its ability
to give independent trust to the credibility of accounting
information (Defond & Zhang, 2014). Therefore, Audi-
tors are responsible for the quality of the audited finan-
cial statements. However, various scandals involving the
Public Accounting Firm (KAP) and large companies in
the past few years have caused a low public perception
on audit quality.

Some scandals such as the Bakrie Group and Brit-
ish Telecom show the importance of audit quality which
is the responsibility of the company and the auditor. The
Bakrie Group financial statement which has been au-
dited, contains a material misstatement due to auditor’s
negligence in identifying the misstatement resulting in
an inaccurate audit report. While British Telecom audi-
tors were involved in audit failures because they were
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unable to identify fraud committed by British Telecom
senior executives. This phenomenon shows that auditors
are not immune from failure or negligence in conducting
their audit so that the resulted audit quality is still low.

Facts that are often associated with low audit qual-
ity such as accounting scandals that occur in the Bakrie
Group and British Telecom show the need to analyze
what factors influence it. Qi, et al. (2015) stated the im-
portance of considering the roles of auditors and clients
in influencing audit quality. Researches that examine
audit quality prove that audit quality is influenced by
various factors, namely auditor industrial specialization,
tenure, and regulation (Al-Khaddash, et al., 2013; Pan-
jaitan & Chariri, 2014; Fitriany et al.,2015). In addition,
other studies that directly or indirectly use other prox-
ies to measure earnings management that can show au-
dit quality, provide empirical evidence of the influence
of audit committee expertise, board of commissioners
size, board of director size, firm size, profitability, and
leverage affecton discretionary accruals (Badolato, et
al. 2014; Sumanto,et al., 2014; Riadiani & Wahyudin,
2014; Dwiharyadi, 2017).

The independent variable in this study is chosen
based on the phenomena that underlie previous research
and research related to audit quality. The role of audi-

p-ISSN 2252-6765 e-ISSN 2502-6216



119

tors and audit committees which are seen as the most
important monitoring mechanism requiring auditors
and audit committees to have adequate competence so
that they are able to produce a good audit quality. Howe-
ver, the phenomena that occur show conditions that are
not always in line with expectations. Meanwhile based
on previous research, the influence of auditor industrial
specialization and audit committee expertise still show
inconsistent findings on audit quality.

Al-Khaddash, ez al. (2013) and Panjaitan & Chari-
11 (2014) prove that auditor industrial specialization has
a positive effect on audit quality. Whereas Meza (2013)
and Mughni & Cahyonowati (2015) prove that auditor
industrial specialization does not affect on audit qual-
ity. Research related to the expertise of audit committee
with specific expertise including accounting, financial
and supervisory expertise also show inconsistent find-
ings. Dhaliwal, ez al. (2010) and Mughni & Cahyonowati
(2015) prove that the audit committee’s accounting ex-
pertise has a positive effect on audit quality. Whereas
Badolato, ez al. (2014) and Dwiharyadi (2017) prove that
audit quality is not influenced by the audit committee’s
accounting expertise.

Regarding the financial expertise of the audit
committee, Dhaliwal, et al. (2010) and Cohen ez al. (2014)
prove that the financial expertise of the audit committee
is able to improve audit quality. On the contrary, Bado-
lato, et al. (2014) and Dwiharyadi (2017) prove that the
financial expertise possessed by the audit committee
does not affect the high and low quality of the audit pro-
duced. Research related to supervisory expertise carried
out by Badolato, ef al. (2014) and Cohen et al. (2014)
show evidence of the influence of the audit committee’s
supervisory expertise on audit quality. Whereas Dha-
liwal, et al. (2010) and Kusnadi et al. (2016) prove the
opposite, namely audit committee supervisory expertise
does not affect on the quality of the audit produced.

The purpose of this study is to analyze the effect
of auditor industrial specialization and audit commit-
tee expertise on audit quality. The expertise of the au-
dit committee examined using specific measurements,
namely accounting, finance, and supervision expertise
because it has never been done in empirical studies in
Indonesia. Most studies that analyze the expertise of
audit committees still use only one category of audit
committee expertise, namely financial expertise which
the definition and measurement include accounting and
financial expertise. This study also considers the control
variables, namely board of commissioners size, board
of directors size, firm size, leverage, and profitability
based on previous assumptions and research (Badola-
to, et al. 2014; Riadiani & Wahyudin, 2015; Mughni &
Cahyonowati, 2015; Arifin & Destriana, 2016; Dwiha-
ryadi, 2017). The use of control variables aims that the
relationship which occurs in the dependent variable is
purely influenced by the independent variable.

The factors tested in this study relate to the exper-
tise possessed by auditors and audit committees so that
the assumptions that underlie this research are the better
the skills a person has, the better the performance pro-
duced. This is in line with the competency theory which
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supports the argument that auditor industrial specializa-
tion and audit committee expertise are closely related
to the quality of the audit produced. The concept of
competency explained by Chouhan & Srivastava (2014)
that includes knowledge, skills, personal concepts, char-
acteristics, and motives of a person will shape critical
behaviour resulting in better performance. The better the
expertise of the external auditors, the better the audit
quality produced. Likewise for the audit committee, the
better the specific abilities and skills possessed to carry
out their functions, the better the quality of the audit
produced.

Auditors are responsible for providing independ-
ent verification regarding the fairness of the financial
statements presentation. Therefore, the auditors must
have certain competencies and expertise to produce a
qualified audit. The understanding and capabilities that
the auditors need include understanding of account-
ing principles and general accepted audit standards,
accounting system, knowledge of a particular client or
industry, understanding of management incentives in
various business conditions, as well as problem solving,
interpretation and data analysis capabilities (Bonner &
Lewis, 1990). The argument shows the need for auditors
to have an understanding of certain industries in addi-
tion to the general knowledge needed for all audits.

Auditor industrial specialization is based on
training and practical experience gained from auditing
certain industries (Craswell, ez al. 1995). Specialists audi-
tors of industry are considered more competent because
they have more information to understand the condition
of the company and the industrial sector being audit-
ed. This assumption is in line with competency theory
where the more often auditors audit clients in a particu-
lar industry, the better their knowledge and understand-
ing will make them as specialist auditors in the industry,
including knowledge, skills, personal concepts, char-
acteristics and motivations that possessed by them Al-
Khaddash, ez al. (2013), Panjaitan & Chariri (2014), and
Fitriany et al.(2015) prove that discretionary accruals of
industrial specialist auditors are lower or audit quality is
higher, compared to non industrial specialist auditors.

H: Auditor Industrial Specialization has a positive
effect on Audit Quality

Accounting expertise is the expertise of audit
committee members who are experienced in preparing,
auditing, or evaluating financial statements. The specifi-
cation of accounting expertise relates to the role of the
audit committee in terms of understanding, analysis,
and evaluation of financial statements. Preparation of
financial statements involving various accounting poli-
cies related to accruals, estimates, and reserves requires
an adequate understanding of accounting so that the au-
dit committees that have accounting expertise are better
able to evaluate financial statements and identify prob-
lems and communicate them to the management and
external auditors.

This assumption is in line with the competency
theory where more experience, learning, or training in
the field of accounting, including knowledge, skills, per-
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sonal concepts, characteristics, and motivation that the
audit committee have, the better their expertise in the
accounting field. Accounting expertise supports the role
of the audit committee in monitoring accounting poli-
cies related to accruals, estimation, and reserves so as to
limit the value of discretionary accruals and produce a
high audit quality. Dhaliwal ez a/. (2010), Mughni& Ca-
hyonowati (2015), and Kusnadi ez al. (2016) prove that
the audit committee’s accounting expertise has a posi-
tive effect on audit quality.

H,: Audit Committee’s Accounting expertise has a
positive effect on Audit Quality

Financial expertise is the expertise of the audit
committee who is experienced in overseeing or evaluat-
ing the performance of companies or public accountants
in connection with preparation, audit, and evaluation of
financial statements. Financial expertise is related to a
strong background in estimating earnings, giving invest-
ment recommendations, and conducting due diligence
in offering equity in mergers and acquisitions (Dhaliwal
et al., 2010). This shows that the audit committee with
financial expertise not only controls the industrial en-
vironment, but also the legal, regulatory, politics and
ethics of corporate environment (Dhaliwal ez al., 2010).
Therefore, audit committees that have financial expertise
are considered more able to limit opportunistic earnings
management actions and produce higher audit quality.

This assumption is in line with the competency
theory where the more experience, learning, or training
in the financial field, including the knowledge, skills,
personal concepts, characteristics, and motivation that
the audit committee has, the better their expertise in the
financial sector. Financial expertise supports the role of
the audit committee in evaluating earnings so as to limit
the value of discretionary accruals and produce high au-
dit quality. Dhaliwal, et al. (2010), Cohen ez al. (2014),
and Cohenet al. (2017) prove that the audit committee’s
financial expertise has a positive effect on audit quality.

H,: Audit Committee’s Financial Expertise has a
positive effect on Audit Quality

Independent Variables
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Supervision expertise is defined as the expertise
of audit committee members who are experienced in
overseeing financial leaders, accounting leaders, finan-
cial controllers, auditors, or people who perform similar
functions. Trautman (2013) confirms that the functions
inherent in the audit committee, especially supervision
in the preparation of financial statements, mean that
members of the audit committee are required to have
competencies which include supervisory, accounting
and financial expertise. Therefore, the audit committee
must have experience related to the implementation of
the financial accounting function in addition to their ex-
perience in overseeing the function. Audit committees
that have supervisory expertise are considered capable
of carrying out a better supervisory function because
they can effectively organize supervisory functions so
as to limit opportunistic earnings management action
which has implications for higher audit quality.

This assumption is in line with the competency
theory where more experience, learning, or training in
the field of supervision, including knowledge, skills, per-
sonal concepts, characteristics, and motivation of the
audit committee, the better the expertise in the field of
supervision. Supervision expertise supports the role of
the audit committee in minimizing fraud so as to be able
to limit the value of discretionary accruals and produce
high audit quality. Cohen et al. (2014), Badolato, et al.
(2014), and Ghafran & O’Sullivan (2017) prove that au-
dit committee supervision expertise has a positive effect
on audit quality.

H,: Audit Committee’s supervision expertise has a
positive effect on Audit Quality

Based on the description of the theoretical frame-
work and the formulation of hypotheses, the theoretical
framework in Figure 1 is obtained.

RESEARCH METHOD

This research was a quantitative research with
secondary data. The population of this study was 144
manufacturing companies listed on the Indonesia

Audit Committee Supervision Expertise

Auditors Industrial Specialization H, (+)
. . . . H, (+)
Audit Committee Accounting Expertise v
. . . . . H; (+) Dependent Variable
Audit Committee Financial Expertise Audit Quality
Hy (+) N~ A

Control Variables:
*Board of Commissioner Size
*Board of Director Size
*Firm Size
*Leverage
*Profitability

Figure 1. Theoretical Framework
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Stock Exchange (IDX) in 2014-2016. Sampling used
a purposive sampling method. The sample selection
process based on criteria presented in Table 1.

The dependent variable of this study was audit
quality using a discretionary accruals proxy. Johnson
(2002) stated that discretionary accruals are used as
proxy for audit quality because it is able to show active
management intervention in earnings reporting. Low
value of discretionary accruals are associated with high
quality audits produced because auditors and audit
committees succeed in limiting opportunistic earnings

Table 1. Sample Selection Based on Criteria
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management actions. The independent variables are the
auditors industrial specialization, as well as the accoun-
ting, financial, and supervisory expertise of the audit
committee. Control variables are board of commissio-
ner size, board of directors size, firm size, leverage, and
profitability. Table 2 shows the operational definition of
each research variable.

The data collection technique used documen-
tation techniques, namely by downloading the annual
reports of manufacturing companies in www.idx.co.id.
This study used descriptive statistical analysis and mul-

Beyond Included

No Criteria Criteria Criteria
1. Manufacturing companies listed on the Indonesia Stock Exchange in 2014-2016 144
2. Companies publish annual reports €)) 136
3. Corporate financial information uses the rupiah currency (30) 106
4. Companies that have complete data 19 87

Observation Year 3
Amount of research data during 2014-2016 261
Outlier (14)
Unit of analysis 247

Source: secondary data processed in 2018

Table 2. Operational Definition of Variables

Variables Definition Measurement
Audit Quality The probability in which auditors 1. Calculating Total Accrual
(DACC) find and report violations in TAC= TACit = EATit — CFOit
the client’s accounting system 2. Calculating accruals value with Ordinary Least Square
(DeAngelo, 1981) (TACt/At-1) = al(1/At-1)ta2 ([AREVt/At-1)+a3(PPEY
At-1)+e
3. Calculating Non discretionary Accrual
NDAt =01(1/At-1)+02 ([AREVt-ARECt]/At-1)+03(PPEY/
At-1)
4. Calculating Discretionary Accrual
DACCt = (TACYV At-1) — NDAt
(Dechow, et al. 1995)
Auditor Industrial KAP that has practical experience Industry Market Share
(Sspls}(izlél)lzatlon ?;éiiigg?é?;izﬁ%eieﬁéll%9 5) _ Number of KAP clients in the industry

Expertise in preparing financial
statements (Badolato, et al., 2014).

Audit committee
accounting
expertise
(ACCEXP)

Audit committee
financial expertise
(FINEXP)

Expertise in analyzing financial
statements (Badolato, et al., 2014).

Expertise in overseeing the
preparation of financial statements
(Badolato, et al., 2014).

Audit committee
supervision
expertise
(SUPEXP)

x
JNwmber of entire entities in the industry

Average KAP client assets in the industry

Avernge entire entities assets in the industry
(Siregar et al., 2011)

Number of Audit Commitiees with
Accounting Expertise

ACCEXP = Number of All Audit Committees
Number of Audit Commitiees with
Financial Expertise
FINEXP =
: Number of All Audit Committees
Number of Audit Committees with
SUPEXP — Supervison Expertise

Number of All Audit Committees
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Continuation of Table 2. Operational Definition of Variables

Variables Definitions Measurement
Board of The size of the board of The number of the Board of Commissioners in the t
Commissioner commissioners based on year.
Size (BOCSIZE) the number of the Board of

Commissioners (Sumanto et al.,
2014)

The size of the board of directors
based on the number of board of
directors (Badolato, et al., 2014)
Scale that can be classified in the
size of the company (Christiani
and Nugrahanti, 2014).
Comparison between total debt
and total assets that shows how
much part of the asset is used to
guarantee debt (Christiani and
Nugrahanti, 2014).

The company’s ability to generate
earnings in relation to assets or
capital used (Arifin dan Destriana,
2016).

Board of Director
Size (BODSIZE)

Client’s Size
(LN_TA)

Leverage (LEV)

Profitability
(ROA)

The number of the Board of Directors in the t year.

SIZE = Log Total Asset

Total Liakilities
Total Asset

Leverage =

_ NetProfit After Tax

RDA
Total Aset

Source: Various sources, 2018.

tiple linear regression with IBM SPSS version 23. Before
conducting regression analysis, research data was tested
first with the classical assumption test, namely normali-
ty, multicollinearity, autocorrelation, and heteroscedas-
ticity tests. The equation model carried out with regres-
sion tests in this study is:

DACC = o + BISPEC + B2ACCEXP + B3FINEXP +
BASUPEXP +B4BOCSIZE + P4BODSIZE +
BALN TA + BALEV + BAROA + & ccccovorr.... (1)

RESULTS AND DISCUSSIONS

Descriptive statistics provide an overview of data
that includes averages, standard deviations, variants,
maximum and minimum. The results of descriptive sta-
tistical testing can be observed in Table 3.

Before testing the hypothesis, the classical as-
sumption tests are first performed on the regression
model. The classical assumption test results are shown

Table 4 shows the significance value in the Kol-
mogorov-Smirnov test, which is 0.200 or> 0.05, which
means that the data is normally distributed. The multi-
collinearity test results in Table 4 show that all indepen-
dent variables have tolerance values of more than 0.10
and VIF values of less than 10 which means there are no
symptoms of multicollinearity between independent va-
riables in the regression model. The Runs Test result in
Table 4 show the Runs Test value of -0.00427 with a sig-
nificance of 0.407 or more than 0.05 which means that
the residuals are not random or there is no autocorrelati-
on between residual values. Heteroscedasticity test using
Spearman Rho statistical test which in Table 4 shows all
variables have a significance value> 0.05, which means
that there are no symptoms of heteroscedasticity in the
regression model. The regression equation model after
fulfilling all the classical assumption tests is as follows:
DACC =0.625-0.026 SPEC - 0.046 ACCEXP -0.015

FINEXP -0.009 SUPEXP + 0.009 BOCSIZE
+ 0.005 BODSIZE - 0.022 LN_TA - 0.057

in Table 4. LEV+0.140ROA ... 2
Table 3. Results of Descriptive Statistics

Variables N Minimum Maximum Mean Std. Deviation
DACC 247 -0.2224 0.2541 0.006953 0.079783
SPEC 247 0.00 1.00 0.2955 0.45721
ACCEXP 247 0.00 1.00 0.5226 0.28598
FINEXP 247 0.00 1.00 0.3265 0.33665
SUPEXP 247 0.00 1.00 0.4657 0.27465
BOCSIZE 247 2.00 12.00 4.3198 1.81652
BODSIZE 247 2.00 15.00 5.1984 2.48514
NL_TA 247 25.30 33.20 28.3863 1.59419
LEV 247 0.04 1.52 0.4896 0.26217
ROA 247 -0.28 0.43 0.0582 0.09578

Source: Output SPSS 23, 2018
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Table 4. Result of Classical Assumption Tests
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Normality Test

Test Statistics

Asymp.Sig.(2-tailed)

One-sample Kolmogorov Smirnov

0.049 0.200
Multicollinearity Test Heteroscedasticity
VIF and Tolerance Test Tolerance VIF Spearman’s Rho (Sig) Test
SPEC 0.734 1.363 0.778
ACCEXP 0.834 1.200 0.912
FINEXP 0.897 1.115 0.540
SUPEXP 0.939 1.064 0.905
BOCSIZE 0.447 2.236 0.828
BODSIZE 0.493 2.030 0.616
LN_TA 0.407 2.459 0.480
LEV 0.885 1.130 0.330
ROA 0.872 1.147 0.350
Autocorrelation Test
Test Value Asymp.Sig.(2-tailed)

Runs Test 0.00427 0.407

Source: Output SPSS 23, 2018

The regression test results of equation 2 with o =
5% are used to find out the results of hypothesis testing
shown in Table 5.

The Effect of Auditor Industrial Specialization on
Audit Quality

Auditor industrial specialization has a positive
effect on audit quality. Auditor industrial specialization
has a negative relationship direction to discretionary ac-
cruals. This relationship indicates that the use of audi-
tors industrial specialization can limit discretionary ac-
cruals so that the resulted audit quality is higher. Auditor
industrial specialization that is determined based on the
calculation of market share by weighting the number
of clients and the average of audited client assets in a
particular industry shows that the auditor is said to be
a specialist if he has audited many clients in the same
industry. Fitriany et al. (2015) emphasized that the audit
a company, the better the quality of the audit produced.

The effect of auditor industrial specialization on

Table 5. Summary of Hypothesis Test Results

audit quality in accordance with the concept of compe-
tency theory. Specialist auditors who have more under-
standing and ability to audit certain clients or industries
will be more able to limit the value of discretionary ac-
cruals so that the quality of the audit produced is higher.
The companies choose specialist auditors because they
are considered more competent to be able to provide a
higher level of trust in information reported by manage-
ment. These findings are consistent with the research of
Al-Khaddash, er al. (2013), Panjaitan & Chariri (2014),
and Fitriany et al. (2015) which prove that auditor indus-
trial specialization has a positive effect on audit quality
with a discretionary accruals proxy.

The Effect of Audit Committee Accounting Expertise
on Audit Quality

Audit committee accounting expertise has a posi-
tive effect on audit quality. The audit committee’s ac-
counting expertise has a negative relationship direction
to discretionary accruals. The relationship indicates that

Hypothesis Coefficient Significance  Results
H, Auditor industrial specialization has a positive effect on audit quality =~ -0.026 0.024 Accepted
H, Audit Committee Accounting expertise has a positive effect on audit ~ -0.046 0.009 Accepted
quality
H, Audit Committee Financial Expertise has a positive effect on audit  -0.015 0.309 Rejected
quality
H, Audit Committee Supervision Expertise have a positive effect on  -0.009 0.579 Rejected
audit quality
Testing on Control Variables
1 The size of the Board of Commissioners has a positive effect on audit ~ 0.201 0.019 Rejected
quality
2 The size of the Board of Directors has a negative effect on audit  0.147 0.071 Rejected
quality
3 Company size has a positive effect on audit quality -0.436 0.000 Accepted
4  Leverage has a positive effect on audit quality -0.188 0.002 Accepted
5  Profitability has a negative effect on audit quality 0.168 0.006 Accepted
Source: Secondary data processed, 2018
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the existence of accounting expertise possessed by the
audit committee is able to limit discretionary accruals
so that the quality of the audit produced is higher. Audit
committee accounting expertise is measured based on
Badolato, ez al. (2014) where the criteria for accounting
expertise are having experience in a strategic accounting
position such as the Chief Finance Officer (CFO), head
and staff of the accounting department, or having cer-
tificate as a professional accountant such as Chartered
Accountant, indicating that audit committees are ac-
counting experts if they already have understanding and
experience in the accounting field.

The effect of audit committee accounting exper-
tise on audit quality is in accordance with the concept
of competency theory. The more experience, the better
the understanding in the accounting field possessed by
the audit committee so that the better the quality of the
audit produced. Accounting expertise supports the role
of the audit committee to oversee the area of important
financial reports related to accruals, estimates, and re-
serves (Dhaliwal, et al., 2010). Therefore, the audit com-
mittees with accounting expertise will be able to limit
the value of discretionary accruals so that the resulted
audit quality is higher. These results support the findings
of Dhaliwal, ef al. (2010) and Mughni and Cahyonowati
(2015) which prove that the audit committee accounting
expertise has a positive effect on the audit quality with a
discretionary accruals proxy.

The Effect of Audit Committee Financial Expertise
on Audit Quality

Audit committee financial expertise does not
affect on audit quality. Dwiharyadi (2017) stated that
insignificant results may be due to the accounting and
financial expertise criteria used mostly using the experi-
ence of each member of the audit committee without
considering other competency factors. In addition, there
were not many manufacturing companies in 2014-2016
that had audit committee members with financial exper-
tise.

This finding is not yet in line with the compe-
tency theory which explains audit quality would be bet-
ter if the company has certain specific expertise, in this
case financial expertise. The role of financial expertise
in supporting the role of audit committees is related to
earnings evaluation which has not proved yet can limit
the value of discretionary accruals. Therefore, many or
few number of audit committee members who have fi-
nancial expertise do not affect on the quality of the audit
produced. This result supports the findings of Badolato,
et al. (2014) and Dwiharyadi (2017) which proves that
the audit committee’s financial expertise does not have a
significant effect on earnings management.

The Effect of Audit Committee Supervision Exper-
tise on Audit Quality

Audit committee supervision expertise does not
affect on audit quality. Although this study proves the
influence of accounting expertise on audit quality, it
does not mean that each audit committee member who
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has supervisory expertise also has accounting expertise.
This result is in line with the argument stated by Dhali-
wal, et al. (2010) who confirmed that insignificant find-
ings may occur because the supervisory expertise pos-
sessed by audit committee members is not accompanied
by an adequate understanding of accounting and so that
fails to apply their business acumen effectively in offset-
ting their supervisory role in the preparation of financial
statements. This finding proves that audit committees
that only have supervisory expertise have not been able
to limit discretionary accruals or improve audit quality
produced.

This finding is not in line with the competency
theory which explains audit quality would be better if
the company has certain specific expertise, in this case
namely supervisory expertise. The role of supervisory
expertise that supports audit committee responsibilities
in organizing supervisory functions has not been proven
to be able to improve audit quality. Therefore, many or
less audit committee members who have supervisory ex-
pertise do not influence high and low quality of the audit
produced. This result supports the findings of Dhaliwal,
et al. (2010) and Kusnadi et al. (2016) which prove that
the audit committee’s financial expertise does not have a
significant effect on earnings management.

Testing of Control Variables

Testing on the size of the Board of Commission-
ers has a significant positive coefficient indicating that
the size of the board of commissioners has a negative ef-
fect on audit quality. According to Riadiani & Wahyudin
(2015), this happens because with the increasing number
of board of commissioners there is a tendency for the
low effectiveness of the company due to the complexity
in coordination of work so that the board of commis-
sioners has difficulty carrying out its role which has im-
plications for low audit quality. Meanwhile, the Board
of Directors Size variable has an insignificant positive
coefficient which indicates that the audit quality is not
influenced by the size of the board of directors. Accord-
ing to Donaldson & Davis (1991), this happens because
managers will behave according to common interests so
that they are concerned with the interests of the princi-
pal. Therefore, many or less the number of boards of
directors is not an indication that a company carries out
earnings management which has implications for high
and low quality of the audit.

Company Size variable has a significant negative
coefficient which indicates that audit quality is not in-
fluenced by company size. This is because larger com-
panies tend to have better control systems so they can
improve performance effectiveness including improving
audit quality. Leverage variable has a significant negative
coefficient indicating that leverarage has a positive effect
on audit quality. Rainsbury, ez al. (2009) stated that com-
panies that have higher leverage ratios will increase mo-
nitoring on the process of preparing financial reports so
as to encourage higher audit quality. While profitability
has a significant positive coefficient which indicates that
audit quality is influenced by profitability. This occurs
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because high profitability tends to trigger managers to
act opportunistically by reducing accounting earnings.

CONCLUSIONS

Based on the results of analysis and testing, au-
ditor industrial specialization and audit committee ac-
counting expertise have a positive effect on audit quali-
ty. While audit committee financial expertise and audit
committee supervisory expertise have no effect on audit
quality. However, the existence of financial expertise
and supervision of the audit committee will improve au-
dit quality. Board of commissioner size, company size,
leverage, and profitability influence on audit quality but
the size of the board of directors does not affect on audit
quality.

Further research is expected to expand data ac-
cess both in sectors and year observations to obtain larg-
er samples so that can generalize the results. In addition,
measurement criteria for audit committee expertise vari-
able can also be developed for example by considering
the length of experience or background as academics
because in Indonesia many companies have audit com-
mittee members with backgrounds as academics.
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