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Abstract— The novice researchers in Indonesia itself even sometimes claim that only these maneuvers can measure audit quality 

when using secondary data. There are many other measurements used by previous researchers This study objective to the prediction of 

audit quality based on Financial Ratio's with CR, TATO, DER, ROE, and EPS. While audit quality uses an audit fee proxies. The 

research is a quantitative approach, which includes a sample of 21 firms listed in the Indonesia Stock Exchange, included data 

observation for the period of 2016-2018. This study applied data panel regression using the selection of estimation panel data technique 

through Chow tests, Hausman's test, and Lagrange Test. This data analysis was operated using STATA MP/14.00. The study finds that 

all of the Financial Ratio's proxies have predicted Audit Quality. The findings should be a reference for novice researchers, especially 

in Indonesia, to use the LNFE proxy to measure audit quality, then as consideration for companies and investors, namely audit fees by 

looking at financial ratios to build a good audit quality. 
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I. INTRODUCTION 

Research studies that investigated the construct of audit 

quality model, especially until now, still have a reliable on 

by academics since De Angelo released this measurement 

in 1981. The novice researchers in Indonesia itself even 

sometimes claim that only these measurements can 

measure audit quality when using secondary data, and 

when asked, the supervisor even answers this, namely the 

measurement of audit quality is measured based the Big-4 

and Non-Big 4 public accountant categories. Thus, so 

further research will always become important for re-

examine in applied research on the determinant of the 

quality of audits and their relationships and influence [1]. 

For example, the audit quality conducted by the auditor 

is based on the correct attributes of the audit firm structure 

including audit firm size, audit fee, auditor specialization, 

auditor tenure, and audit type [2,3,4]. Furthermore, a 

finding states that the higher audit quality will suggest by 

the overall audit fee charged by the client's [5]. The 

reliability of financial statements reporting not only be 

achieved by hiring Big 4 auditor, in fact, the poor 

independence enforcement factor mechanisms sometimes 

interfere with auditors when faced with family ownership 

and investors even though involve the audit firm is a Big 4 

auditor's [6] 

Audit quality cannot be separated from a good quality 

of financial reporting. Investors and stakeholders will 

always see measurements that are concise or reported in 

financial reviews. Financial ratios will always exist and are 

presented so that this output is very important and is 

considered by investors in making business and investment 

decisions, especially in Indonesia. Financial ratios have 

five criteria that will be measured to refer the condition of 

the firm consist of liquidity, profitability, market value, 

capital structure, and asset management efficiency. 

Financial ratios are the most widely used measuring tool in 

analyzing financial information. Financial ratios can be 

described as restatements of accounting data in terms of 

time [7] 

This research was background for several reasons, 

scilicet: (1) financial ratio's is simple and accurate 

measuring tools; (2) financial ratios are factors that are 

widely used by researchers in predicting corporate 

performance, such as firm value, profitability, corporate 

social responsibility, dividend policy, audit quality and 

others; (3) prior research still has difficulty in defining and 

measuring audit quality; and (4) prior research sometimes 

only used one specific audit quality measurement, 

especially empirical studies in Indonesia. 

 

II.  LITERATURE SURVEY 

A. Previous Research 

Umaru [3] proposed an impact of audit firms viz. 

compensation and provision towards financial reporting 

quality of categorize building material companies in 

Nigeria. The aftermath suggested that, audit quid pro quo 

and provision of non-audit services have look up the 

quality of their financial reporting during the period under 

review. Hosseinniakani et al. [4] doing to review and 

encapsulate the different audit quality factors i.e. audit 

fees, auditor tenure, reputation and itemizing, size, industry 

expertise and non-audit services. The aftermath suggested 

that each of the factors while affecting the audit quality 

directly. DeFond et al. [8] define higher audit quality as the 

greater assurance of financial reporting quality through the 
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findings suggest that agency cost incentives are an 

important driver of client demand for high audit quality. 

Alareeni [9] investigated the association betwixt audit firm 

characteristics (e.g. audit fees, client tenure, firm size, and 

non-audit services) and audit quality. The aftermath 

suggested that only auditor-client tenure and audit fee 

which has a positive effect on audit quality. Based on the 

findings above, the importance of audit fees in determining 

audit quality and financial reporting. 

 

B. Research Model and Hypothesis 

The model is a construction through specific parameters 

that are measured in terms of structure, form, content, 

quantity and meaning with all limitations [10]. 

Furthermore, a model can be understood as something that 

is small which means to describe reality. The model in 

research is a mathematical model that shows the 

relationship between variables that influence each other 

[11]. This research model is a fairly simple model that 

only uses one independent variable (X) and one dependent 

variable (Y). 

 

FINANCIAL RATIO’S

(X)

AUDIT QUALITY

(Y)

Figure 1: Research Model 

 

Based on the research model above, the research 

hypothesis is stated as follows: 

H0, which is stated by the financial ratio's, has no 

significant effect in the context of audit quality. 

Ha, which is stated by the financial ratio's, has a 

significant effect in the context of audit quality. 

 

 

III.   PROPOSED METHOD 

A. Research Type 

It is a quantitative research build to publish data 

aggregated from the annual and financial reports of the 

sample firms. The purpose of this research is to examine 

and identify the X variable, which is the Financial Ratios, 

the Y variable, which is the Audit Quality. 

 

B. Population and Sampling Technique 

The population comprises the firms under the 

transportation sub-sector listed in the Indonesia Stock 

Exchange in 2018. The sampling technique uses purposive 

sampling that is the confidence that the information 

needed for research will be obtained from one target 

group based on the criterion which is established by the 

researchers [11]. The criteria defined include (1) Firms 

that fall within the in sub-sector of transportation 

consistently during 2016-2018; (2) The company has 

complete data and information during the observation 

period; and (3) The company uses the besides IDR 

currency as the reporting currency, then it is converted 

using the BI middle rate. The research includes 21 firms 

as its sample. 

 

 

 

Table 1: Research Sample 

Ticker 

Code 
IPO Date Firm's of Name 

APOL 

ASSA 

BBRM 

BIRD 

BLTA 

GIAA 

HITS 

INDX 

KARW 

LRNA 

MBSS 

MIRA 

PTIS 

SAFE 

SHIP 

SOCI 

TAXI 

TMAS 

TPMA 

WEHA 

WINS 

22-Jun-2005 

12-Nov-2012 

08-Jan-2013 

05-Nov-2014 

26-Mar-1990 

11-Feb-2011 

15-Dec-1997 

17-May-

2001 

17-May-

2001 

15-Apr-2014 

16-Apr-2011 

30-Jan-1997 

12-Jul-2011 

15-Agus-

1994 

16-Jun-2016 

03-Dec-2014 

02-Nov-2012 

09-Jul-2003 

20-Feb-2013 

03-May-

2007 

29-Nov-2010 

PT Arpeni Pratama Ocean Line 

Tbk 

PT Adi Sarana Armada Tbk 

Pelayaran Nasional Bina Buana 

Raya Tbk 

PT Blue Bird Tbk 

PT Berlian Laju Tanker Tbk 

PT Garuda Indonesia (Persero) Tbk 

PT Humpuss Intermoda 

Transportasi Tbk 

PT Tanah Laut Tbk 

PT ICTSI Jasa Prima Tbk 

PT Ekasari Lorena Transport Tbk 

PT Mitra Bantera Segara Sejati 

Tbk 

PT Mitra International Resources 

Tbk 

PT Indo Straits Tbk 

PT Steady Safe Tbk 

PT Sillo Maritime Perdana Tbk 

PT Soechi Lines Tbk 

PT Express Trasindo Utama Tbk 

PT Pelayaran Tempuran Emas Tbk 

PT Trans Power Marine Tbk 

PT Weha Transportasi Indonesia 

Tbk 

PT Wintemar Offshore Marine Tbk 

Adopted by: [12] 

 

C. Fill Measurement the Format of Audit Quality and 

Financial Ratio's 

Previous to defining and measuring audit quality, we 

summarized indicators of audit quality through the 

following format: 

 

Table 2:Fill Summarize Indicators of Audit Quality 

Proxies 
Summary of 

Indicators 

Prior Research Name, 

Years 

Audit Fee 

 

Log natural of 

fee audit 

(LNFE) 

DeAngelo, 1981 

Carcello et al., 2002 

Bedard et al., 2010 

DeFond et al., 2013 

DeFond and Zhang, 2014 

Sarhan et al., 2019 

Adopted by: [1] 

 

Audit quality and financial ratio's variables transcript to 

the definition and the scale measurement through the 

following formats: 

 

Table 3:Fill Measurements of Variable 

Proxies Definition 
Formulatio

n 
Scale 

Audit Fee 
 

additional audit 

effort which led 

to a higher level 

of audit quality 

LNFE 
Ratio 

 

Prior Research: [13,14,15,8,16,17] 
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Financial 

Ratio's 

Financial ratio's 

can be described 

as restatements 

of accounting 

data in terms of 

time 

CR, TATO, 

DER, ROE, 

and EPS 

Ratio 

Prior Research: [3,7] 

Adopted by: [1] 

 

D. Proposed Data Processing: STATA/MP 14 

The data analysis method used panel data regression with 

STATA/ MP 14.00  processing aids. The processing 

stages are carried out consist of: 

1) Panel data regression model selection estimation 

technique viz. "CEM or FEM using a Chow test, FEM or 

REM using a Hausman test, and to confirmation the 

model using a Lagrange method. 

2) Classical assumption test using commands: "swilk 

LNFE CR TATO DER ROE EPS" for normality test, 

"regress LNFE CR TATO DER ROE EPS " then 

continued with "estat imtest" for heteroscedastisity test, 

and "estat vif" for multicollinearity test. 

3) Hypothesis testing is used to predict the effect of the 

two variables, namely independent and dependent 

variable. These test returns using the commands: "regress 

LNFE CR TATO DER ROE EPS" to proceed the 

coefficient of determination and regression for the answer 

of research hypothesis. 

 

IV. RESULTS AND DISCUSSIONS 

A. Statistical Results 

The statistical used here is the STATA MP/14.00. 

Statistical models for solving the problem and have its 

own advantages using the dta. symbol [18], and also 

predicted answer tools were constructed using the STATA 

platform. The initial stage is done by entering data into the 

SPSS worksheet (Data View), then the measurement 

specifications are formulated into a variable view and 

worksheet then Save-As with the file type "Stata Version 

8 SE (*.dta)". 

 
Figure 2: Transform File from SPSS to STATA MP/14 

[19] 

 

"tsset ID YEARS" which proceed the following output: 

 
Figure 3: To state the data structure as a time series 

1) Create PLS Table 

"xtsum LNFE CR TATO DER ROE EPS" which proceed 

the following output: 

 
Figure 4: To state the descriptive test results per 

variable 

 

2) Compute PLS Model 

"regress LNFE CR TATO DER ROE EPS" which proceed 

the following output: 

 
Figure 5: To state the descriptive test results per 

variable 

 

3) Compute a CHOWS: 

"xtregar LNFE CR TATO DER ROE EPS, fe rhotype(dw) 

lbi" which proceed the following output: 

 
Figure 6: To define a CEM or FEM model 

Interpretation: 

H0 is Acceptable, which significant probability of F is 

0.9216 (greater than 0.05), then select the CEM model. 
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4) Compute a Hausman method: 

"xtregar LNFE CR TATO DER ROE EPS, re 

rhotype(theil) lbi" which proceed the following output: 

 
Figure 7: To define a FEM or REM model 

Interpretation: 

H0 is Acceptable, which significant probability of chi2 

is 0.1199 (greater than 0.05), then select the REM model. 

 

5) Compute a Lagrange test: 

For final confirmation of selected model between CEM 

and REM. "xtreg LNFE CR TATO DER ROE EPS, re" 

and then "xttest0" which proceed the following output: 

 
Figure 8: To define a CEM or REM model 

Interpretation: 

H0 is Reject, which significant probability of chibar2 

is 0.0004 (less than 0.05), then select the REM model. 

 

6) Display a Normality test: 

"swilk LNFE CR TATO DER ROE EPS" which proceed 

the following output: 

 
Figure 9: To display a Shapiro Wilk W-test 

7) Computer a Multicollinearity test: 

"estat vif" which proceed the following output: 

 
Figure 10: To display a VIF score 

Interpretation: 

VIF score is 1.16 less than 5, accordingly the 

regression model is stated to be clear from the 

multicollinearity problems in each independent variable. 

 

8) Computer a Heteroscedastisity test: 

"estat imtest" which proceed the following output: 

 
Figure 11: To display a specification model et > imtest 

 

Interpretation: 

Heteroscedasticity probability of Cameron & Trivedi's 

decomposition is 0.2327 (greater than 0.05), accordingly 

the regression model can be stated does not occur 

heteroscedasticity problems. 

 

9) Because of REM model is chosen, then pull the 

regression model shown in Figure 7 which proceed as 

follow: 

 
The result of hypothesis testing from producing each 

independent variable has a significant probability score is 

greater than 0.05 and holds the chi2 score also which is 

greater than 0.05, namely 0.1199, so that Ha is acceptable. 

This means Financial Ratio's has a significant effect in the 

context of audit quality. 

 

B. Discussions 

The results of the study of the alternatives' hypotheses that 

are mentioned above are proven to have a significant 

effect. In other words, this study empirically to predict the 

audit quality based on the financial ratio's does support 

previous studies reviewed with higher audit quality as the 

greater assurance of financial reporting quality, which an 

important driver of client demand for high audit quality 

[8]. In the preliminary surveys, in-charge auditor will 

usually ask for an overview of the financial ratio's to 

determine the audit plan, the amount of the honorarium 

and formulate the scope field of work. Thus, the better the 

financial ratios presented by the client, the auditor will 
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determine the quality of the audit through an audit fee. 

The importance of considering in employing their auditors 

with optimal compensation to produce financial reporting 

quality [3]. The further factors to measure audit quality 

issue through firm size, specialization industries, auditor 

tenure and another audit services [4]. 

 

V. CONCLUSION 

The conclusions from the results of the research and 

discussion are Financial Ratio's with CR, TATO, DER, 

ROE and EPS proxies able to predict audit quality by 

measuring the natural logarithm of audit fee. This research 

recommends that, the findings should be a reference for 

novice researchers, especially in Indonesia, to use the 

LNFE proxy to measure audit quality, then as 

consideration for companies and investors, namely audit 

fees by looking at financial ratios to build a good audit 

quality. 

The present research framework regarding the audit 

quality can use surrogate measurements such as the audit 

and client tenure, firm size, restatement, discretionary 

accruals, going-concern, subsidiaries, solvency, proxies 

return. Besides that, Big 4 and non-Big 4 proxies can be 

added with audit fee proxies so that it can improve the 

findings and results in future studies. 
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