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The objectives of this research are to investigate whether abnormal audit fees affect the probability of audit opinion 
deteriorating, and whether abnormal audit fees influence the probability of receiving unqualified auditing opinions. 
Abnormal audit fees comprise the difference between the actual audit fee paid to the auditor and the expected, normal 
fee that should have been charged for the audit engagement effort. An ordered logit regression technique was used. 
The study shows that an increase in abnormal auditing fees increases the probability of a better audit opinion given by 
the auditor. As a result, a degree of opinion shopping does occur in Indonesia. Furthermore, this study also finds that 
increases in abnormal audit fees also increase the probability of companies obtaining unqualified audit opinions. This 
shows that abnormal audit fees influence the audit opinion via opinion shopping, increasing auditors’ dependence on 
their clients and decreasing the independence of the auditor. This research provides advice for regulators to encourage 
mandatory disclosure on auditing fees. Based on available data, it is evident that companies engage in the practice of 
opinion shopping, in order to maintain or gain a better opinion. Audit fees that are not disclosed allow companies to 
take these actions more freely, without being controlled by stakeholders. Opinion shopping practices are harmful for 
capital market conditions because they erode the trust of stakeholders around assurance services. 
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1. INTRODUCTION 

Opinion shopping comprises efforts made by management to influence or even to manipulate the auditor's 
decision, so as to give a more favorable audit opinion1. It is pertinent to investigate whether a company can 
influence its audit opinion by offering higher audit fees. The relationship between the audit fee and the formation of 
audit opinion has been examined by Chen et al.2. It was found by the authors that among companies that received a 
qualified audit opinion, the high level of abnormal audit fee increases the probability of an improved audit opinion. 
Fang and Hong also find that abnormal audit fees can lead to a better audit opinion3. Xie et al. find that high 
abnormal audit fees are associated with a higher chance of audit opinion improvements (or less chance of audit 
opinion deterioration) among firms with an abnormally high increase in profitability, but not among firms with a 
normal increase, or decrease, in profitability1. 

A common method for detecting the presence of opinion shopping is by comparing the audit opinion before 
and after switching auditor. Chow & Rice and Krishnan & Stephens find no evidence that a change of auditor leads 
to improvement in the audit opinion4,5. Meanwhile, Lennox find that companies are more likely to get a qualified 
opinion over an unqualified opinion after changing auditors6. Further research conducted by Wu & Tan is 
inconclusive as to the existence of a significant relationship between changes of auditor and improvements in 
opinion on financial statements7. Various studies indicate that there are still no conclusions regarding the effect that 
changing auditors has on improving opinions in the following year. 

An abnormal audit fee is the difference between the actual audit fee paid to auditors and the expectations of 
a normal audit fee8. Actual audit fees consist of normal fees and abnormal fees. Normal fees indicate the cost of 
auditors’ efforts, the cost of the litigation risk, and the normal profits for the auditor (Simunic; Choi et al.) that are 
contingent on common factors across different clients, such as size, complexity, and client-specific risk9,10. 
Abnormal fees are expressed as a specific auditor–client relationship11, and can be seen as a bribe attempt to the 
auditor. 

Fang and Hong find similar results as Chen et al., in that there is a positive correlation between an 
abnormal audit fee and audit opinion2,3. Xie et al. conduct a study on companies listed in China's capital market, 
with a range of samples ranging from 2002 to 2008, showing that firms with a high improvement in profitability 
exhibit an abnormal audit fee that is related to increased audit opinion1. 

The differences between this study and that of Xie et al. lie in the measurement of abnormal audit fees1. 
The present research study uses the model of Choi et al., as it is considered to give more complete variables 
compared to Xie et al., including the number of business segments, the number of geographic segments, and the 
ratio of inventories and accounts receivable as a proxy for the complexity of the firm audit1,8. Auditor tenure is also 
included by Choi et al. to control the fee discount at the beginning of the audit. Total assets and the number of 
employees as a control for the size of the company has a positive relationship with the audit fee8. Change of sales 
and book-to market-value comprises the control over company growth. Companies involved in the public often 
have a higher requirement for audit services12. 

The objectives of this research are to investigate whether abnormal audit fees affect the probability of the 
deterioration of audit opinion, and whether the abnormal audit fee influences the probability of receiving 
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unqualified audit opinions. This study only examines the deterioration of audit opinion because we only have a 
sample that relates to the deterioration of audit opinion, and there is only limited data for improvements in audit 
opinion. This study also examines marginal effects, to see the effect of each variable on the probability of the 
formation of opinion. Predicted probabilities testing is also done to see the overall effect of the variables on the 
probability of the formation of opinion. 

 
2. LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT 
Audit Fees 

Various studies use a range of models to measure normal audit fees. Factors such as the value of assets, the 
complexity of the audit, the company's leverage, the audit opinion of the previous year, profitability, and the 
credibility of the auditor, have all been considered9,12-14. 

Griffin & Lont find evidence that there is a difference in audit fee after an auditor turnover between 
dismissal and withdrawal. Niemi reveals that the concentration of company ownership is one of the factors 
affecting the amount of audit fee16,17. 

A study by Xie et al. in China finds that the Big Four Auditing Firms’ audit fees tend to increase in 
premium compared to other firms. This is related to the credibility of the auditor, whereby the reputation of the Big 
Four gives a higher value to the assurance and tends to garner a stronger response from the users of financial 
statements1. 

Chen & Elder state that the audit fee is influenced by the following factors18: 
• The level of complexity of the audited company. Multilevel ownership structures, the presence of a 

conglomeration of businesses, and the complexity of the company's financial accounting system, all 
increase the difficulty and level of understanding required to deliver the right opinion 

• Expertise of the auditor in conducting an audit of financial statements 
• The duration or time taken in performing audits of financial statements. 

Both Xie et al. and Choi et al. include total assets as a proxy for the size of the company, return on assets, 
as well as leverage1,8. Big Four variables are taken into account as a control over the higher audit fee (premium) 
obtained. The model used by Choi et al. incorporates a number of business segments, a number of geographic 
segments, and the ratio of inventories and accounts receivable as a proxy for the complexity of the audit firms8. A 
tenure variable is also taken into account by Choi et al. to control for the fee discount at the time of the initial audit 
8,19. 

The model used by Choi et al also includes variables related to the total assets and number of employees at 
the company. Both are used as a control over the size of the company, which has a positive relationship with firm 
size. Changes in sales and book-to-market value comprise the control over the speed of growth of the company. 
Companies involved in equity and debt deals have a higher requirement for audit services1. 
 
Opinion Shopping 

A company is said to be involved in opinion shopping when it is trying to influence or even to manipulate 
the auditor's decision in order to provide a more favorable audit opinion1. Such behavior can lead to increased 
misinformation or asymmetric information between management and investors, due to the decrease in the 
reliability of the auditor opinion regarding financial statements. 

Various empirical studies have tried to gauge this phenomenon. Evidence still shows inconsistent results on 
this topic. A common method for detecting the presence of opinion shopping is through comparing the audit 
opinion before and after the change of auditor. Chow and Rice and Krishnan & Stephens find no evidence that a 
change of auditor leads to an improvement in the audit opinion4,5. Meanwhile Lennox find that companies are more 
likely to get a qualified opinion compared with an unqualified opinion after changing auditor6. Further research 
conducted by Wu & Tan does not show a significant relationship between changes of auditor and improvements in 
opinion on financial statements7. Various studies indicate that there is still no conclusion that a change of auditor 
will improve opinions on the next year. 

Another method comprises the company seeking to improve its audit opinion by providing an audit fee that 
is higher than it should be. This is considered as an attempt to buy the auditor's opinion and is included within the 
notion of opinion shopping. Chen et al. find that there is a significant correlation between an abnormal audit fee 
and a better opinion on financial statements in subsequent years. This also proves that the auditor's independence 
can be affected by a higher fee being offered by management2. 
 
The Effect of Abnormal Audit Fee on the Probability of Deterioration of Audit Opinion 

The external auditor is an independent party that provides assurance on the fairness of the financial 
statements that is expressed in the auditor’s opinion. There are several types of opinions given by the auditor, from 
the best opinion (unqualified opinion) to the worst opinion (adverse and disclaimer opinion that indicates that the 
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company has a problem with the going concern in their business). One argument asserts that the going concern 
opinion given by the auditor to the company makes it more difficult to maintain business continuity20. The impact 
of the going concern opinion includes the loss of confidence of investors and banks in the company's performance. 
This makes it more difficult to acquire financial aid needed to maintain and improve the condition of the company. 

The risk of losing confidence from investors encourages the management to try to acquire and maintain an 
unqualified opinion21. Problems arise when a company does not have high quality financial statements to support 
the unqualified opinion1.This means management must find other efforts to obtain/maintain the desired opinion. 

Based on previous research, it is assumed that only companies who need to retain the auditor's opinion 
without a reliable financial statement base will conduct opinion shopping1,20-22. Opinion shopping occurs during 
negotiations, whereby the auditor encourages management to approve the accounting practices conducted by the 
management with the threat of dismissal22. Meanwhile, the high dependence of auditors on auditing fees makes 
auditors become more liberal. Auditor independence and objectivity can thus be disrupted because of management's 
efforts to get a better opinion23.  

Opinion shopping can occur in the form of abnormal audit fee rewards given to the auditor as an incentive 
to retain unqualified opinion, regardless of actual financial statement conditions. The higher the abnormal audit fee 
paid to the auditor, the less likely the company will be to experience a decrease in audit opinion. Based on the 
explanations above, the research hypothesis is: 
 
H1: Abnormal audit fee negatively affects the probability of deterioration of audit opinion. 
 
The Effect of Abnormal Audit Fee on the Probability of a Firm Receiving an Unqualified Opinion  

This examination of the deterioration and improvement of the audit opinion only examines the increase and 
decrease of opinion, and does not look at the probability of the audit opinion. It is therefore necessary to examine 
the impact of the abnormal audit fee on the probability of opinion formation. The focus of this hypothesis is around 
the effect of an abnormal audit fee on the probability of the company obtaining the best opinion (an unqualified 
audit opinion), with the condition of the various audit opinions given in the previous year. The higher the abnormal 
audit fee paid to the auditor, the more likely the company will be to receive an unqualified audit opinion, because of 
a decline in the independence of the auditor and the high level of auditor dependence on the client. Based on the 
explanation above, the hypothesis of this study is: 

 
H2: Abnormal audit fee has a positive effect on the probability of a firm receiving an unqualified opinion. 
 
3. RESEARCH METHOD 

Model to test H1: 
 
ܶܧܦሺ	ܶܫܩܱܮ ൌ 1ሻ ൌ ௜௧ߚ	 ൅ ௜௧ܧܧܨܤܣଵߚ ൅	ߚଶܵܧܼܫ௜௧ ൅	ߚଷ∆ܴܱܣ௜௧ ൅	ߚସ∆ܧܮ ௜ܸ௧ ൅	ߚହܪܹܱܴܶܩ௜௧ ൅ ܱܶܵܣܮ଺ߚ ௜ܲ௧ ൅
ܱܵܮ଻ߚ ௜ܵ௧ ൅	ܱܵܮܩܣܮ଼ߚ ௜ܵ௧ ൅	ߚଽܹܵܪܥܶܫ௜௧ ൅	ߚଵ଴4ܩܫܤ௜௧..........Model 1  
 
DET: Deterioration; Det=1 when Op type t < Op type t–1, and 0 otherwise. ABFEE: Abnormal audit fee, calculated as the residuals of Model (3). SIZE 
Logarithm of total assets at fiscal year-end. ΔROA: Change in ROA, where ROA is net income divided by total assets at the beginning of the year. ΔLEV: 
Change in leverage, where leverage is total liabilities divided by total assets. GROWTH ΔSize is the growth rate of total assets. LOSS 1 if net income is 
negative, and 0 otherwise. LAG LOSS variable of Loss. LASTOP: -1 if the prior period audit opinion is unqualified with explanations, -2 if the prior period 
audit opinion is qualified with or without explanations.  -3 if the prior period audit opinion is negative, or  if the auditor refuses to express an opinion. 
SWITCH 1 if the auditor is different from that in the prior period, and 0 otherwise. BIG4 1 if the auditor is one of the international Big Four, and 0 otherwise. 

 
Model to test H2: 

 
ሺܱ	ܶܫܩܱܮ ௧ܲ ൌ ݅ሻ ൌ ௜௧ߚ	 ൅	ߚଵܧܧܨܤܣ௜௧ ൅	ߚଶܵܧܼܫ௜௧ ൅	ߚଷ∆ܴܱܣ௜௧ ൅	ߚସ∆ܧܮ ௜ܸ௧ ൅	ߚହܪܹܱܴܶܩ௜௧ ൅ ܱܶܵܣܮ଺ߚ ௜ܲ௧ ൅
ܱܵܮ଻ߚ	 ௜ܵ௧ ൅	ܱܵܮܶܵܣܮ଼ߚ ௜ܵ௧ ൅	ߚଽܹܵܪܥܶܫ௜௧ ൅	ߚଵ଴4ܩܫܤ௜௧	 .........Model 2 
 
OP: Opinion on in year t:   0 unqualified opinion; –1 unqualified opinion with explanatory paragraph; –2  Going Concern Opinion 

 
Abnormal audit fee is calculated according to Choi et al. It is the residual value of this model8: 

 
ܧܧܨܣ ൌ ଴ߚ	 ൅ ܣܶܰܮଵߚ ൅ ܵܤଶܰߚ ൅ ܵܩଷܰߚ ൅ ܥܧܴܸܰܫସߚ ൅ ܻܱܮܲܯܧହߚ ൅ ܩܣܮܱܵܵܮ଺ߚ ൅ ܧܸܧܮ଻ߚ ൅ ܣ଼ܱܴߚ ൅
ܦܫܷܳܫܮଽߚ ൅ 4ܩܫܤଵ଴ߚ ൅ ܰܧܶ_ܴܱܶܪଵ଴ܵߚ ൅ ܯܶܤଵ଴ߚ ൅ ܧܮܣܵܩܪܥଵଵߚ ൅   ߝ
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AFEE = natural log of actual fees paid to auditors for their financial statement audits (i.e., audit fees) in rupiahs. LNTA = natural log of total assets in 
thousands of dollars. NBS = natural log of 1 plus the number of business segments. NGS = natural log of 1 plus the number of geographic segments. INVREC 
= inventory and receivables divided by total assets. EMPLOY = square root of the number of employees. LOSSLAG = 1 if the firm reported a loss during the 
prior year and 0 otherwise. LEVE = leverage (total liabilities divided by total assets). ROA =return on assets (income before extraordinary items divided by 
average total assets). LIQUID = current assets divided by current liabilities. BIG4 = 1 if the auditor is one of the Big 4 and 0 otherwise. SHORT_TEN = 1 if the 
auditor is in the first or second year of the audit engagement and 0 otherwise. BTM = book-to-market ratio, winsorized at 0 and 4. CHGSALE = sales change 
from the prior year divided by the prior year’s beginning total assets. 

 
4. RESULTS AND DISCUSSION 

The population of this research consists of listed companies in the Indonesia Stock Exchange from 2012 to 
2013. The sampling method used is purposive sampling with the criteria that there is information about audit fees. 
The total number of companies listed on the Indonesia Stock Exchange (IDX) was 449 and 465 in 2012 and 2013, 
respectively. There are just 126 firm years that comprise of 65 companies in 2012, and 61 companies in the year 
2013. The data obtained is limited, because in that year only a few companies disclosed information about the audit 
fee. In fact, the regulator has requested that the company disclose the audit fee in the financial/annual report, but 
many companies do not comply, perhaps because there is no sanction for non-disclosure. The data was obtained 
from IDX page, Eikon, Thomson Reuters, Data Stream, and the Indonesia Capital Market Directory (ICMD), as 
well as from financial statements published by the company.  

Table 1 shows a descriptive statistic of the sample. Variable OP was a dependent variable related to the 
opinion acquired by the company during t period. The highest score was 0, which describes a company that has an 
UQ (Unqualified) opinion. Score -1 was given to a company which had an opinion UQ with an explanatory 
paragraph. Score -2 was given to a company which had a going concern opinion. Data shows only three companies 
in Indonesia that had qualified opinions in 2012. These companies were not chosen as a sample because they did 
not disclose audit fees during that period. Meanwhile, there were no companies that obtained an adverse or 
disclaimer opinion during 2012. Based on the statistical description of the variable OP, the average was -0.44, 
which shows that most of the companies were in the level of 0 to -1, with several of them in the level of -2 or a 
company with a going concern opinion. 

Table.1. Descriptive Statistic – Model 1 

 
 

Table.2. Descriptive Statistic – Model 2 
 LASTOP 

OP 

0 : 
unqualified 

opinion 

-1 : UQ 
with 

explanatory 
parg 

-2 : 
going 

concern TOTAL 
0 : unqualified 
opinion 38 39 2 79 
-1 : UQ with 
explanatory parg 18 20 1 39 
-2 : going concern 2 6 0 8 
TOTAL 58 65 3 126 

 
Table 3 shows that ABFEE was negatively significant (p-value 0.0815) which indicates that the probability 

of the deterioration of opinion would significantly decrease with the increasing fee of the auditor. This shows the 
existence of opinion shopping, where a company would spend higher auditor fees to achieve better audit opinions. 
From this evidence, the first hypothesis was proved. 

Table 4 shows that the abnormal audit fee (ABFEE) had p-value 0.0015 which was marginally significant 
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at 1%. The coefficient of the abnormal audit fee (ABFEE) was positive, which meant that ABFEE increased the 
probability of acquiring unqualified audit opinions, which in turn showed that opinion shopping occurred. 
 
5. CONCLUSION 

This research proved that increasing abnormal audit fees decreases the probability of audit opinions 
deteriorating. This also indicates that companies provide high abnormal audit fee to maintain or achieve a better 
audit opinion. 

Table.3. Regression Result – Model 1 

 
Dep var: DET 

 
Table 4. Regression Result – Model 2 

 
Dep var: OP 

 
The research also proved that increases in abnormal audit fees increases the probability of the company 

obtaining unqualified audit opinions. This shows that there were indications of abnormal audit fees influencing the 
audit opinion in the form of opinion shopping that increases auditor dependence on their clients. 

The limitations of this research relate to limited data. Only a few of Indonesia’s listed companies disclosed 
information about audit fee. Further research might expand this sample. This research also did not consider the 
impact of industry characteristics on the calculation of abnormal audit fees and the probability model of the audit 
opinion. The diversity of the industry can influence the risk and complexity of the company, and thus can affect the 
audit fee. This research also did not consider the characteristics of the industry, because of limitations on the data of 
audit fees. Further research could divide the sample by industry category. 

This study uses an abnormal audit fee model developed by Choi et al.8. A measurement of abnormal audit 
fee has been developed by many researchers. Further research can carry out a similar test by comparing the 
measurement of various abnormal audit fee models, to ascertain the consistency of the results. 

This research did not conduct a separate test between the positive and negative abnormal audit fee because 
of the limitations of the research data. Further research can conduct separate testing with the aim of seeing the 
effect of each discount and premium abnormal audit fee on the audit opinion. 

This research provides advice for regulators to encourage the mandatory disclosure on audit fee. Based on 
available data, it is evident that some companies are involved in the practice of opinion shopping, whereby 
companies seek to maintain or gain a better opinion. Audit fees that were not disclosed allow companies to take 
these actions more freely, without any control from stakeholders/regulators. 

Opinion shopping practices are harmful for the capital market condition because they eliminate the trust of 
stakeholders regarding assurance services. This happens because the quality of the audit opinion will be lower, 
owing to its impact on auditor independence. 
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