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Abstract 

This study was to analyse the effect of auditor quality on firm's value and earning 

persistence in public manufacturing companies listed on the Indonesian Stock Exchange. Base in 

signalling Theory, qualified accounting information used as a reference for stakeholders in making 

decision. Thus, audit serves to reduce agency costs by providing quality assurance of financial 

accounting information and firm's value. Hence, it can increase the accuracy and efficiency of 

contracts which are based on the financial statements between principals and agents. 

This study used financial report data from the Indonesia Stock Exchange from 2006 to 2010. 

The secondary data are Financial report. Regression analysis was used to solve the research problem 

about weather audit quality affects firm's values and earning persistence. The results showed that 

auditor quality had a significantly positive influence on firm's value but Moreover auditor quality had 

no influence on earnings persistence. Thus it is mean that auditor do not determine the earning 

number, because they only want to asses weather the financial report have presented in accordance 

to Generally Accepted Accounting Principled 

Keywords: agency theory, signalling theory, earning persistence, auditor quality, firm's value, public 

accounting firm 

1. Introduction 
Independent auditor role is to provide external examinations for the owner or 

shareholders (Fan and Wong, 2005; Ausbaugh and Warfield, 2003), aims to assess the 
fairness of the financial statements presentation which based on generally accepted 
accounting principles. Auditors provide an assessment to financial reports by finding the 
material misstatement and thus reduce agency costs by ensuring the financial statements 
information quality and increase the accuracy and efficiency of the contract between the 
principal and agent on the basis of the fmancial statements. 

Dopuc and Simunic (1980) and DeAngelo (1982) states that large public accounting 
firms (PAF) provided a better audit quality than the small one. In this case the manager with 
the best quality must be able to convince investors that their company have better quality. 
Therefore, managers necessary request a signal that can be used as a performance measure 
when the company offered their shares in the capital market. 

Signalling theory serves as the basis of the relationship between audit quality and 
firm value and states that public accounting firms is the information provider to other parties. 
Public accounting firms provide independent verification of the financial statements prepared 
by management and detect as well as report the presence of significant fraud made by the 
management in the company's accounting system (Watts and Zimmerman, 1981). A company 
audited by a high quality auditor can give an assurance to be trusted because PAF has always 
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prioritize their professionalism in order to maintain the firm's reputation, thus the firm will 
always provide the best quality services for users. 

Assurance theory of Jensen and Meckling (1976) states that entrepreneur who 
require additional external capital will have the encouragement to reduce agency problems 
they experienced by the introducing controlling or bonding mechanism. This mechanism can 
be done through the use of independent external parties, Based on assurance theory of the 
firm market share used as a measure of audit quality, 

This study also examine the relationship between audit quality and earning 

persistence which is based on signalling theory. As a result from audited financial report will 

provide signal toward investor to know the earning persistence, because financial report 

audited by better reputation PAF have the degree of signalling which result accurately 

earning persistence. 

The results of previous studies on the effect of auditor quality on the earnings quality 

are inconsistent. Teoh and Wong (1993) compared earnings response coefficient (ERC) 

between companies audited by the big eight PAFs and non-big eight and found that the 

ERCs for big eight clients were statistically higher than the ERC of the client of Non Big 

eight PAF 8. Similarly, earning quality of big 4 PAFs' c1ien£s was higher in a country where 

the firms had higher audit market share (Ghosh and Moon 2005, Kallapur et af. 20 10 and 

Francis et at. 20 II). However, different results reported by Johnston et af. (2002) and Myers 

et af. (2003), Francis and Wang (2008), Francis et af. (2011) who found a decrease in 

earnings response coefficients along with increasing auditor quality as measured by tenure 

audit proxy. Mulyani (2007) and Mayangsari (2004) to get the results of a study which 

concluded that the auditor quality which measured by level of specialization did not affect on 

the earning quality. 

By using information in the financial report the factors that motivated the company 
when choosing the high or low PAF quality will be known. As a consequence the motives 
relating to lower auditor quality is opportunistic which can reduce company's value and the 
persistence of earnings or otherwise high-quality audits can increase the company's value and 
earnings persistence. 

This study examines auditor quality towards company's value and earnings 

persistence in the environment where the capital market have a low level of legal protection 

to the investor (Laporta et aI., 1999). The study is conducted on manufacturing companies 

publicly listed in the Indonesia Stock Exchange with observation period from 2006 to 2010. 

Based on the research background, thus the research problem proposed to investigate 

whether audit quality affects firm value and earning persistence. This paper is structured as 

follows. Part I is the introduction. Part 2 presents the theoretical framework and hypothesis 

development. Research methodology presented in part 3 followed by result in part 4. At part 

5 discuss about conclusion, implication, and limitation and advice for the future research. 
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2. Theoretical framework and hypothesis development 

Auditor profession concerned with the quality of service provided in order that the 

services rendered can be accepted and trusted by the community (Suryono, 2002). The 

quality, relevant and reliable Audited financial statements results from the audits carried Ol.1t 

effectively by good quality PAF. Users of financial statements have more confidence toward 

the financial statements that were audited by PAF which are considered have high quality 

because they consider that to maintain their credibility, auditors will be more carefully in 

conducting audit process in order to detect the material misstatements or fraud. 

Auditor quality become the important matter for companies because it will enhance 

the credibility level and guarantee toward the financial statement validity by management 

(Porter et a!.., 2003). One of the assurance of fmancial report audited by PAF which have 

high level of credibility to the users regarding the opinion issued by the auditor is the 

financial statement will free form material misstatement and could increase the financial 

report credibility. Potentially external auditor provide the quality assurance of published 

financial report which essentially could limit the entrepreneur ability to manipulate 

accounting information n and the ability to expropriate the wealth of outsider shareholder etc. 

investor, creditor, and shareholder. 

There are various view about auditor quality according to Ghosh and Moon (2005) 

and Myers (2005), auditor quality determined by the length of tenure audit. It is mean, the 

more tenure audit length the more will make auditor more understand about client's business 

and be more expert in detecting any misstatement. On the other hand Lennox (2005)reported 

that top management having affiliated with their auditor will more likely significantly to 

receive unqualified opinion than the other which not afliliated. This implies that affiliation 

with their client will cause the auditor will not report any misstatement. Ryan et al. (2001) 

also confinn that the longer tenure auditor, the higher the auditors tend to cooperate with their 

client that would cause a decrease in the ability of auditors to minimize earning management. 

Auditor quality also based on guidelines issued by the SPAP (Public Accountants 

Professional Standards). Public accountant implements the audit duty based on the existing 

provisions on auditing standards based on provisions of SPAP. The existing auditing 

standards consist of general standards, field work standard and reporting standards. The 

general standard of a more personal nature and relates to the Auditor's Profession 

requirements and the work quality. General standard consists of three parts. The first general 

standard sounds (Arens and Loebbecke, 1993: 12). "Audits should implement by one or more 

persons who have expertise and sufficient technical training as an auditor". This standard 

considers that the auditors profession is expected in the audit assignment with the final 

product in the form of opinions always have expertise in the field of accounting and auditing. 

Auditor in achieving his expertise begins by completing their formal education S I degree in 

Accounting and expanded with experience in the practical of auditing in the public 

accounting fim1. Moreover, public accountant must also undergo technical training 

sufficiently cover all aspects of technical and general education. 

3 



The second General Standard sounds "In all matters relating to the engagement, 

independence in mental attitude must be maintained by the auditor". This standard asserts 

that the auditor should forward the independent attitude in other word not easily influenced 

because the auditors implement their work for the public interest (neutral). This independent 

attitude makes auditor do not allowed to take sides as well as a judge in a court of justice that 

must be put the justice in a rightful place. 

The third general standard sounds "In the audit and the preparation of its report, the 

auditor must use his professional skills with careful and thorough This standard requires 

auditor has a skill level that are generally owned by auditor in general and use these skills 

with reasonable accuracy and precision. Therefore, auditors are required to have professional 

scepticism and sufficient confidence in evaluating audit evidence. Professional scepticism is 

an attitude that includes attitudes, thoughts, and actions by always questioning and critical 

evaluation of the audit evidence. 

Auditor quality become an important factor for clients KAP because of the quality of 

the services rendered will give satisfaction to the clients. According to GAO study (Hinuri, 

2012) in September 2003 that there are several factors to consider when detennining the 

auditor. Firstly, is to consider the quality of services rendered as very important or important 

factor. This answer has a proportion of 99% or 157 of the 159 respondents. In this survey the 

auditors quality of the finn measured by the level of knowledge (resources) and experience of 

partners and staff are adequate, the ability to respond to clients' needs efficiently, as well as 

the ability and willingness to identify and uncover precisely the problems of financial 

reporting. The second factor in determining the quality of the auditor is a reputation with the 

proportion of 83% of 159 respondents. Followed then by specialization in or expertise on 

industry (industry specialization or expertise), while the rest are other factors such as the 

continued sense (chemistry) with the audit team, the price (fee), the ability to audit the 

company's operations (branch or subsidiary) in abroad, the type and number of services 

offered, as well as the distance between the office of the auditor and the client's headquarters. 

All of the factors that affect the auditors quality is the part of the character owned by 

The Big Four PAF. Therefore, in many previous studies The Big Four Auditor major 

categories are often used as a measure of the high quality of auditors because of their 

professionalism in tenns of human resources and technology owned. The Big 4 PAF is 

superior to non 4 large. By using dichotomous variables such as dummy variables, many 

previous studies were used as a measure of auditor quality by considering the big 4 PAF as 

the good qualified PAF and non big 4 PAF as less qualified. Empirical studies supporting the 

positive relationship between the PAF size and earning quality. The PAF with an 

international reputation (Big Five) with regard to the accuracy of the statements made and 

signals informative about the financial bankruptcy (Petroni and Beasley, 1996; Lennox, 

I996b). 

Several auditing activities that affect the auditor quality are professional judgment of 

the auditor when accepting the auditing assignment for the first time from the client. It starts 

from the early stages of planning regarding whether to accept or to continue the execution of 

dits for clients, evaluate the reasons of the client to be audited, selecting staff for the 1 
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assignment, and obtain a letter of assignment. The next stage is to accept new clients and 

extended previous clients. Upon receipt of a new client it is important to evaluate the 

prospects of clients in the business environment, financial stability and relationship with the 

previous PAF by investigating previous PAF, old clients continue or not. The third is to 

obtain information on the legal obligations of the client. There are three documents that arc 

usually checked at the beginning of the assignment of such deed, statutes, and minutes of 

meetings of the board of directors and commissioners and shareholders, and contracts. The 

fourth is to determine materiality level and define audit risk can be received and the innate 

importance to the audit planning and designing approaches used. Materiality is defined as the 

maximum amount of a misstatement in the financial statements base on auditor opinion 

which do not affect the decision making of users (Arens, 1993: 43) 

The Market Share size as a determinant of Auditor Quality 

Auditor quality is a measure that indicates the number ofPAF's market share which is 

indicator measured by the number of PAF's audit clients as a representation of market size 

(Kallapur et aI., 20 I0). The wider the market the PAF has, the higher the auditor quality of 

the PAF's has, because the wider the market PAr's has, it indicates the number of customers 

who are interested in using the PAF' s audit service with consideration of the level of 

competence and independence owned. Auditors quality in this study is measured by using 

PAF's Audit Market Share Concentration as used in the study of Kallapur et af. (2010) and 

Francis et af. (2011). Auditor Quality is the ratio between the numbers of published company 

(tbk) for the certain PAF to the total the overall number of the tbk issuer's listed on the 

Indonesia Stock Exchange. Kallapur et al. (2010) uses the size of the audit market share 

dominance of big Four PAF as the size of a high quality auditor than 4 large non KAP 

(Francis et al. 2011). 

FIRM VALUE 

The firm's value is a value assigned by the market to the management or the company's 

as a performance that continue to experience growth (Jones, 2000: 156). In order to determine 

firm value it will require the market reaction, as reflected by the value of outstanding shares. 

If the stock price is above the book value, the market will give an appreciation, while 

depreciation is shown by the low market share price under the book value. 

The value relevance theory state that accounting information will be valuable if the 

information has benefits (usefulness) for user's information such as creditors, analysts, and 

investors in decision-making (Holthausen and Watts, in Barth et al. (200 I). The increase in 

stock prices is an indicator of companies inherent information has a relevance value that is 

useful and will increase investor confidence, thereby increasing the firm's value. If investors 

feel that the information is less relevant, then it will reduce the level of investor confidence in 

the company which are shown by falling stock prices as an indication of the declining in firm 

value. The market price of a stock can be a measure of corporate performance. This is 
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confirmed by Jones (2000) that the published financial statements from the Balance Sheet 

and Profit and Loss financial statements are important information that can be obtained. 

Stock price information is very useful because it has economic consequences that could 

affects the investor's welfare. 

Market to Book Value as a determinant of Firm Value 

The firm's value is the value given by the market to the company's perfonnance as 

reflected by the stock price growth. Jones (2000: 156) states that the stock price is for a 

company's performance. Stock price infornlation is very useful and has economic 

consequences due to stock price changes will affect investor's welfare. There are many ways 

to calculate the firm's value including the price-earnings ratio (PER), price-cash flow ratio, 

market to book ratio, and Tobins Q ratio. This ratio is referred to as the ratio of the firm 

value (Bringham and Houston, 2006: 110). For the purposes of this study, the firm's value is 

measured by the value of the market price per share to book value per share (Atmaja, 2002: 

417). The market price of shares acquired at each year end closing of the period to be 

investigated or on the date of financial statements. Infonnation to calculate the value of the 

company by this fonnula derived from the information listed on the Indonesia Stock 

Exchange with the website http: \\ w\vw.iclx.co.id. 

Signalling Theory (Watts and Zimmerman, 1981), the Ming (2007) asserts that KAP 

has a role of infonnation provider to outsiders by providing independent verification to the 

financial statements prepared by management. Independent auditor can detect and report any 

significant fraud made by the management in the company's accounting system. Companies 

audited by the PAF can provide a high audit quality and show the signal in the fonn of 

information to potential investors regarding the operational success of the company 

(Akerlof, 1970). KAP high audit quality assurance certainty that the results of the audit are 

more trusted and always uphold professionalism by means risking the reputation and name 

of KAP. To avoid all the consequences that could tarnish the good name, high audit quality 

KAP will give priority to provide the best quality services. An audited company KAP high 

audit quality would be responded positively by the market (Teoh and Wong, 1993). A 

growing number of other investors and prospective investors are responding, to further 

improve the company's stock price, which in turn will also affect increase the company's 

value. Based on the above, the hypotheses developed are: 

HI: Auditor Quality significantly influence the firm 's value. 
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EARNING QUALITY 

Earning lnfonnation is believed to have the ability of profit to predict future earnings 

(Keiso, Weygandt and Warfield, 2002), therefore earnings infonnation is useful for 

investors, practitioners and regulators. The earnings quality is defined as the ability of 

current earnings to predict future earnings variation that is contributed by the current net 

income innovation. Persistency explains the company's earning quality, because the 

company can maintain the earnings gains from time to time and not because of a particular 

event. Whereas transitory factors lead to the low earning persistence This measure illustrates 

the company's ability to retain the profits earned in the current period until the next period. 

Earnings divided into two kinds, profits derived from operating cash tlow and accrual. 

Operating cash flow is the cash arising from the company's nonnal operating cycle, while 

the accrual is a fonn of revenues and expenses recognition based on the time of the 

transactions. Operating cash flow is believed to have a repetitive nature, because it has a 

higher degree of persistence than accrual divided into two kinds, namely discretionary 

accrual and non-accrual discretionary. The higher persistence of earnings, the higher the 

earnings capacity can be predicted. According to Xie (200 I), the accrual of non 

discretionary have a higher degree of persistence than accrual discretionary, because the 

accrual discretionary is accrued which is not from the company's nonnal operating cycle, but 

it the accrued profits that can be controlled by the manager. 

EARNING QUALITY AS DETERMINANTS 

Lipe (1990) defines the earnings persistence as the ability of past profit to predict 

future earnings. The higher the ability of profit forecast capability, the more useful current 

earnings information in predicting future earnings. Oei el al. (2006) defines the earning 

quality as the rate of current earning report persistence in the next period, and therefore the 

more persistence earnings, then the more accurately forecasting that can be viewed as 

improving the earning quality. 

In connection with the eamings persistence as a measure of earnings quality, there are 

few studies that use the same indicator. Balvers el al. (1988) found a high audit quality PAF 

will reduce the uncertainty of profit and lower expected earnings deviation. Teoh and Wong 

(1993) proved the existence of greater Earnings Response Coefficients if the company uses 

the big 8 PAF compared with companies that use the non-big 8 PAF. Hussainey (2009) in 

Irrnawati (2010) stated that the larger PAF size can provide better accounting infonnation 

quality than small PAF, so that investors can anticipate future earnings in until the next two 

years specifically for companies whose financial statements are audited by big 4 PAF. 

Kallapur et al. (2010) in the United States examine the the audit market share concentration 

as a measure of audit quality by having the result that the greater the audit market 

concentration in a particular city led to higher clients earnings quality clients. Francis et al. 

(2011) documented similar findings in a study of 40 locations across the country are 

confirms the results that the earnings quality of client KAP the big four higher in a country 

where four large KAP has a larger market share. Mayangsari (2004) investigates the 

, Lienee audit quality as measured by the level of industry specialization to the earnings 

7 



response coefficients. The result confirms that after controlling lor other variables that 

correlnted with the ERC, clients from industry specialist auditors have higher earnings 

quality than non-clients of specialist auditors. Interestingly that there is no statistically 

significant difference bet\veen companies that are audited by auditors specialist and non

specialist auditors. Therefore, the hypothesis developed are: 

H2 : Audit quality significantly affects the earning persistence 

I FIRM VALUE (FV) 

AUDITOR
 

QUALITY
 

(AQI
 

EARNINGS PERSISTENCE 

(EP)
H2 

Picture 1. Model Framework Analysis 

3. Research Methodology 

Population and Sample 

The population of this study is the overall manufacture companies which listed in 

Indonesian stock exchange. The sample was determine from the financial report of 

Indonesian manufacture public companies listed between the year 2006 to 2010. Sample was 

chosen by purposive sampling. The criteria which used base on the consideration as follow: 

(1) The companies listed between the year 2006 to 2010. (2) The companies consistently 

listed between the year 2006 to 2010, to view the consistent in order the observation will not 

(3)The companies have complete data since the year of 2006 to 2010, such as companies 

earnings, the number of share, debt and total asset. (4) The companies have positive earnings 

or never experiences looses between the year 2006 to 2010. (5) The companies has 

institutional shareholder from overall companies share. All the data which included in the 

sample do not valued zero. 
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TYPE AND SOURCE OF DATA 

Secondary data was used in this study which obtained from the ICMD (Indonesian 

Capital Market Directory and IDX Factbook (Indonesian Directol~v Exchange). The 

secondary dala used was from the financial report of the manufacturing public companies 

which also included infonnation about the name of PAF used by each of the finn. 

VARIABLE MEASUREMENT 

Auditor Quality (AQ) 

In this study, the auditor quality is measured by using a measure ofPAF's the audit 

market share concentration as used in the study of Kallapur et al. (2010) and Francis el al. 

(2011). Auditor Quality is the ratio between the number of emiten public company for a 

certain PAF to the overall number of issuers (public companies) listed in the Indonesia Slock 

Exchange by a ratio scale. 

L: Emiten Public Company for a certain PAF 

AQ = L:Overall Public Companies 

Firm Value (FV) 

In this study, the firm's value is measured by the value of the market price per share 

to book value per share (Atmaja, 2002: 417). The market price of shares acquired at each year 

end closing of the period to be investigated or on the date of the financial statements. The 

value of the market price per share to book value per share also referred to as a market to 

Book value. This ratio is referred to as the ratio of the market value (Bringham and Houston, 

2006: 110). 

The Earnings Persistence 

Earning persistence in this study uses autoregressive model in which models will be 

calculated using the data between 2006 to 2010. The Measurement of earnings persistence 

following the Lipe (1990) measurement by using the fonnula as followed: 

Remark: x it = Companies Earning on the year t 

Xit-1. = Companies Earning on the year t-l 
a = Constanta 
~ = Coefficient 

eil = Error 
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Technical Data Analysis 

Descriptive statistical data analysis used to describe the data patterns or data 
distribution. Overall research data was obtained from the audited financial statements in the 
period year of 2006 - 2010, combined with other data sourced from 1CMD (Indonesian 
Capital Market Directory) and lDX (I ndonesian Directory Exchange) Factbook. This study 
uses time series data consist of 28 manufacturing companies for 5 years, thus the data 
obtained wasl40 observation. Test the classical assumption test of normality test, 
autocorrelation multicolinierity, and heterogeneity declared it meets. The Hypothesis test of 
the auditor quality to the finn value and auditor quality to the earning persistence made 
through a two-stage regression analysis which was performed by using multiple regression 
analysis with the model as follow: 

FY = at + AQt ( I) 

Remark: 

FV = Firm Value
 
AQ = Audit Quality
 

Then continued by testing the second equation regression analysis as follow: 

EP = U2 + AQ2 (2) 

Remark: 

EP = Earning Persistence
 
AQ = Audit Quality
 

RESULT AND DISCUSSION 

Descriptive Statistic. 

Auditor Quality 

The test results of descriptive statistics indicate that the average of audit quality is 5%. 

Auditor quality data has a range of numbers between I% and 19% with an average of 5.7%, 

which is means that every PAF has an average market share 0 f 5.7% from overall market. 

Figures auditor quality I% means the market share of local PAF which is relatively has 

small scope and the figure 19% is the PAF's market share which affiliated with Large big 4 

PAF. The median value of Auditor quality is 3% which is slightly below the average rate of 

its market share. 
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Firm Value 

Descriptive statistics for tinn value variable indicatc thc range number between 0,22 

and 33, II.This number reveal that market has given perception that the firm value variation 

of manufacturing companies in Indonesia ever between book value of 0,22 to 33, II. The 

averagc of firm value is 2,89 which is almost worth double than the median value 1,55. The 

maximum value 33, II reveal that security price ever been worth 3311 % from the book value. 

This reveal that the data firm value distribution do not balance. Generally the more higher 

value of security of manufacturing companies, the more high performance valued by the 

market. 

Earning Persistence 

Descriptive statistic for Earning persistence of manufacturing public companies 

indicate the range number between I% to 94%, mean 51.1 % which mean that every 

companies has strong earning persistence. This could be seen on the attachment 3 that from 

28 companies, there are 16 companies which has Beta value approximately I or strong 

earning persistence. 

Result and Discussion 

The regression result indicates that auditor quality significantly affects firm value. 

This could be seen from the positive sign of path coefficient 0,341. CR value amounting to 

4,391 and probability level 0,023 which lower than significantly given level 0,05, then it 

could be concluded that the hypothesis J which stated that Auditor quality affects fmn value 

is accepted. The study result support the study of Datar et al. (1991), Titman and Truemens 

(1986), Datar et al. (1991), Klapper and Love (2002), and Fan and Wong (2005) which 

examine the relation between the auditor quality and firm value with a positive result. But, on 

the otherhand this study do not supp0l1 findings of Chow and Rice (1982), Beatty (J 989), 

Balvers et al. (1988), dan Chaney and Philipich (2002) which empirically found a negative 

relation between auditor quality and stock price. 

The Regression test results indicate that the auditor quality does not affect the 

earnings persistence. It can be seen from the negative path coefficient for 0.0212, 0.263 CR 

value and significance probability value (p) of 0.779 higher than the significance given level 

(u) of 0.05. Thus Hypothesis 2 which states that auditor quality effects on earnings 

persistence rejected. The study results are inconsistent with the results of Balvers et al. 

(1988), Teoh and Wong (J 993); Hussainey (2009) in Irmawati (20 I0), Kallapur et al. (2010), 

Francis el al. (20 J l), Balvers el al. (1988) which argue that reputable PAF tend to avoid 

uncertainty in relation to the profit and always avoid the deviation of expected earnings. Teoh 

and Wong (1993) compared the earnings response coefficient between the companies audited 

by Large 8 PAF and non large 8 PAF. Results of the study stated that earnings response 
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coefficients of client Large 8 PA F higher than non large 8 PAF clients. This is means that 

investors have the perception that the consolidated statements of Large 8 PAF more accurate 

and better reflect the real value. 

Conclusion, Implication and Limitation 

Based on the research result on the first hypothesis, audit quality affects firm value. 

The explanation that could be given related with this research findings, that when investors 

decide to invest in stock, investor will view that a companies listed in stock exchange will 

have a high performance when they are audited by reputable PAF. The study uses reputable 

PAF market share as the proxy of auditor quality. The more clients audited by the PAF's 

associated with the PAF which has higher auditor quality. Generally this category addressed 

to reputable PAF's. because they regarded have wider market share, costly fee audit, larger 

PAF's measure, and affiliated with foreign PAF. 

While the explanation can be given to the second hypothesis is the more higher audit 

quality which proxy by the market share do not affects earning persistence. This shows that 

the PAF duty is only to check the financial report presentation to see whether the financial 

report has complying to the Generally Accepted Accounting Standard. Financial accounting 

standard give a freedom to the selection of accounting policies used by public companies as 

long as the policy is allowed. This relationship can be mean that auditor is not the part who 

determine the earning persistence or deciding on the size of profit by tinkering with the 

fundamental building blocks of profits, but the size of the profit is detennined by the 

management company itself. 

Research Limitation 

Sample used in this study is only limit to manufacturing companies, thus it can not 

generalize to other kinds of companies. Study period of time is considered very narrow with 

only 5 years of research. The variable measurement of auditor quality only use one kind of 

measure. 

Suggestion 

Based on the results of the study, investors are expected to base their investment 

decisions in the capital market with regard to PAF used by the issuer. The more number of 

clients of PAF has the better auditor quality. In addition it is important to know when PAF 

giving assignments to the client, PAF can not determine the client's profits size from the 

financial statements, but PAF only assess the fairness of presentation of financial statements 

is in conformity with the Financial Accounting Standards Board, so the management 

company's clients are the ones only who can determine the size of the profit. In the furure 

research samples should also be directed toward companies other than manufacturing, such as 

service companies, banking industry, and companies moving in the financial service. The 

research period only [or 5 years then for subsequent research should use longer term in order 

to know the tendency of changes in audit quality variable variation to changes in the of 
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carnlngs persistence vari;)bte vClriation. For further research it is exp cled to use llther 

indicators me3surem~nt of auditor quality 'ariable for instance by usmg res arch data of 

Audit delay by using as a primary data source. 
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