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Abstract

The issue of auditor change and its relation with the opinions issued in financiarepamits is a topic which
has been gaining increasing importance in the accounting and auditing areas. The financial emadit r
represents the final materialization of an external and independent audit. As such, arte thgiethe opinion
expressed by the auditor is not always that forecast by the shareholders or the manafémeectampany being
audited. This work attempts to ascertain whether or not a determining relatioagretwchange in auditor and
the issuance of qualified audit reports really exists in the Portuguese context, or, on theycdriather equally
influential factors exist in relation to the said change. The conclusions drawn pothe texistence of a
significantly positive association between a qualified audit report and a change in auditaug other
relevant fachrs exist such as the company’s growth rate, governance model and the sector in which it operates

Keywords: auditing, reporting, auditor rotation, stakeholders.
JEL Codes:G39, H83, M41, M42
1. Introduction

Financial auditing is embedded of undeniable public interest for company stakes h@denlinget al. (2012)
state that countless parties exist with an interest in audit work, inglude managing body in charge of the
supervision of the executives, the management of the company, the safeguard otsrenassted to them and
the preparation of financial statements geared to current and potential invergtditeys, financial institutions,

the State, and all other stakeholders in general.
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According to Carmarget al. (2011), the auditor conducts analytical work in order to issue a summarized report
on the conclusions drawn from the audit performed. This report provides stakeholdeas wjpinion on the
adequacy of the audited financial statements, and, in turn, the audited parties andhitioseay be affected by

the decisions made by these stakeholders. Hence, according to Ballesta and Garc2®08gcthé parties with

an interest in the financial statements take into account the existence of chargedinantcial audit report,
which might imply (i) adverse reactions in the market, affecting the relatiobgitvpeen the auditor and the
audited party and resulting in the management of the audited company exertiugepoesthe auditors, thereby
guestioning their independence, or (ii) the existence of legal proceedings filestdlgaiauditors due to errors in

the execution and results of the audit.

In recent years, financial auditing has been affected by several financial scandals of a globalhel plunged

the auditing profession into the worst and deepest crisis in its history. Apa@nse to the financial scandals
which occurred in the United States of America (USA), the Sarbanes-Oxléywaswpassed in July 2002. This
law aimed to protect investors by means of improving the accuracy and reliability financial data disclosed

by companies. Furthermore, European Union (EU) Directive 2006/434@E published, and, more recently,
European Parliament and Council Directive 2014/56/UE, dated 16 April 2014, in relation to treutditingy of
annual and consolidated accounts, and European Parliament and Council Directive 537/2014, datédd 16 A
2014, in relation to the specific requirements for auditing the accounts aésnfipublic interest with a view to
ensuring greater harmonization among the Member States of the European Union.

In the light of these facts, and with the aim of minimizing the harm atioel to the discredit of the auditing
profession in recent decades, the International Federation of Accouniskis),(via the International Auditing

and Assurance Standard BoaldASB), is of the understanding that the development of professional standards
designed to guarantee a more appropriate and uniform performance by auditors at thievgibbeduld help
boost the trust of users of financial information in audit reports.

Thus, the purpose of this work is to investigate the relationship exisimgeen the auditor’s opinion published
in the audit report and the change in auditor by the audited company and to verifyhehdacibrs might have
an impact on this decision to change in the Portuguese context.

The methodology used was designed in order to access the existence of an association caetlified audit
reports and a change in auditor, in addition to the impact other factors hmaighon this possible change, and
was based on the records in relation to a change in auditor at 57 non-financial comgapstexed in Portugal
comprising the period 2006 to 2012, assessing the existence of an association fedhied audit reports and
a change in auditor, in addition to the impact other factors might have opo#sile change assessing the
existence of an association between qualified audit reports and an auditor changeiom tadiiie impact other
factors might have on this possible change. The logistic linear regression techagused for the purpose of
analyzing the association between the dependent variable (auditor change) and thedémdepariables,
estimated using the maximum likelihood method and related approximation algoritiaiteshlevin the software
IBM SPSS Statistics (version 21.0).

II. The Importance of the Audit Opinion

Johnsonet al. (2002) argue that financial audit reports are the main means of communication between
stakeholders, and, as such, the auditor’s opinion is usually treated as a sourcesiogaskether or not the
information provided is true and accurate in relation to all aspects which aggathatelevant to the financial

and economic situation and cash flows of the entity being audited. In this perspeetiker, 8t al. (1998) state

that financial audits reduce the information asymmetries existing betwesgggers and other stakeholders in the
company, enabling the users of the financial data to believe that the financial stat@reemedible. Santos and
Pereira (2004) endorse this theory to the extent that the audit report is the end productditott\s &ork.

1 SOoX - The Sarbanes-Oxley Law (2002).

“Directive N° 2006/43/CE “In relation to the legal review of annual and consolidated accounts, amending Council Directive N° 78/660/CEE
and N° 83/349/CEE and revokingEuropean Parliament and Council Directive N2 84/253/CEE dated 17 May 2006. Published in JOCE N2 L
157 dated 09/06/2006
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It is by means of the same that the auditor communicates with the userdidnic@al information, highlighting
aspects in relation to the work conducted and the conclusions with regard to the extitijegixpressed in the
form of an opinion. Thus, the audit report represents the formal means of comioongsagting between the
auditor and the interested parties in relation to the conclusion on the finamdiatarried out (Boyntoret al.,
2002). In other words, on conclusion of the audit work the auditor’s opinion is publishedfinathcial audit
report, via which the conclusion of the work conducted is disclosed tastre and the informative content of
which is gauged in accordance with auditing standards (Almeida and Vasconcelos, 2007).

Siqueira (2004) also studied the credibility, importance and influence of thereport as a back-up tool for
investors” decision making, encompassing institutional investors, individuakgnfitiancial institutions and
financial investors belonging t&ANIMEC [Associagcdo Nacional de Investidores do Mercado de Capitais
(National Association of Capitals Market Investord)fforeover, the author mentions that the aspect of credibility
remains unstable, perhaps due to the scandals which have hit the capitals marketsEsuah, Word Com
among others.

Hence, the fact that the financial audit report accompanies a company’s financiakrstategreases the
informative content of the same and represents an improvement in the informatlabl@vai the users of the
financial data. This information may at times underline the relialifitthe same in the case of a clean audit
report, such as adding new data to issues which, although not openly included in the ftatecrants, have a
material and generally negative effect on the same, as is the case fidédjaaidit reports with a disclaimer of
opinion or an adverse opinion or, at worst, a declaration attesting to the impossibdgyio§ian audit report.

The use of the financial information may affect decisions made by the stakehafdkras auch, the financial
audit report is of significant value with regard to improving decision-making in relation to spesifes, such as,
for example, rational investments. There is a consensus in literature that botrafinadanon-financial factors
affect the decision to issue amended audit reports.

The financial auditor therefore serves as a mechanism for covering infammialk. Or, in other words, that the
information published guarantees the parameters of quality required to make ecdeoisions. As a result the
financial audit report should convey the shortcomings detected in the financial indorntdénce, we may
conclude that auditors play a role of corporate governance in monitoring a company’ alffiregooeting process
(Ashbaugh and Warfield, 2003).

This opinion that the financial audit report is used by the users idiffieeent decision-making processes is
qguestioned by some authors. According to Hermosa (2002), the auditor’s opinion fie afsétin decision-
making, as this is a report based on historical values, and, as such, the inforsmatibnip to date. Users are
increasingly demanding prospective information and are turning to other inforrsgtams to obtain it. This
line of thought is also shared by Barbadillo (1998), who emphasizes the factthibaghlthe financial audit
report has a nominative value which makes it a valuable instrument ahatfon, it is little used. The results
obtained by the different authors lead us to conclude that the audit repegaided as useful by stakeholders,
despite the fact they show a lack of satisfaction with the type and adequaeyirdbtmation included in these
reports. Stakeholders expect the auditor to provide an impartial and true sedeta|eal and thorough analysis
of the financial statements, and, where applicable, to report any faults, errors or ondisgotes] in the audited
financial statements. However, at times the company being audited expects exactly thie,oppasiother
words, that the auditor ignores any issues or omissions detected (Koo and Sim, 1999). Whenawditor
grants the client’s wish in this sense, the audit conducted as such is compromisea @liyevonish, 2006),
whereby it is clear that the existence of a conflict between the partieplat@ythe execution of an independent
financial audit at risk.This concept of auditor independence and the consequemémiation of the same are
extremely difficult to accomplish due to contingencies of a social, financial aridspianal nature, which,
together or separately, result in a deviation from what might be regardegdeasdependence (Kleinman &
Palmon, 2001).

The studies conducted by Reynolds and Francis (2001) and Jemiais(2006) reveal that an auditor is
economically dependent whenever most of the auditor’s total earnings come fromeah@rck very small
portfolio of clients. Furthermore, the existence of a conflict of interesegerded as one of the factors which
might question the auditor’'s independence. The auditor conducts his work on a daily bassseimario
characterized by a conflict of interest, and, as such, should judge what he is being paahterr@y & Sanchez,
2007).
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[11. Auditor Change

Recently, it has been ascertained that audited companies have been switching auditagmnavinig the legal
requirements with regard to rotatfoiSeveral different reasons have been pinpointed as being responsible for this
change, the most noteworthy of which are the publication of qualified financial auditsrepolin other words,

with reservations due to disagreement or reservations due to limitationegard to the scope of the financial
statements (Benau and Barbadillo, 2000, and Santos, 2008).

According to Chew (2003), the debate on auditor change began in the 1970s as a ithauihafease in
competitiveness. The corporate scandal involving Enron and the associated auditingrfinur Andersen,
triggered a series of discussions on auditor independence throughout the financiaoaeds, as the companies
had been working together for around 10 years. The question of rotation asoséeprohauditor independence
has been widely discussed, however the effectiveness of the same is questiquralokicad terms. Nagy (2005)
published a study which determined that long relationship periods are not assodiatadreduction in the
quality of the audit, but, to the contrary, with an improvement in the same. theless, in the context of
professional regulations a generally accepted maximum period exists for whiclearaleatiditor is appointed,
at least in relation to entities of public interest.

Other variables have been identified as influential in the auditor’s deciakingnThe works of Mckeowat al.
(1991), Addams and Davis (1994) and Eichenseer, Shields (1983) and Deis and Giroux (199t highli
influence of the audit firm’s fees in this process. The research of Hudaib and Cooke (2005), Haskinsaamsl Will
(1990) and Carpenter and Strawser (1971) mentions the fact that companies with fipradéxmhs are more
likely to change their auditor. Moreover, the works of Burton and Roberts (19per@er and Strawser (1971)
and Beattie and Fearnley (1995) state that another major factor in relatichta shange lies in changes in the
managing bodies and governance framework of these companies (Li and Liu, 2010). Additionally, Warren (1980),
Shank and Murdock (1979) and Chow and Rice (1982) are of the opinion that the sizeudftdtecmpany has
an influence on this issue, while Ismail and Aliahmed (2008) and Haskins and Wi(li&80) add that size
would not be a major factor on the whole as an absolute value, but rather the compahyos deowth or
changes in the size of the same. Within this scope, Burton and Roberts (1967), Anddr4é998)aand Firthe
(1999) add that as a rule merger and acquisition processes determine a change ringauditally in the
companies which have been purchased or taken over. Moreover, the works of Titman arah TA886),
Bedard, et al. (2000), Menon and Williams (2001) Beattie and Fearnley (2002), Copley andt{aoomt
underline the fact that incentives exist to switch auditor prior teeadohg changes in the company’s capital
structure, with the aim of acquiring the advantage of the experience or i@pofah new auditor, to the extent
this may be of considerable value to investors as a means of reducing the cb&tsindbrmation of the
documents to be published.

With regard to another perspective in relation to the analysis of thisrmatidams and Davis (1994) emphasize
that the existence of disagreement in relation to the content of the financizlestetés a factor which induces a
change in auditor. Haskins and Williams (1990) underscore the existence oégisagt on the opinion issued

by the auditor in the financial audit report as a major fabicanother perspective, Chow and Rice (1982) and
Craswell (1988) report that companies in the USA switch auditor after heageiyed a qualified audit report,
among other factors. On the other hand, &ul. (1991) suggest that there are few changes in auditor after the
publication of a qualified report. Iskandar and Syed’s work (1993) supports this ideadhyding that there is

no significant relationship between qualified audit reports and a charmgelitor. Moreover, according to these
authors a change in auditor does not favor the execution of a clean audit reptiegitéslication of a qualified
audit report the previous yedupoch (1987) declares that the existence of loss is one of the main causes
justifying the issuance of qualified audit reports. Likewise, Spathis (2003) atideiha{1998) conclude that
indebted companies are more likely to receive a qualified audit report.

®In accordance with the provisions of European Parliament and Council Directive 2014/56/UE dated 16 April 2014, incorporated in
national regulations under Law N2 140/2015 of 07 September, in relation to entities of public interest the maximum period for the
exercise of legal auditing duties by the partner responsible for the direct guidance or execution of legal auditing is seven years counting
from the first appointment (this may be extended to ten years in exceptional cases), subject to renewal after a minimum period of three
years
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Dupoch (1987) also concludes that a low turnover of assets (sales / asdetn)increase in amounts receivable
are factors which influence the issuance of qualified audit reports.

Bertin (2001) ascertained an association between the length of the mandates tifetteézaudited entities and
audit reports with reservations in companies in financial difficulties. Theacausliof the opinion that the size of
the audited entity, the length of time of the relationship and the duratiba afitlitor's mandate represent factors
of significance in explaining the type of opinion published in the financial audit report.

Likewise, Segura (2001) analyses the association existing between the auditor’'s opiniorsexiet af
explanatory variables, such as the price of the shares, the size of the compaaypilpyofihdebtedness and the
sector of activity. The small size of the company, low profitability etkistence of loss, and the sector of activity
explain the greater likelihood of receiving a qualified audit report.

More recently, the work of Branson and Breesch (2004) concluded that a change in auditor inesompani
Belgium cannot be fully explained using the traditional approach. The autlotasediethat half the companies in
Belgium have to accept, either voluntarily or involuntarily, a change in auddtermined by the parent
company.

I'V. Objectives and Hypotheses

In light of the bibliographical review conducted, we believe it is appropriate to include and explonadtides

to assess the impact of the same in relation to a change in auditor, in additiervariables associated with the
existence of a qualified report. This second series of variables véidigned in accordance with the company’s
performance.

The company’s performance is justified due to the fact the responsibilitye afeinior management to the
stakeholders is greater when the company begins to grow and exposure to public scratisgsnevhereby the
auditor is a key figure in relation to the reliability of the informatiwavided to the market on the company’s
situation and development. The first impact on the company’s performance attisesgesid to the disclosure of
the mandatory financial information comprising the financial statements, and saw#aids including Segura
(2001), Brigham and Houston (2011), Neves (2006), Harris (1998), Brealaly(2011) have conducted studies
referring to the existence of empirical evidence between the value of certaomgcdinancial indicators and a
change in auditor.

In this perspective, we will test two kinds of hypotheses capable of influeacihgnge in auditor: (i) hypotheses
on the existence of qualified reports, and (ii) hypotheses on the company’s performance.

The following hypotheses will be tested with regard to (i) the existence ofigdiaéports:

H:— An audit report with a qualified opinion on equity is likely to influence a change in auditor.

H,— An audit report with a qualified opinion on assets is likely to influence a change in auditor

Hs- An audit report with a qualified opinion on debtis likely to influence a change in auditor

H,— An audit report with other qualified opinions not included in the aforementioned hypothess are likely
to influence a change in auditor.

The following hypotheses will be tested with regard to (ii) the company’s performance:

H5- The change in auditor is influenced by the company’s profitability.

H6- The change in auditor is influenced by the company’s size.

H7- The change in auditor is influenced by the company’s growth.

Hg— The change in auditor is influenced by the company’s capital structure.

Hg— The change in auditor is influenced by the company’s governance model.

Hi0— The change in auditor is influenced by the company’s sector of economic activity.
H1:— The change in auditor is influenced by the type of audit firm.

V. Methodology

The logistic regression technique was used for the analysis of the hypothesestedide texify the association
between the dependent variable and the independent variables studied, estimatid mseigod of maximum
likelihood (Goldberg, 1991. The logistic regression technique was chosen due to the fact that, is a gatidealter
to discriminate analysis, although the more efficient when the variables feature rhstndiution and
homogeneous variances in all the groups.
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The logistic model is flexible, allows both categorical and quantitative vasiailthe same time, and can give
feasible results if one has careful with the assumptions. Categorical regression is, aal aujeng more reliable
predictive method. The choice of this statistical technique also involved thihdathe dependent variable was
non-metric. Faveret al. (2009) support the choice of this technique, stating that logistic regressionohsist
technique used to describe the performance between one dummy (binary) dependentavariaigieic and / or
non-metric independent variables.

In this context, the following model was established to analyze the issue being researched:

e

n
a+z,8iX(N71)k +&
k=1

1+e

a+2ﬁ[X(N71)k+g

k=1

The dependent varlablg( N) is the change in auditor, which is assigned the value 1 when the existence of a
change in auditor is detected, and 0 in the opposite situation. The 18 candidatiependent predictors taken
into consideration initially justify the hypotheses under analysis:

Table 1 A Description of the Initial Variables of the Logistic Regression Model

Q(YN ) Change in auditor Binary response.
EqtQual Qualified opinion on equity | A dummy variable assigned the value 1 if the compasyaha Hypothesis
q from N-1 to N-3 least one qualified opinion on Equity and the valukit doesn’t. | ;
AstQual Qualified opinion on assety A dummy variable assigned the value 1 if the compasyaha Hypothesis
from N-1 to N-3 least one qualified opinion on Assets and the valuét@desn’t. | 2
DbtQual Qualified opinion on Debts | A dummy variable assigned the value 1 if the compasyaha Hypothesis
from N-1 to N-3 least one qualified opinion on Debt and the valifétGloesn’t. 3
- - A dummy variable assigned the value 1 if the compasyaha .
OthQual fOther qualified opinions least one qualified opinion on Other Areas and thee/alif it il
rom N-1 to N-3 doesn’t 4
ROE Return on Predictor in an ordinal scale in accordance withrele of
Equity profitability. Hypothesis
ROA Return on An ordinal variable assigned the value 1, 2 or roedance 5
Assets with profitability.
Classification in accordanc_e with An ordinal variable measured by the average valdernbver in
the average turnover logarithm Ln (Average Turnover)
the years N-1 to N8-
(ClassTO)
Classification in accordance with . . .
the average asset value logarithm| Ln (Average Assets) @]n ordmall\\‘/ alntabll\:epr measured by the average valdeeasset in Hypothesis
(ClassAst) © years -1 o 1% 6
Standardized turnover (TONorm) VNN;PX< ) ﬁ; rnnlg rc:rrllcn \;ﬁg@:g;ﬁﬁf& by the standardized flue
Standardized Asset Value ATy — Xy A numeric variable measured by the standardized \dlthee
(AstNorm) DP asset in the years N-1 to3\-
AVN,, An ordinal variable assigned the value of 1, 2 ar &icordance
Turnover growth rate (TO Rate : '
9 ( ) VN, , with the turnover growth rate. Hypothesis
AAT, An ordinal variable assigned the value of 1, 2 or &dcordance | 7
Asset value growth rate AstRate) —A T N with the asset growth ra%e
N-1 )
. . Debt An ordinal variable assigned the value 1, 2 or Itoedance
Debt to Equity(DtEquity) Equity with the capital structure.
Indebtedness (Debt) _Debt An ordinal variable assigned the value 1, 2 or Zzpedance Hypothesis
Assets with indebtedness. 8
Financial Independence Equity An ordinal variable assigned the value 1, 2 or ooedance
(AutFinan) Assets with financial independence.
A dummy variable assigned the value of 1 for the Listodel Hypothesis
GovMod Government Models and 0 for other models. 9
CAE E(I:aosnsci)fri?: :ti'g(r:]tl(\;g/:g) Categorical variable in accordance with the typaativity. I:g/potheﬂs
A dummy variable assigned the value of 1 when the anaditor Hvoothesis
Big rour Big rour belongs to one of the 4 major international audifimgs, and 0 in llypo
the remaining cases.
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The number and type of initially envisaged variables need to be screened fmilamgarity among the same.
This analysis revealed the existence of a possible relation of collineariapg four variables, whereby those
with the greatest proportion of variance were excluded (Maroco, 2011): Delquity, Indebtedness,
Profitability of Equity, and Asset Classification.

VI. Sample

The sample consists in 57 companies whose financial documents are available aketheldstrs, specifically
those listed on continuous markets between 2006 and 2012 and published on the Portugue$z tlaities
Commission CMVM website for 57 companies from the non-financial se@dh the aim of analyzing to what
extent a change in auditor is explained by the nature of the audit report the commavgsydbe first step
consisted of classifying the audit reports of the companies comprising the sample into:

Non-qualified audit report (no qualified opinions), and
Qualified audit report (with qualified opinions)

This analysis provides an initial approach to the performance of the comfranigtie sample, that is, it enables
us to identify the companies which, having received a qualified opinion mayole interested in switching
auditor.

Analyzing the series of different audit opinions and a change in auditor enableplasetdhe sample in four
groups as illustrated in Table 2 below:

Table 2 Type of Audit Reports Registered

Group | Companies which did not change auditor and received a clean audit report

Group Il Companies which did not change auditor despite having received a qualified audit
Group Il | Companies which changed auditor despite having received a clean audit report
Group IV | Companies which changed auditor after having received a qualified audit report.

A total of 337 cases were obtained in the period 200812 for the 57 companies under analysis.
Classification by means of turnover was measured using the average of the &fapiegarithm and registered
the following values:

Turnover Value Logarithm <12 = Small company
Turnover ValudLogarithm > 12 and <14 = Medium company
Turnover Value Logarithm > 14 = Large company

Table 3 Characterization of the Sample in accordance with Turnover

Size of the Frequency (N) Percentage
Company (%)

Small 136 40,3%
Medium 132 39,2%
Large 69 20,5%
Total 337 100%

Likewise, the classification of assets was measured by the logarithm of the axaduggef the same, registering
the following results:

Logarithm of the average value of the asset <13 = Small company
Logarithm of the averagealue of the asset > 13 and <15 = Medium company
Logarithm of the average value of the asset > 15 = Large company

“www.cmvm.pt/index.asp
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Table 4 Characterization of the Sample in accordance with the Value of the Asset

Size of the Frequency (N) Percentage
Company (%)

Small 159 47,2%
Medium 113 33,5%
Large 65 19,3%
Total 337 100%

Despite the characterisation of the sample having been conducted using twenditmiables, the results
obtained point in the same direction. That is to say, the sample comprises mostly small-sese entiti

Table 5 Total Registries on Change in Auditor

Frequency (N) Percentage
(%)
Auditor changed 59 17,5%
Auditor did not change 278 82,5%
Total 337 100%

An analysis of Table 5 reveals a clear trend of not changing auditor on tlud fhertcompanies comprising our
sample. Most of the companies comprising the sample did not change their auditor (82.5%). On the other hand, 59
companies changed their auditor (17.5%). Thus, a set of 337 cases was registeredl|Miechsed to test the
hypotheses using the model selected.

Statistically there is a direct relationship between the size of thelesamd the reliability of the estimate, as the
bigger the former the closer we come to the population, and, as such, erstimaies tend to be fewer; or in
other words: the more information we have on a population, the more we find outtlagiowtharacteristics
(Newbold, 1997).

According to Hosmer and Lemeshow (1989) the logistic regression model uses a binoribatidiststating if

0 YNZI)zp)

the company will change auditor in the yeam =1) with a likelihood of? (o or if it will keep

. = . - (Y, =0)=1- ,

the same audlto‘YN 0) with a likelihood 011_1’( ( N ) p).However, Newbold (1997) points out
that in accordance with the Central Limit theorem, when the sample isoofsaerable size, that is 50 or more,
its statistical behavior resembles that of normal distribution.

Indeed, the 337 cases in this study correspond to the totality of the infmrrpativided by the non-financial
companies listed on a continuous market in the period 2006 to 2012, meaning the ddte useg in an
acceptable manner for the purposes of this work.

VII. Results

The initial phase of this study attempts to determine whether or not the dhaaggitor is associated with the
opinion issued in the previous financial year. Thus, the following model wasligsta to analyze the issue
under investigation:

logit| €(Y, =1 Q(YN ) = 3 X
og1t|: ( N)]— og T(YN) —a+;ﬂk (v +E
As a first step, it was necessary to explore the statistical validitysofribdel, because it evident that there are
many parameters to estimate considering all the candidates to predictorsrstmesfilt obtained from the
application of the sample data showed the need to exclude 4 variables due to the feettihey coefficients
with values which are excessive in relation to the model: Big Four, &bitifiy of the Asset, Turnover Growth
Rate and Financial Independence. The model was thereby reduced to 10 variables. Accdddnoga (2011),
the selection of variables with predictive power should be conducted by means of algetitimes stepwise
methodsThe withdrawal of variables (Backward), Wald, LR (Likelihood Ratio), and Conditi@sts were then
conducted, whereby the most suitable step was withdrawn from each result in accevitlarthbe Cox & Snell
and Nagelkerke pseudd Rilues, the Hosmer and Lemeshow test and the classification table.
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This left us with the following variables selected by the 3 models: Qualifiedoogi on assets (Ast Qual), other
gualified opinions (Oth Qual), governance model (Gov Mod), activity exercised (CkS§ification in relation
to turnover (TO Rate), standardized turnover (TO Norm), and standardized assetsr(#st No

The final model to be tested will therefore be:

o(y, 7
logit[H(YN )] = logl:#(lvy))} =a+ ;ﬂkX(N—l)k +e&

The binary logistic regression method was used for this model, whose classifiabte (Table 6) registered the
following values:

Table 6. Results of the 7-Variable Model

Predicted Correct Percentage
Observations Did not change Auditor | Changed Auditor
Did not change Auditor | 200 78 71.9%
Changed Auditor 21 38 64.4%
Total Percentage 70.6%

The data contained in Table 6 shows that the model predicts there will be no changeooira@dit cases and a
change of auditor in 126 cases. In realities, there was no change in auditBrdases and a change in auditor in
59 cases.

The table illustrates that the percentage of cases in which the model caoredilst no change in auditor is
71.9%, and correctly forecast a change in auditor is 64l model produced correct results in 70.6% of the
cases, resulting in the following values for the variables in the model equation aseéltlistraable 7 below.

Table 7: Variables for the Model Equation

Beta (p-value) Exp (B)

AstQual 1,102 0,004 3,010
OthQual -0,709 0,078 0,492
GovMod -1,598 0,001 0,202
CAE 0,107

CAE(1) -1,214 0,010 0,297
CAE(2) -0,833 0,134 0,435
CAE(3) -1,001 0,150 0,368
CAE(4) -0,469 0,400 0,625
CAE(5) -1,304 0,013 0,271
TORate 0,091

TORate(1) -0,651 0,084 0,521
TORate(2) -1,567 0,052 0,209
TONorm 0,817 0,001 2,265
AstNorm -0,771 0,010 0,463
Constant 0,148 0,782 1,159

As illustrated in Table 7 above, the variables are statistically sigrifasathey feature p-values which are lower
than the defined level of significan¢e= 0.1). The classification of the CAE is slightly highly and represents an
exception; howeverthe variable was maintained given the interest in studying the different groups thie
CAE. The variables assigned statistical significaace

Qualified Opinion on Assets Ast Qual)- The variable foQualified Opinion on Assets statistically significant,
as it has @-value(0.009 which is lower than the level of significance defined byaus( 7).

Qualified Opinion on Other Areas (Oth Qual) - The variable forQualified Opinion on Other Areais
statistically significant, as it haspavalue (0.078hich is lower than the level of significance defined byasis
0.1).
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Government Models (Gov Mod) - Similar to the previous variables th@overnment Modelvariable is
statistically significant, as it haspavalue (0.001yvhich is lower than the level of significance defired 0.1).

CAE - The statistical significance of tl@AE variable is slightly above the level of significance defined ¢.1),
with a p-value of 0.107 However, as mentioned previously, the variable was maintained given the interest
studying the different groups within the CAE.

Turnover Classification (TO Rate) — This variable is statistically significant as it featurep-a@alue (0.09]
which is lower than the defined values=(0.1).

Standardized Turnover (TO Norm)- The Standardized Turnoverariable is also statistically significant as it
features g-value(0.007) which is lower than the defined values=(0.1).

Standardized Assets Ast Norm) — The Standardized Assefriable is statisticallgignificant as it features jo
value(0.010 which is identical to the defined values=(0.1).

Once the aforementioned variables regarded as statistically insignificant etéreladed and the final model
now features the following equation, weighed by the company size and activity sector:

Iogit[@(YN)]:Iog{M}:0,148+ 1,102 AstQual 0,769 OthQual 1,598 GovMod-

1-0(%,)
-1,214x< CAH }- 0,833 CAE p- 1,081 CAE)3 0,469 CAH-4 1,304 CGAE5
—— —
Industry Construction Trade Transportation Congatibn
[—%x(—0,65])—%><(— 1,567j+£+—§><(— 0,681 (- 1,55}{__;(_ 0,658 % (- 1,5%
Small Company Medium Company Large Company

+0,817x TONorm- 0,77% AstNorm

It should be pointed out that the coefficients with a negative value tend tmveans the result of the model for
no change in auditor, as the exponent of the function diminishes, which resulig ilikétihood of an auditor
change.

VIII. Findings

Based on the data obtained through the sample in question, we have ascertained that a ahdiige by the
companies under analysis in our corporate context is not common preattbermore, when a change in auditor
occurs, it is clear the first group of hypotheses (fidihto H4) associated with the existence of qualified reports
has a significant influence on such a chakligigh regard to the second group of hypotheses associated with the
company characteristics (frort5 to H11), the model enables us to conclude that some of these characteristics
really do have a significant influence on the change in auditor.

As such, it is evident that the greater the value of the asset and thefviddeddusiness of the audited company,
the greater the pressure on the auditor who concludes that the size of famygaiffects the change in auditor
(H6). It has also been ascertained that the greater the growth in tuthewgneater the pressure on the auditor
who concludes that the growth of the company influences the change in atdfifoMoreover, the type of
governance model used by the audited companies influences the change in auditor by thi®)sdimally, we
can conclude that different sectors of activity may influence a change in ayditer dudited companiesi{0).
The remaining hypotheses under analysis were not confirmed by the model.

| X. Conclusions

In light of the results obtained, despite not being common practice in Bloriugs clear auditor change is
significantly influenced by certain factors such as the existence of quakfmets, the considerable size, or
growth rate of the company, whereby the governance model implemented is equadigtrelesuch a change. It
is also true to say that the sector of activity in which the companytepdrrelevant, and, as such, certain
sectors are more susceptible to a change in auditor. In this sensetitlity of the auditors and, consequently,
their independence, may be more affected by the reasons arising from the hgpatisgeed in this study,
whereby it is appropriate that the supervisory authorities have no need to pay aftention to companies
which comply with the requirements validated in this study.
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Thus, the supervisory authorities should reinforce their activity inigelao the aspects addressed herein as
relevant to auditor change, as a means of being able to correctly monitor ther imaméch audits are
conducted and the manner in which the conclusions are supported by these situations, waith tfe
guaranteeing that auditors” independence of cannot be influences, and that thei@ssirip importance of
the audit report to stakeholders is not affected.
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