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ABSTRACT
Independent Auditing represents a complex activity since it involves internal and
external factors to the audited as well as the auditor's characteristics. Considering
such complexity, this work was carried out with the objective of creating an Audit
Quality Index - IQUA 2019. The construction of an index proves to be important so
that it is possible to understand the factors that influence the quality of the audit,
as well as to obtain a perception of the companies and the years in which the
quality was more evident. The composition took place through the assessment of
qualitative aspects of the auditor's work and internal and external factors to the
auditee, such as: size of the audit firm; audit, represented by the variation in the
quality of the service provided between the audit firms; auditor-client relationship
time; specialization; audit committee; risk, fees and conservatism. Multiple
regression with panel data was used, estimated using the generalized moments
method (GMM), justified by the possibility of endogeneity between the variables.
The use of GMM is relevant since the difficulty in empirical audit studies is observed
in inferring a cause and effect relationship between the variables. The selected
variables were significant, which means that the greater the size of the firm, the
length of the relationship, the specialization, the financial leverage, the fees and
the precaution with which positive news is recorded, in detriment of the bad news,
the greater the quality of audit. The fact that the company has a committee was
an indication for increasing the quality of the audit.
Keywords: Index. Audit Quality. Conservatism. Accounting Information Quality.
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PERCEPÇÃO DE CONFIANÇA NA AUDITORIA INDEPENDENTE: ÍNDICE
DE QUALIDADE
RESUMO
A Auditoria Independente representa uma atividade complexa uma vez que
envolve fatores internos e externos à auditada assim como características do
auditor. Ao considerar tamanha complexidade este trabalho foi realizado com o
objetivo de criar um Índice de Qualidade de Auditoria - IQUA 2019. A construção
de um índice mostra-se importante para que seja possível compreender os fatores
que influenciam na qualidade da auditoria, assim como obter uma percepção
das companhias e dos anos nas quais a qualidade foi mais evidente. A
composição aconteceu por meio da apreciação de aspectos qualitativos do
trabalho do auditor e fatores internos e externos à auditada, tais como: tamanho
da firma de auditoria; auditoria, representada pela variação na qualidade do
serviço prestado entre as firmas de auditoria; tempo de relacionamento auditorcliente; especialização; comitê de auditoria; risco, honorários e conservadorismo.
Foi utilizada a regressão múltipla com dados em painel, estimada por meio do
método dos momentos generalizado (GMM), justificado pela possibilidade de
endogeneidade entre as variáveis. A utilização do GMM mostra-se relevante uma
vez observada a dificuldade em estudos empíricos de auditoria em se inferir uma
relação de causa e efeito entre as variáveis. As variáveis selecionadas foram
significativas, o que representa que quanto maior o tamanho da firma, o tempo
de relacionamento, a especialização, a alavancagem financeira, os honorários
e a precaução com que notícias positivas são contabilizadas, em detrimento das
ruins, maior a qualidade de auditoria. O fato da companhia possuir comitê tratouse de um indício para o incremento da qualidade da auditoria.
Palavras-Chave: Índice. Qualidade da auditoria. Conservadorism. Qualidade da
informação contábil.

1 INTRODUCTION
Agency problems, associated with the separation of ownership and control
of companies, along with the asymmetry of information between managers and
owners, create the demand for external audits (Lin & Hwang, 2010). It is the
responsibility of auditing to monitor and control the activities of a company, thus
causing a reduction in agency problems (Jensen & Meckling, 1976). Auditing aims
to add value and provide confidence and credibility to the accounting
information by issuing a report that legitimately represents the client company's
financial situation and assets (Hendrisksen & Van Breda, 1999; Moreira et al., 2015).
As a result, providing quality work is very important for the auditor (Moreira et al.,
2015).
The intensity of the audit firm's contribution is measured through the audit
quality. Such quality is proportional to the auditor's competence and
independence (DeAngelo, 1981; Leftwich, Watts & Zimmerman, 1981; Ito, Niyama
& Mendes, 2008; Defond & Zhang, 2014), which is translated by the professional's
initiative in reporting perceived inconsistencies to the market (DeAngelo, 1981;
Francis, 2004; Carlin, Finch & Laili, 2009).
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Specific characteristics of companies and their information systems are
related to audit quality (DeFond & Zhang, 2014). The characteristics in this work
were represented by the proxies "Size" and "Audit" which represent whether the
company is a Big Four or not; "Time" which shows the time in years that the audit
firm has been providing services to the company; "Specialization" which shows the
specialization of an audit firm in a given economic sector; The "Audit Committee"
which shows whether the company has an active committee or not; "Risk"
represented by the financial leverage of the company; the "Fees" represent the
total amount of fees received by the audit firm; and finally, we observe
"Conservatism" which is the conservative attitude of the company in accounting
for facts that affect profit. These proxies will be better conceptualized and
contextualized in the "Research Design" section. In general, companies are afraid
of receiving a report with a modified opinion. This fact can be analyzed by users
of accounting information as an indication of future insolvency (Hopwood,
Mckeown & Mutchler, 1989).
Competence can be evaluated by two perspectives within the audit
profession, namely, the profession's reputational capacity to bring in competent
individuals who wish to serve as auditors and ongoing education, certifications,
examinations, and professional experience (Radebaugh & Gray, 2002). Auditor
independence can be observed through the opinion contained in an audit report
and by providing audit service in an objective and unbiased manner concerning
the interests of the client company. Issuing an erroneous report may lead to
problems for the auditor's reputation (Hopwood, Mckeown & Mutchler, 1989; CFC,
2005; Knechel & Vanstraelen, 2007).
To avoid reputation problems, the auditor looks for evidence in the
company that could affect the quality of the opinion. The financial leverage, as
well as the conservatism in the accounting of facts that affect profit, are examples
of evidence perceived by the auditors. A highly leveraged company may cause
a more detailed and conservative behavior in the performance of the auditors'
work, who will try to exempt themselves as much as possible so as not to be
involved in a possible future financial scandal (Arruñada, 1997). On the other hand,
conservatism represents higher quality in auditing as it reduces the risk of the
auditor and the audit (BASU, 1997).
Thus, the objective of this study was to estimate an audit quality index - IQUA
2019. The index is relevant for companies that pay for the service and, therefore,
need to demand quality; for auditing firms and the evolution of the profession
through practices that increase and decrease the quality of the work provided;
and for the market, since it depends on reliable financial information reported by
companies, thus reducing the informational asymmetry between agents.
The importance of independent audit quality can be perceived by the
social repercussion caused by the extinction of large companies as a result of
corporate scandals (Moreira et al., 2015; Salehi, Moradi & Paydarmanesh, 2017),
by the sophistication of capital market operations, and by the need to provide
stakeholders, who are increasingly demanding, with relevant information (Ito,
Niyama & Mendes, 2008). Users of accounting information need an environment
with less informational asymmetry and conflict between agents and more quality
of accounting information so that they can make more assertive decisions with
reduced risk. Since auditing certifies the accounting information issued by
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companies, it increases the quality of this information and reduces the
informational asymmetry (Healy & Palepu, 2001).
The verification of financial statements by an external auditor adds
credibility to the accounting information of the client company. Thus, an audit
service provided with quality can assist users in decision-making (Salehi, Moradi &
Paydarmanesh, 2017). Therefore, it is expected that quality audit restricts the
management of opportunistic gains (Arcúrio Junior, 2018), as well as reduces the
risk that the financial reports will contain relevant distortions and/or omissions (Lin
& Hwang, 2010). The verification of the quality of independent auditing is relevant
to reduce the conflicts between agents and informational asymmetry and the
development of the capital market in Brazil. Therefore, it is a relevant study for
managers, investors, auditors, and other users of accounting information. We
intend to contribute to filling the gap on the theme of independent audit quality
in Brazil and to provide a research tool that can be used in other works.

2 RESEARCH DESIGN
The sample consisted of 26 companies belonging to Ibovespa, between
2010 and 2017. The companies that make up the Bovespa index represent around
80% of the negotiations and financial decision-making of the capital market in
Brazil, so it is a good sample (Takamatsu, Lamounier & Colauto, 2008; b3, 2018;
Rodrigues, Paulo & Melo, 2018). Companies in the financial sector were excluded.
A transition period to the adoption of international accounting standards began
in 2008, culminating in their mandatory adoption on 01/01/10. The countries that
make up the European Union started to adopt some international accounting
standards, based on the International Accounting Standards Board - IASB, in 2005.
In Brazil, a transition process took place as of 2008 with the partial adoption of the
IFRS, ending in 2010 with the full adoption of the International Financial Reporting
Standards - IFRS (Santos, Ponte, and Mapurunga, 2014). Table 1 presents the
information about data collection:
Table 1
Information about data collection
Basic test
Source
equation variable
Through research on the website of the Securities and Exchange
IQUA Braunbeck (2010) Commission - CVM - <www.cvm.gov.br>, from 01/20/18 to 03/20/18, in the
"DFP" section, the necessary audit reports were consulted and read to
answer the index questions. Subsequently (April/2018), the consultation
related to re-publication and/or administrative proceedings was carried
out. Finally, it was investigated whether any company had become
insolvent, by means of searches on Google with the keywords: insolvency,
judicial reorganization and bankruptcy, followed by the name of the
company in question (April/2018).
Through research on the CVM website - <www.cvm.gov.br>, from 05/01/18
Size, audit, time,
audit committee, to 08/01/18, in the section Standardized Financial Statements - "DFP", the
audit and management reports, registration form, governance code
fees
information, and reference form were consulted and read.
Quantum® data collection and query platform.
Risk
By searching the CVM website - <www.cvm.gov.br>, in September/2018, in
Conservatism
the "DFP" section.
Source: Elaborated by the authors (2019).
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The proposed Audit Quality Index - IQUA 2019 is presented below and in
tables 2 and 3 are the constructs of the response and explanatory variables.
IQUA 2010 = β0 + β1Size + β2Audit + β3Time + β4Specialization + Committee
+ β6 Risk + β7 Fees + β8 Conservatism + ε
Table 2
Construct of response variable
Variable
Desciption / Measuring
The questions that make up the IQUA are assigned a value of 1 when audit
IQUA –
problems are identified and 0 otherwise. In other words, the higher the final
Braunbeck
score, the lower the audit quality.
(2010)
Teixeira, Camargo and Vicente (2016); Almeida (2017).
Used the
variable
Question 1
Were the financial statements required to be republished by CVM?
Fundament 1 The determination, by CVM, to republish accounting information is taken as
evidence that suggests inferior quality of the information originally disclosed
by the company. Consequently, it is reasonable to consider this evidence
as useful in the evaluation of the quality of the independent audit
performed on the published financial statements.
Question 2
Was the auditor of the financial statements subject to administrative
disciplinary proceedures?
Fundament 2 The CVM, in its role of following up and monitoring the quality of accounting
information, including the independent auditors' report, has the prerogative
of sanctioning market participants when they fail to comply with the
applicable rules and laws. To this end, it institutes administrative sanctioning
procedures (PAS) to analyze situations in which possible non-compliance
with norms and laws has been detected on the part of participants in the
open market (including independent auditors).
Question 3
Did the audit opinion from the previous year contain any kind of material
modification (qualification, negative, abstention, emphasis, or limitation on
scope), in comparison with the opinion issued by this same auditor in the
year under review (i.e., did the auditor issue a more "rigorous" opinion in his
or her last year, before being replaced)?
Fundament 3 It is reasonable to assume that, in the last year of the relationship between
auditor and client (especially in the Brazilian rotation system, in which the
auditor knows beforehand the maximum term of an audit contract), the
highest level of independence will be observed, since there is no future
horizon for capturing quasi-income as the contract comes to an end.
Question 4
Did the report in the first or second consecutive year of the following audit
firm issue an opinion with a less "rigorous" approach than the last opinion
issued by the previous auditor?
Fundament 4 It aims to capture precisely the impacts on independence of specific quasiincome, particularly in the early years of the following auditor's relationship
with the client.
Question 5
If the answer to 3 was "no" - did the first audit opinion issued by the following
auditor contain any kind of material modification (caveat, negative,
abstention, emphasis or scope limitation) compared to the opinion issued
by the successor auditor (i.e., did the successor auditor issue a "stricter"
opinion in the first year after the replacement?)
Fundament 5 If, despite the incentives in the terminating audit contract, the auditor does
not act independently by omitting a flaw in his client's accounting system,
the following auditor can be expected to be more independent than the
previous and will eventually reveal flaws omitted by the previous auditor.
Question 6
Was the opinion issued more than 60 days after the financial statements'
base date?
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Variable
Fundament 6

Desciption / Measuring
Time would show the "negotiation" of the auditor and the client about
adjustments to the financial statements. The assumption is the fact that
publicly traded companies, in general, maintain incentives for the prompt
disclosure of their results.
Question 7
If the company has presented an insolvency situation, characterized by
composition with creditors, judicial reorganization or bankruptcy, did the
auditor not issue a qualified opinion regarding the continuity and/or the
financial situation in the fiscal year prior to the disclosure of the insolvency
situation?
Question 8
If the company has presented an insolvency situation, characterized by
negotiation with creditors, judicial reorganization or bankruptcy, did the
auditor not issue an opinion with an emphasis on the continuity and/or the
financial situation in the fiscal year prior to the disclosure of the insolvency
situation?
Fundament 7 It is the auditor's responsibility to alert the reader of the financial statements
and 8
of facts or uncertainties that cast doubt on the entity's continuity.
Source: Adapted from Braunbeck (2010, p. 64-69)
Table 3
Construct of independent variables
Variable
Size
Used the variable

Hypothesis
Fundament

Audit
Used the variable
Hypothesis
Fundament
Time
Used the variable

Hypothesis

Description / measurment
Variável binária. Assume valor 1 quando a firma de auditoria é
Big Four e 0, caso contrário.
DeAngelo (1981); Dye (1993); DeFond and Subramanyam
(1998); Fargher, Taylor and Simon, (2001); Ireland (2003);
Levents and Caramanis (2005); Almeida and Almeida (2009);
Braunbeck (2010); Harris (2012); Lennox, Francis and Wang
(2012); Paulo, Cavalcante and Paulo (2013); Cunha, Lunelli,
Santos and Faveri (2015); Luccas (2015); Mazzioni and Klann
(2016); Almeida (2017); Brooks, Cheng, Johnston and Reichelt
(2017); Reid and Carcello, (2017); Arcúrio Júnior and Gonçalves
(2018);
𝐇𝟏 : The larger the audit firm, the higher the audit quality.
The larger the audit firm, the greater the amount of financial
and operational resources available, consequently it has less
financial dependence on its clients, reducing the chance of
accepting pressure from the client company, hence the higher
the audit quality (DeAngelo, 1981; Fargher et al., 2001; Almeida
and Almeida, 2009; Braunbeck, 2010; Paulo, Cavalcante and
Paulo, 2013; Luccas, 2015; Teixeira, Camargo and Vicente,
2016; Almeida, 2017; Arcúrio Júnior, 2018. )
Variable ranked by assigning increasing values from 1 to 7 for
the audit firms, with values from 1 to 4 representing the Big Four
and values from 5 to 7, the other audit firms.
Sant`Ana, 2019
𝐇𝟏 : The larger the audit firm, the higher the audit quality.
Variable intended to confirm the size variable (Sant' Ana, 2019).
Discrete variable, measured in years. From 1 to 5 years, the
longer the audit time, the better the quality.
Jenkins and Velury (2008), Braunbeck (2010); Li (2010); Chi,
Douthett and Lisic (2012); Paulo, Cavalcante and Paulo (2013);
Dantas and Medeiros (2015); Almeida (2017); Arcúrio Júnior
and Gonçalves (2018);
𝐇𝟐 : The longer the time in years (1 to 5 years), the higher the
quality of the audit.
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Variable
Fundament

Specialization
Used the variable

Hypothesis
Fundament

Audit Commitee
Used the variable
Hypothesis
Fundament

Risk
Used the variable
Hypothesis
Fundament

Fees
Used the variable
Hypothesis
Fundament

Conservatism
Used the variable

210

Description / measurment
Through the learning effect, it is understood that the longer the
working time, the better the quality of the service provided.
Levinthal and Fichman(1988); Myers, Myers and Omer (2003);
Ghosh and Moon, (2005); Jenkins and Velury, (2008);
Braunbeck (2010); Azevedo and Costa (2012).
Calculated by comparing the total assets of clients in a
particular industry audited by an audit firm to the assets of the
industry as a whole.
Balsam, Krishnan and Yang (2003); Behn, Choi and Kang (2008);
Braunbeck (2010); Sun and Liu (2011); Paulo et al., 2013; Dantas
and Medeiros, 2015; Almeida (2017); Arcúrio Júnior and
Gonçalves (2018).
𝐇𝟑 : If the audit firm is an expert in the industry in which the
service is being provided, the higher the quality of the audit.
The more knowledge an audit firm has about a sector of the
economy, the more it will be intimate with the situation of the
client company and therefore provide a higher quality audit
service (Sun & Liu, 2011; Hu, 2015). Expert audit professionals are
considered by the market to be more competent (Lu & Sapra,
2009; Braunbeck, 2010).
Dichotomous variable. Receives a value of 1 if the company
has an audit committee, and 0 if it does not.
Smith (2006); Koch, Weber and Wüstemann (2012); Paulo et al.
(2013); Dantas & Medeiros (2015); Arcúrio Júnior & Gonçalves
(2018);
𝐇𝟒 : If the company has an audit committee, the higher the
audit quality
According to Peleias, Segreti, and Costa (2009), the audit
committee is relevant in reducing the agency conflict
(management-investors), acting in the protection of investors'
interests, in the verification of internal controls, in the continuous
relationship with the external auditors and the disclosure of
accounting information. It collaborates with the auditor's
independence (Dantas & Medeiros, 2015).
Measured by the financial leverage: current liabilities plus noncurrent liabilities divided by total assets.
Mazzioni and Klann (2016); Almeida (2017);
𝐇𝟓 : The higher the financial leverage, the higher the audit quality
The more debt the client company has, the greater the
auditor's concern in providing quality service, in an
independent way, so as not to be involved in a possible future
scandal (Arruñada, 1997).
Total amount of fees received.
Hope and Langli (2010); Camargo (2012); Cunha et al. (2015);
Arcúrio Júnior and Gonçalves (2018);
𝐇𝟔 : The higher the amount of fees received, the higher the quality
of the audit
Convergence to international accounting standards creates a
greater possibility of discretion in the preparation of accounting
information, which entails a greater effort on the part of auditors.
(Arcúrio Júnior & Gonçalves, 2018).
Model proposed by Basu (1997).
Francis (2011); Paulo et al. (2013); Knechel, Krishnan, Pevzner,
Shefchik and Velury (2013); Dantas and Medeiros (2015); Hu (2015);
Salehi, Moradi e Paiydarmanesh (2017); Arcúrio Júnior and
Gonçalves (2018).

Value

-

-

-

-
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Variable
Hypothesis

Description / measurment
𝐇𝟕 : The more conservative the client company is in accounting
for facts that affect profit, the higher the quality of the audit.
Fundament
A more conservative recording of positive facts than negative
facts (Basu, 1997) reduces audit and auditor risk, the risk of
being involved in scandals, and opportunistic behavior by
managers (Defond, Lim & Zang, 2015), improving the quality of
accounting information.
Source: Elaborated by the author (2019).

Value

-

Basu's (1997) model was used to calculate conservatism, as proposed below.
𝑋𝑖𝑡/𝑃𝑖𝑡−1 = α0 +α1 𝐷 + β0 𝛥𝑋𝑖𝑡−1/𝑃𝑖𝑡−2 + β1 D 𝛥𝑋𝑖𝑡−1/𝑃𝑖𝑡−2 + ε
In which:
𝑋𝑖𝑡 is the profit of firm i in relation to the moment t;
𝛥𝑋𝑖𝑡 is the variation of the profit of firm i in relation to the moment t-1;
𝑃𝑖𝑡−1 is the stock price for firm i relative to the moment t-1;
𝑃𝑖𝑡−2 is the stock price for firm i relative to the moment t-2;
D is a dummy variable that assumes value 1 for negative returns and 0 for positive
returns;
ε, is the error term.
The share price results from the weighting between the number of shares
and the share value, considering the common shares (ON) and preferred shares
(PN), in case the company has both types. The dummy variable was constructed
after calculating the returns of each company each year, which are obtained by
the quotient of the prices in a year in relation to the previous year. If this division
showed negative returns, 1 was assigned to the dummy variable, and if not, 0 was
put. Of the 234 records, 108 had valued 1, representing 46.15% of the data. The
negative coefficients were used for estimating the 2019 IQUA.
This is a regression with panel data. In this study, the generalized method of
moments was used, since the variables can be endogenous. Gul et al. (2009),
when studying result management and the length of the relationship between the
audit firm and the client company, concluded that these variables may be
endogenous. According to Greene (2003), econometrics allows for the empirical
measurement of the relationships between variables postulated by economic
theory. In this way, mathematics, statistics, and the underlying theory of the data
generating process, which is generally unknown, are unified. In this sense, the
identification of the appropriate econometric model depends directly on the
behavior of the data being worked on and, once identified, it is possible to make
forecasts and analyses of its behavior.
As a way to avoid specification problems, the Generalized Method of
Moments (GMM) can be used to estimate the parameters of interest. This model is
an extension of the method of moments, which consists of replacing the moments
of the unknown population with the corresponding moments of the sample (Heij
et al., 2004). Thus, the model does not need to meet a series of assumptions, but
only to meet the specification conditions of the moments. If a p ×1 vector of
parameters θ is to be estimated, the exact estimation of the parameters depends
on the moment condition: E[f(x_t;θ)]=0, where f(x_t;θ) is the probability distribution
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function of the sample. According to Heij et. al. (2004), the GMM estimator is
obtained by replacing E with the simple sample mean, so that: 1/n ∑_(i=1)^n▒〖
f(x_t;θ ̂ )=0〗
In this work, the Chi-Square distribution function was adopted, which can be
interpreted both as a specific case of the gamma distribution and as a standard
normal squared distribution. The form of its distribution is given by the following
equation, with v degrees of freedom: f(x;θ)=1/(2^(θ⁄2) Γ(θ/2)) x^((θ/2)-1) exp(θ/2);θ>0;x>0. According to Heij et al. (2004), for GMM estimation, one must first
specify a sufficient number of moment conditions. In the case of the Chi-Square
distribution function, the first moment was used for parameter estimation.
Panel data was estimated using the GMM since endogeneity is perceived
to occur. For example, a previous problematic report may be responsible for the
increase in the value of the fee, the risk, and the size of the audit firm, since, when
faced with a previous modified audit report, the new auditor may charge more
for services (more working hours) due to the increase in audit risk and reputation
problems. In the opposite direction, when faced with a leveraged company, the
auditor will tend to perform the work with higher quality, in terms of extent and
volume, which may imply an increased likelihood of issuing a qualified opinion.
And, an audit firm that charges more for its fees, which may represent performing
a more thorough audit (volume), tends to increase the likelihood of issuing a
modified report.
The major limitation of the methodological proposal is in the sample, which
is subject to short panel bias. The short panel bias is very common in empirical
studies in Corporate Finance since "T" is much smaller than "N" (Barros, Bergmann,
Castro & Silveira, 2020). However, the generalized method of moments efficiently
adjusts for short panel bias (Barros, Bergmann, Castro & Silveira, 2020). Furthermore,
the very constitution of the sample was based on observations with a high
potential of representation of "N" since the selection occurred with Ibovespa
companies.

3 RESULTS AND DISCUSSION
Chart 1 shows the descriptive statistics of the variables in the article
presented by year, from 2010 to 2017, and for the entire period. When considering
each of the respective years, as well as the total sample, it can be seen that the
average IQUA 2010 was 0.8413; as of 2013, the variable IQUA 2010 began to
increase, meaning a reduction in audit quality. This situation can be explained by
the growing effort to adapt and harmonize to International Accounting, which
began in 2007, through the enactment of Law 11.638/2007. According to Macedo,
Machado, and Machado (2013, p.70), "(...) from 2007 to 2012, 41 technical
pronouncements were issued (...)", which affected accounting and,
consequently, the auditor's work. It is understood that both companies and audit
firms need a period to understand, adapt, and mature towards the evolutions of
the profession.
Regarding the time variable, the average value was 2.9712, representing
the number of years that an audit firm stays with the same company. The average
standard deviation for the period was approximately 0.71 years. Finally, the audit
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is a variable representing all firms in the sample, recoded from 1 to 7, with values
from 1 to 4 for the Big Four and 5 to 7 for the other audit firms.
Chart 1
Descriptive statistics for the average of the variables used, by year and total
Year IQUA2010 Conservatism

Risk

Fees

Committee Specialization

Time

Size

Audit

2010

0.6923

-0.0252

0.0210

0.0002

0.5200

0.5435

3.3462 0.9615 2.3846

2011

1.2308

-0.0252

0.0157

0.0001

0.5385

0.5075

4.0000

1

2.1923

2012

1.1923

-0.0252

0.0299

0.0001

0.5769

0.5049

2.3077

1

1.9615

2013

0.6154

-0.0252

0.0147

0.0001

0.5769

0.5351

2.5000 0.9615 2.0769

2014

0.7308

-0.0252

0.0245

0.0001

0.5769

0.5205

3.1154 0.9615 2.2308

2015

0.7308

-0.0252

- 0.0044

0.0001

0.5769

0.5392

3.0769 0.9230 2.7692

2016

0.7308

-0.0252

0.0391

0.0001

0.6538

0.5468

3.5000 0.9230 2.8077

2017

0.8077

-0.0252

0.0116

0.0001

0.6538

0.5027

1.9231 0.8846 3.1154

Total

0.8413

-0.0252

0.0190

0.0001

0.5842

0.5250

2.9712 0.9519 2.4423

Source: Elaborated by the author (2019)

Another likely explanation is the economic crisis in Brazil that occurred from
2014 to 2017. According to Barbosa Filho (2017), the Brazilian economy formally
entered into recession in the second half of 2014, resulting in a 9% drop in Brazilian
per capita product between 2014 and 2016. The crisis originated from a sequence
of supply and demand shocks, which were responsible for reducing the economy's
growth capacity, motivated by public policy errors that, in turn, generated a high
fiscal cost. For the conservatism variable, the average was -0.252 with zero
standard deviation, given its lack of variability. Risk, in turn, had a standard
deviation of 0.0914, with a maximum value in the sample in 2016 (0.8748).
The fee variable did not change over the years. Concerning the average,
the value changed only in 2010 in the fourth decimal place. The audit committee
and audit firm size are binary variables in which it was 1 if present and 0 if absent;
size represents the size of the audit firm, being 1 if the firm is classified as Big Four
and 0 otherwise. The committee average was 0.5842, showing that when
considering the whole period, 58.42% of the companies have an audit committee.
Regarding specialization, in 2010 and 2016 the average behavior was similar, with
the value differing only in the third decimal place. The total average for the period
in this variable was 0.5250.
Net income divided by the share price represents a relevant variable that
composes Basu's (1997) model. With all the necessary variables and using the
software R, Basu's (1997) regression was calculated and the results are presented
in Chart 2. The 𝐷-dummy variable was not significant in the sample; however, the
model obtained an adjusted coefficient of determination equal to 98.33%, which
is a satisfactory result. The other variables (𝛥𝑋𝑖𝑡-1/𝑃𝑖𝑡-2 and D x 𝛥𝑋𝑖𝑡-1/𝑃𝑖𝑡-2) were
significant at 1%, considering the p-value obtained close to zero. By interpreting
the coefficients, it can be seen that 𝛽0 and 𝛽1 were positive. As pointed out by
Cunha, Dantas, and Medeiros (2016) and Arcúrio Júnior (2018), in order to verify
the presence of conditional conservatism in accounting results, it is necessary to
identify statistically null or positive values for 𝛽0, which occurs in this study.
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Chart 2
Regression results – Basu model (1997)
Variable
𝐷

Coeficient

P-value

-0.00223
0.80445
0.71929
0.9853
0.9833

0.9031
<2e-16
<2e-17

𝛥𝑋𝑖𝑡−1/𝑃𝑖𝑡−2
D x 𝛥𝑋𝑖𝑡−1/𝑃𝑖𝑡−2
R²
R² ajusted
Fonte: elaboração da autora (2018)

In addition to negative values for the 𝛽1 coefficient, the sum of the 𝛽0 and
𝛽1 coefficients should result in a value less than zero, a situation not proven in this
study. Alternatively, the assumption that economic losses are recognized more
quickly than gains was used as a proxy for conservatism, according to Ball and
Shivakumar (2005) and Arcúrio Junior (2018), through the values of 𝛽1< 0. Using the
regression, it is possible to calculate a coefficient of conservatism per company
present in the sample, as shown in Chart 3.
Chart 3
Coeficients per company in Basu’s model (1997)
Company
ABEV3
BRAP4

Coef.
Est.
0.00175
0.04813

Company

Coef.
Est.

Company

CMIG4

0.01042

CYRE3

0.00526

JBSS3

CPFE3

0.00269

EMBR3

0.01137

LAME4

-0.02070

FIBR3

BRFS3

0.01316

CPLE6

BRKM5

0.02687

CSAN3

CCRO3

-0.00119

CSNA3

0.00952
0.10958

GGBR4
GOAU4

Coef.
Est.

0.00327
0.00328
0.01292

Company

LREN3
MRVE3
NATU3

Coef.
Est.
0.02432
0.00692
0.00264
0.00233
0.01094

Company

Coef.
Est.

PETR3

0.02509

RAIL3

0.16007

SBSP3

0.00600

UGPA4

0.00718

USIM5

0.03499

VALE3

0.12893

Source: Elaborated by the author (2018).

Even though the GMM does not require the absence of correlation between
regressors and unobserved heterogeneity, the method assumes that the form of
this correlation does not change over the period (ROODMAN, 2009), as was
observed in this work, since the randomness of the data was verified. The normality
of the residuals was tested, aiming for the plotted data to approach the normality
line. It was concluded that the model met the necessary conditions for its
adequacy and estimation. The result of the estimated regression is presented in
Chart 4.
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Chart 4
Results of the regression for IQUA 2019
Variable
(Intercepto)
Size
Audit
Time
Specialization
Committee
Risk
Fees
Conservatism
Sig. *** 1%, ** 5%, * 10%
Source: Elaborated by the author (2018)

Coeficient

P-value

1.1525
- 0.1223
0.1293
- 0.0189
- 0.4147
- 0.2124
- 1.3905
-1,591.00
- 1.1716

0,0000***
0.0742 *
0.0249 **
0.0327 **
0.0941 *
0.0205 **
0.0040***
0.0419 **
0.0709 *

All variables were significant, considering the p-value obtained. The
negative value of all coefficients, except for the auditing variable, stands out. The
size proxy (H_1 and expected sign confirmed) was significant at 10%. The audit
quality is influenced by the size of the audit firm and this relationship can be
explained by the evidence: i) a high number of employees and, therefore, auditors
are not overloaded with tasks; ii) they have more specialists at their disposal, and
can be strategically allocated between projects; iii) they have a reputation to
maintain, and iv) they are more independent (DeAngelo, 1981; Ferfergunson,
Francis & Donald, 2003; Choi et al. 2007; Francis & Yu, 2009; Adeyemi & Fagbemi,
2010; Choi, Kim, Kim &Zang, 2010; Beisland, Mersland & Strøm, 2013; Reyad, 2013;
Martinez, Lessa & Moraes, 2014; Khan, Muttakin, & Siddiqui, 2015; Prazeres & Pais,
2017). In the opposite direction of the results of this research and that of the cited
authors, Tendeloo & Vanstraelen (2005); Piot & Janin (2007), and Makni, Kolsi &
Affes (2012) observed no relationship between the variables audit firm size and
audit quality.
The explanatory variable auditing (H_1 and expected value confirmed) was
significant at 5%. This variable was reclassified, assigning increasing values from 1
to 7 to audit firms, where values from 1 to 4 represent the Big Four and values from
5 to 7 for non-Big Four. Higher values in this variable relate to non-Big Four firms and,
by the positive beta in the regression, the fact that the firm receives such a rating
represents an increase in the 2019 IQUA and, consequently, a decrease in audit
quality. The time estimate (H_2 and expected value confirmed) showed a
significant result at 5%, representing that the longer the audit time (auditor-client
relationship), the higher the audit quality. It should be noted that the time
considered was from one to five years, since, in Brazil, the rotation of audit firms is
currently in effect.
Through specialization (H_3 and expected value confirmed) of the audit
firm, a significant relationship was obtained at 10%. Audit quality is influenced by
specialization (Francis, Reichelt & Wang, 2005; Reyad, 2013). Specialization in a
particular industry by an audit firm is more relevant to the client company than the
size of the firm (Francis, Reichelt & Wang, 2005). It was realized that the presence
of the audit committee (H_4 and expected value confirmed), significant at 5%,
increases audit quality. However, Enron was a major scandal related to fraud
practiced by top management and not reported by the independent auditors,
who were complicit. At the time, there was an audit committee in place, consisting
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of six qualified members and four experts. This committee did not report any
irregularities (Felo, Krishnamurthy & Solieri, 2003).
For DeFond (1992); Adeyemi, and Fagbemi (2010), and Reyad (2013), risk
influences audit quality and the results of this study corroborate those findings. The
variable showed significance at 1%. (H_5 and expected value confirmed). On the
other hand, in the works of Abbott, Parker, and Gary (2006) and Gajevszky (2014),
no relationship was perceived between the variables audit quality and risk.
The fee rate is related to the audit quality (Francis & Simon,1987; Chaney,
Jeter & Shivakumar, 2004; Lin & Hwang, 2010; Prazeres & Pais, 2017), expressed by
a more thorough audit service (Abbott, Parker & Gary, 2006; Bortolon, Neto &
Santos, 2013). The largest audit firms operating in the United States of America
charge a higher rate in fees, which reflects positively on the quality of the audit
provided (Fergunson, Francis & Donald, 2003). The results of this paper corroborate
the findings of the previously cited research. The proxy was significant at 5% (H_6
and expected sign confirmed). However, a high fee amount can reduce auditor
independence (Dobre, 2015; Rusmin et al., 2009) through pressure from the client
company's management (Simunic, 1980; Basioudis, Papakonstantinou & Geiger,
2008).
It should be noted that the conservatism variable (H_7,, and expected value
confirmed) was significant at 10%. Thus, the higher the quality of accounting
information, expressed through the proxies conservatism and financial leverage,
the higher the audit quality. According to Paulo, Cavalcante & Paulo (2013),
conservatism is the most used construct in research investigating the quality of
accounting information. For the authors, an audit service provided with high
quality has a direct and positive relationship with the quality of accounting
information.
The GMM regression showed a J-statistic of approximately 0 and follows a
chi-square distribution, with the null hypothesis that the instruments used are valid.
Therefore, at the 1% significance level, the hypothesis that the instruments are valid
cannot be rejected. It is also possible to estimate the audit quality coefficients per
company, with lower values indicating better audit quality, as shown in Chart 5.
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Chart 5
Coefficients per company for audit quality IQUA 2019
Variable

Coeficient

ABEV3

0.6444

BRAP4

1.6187

BRFS3

0.9767

BRKM5

0.7998

CCRO3

0.7488

CMIG4

1.6057

CPFE3

1.5360

CPLE6

1.3380

CSAN3

0.7032

CSNA3

1.5737

CYRE3

1.6177

EMBR3

1.3079

FIBR3

0.2077

GGBR4

0.6341

GOAU4

0.6488

JBSS3

1.8053

LAME4

1.1145

LREN3

0.3740

MRVE3

1.6678

NATU3

0.5121

PETR3

1.1675

RAIL3

0.6924

SBSP3

1.4105

UGPA4

0.6736

USIM5

1.1923

VALE3

0.6107

Source: Elaborated by the author (2018)

When evaluating the coefficients per company, a ranking is established in
which the lowest values and, therefore, best audit quality coefficients found are
for Fibria (FIBR3), Lojas Renner (LREN3), and Natura (NATU3), at 0.21, 0.37, and 0.51,
respectively. The companies with the worst audit quality in the period were
Bradespar (BRAP4), MRV (MRVE3), and JBS (JBSS3), with coefficients of 1.62, 1.67,
and 1.80, respectively.

4 FINAL CONSIDERATIONS
The objective of this study was to estimate an audit quality index - IQUA 2019
of Ibovespa companies from 2010 to 2017. To this end, proxies were selected from
the literature in the area, focusing on the audit firm and the client company since
audit quality can be influenced by both the characteristics of the audit firm and
the client company.
After estimating the 2019 IQUA, it was found that all of its component
variables proved to be significant. Thus, it was empirically observed that the proxies
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size of the audit firm, length of the auditor-client relationship, specialization of the
audit firm, financial leverage of the client company, auditor fees, and, the
precaution with which positive news is accounted for, to the detriment of bad
news by companies, are influencers of audit quality.
The variable conservatism is linked to the quality of accounting information.
Thus, it was perceived that accounting information quality influences audit quality.
Financial leverage was observed as the most relevant and influential of the
variables and the specialization of the audit firm was considered the least
important.
Concerning the companies that comprised the sample, Fibria, Lojas Renner,
and Natura stand out as being the companies with the highest audit quality. Thus,
one can conclude that these companies have the highest quality accounting
information and, thus, have less informational asymmetry and fewer conflicts
between agents. On the other hand, Bradespar, MRV, and JBS are the worst. It
should be added that on 01/14/19 the merger between Fibria Celulose and
Suzano Papel e Celulose was concluded.
The accounting profession has undergone several transformations over the
years, such as convergence to international accounting standards, the primacy
of essence over form in accounting, the increasingly intense use of technology
through computerized systems, and the management of large databases, among
others. These changes may reflect on the work of the external auditor, the variation
in the risk of the work, the reputation and competence of the professional, and the
fee rate. This is because of the greater demands and challenges in the routine of
the independent auditor.
To better understand this scenario, a more detailed study of the companies
is necessary, such as understanding and verifying the adoption of good corporate
governance practices, and verifying the transparency of the company through
the evaluation, for example, of the code of conduct, sustainability report,
compliance report, investor relations, etc. One must emphasize the need to
understand the cognitive aspects that influence the quality of the service provided
by the independent auditor. It is a classic example of decision-making when a flaw
is spotted. The professional has two paths: i) report it, assuming the risk of being
replaced and, consequently, having to deal with financial, labor, and social losses
or ii) not disclose it and assume the risk of future legal, institutional (CVM), and/or
reputational problems. These are, therefore, the limitations of the research.
We suggest studying the relationship between best practices of corporate
governance; the influence of the Brazilian economic crisis of 2014-2017; the
analysis of the quality of accounting information through other vectors, such as,
for example, result management; and its effects on audit quality. Another
suggestion would be to observe the treatment given to the subject "corruption" in
the new audit report's "key audit matters" section. Finally, it is necessary to
understand auditors' behavior in the face of the various conflicts to which they are
subjected daily.
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