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IAPI (Institute of Public Accountants in Indonesia) published SA600 on
Audits of Group Financial Reports (Including Auditor Work
Component) which have been effective since 2013. This standard is
following ISA (International Standards on Auditing) No 600. With
ISA600, group auditors are fully responsible for all parent and child
financial reports, even though the child's financial statements are not
audited by the group auditor. The impact of this full responsibility can
cause group auditors to choose to carry out audits of component
companies directly. This can lead to the possibility of a component
auditor shift to the group auditor in order to minimise the risks that must
be borne by the group auditor, because when involving other auditors as
component auditors, the group auditor faces risks if the audit quality of
other auditors is a low-quality component auditor. This study aims to
examine the impact of the application of ISA600 on the share of the
audit market in Indonesia. The research samples are companies that
make consolidated financial statements. The companies that make the
consolidation report are looked up by the names of their subsidiaries,
then the names of Audit Firms and audit partners are searched based on
data from P2PK of the finance ministry. The research period is from
2011 to 2016. The sample was obtained for 1,205 subsidiaries each year.
To prove the hypothesis, a different test of market share was conducted
in these 3 groups, before and after the application of ISA 600. The
results showed that the market share of Big 4 rose 4.85%, Second Tier
also increased by 1.74% while the small market share fell 6.56%. These
findings are in accordance with complaints from many small Audit
Firms that experienced a decrease in the number of clients due to the
application of ISA 600. Therefore, the government needs to think about
actions that need to be taken to protect small Audit Firms.
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Introduction

Financial scandals that occur in large companies such as Enron, Ahold and Parmalat showed
that there are problems and gaps in accounting and audit practices that occur even in large
companies. Various parties began to realise and voice their concerns about the importance of
supervision of accounting and audit practices to prevent the occurrence of similar problems
that could harm companies or investors in the future. Broberg (2004) states that auditing is a
very important activity. Quality audits are a guarantee of the quality of financial statements
(DeFond and Zhang, 2014).

Audits conducted on corporations usually involve a corporate structure that includes a variety
of components with a complex accounting situation. The Indonesian Institute of Certified
Public Accountants (IAPI) follow international audit standards by issuing an Audit Standard
to improve audit quality. One of the ISAs issued was ISA600 concerning Special
Considerations - Audit of Group Financial Reports (Including Component Auditor Work).
ISA600 was effective in 2013 for Issuers and in 2014 for non-Issuers. The ISA regulates the
full responsibility of the auditor of the parent company for the consolidated report, which
includes the subsidiary's financial statements (components). The purpose of full responsibility
is that group auditors are responsible for all parent and child financial reports, even though the
child's financial statements are not audited by the group auditor (Rahmansyah, 2017).

Carson et al. (2014) stated that financial scandals that occur in large companies such as
Parmalat in Italy and Royal Ahold in the Netherlands are a result of poor audit quality carried
out by component auditors as part of the audit group. The definition of its own component
auditor according to ISA600 is an auditor who carries out work on financial information
relating to a component for the purpose of group audit (Golestani & Fallah, 2019). Ideally,
audit quality between group auditors and component auditors is consistently good quality so
that the quality will be reflected in the consolidated financial statements. However, there are
many cases where group auditors rely too much on audit results from component auditors
without conducting adequate reviews, so that the problems in the component auditor's work are
not detected by the group auditor (James Doty, 2011 in Carson et al., 2014).

With the submission of full responsibility to the auditors of the parent company, it is expected
that there will be an increase in the quality of the audit results. Therefore, the group auditor
must improve the quality of audit procedures in order to convince himself that all the child's
financial statements (components) are free of fraud and errors. In line with this full
responsibility, the presence of ISA 600 can have an impact on increasing or decreasing the
market share of the Public Accounting Firm.The intended increase or decrease is the transfer
of the auditor responsible for component audits to become a group auditor. Rahmansyah (2017)
stated the facts in the field which showed the impact of this on the potential transfer from the
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component auditor to the group auditor. This is because the group auditor chooses to conduct
a direct audit of the component entity, in order to minimise the risks that will be the
responsibility of the group auditor. Rahmansyah (2017) in his research on the influence of
ISA600 on audit quality, with the research year of 2012 and 2014 shows that ISA600 had a
positive effect on audit quality. These results reflect that the application of ISA600 further
improves audit quality.

This study aims to examine the effect of the implementation of ISA 600 on the market share of
audit services in Indonesia. The difference between this research and previous research is; 1.
This study looks at the market share of Audit Firms in Indonesia related to the presence of ISA
600, by dividing into 3 groups, namely the big 4 Audit Firm market share, the second tier Audit
Firm market share, and the small Audit Firm market share; 2. Previous research only used data
from listed companies, this study not only uses data from listed companies, but also companies
that are not listed, where data is obtained from P2PK-Ministry of Finance (Irawady et al., 2019:
Sadeghpour et al., 2017).

Literature Review and Hypothesis Development

The impact of the full responsibility regulated by the ISA600, causes the group auditors to
prefer to carry out the inspection of component companies directly (Rahmansyah, 2017). This
indicates the possibility of a component auditor shift to the group auditor to minimise risks
arising from other parties, because when involving other auditors as component auditors, group
auditors face risks if audits are produced by other auditors acting as low-quality component
auditors. According to Carson et al., (2004), audit failure from a component company will have
an impact on the audit quality of the group (parent company). This can occur because there is
a possibility that there is a difference in the competencies possessed by the component auditor
where the auditor's competence determines the opportunity to detect errors in financial
statements (DeAngelo, 1981). This indicates that subsidiaries previously audited by other
auditors will be audited by the group auditor. Generally, group financial statements are audited
by large audit companies, while subsidiaries of the group are usually audited by smaller audit
companies because of lower audit fees. This auditor shift will lead to an increase in the large
market share of large audit companies and a decrease in the market share of small audit
companies thereby increasing audit market concentration. So, it is expected that the audit
market concentration will increase with the implementation of ISA 600. Based on these
arguments, this study proposes the following hypothesis:

H1a: There is a decline in the market share of small audit firms after the implementation of
ISA 600
H1b: There is an increase in the market share of large audit firm after the implementation of
ISA 600

137


http://www.ijicc.net/

International Journal of Innovation, Creativity and Change. www.ijicc.net
Volume 12, Issue 4, 2020

Research Methodology

This study uses two types of data sources, namely primary and secondary data, with a study
period from 2011 to 2016, to answer whether the application of SA 600 has an impact on the
market share of small, medium, and large Audit Firms. Secondary data is obtained from the
financial statements of companies listed on the IDX that make consolidated financial
statements. Furthermore, the companies that made the consolidation report sought the names
of their subsidiaries, then searched for the name of the Audit Firm and its audit partners based
on data from the P2PK of the Ministry of Finance. To answer hypotheses 1a and 1b, the analysis
of audit market share is calculated based on market share analysis (client of all components
(subsidiaries)) of each Audit Firm before and after the application of SA 600., to answer
hypothesis 2, this study uses a non-financial sample of companies preparing a consolidation
report (parent company) registered on the IDX. Observations were made on 1,205 subsidiaries
each year.

To test hypotheses 1a and 1b, the market share in question is the market share of audit services
with clients of all subsidiaries (component companies) from the parent company registered
with the IDX. The market share is divided into 3 groups, namely big 4 Audit Firm market share,
second tier Audit Firm market share, and small Audit Firm market share. Those belonging to
the Audit Firm second tier are the 10 biggest Audit Firms besides the Big Audit Firm 4. For
the Small Audit Firm, an analysis of 17 Audit Firms other than Audit Firms belonging to the
Big 4 Audit Firm and the Second Tier Audit Firm.

The audit market share is measured by the proportion of child corporate clients in Big 4, Second
Tier and Small Audit Firms which have decreased and increased in the period before and after
the SA600 implementation. To answer hypotheses 1a and 1b, a different test of market share
was carried out in these 3 groups before and after the application of ISA 600. It was suspected
that there was a decline in the market share of small Audit Firms and an increase in market
share in large Audit Firms after the adoption of ISA 600. Sample selection can be seen in table
1 below.
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in 6 years (2011-2016) = 1,205 x 6 years

Results and Discussion

Table 2 shows a total sample of 1205 subsidiaries per year. In 2011, Big 4 had 453 clients who
were subsidiaries, Second Tier had 445 clients and small Audit Firms had 307 clients. In 2012,
the number of BIG 4 clients which made subsidiaries increased by 3%, second tier fell 2% and
Small Audit Firms also fell 2%. In 2013, the year when the SA 600 came into effect, the number
of small Audit Firm clients fell by 14%, while the large Audit Firm clients rose 6% and second-
tier Audit Firm clients rose 3%. In 2014, the second year the SA 600 was implemented, small
Audit Firm clients fell 17%, while large Audit Firms rose 5% and middle Audit Firms increased
4%. In 2015 (the 3rd year after being enforced by SA 600), the decrease in the number of small
Audit Firm clients was only 1%, but the second tier Audit Firm began to experience a decline
in clients by 2%. Small and medium-sized Audit Firm clients move to large Audit Firms where

o Number of Number of

Criteria holding e
. subsidiaries
companies

The number of cc.)mpames listed on the Indonesia 558 7108
Stock Exchange in 2016
Subtracted by:
Companies that are not consolidated companies (192) -
Companies belonging to the financial industry (85) -
Total companies with consolidated reports 281 2.198
Substracted by:
Data information that is not available (40) 993
The total sample of the parent company will be n
examined with a regression model - ;
The total sample of subsidiaries that will be 1205
examined annually - -
The total sample of subsidiaries that will be studied 7130

large Audit Firm clients increase 3%. In 2016, there were not too many client shifts.
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Table 2: Market Share for All Audit Firms - Yearly Details

Changes Changes Changes Changes Changes
000 % | (2002 % [201- [208] % |201-|2014| % [2083]2005] % 2014206 % |2005
00 2013 2014 2015 2016
Big4 453) 3759% | 467 38.76% 4941 41.00% 518 42.9%% 531 44.07%
Second Tier 45) 36.93% | 438 36.35% 453] 37.5% 47 39.17% 46 38.26%
Others 307) 2548% | 300] 24.90% 258 2141% 25 17.84% 212 17.5% 17.68%
total 1205 1205 1205 1205 1205

Table 2 presents the details of the number of clients and changes in the number of clients in the
4 Large Public Accountants. Graphs can be seen in Figures 1 and 2. It can be seen that the
Audit Firm which has the largest market share is BIG4D where the number of clients is a
subsidiary company of 172 to 182 companies. Next is BigdB, which has around 149 to 180
clients per year. Of the 4 BIG4 Audit Firms, the smallest with clients that are subsidiaries is
BIG4C Audit Firm, which has only about 20-25 clients.

Table 2: BIG 4 Market Share - Annual Details

Changes Changes Changes Changes Changes

0000 % ([0 % | 201 | 20183| % [200-| 04| % |03 |05 % | 2014|206 % | 005

2012 03 04 2015 2016

BIG4A 106 88| | 108 979 104 L6 1L2%| D 11 LU0 4% L4 1095 6| 144 1095 0%
BIG4B W9 1237 | 10 1245 U 163 BSM| o] 15| WS Tl 10| M9k 3| 180 1494 0%
BiG4C 0 166% B 190 %l 2B 190 Ob 2 L7 Sl B 20M| 1% 2 20M| 0%
BIG4D T8 W4TTe) | 16| 1460 -Le| 172 MMl D6 181 D02 S| 182 150%  Uef 18 1500% 0%
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Figure 1: Number of BIG Audit Firm Clients 4
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Table 3 presents details of the number of clients and changes in the number of clients in second
tier Audit Firms. The graph can be seen in Figures 3 and 4. It can be seen that the second tier
Audit Firm which has the largest market share is second tier G, where the number of clients is
a subsidiary company of 116 to 126 companies. Next is second tier J, which has around 73 to
100 subsidiaries per year. Of the 10 second tier, SC Audit Firms that have the least clients that
are subsidiaries are Audit Firm SC I, which in 2011-2014 had clients of 6 to 11 subsidiaries,
but in 2015 and 2016 only had 1 client that was a subsidiary. Second Tier F in 2014 experienced
an increase in the number of clients that were subsidiaries to 700%.
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Table 3: Second Tier Market Share - Yearly Details
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Changes Changes Changes Changes Changes

011 | % 02| % | 2010- (203 % | 2012- | 2014 | % | 2013- [2015| % | 2014- | 2016 | % | 2015

2012 2013 2014 2015 2016
MS SECOND TIER A 79 6.56% 9 6.56% 0% 90| 74T 1% 81l 672  -10%| 73| 6.06% -10% 73 6.06% 0%
MS SECOND TIER B 00 2.24% 0 2% 0% 1 0.91%- 2| 100% %% 1] 1.00% 0% 1] 100% 0%
MS SECOND TIER C 4 39%% 4 39%% 0% 38 315% 2% Bl 35T%| 1% 41 340% -5% 400 332% -2%
MS SECOND TIER D B 290% 3| 2.9% M 31 307% 3% 3| 30M% 0% 36 299% -3 36| 29%% 0%
MS SECOND TIER E 14 116% 17 148% 2% 17| 141% 0% 18] 14% 6% 18 14% 0% 18 14% 0%
MS SECOND TIER F 0 0.00% 0 0.00% 0% 4 033% 0% | 266% 30| 299%|  13% 3| 2.9% 0%
MS SECOND TIER G 16| 9.63% 116]  9.63% 0%  126] 10.46% % 120] 9.96% 5% 124) 10.29% B 124 10.29% 0%
MS SECOND TIER H 8 3.49% | 257%| -26% B3| 191%| -26% Bl 191% 0% 23] 190% 0% B 191% 0%
MS SECOND TIER [ 1 091% 100 083% -%% 9 0.75% -10% 6 050%  -33% 1 0.08% 1 0.08% 0%
MS SECOND TIER ] 73| 6.06% T4 6.14% % 98 813% 3% 100[ 830% 2ol % 8.13% % 8.13% 0%

Figure 3. Number of Second Tier Audit Firm Clients
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Figure 4. Changes in the Number of Second Tier Audit Firm Clients
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Table 3 presents details of the number of clients and changes in the number of clients in Small
Audit Firms. The graph can be seen in Figures 5 and 6. It can be seen that the Small Audit Firm
which has the largest market share is SM K and SM G where the number of clients is a
subsidiary company of 30 to 39 companies.

Table 4: Small Audit Firm Market Share — Yearly Detail

Changes Changes Changes Changes Changes

011 | % | |202] % |2011- [203] % | 2012 | 2014 | % | 2013|2015 % | 2014 | 2016 | % | 2015

2012 203 2014 2015 2016

SMA u ool | o wow| oW a8l vame] ome] 1] 1] w1 1] o] 1] 1] o
SMB 7 05 1 o] o] 7| osse|  ow| 4 osm] ] 4 osm] o] 4 osm] o
SMC I g oo uw o oeeu| ou| 1 oowo NN 1 ooms] o] 1 oom] o
SMD 5| 041% s oa] o 1 oos 1| oosk % o oo o] _o.00 D0l
SME 1 oam 7058 o1 | o] o 1 oosw 1 oosu| 0w
SMF 8 066% 8 oews o o orsu| | 7 oswe] 2w 7 oses] o] 7] osw] o
SMG o 2] | sl e oW 30 2] oe] x| ase] o] | amm] w3 asm| o
SMH 7 05 1 ose] o] o o] a9 om o ooo [N o oou #oivjol
SMI I I 1 oo o 1] oom] %
sMJ 7 0584 1 osee| 0w 3 o[ 2| oww| 3w o owm] oW o oam|  m
SMK 19| 158% | 38| 3iow[lodome 38 s 0% 3| oasm] | 3 osm| oW 31 asme 0w
SML sl ooml |l o] W ol oz ] o) am] o] af ] o ol 1] o
SMM v s | ] tome] | 1] 1] oW o] new] s v 1ew] o 1] 1ew]  ow
SMN u oo | ul oo ou o oo ol oow| s  of oow| ou o oo ool
SMO 8 066% 8| oes| o o oeew oW 7 osme 3| 7 ossu 1 ossu] %
SMP 6| 050% 6 osws o 5| oaww| | 6 osou] oW 1 oosx 1 oosw %
SMQ 18] veo | 18 e o v wew| oW 18 1aoW] e 5| 04w s o] %

465%| - 4.07% 332%| - 5.39% 5.48%
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Figure 5. Number of small Audit Firm clients
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Compared to figures 2, 4 and 6, it can be seen that the Small Audit Firm has the most decline
in Clients (client changes on the left side from point 0).

Table 5 shows the results of testing hypotheses 1a and 1b. Table 5 shows changes in market
share of Big 4 Audit Firms, Audit Firm second tier, and small Audit Firm before SA 600
(average data for 2011 and 2012) and after the application of SA 600 (average data for 2014-
2016). Based on table 5, it can be seen that the application of ISA 600 caused an increase in
the Big 4 Audit Firm market share from 38.17% to 43.03% (up by 4.85%). Second tier Audit
Firms also experienced an increase in market share, from 36.64% to 38.34% (up 1.74). The
increase in Big 4 and second tier market share came from a decrease in the market share of
small Audit Firms from 24.19% to 18.63 (down 6.56%). For the increase and decrease in the
market share, statistical tests are conducted to check whether the increase / decrease is
significant or not. The statistical test results show that the increase in market share from Big 4
is significant at 1%, second tier is significant at 5% and the decline in the service market is
significantly 1%.

Table 5: Changes in Market Share Before and After Implementation of SA 600 - Recap of All
Audit Firms

After ISA 600
Before ISA 600
Market Share ctore (2014-2016 Difference | Effect
(2011-2012 average)
average)
MS BIG 4 38.17% 43.03% 4.85% *** | Increase
MS SECOND o o o) %%
TIER 36.64% 38.34% 1.70% Increase
6.56°
MS SMALL 25.19% 18.63% i o %) Decrease
TOTAL 100% 100%
MS : Market Share ** significant at 5%, *** significant at 1 %

Table 6 shows the changes in the market share of each Audit Firm. In the table it can be seen
that Big 4 experienced the largest increase in market share, Big 4 A, which increased 2.43%,
followed by Big 4 B which gained an increase in the market share of 2.07%. Big 4 C and D
only experienced an increase in market share of 0.19% and 0.17%.

Of the 10 Audit Firm second tiers, 6 Audit Firms have experienced an increase in market share,
and 4 Audit Firms have experienced a decline in market share. The second tier Audit Firm that
obtained the largest increase in market share was Second Tier F Audit Firm and Second Tier J
Audit Firm which increased 2.24% and 2.07%.
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Of the 17 small Audit Firms, almost all experienced a decline in market share; only 2 small
Audit Firms experienced an increase in market share, namely Audit Firm K and Audit Firm M.

Overall table 6 shows a decline in the market share of small Audit Firms after the application
of SA 600. While the market share of Big 4 and second tier Audit Firms has increased. This
shows an indication of the auditor's shift from a small Audit Firm to a large Audit Firm,
especially Audit Firm big four after the implementation thus Hla and H1b are accepted.
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Table 6: Changes in Market Share Before and After Application of SA 600 - Detailed for each
Categories of Pubic Accounting Firm

Before ISA 600 | After ISA 600
Market Share (2011-2012 (2014-2016 Difference Effect

average) average)
MS BIG 4 A 9.29% 11.72% 2.43% Increase
MS BIG 4 B 12.41% 14.48% 2.07% Increase
MS BIG 4 C 1.78% 1.95% 0.17% Increase
MS BIG 4 D 14.69% 14.88% 0.19% Increase
MS SC A 6.56% 6.58% 0.02% Increase
MS SCB 2.24% 0.98% -1.26% Decrease
MS SCC 3.98% 3.36% -0.62% Decrease
MS SCD 2.95% 3.03% 0.08% Increase
MS SCE 1.29% 1.47% 0.18% Increase
MS SCF 0.00% 2.24% 2.24% Increase
MS SC G 9.63% 10.25% 0.62% Increase
MS SCH 3.03% 1.91% -1.12% Decrease
MS SC1 0.87% 0.35% -0.52% Decrease
MS SCJ 6.10% 8.17% 2.07% Increase
MS S A 1.99% 1.31% -0.68% Decrease
MS S B 0.58% 0.39% -0.19% Decrease
MSS C 0.71% 0.23% -0.48% Decrease
MS S D 0.41% 0.04% -0.37% Decrease
MS S E 0.37% 0.12% -0.25% Decrease
MS S F 0.66% 0.62% -0.04% Decrease
MSS G 2.49% 2.66% 0.17% Increase
MS S H 0.58% 0.27% -0.31% Decrease
MS S1 1.74% 0.54% -1.20% Decrease
MSSJ 0.58% 0.19% -0.39% Decrease
MS S K 2.37% 2.78% 0.41% Increase
MSSL 2.03% 1.74% -0.29% Decrease
MS S M 1.33% 1.37% 0.04% Increase
MS SN 0.91% 0.00% -0.91% Decrease
MS SO 0.66% 0.60% -0.06% Decrease
MSSP 0.50% 0.27% -0.23% Decrease
MS S Q 1.49% 0.93% -0.56% Decrease
OTHERS 0.48% 0.42% -0.06% Decrease
TOTAL 100% 100%

MS: Market Share; SC: Second Tier ; S: Small
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Conclusions and Suggestions

This study examined the impact of the application of SA 600 on the market share of audit
services in Indonesia. The results of the study showed a decline in the market share of small
Audit Firm audit services after the application of SA 600, while large and medium-sized
accounting firms experienced an increase in market share. The Big 4 Audit Firm market share
rose from 38.17% to 43.03% (up by 4.85%). Second tier Audit Firms also experienced an
increase in market share, from 36.64% to 38.34% (up 1.74). The increase in Big 4 and second
tier market share came from a decrease in the market share of small Audit Firms from 24.19%
to 18.63 (down 6.56%). This is probably due to group auditors preferring to carry out audits of
component companies directly to minimise the risks that must be borne by the group auditor,
because when involving other auditors as component auditors, the group auditors risk the
possibility that the resulting audit quality is not as expected. With the implementation of SA
600, many small Audit Firms complained about losing clients.

The limitations of this study are: 1) calculation of market share using the ratio of the number
of clients, not yet considering the size of total assets or total sales from clients because
information on total assets and total sales of subsidiaries is not obtained. Future research can
calculate the market share by calculating the number of clients and the amount of total assets
or total sales of clients. 2) This study has not examined the factors that led to a decrease in the
number of clients from Big 4. Future studies can try to find the cause of the decline in market
share from Small Audit Firms. Maybe the reason is not only because of the application of SA
600.

The following are recommendations regarding the results of the study: 1). It is necessary to
regulate the possibility of an audit client of a non-significant component to be given the
freedom to the subsidiary company / component client to determine the Audit Firm that will
audit (the component auditor does not have to be the same as the group auditor), because in SA
600, the master auditor is responsible for a significant component; 2) For group auditors it is
necessary to provide opportunities for small / medium-sized accounting firms or public
accounting firms that have the potential to develop as component auditors in order to improve
/ improve audit quality and develop the quality of the audit industry in Indonesia; 3) It is
necessary to disseminate information to service users and related regulators, and approach
group auditors in a way related to the spirit of SA 600, namely that the application of SA 600
in principle will improve audit quality and understanding that subsidiaries / components can be
audited by Audit Firms other than the group auditor.
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