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CHAPTER I 

INTRODUCTION 

 

1.1 Background 

Peraturan Pemerintah No. 64 Tahun 1999 states that in order to 

improve the efficiency and competitiveness of the national economy, it is 

necessary to provide facilities for obtaining the annual financial 

information of company. Financial information can be used by the public 

and businesses as a basis for decision making. Financial information can 

be obtained from the financial statements published by the company. 

The financial statements are the primary means for obtaining 

financial information and a form of management accountability in the 

delivery of a company's financial information to interested parties 

(Budiasih, 2009). Parties that have an interest in the financial statements 

can be divided into two, namely external and internal parties. External 

parties are shareholders, creditors, government agencies, public and so 

on; while the internal parties are the company's employees, management 

and directors. Wulandari (2014) states that the financial statements 

provide an overview of the financial position, company's performance, 

and changes in financial position. Management is the party that gives 

information regarding financial statements, in which the performance will 

be assessed and evaluated based on the financial statements. Due to the 
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high number of interested parties to the financial statements, the 

information presented in the financial statements has to be reasonable, 

relevant, reliable and not misleading to users of financial statements. To 

ensure the fairness of the information presented in the financial 

statements, it is necessary to have an audit performed by an independent 

auditor. 

The initial step of granting a guarantee of financial statements by 

an auditor is to do the audit of the financial statements. The process of 

auditing financial statements by auditors has a role to provide assurance 

to investors in selecting companies for investment. Company data will be 

more easily trusted and used by investors and other users of financial 

statements if the financial statements, that reflect the performance and 

financial condition of the company, has got a reasonable fair statement 

from the auditor. The determination to invest requires the information 

needed by investors in terms of both the financial statements and also in 

terms of another, such as macro-economic factors (external). What the 

investors need is not only of how much return they will get, but also 

information relating to the viability or the going concern of the company. 

The existence of a business entity is a hallmark of an economic 

environment, which in the long run aims to maintain viability of the 

business through the assumption of going concern. The survival of a 

company is always associated with the ability of management to manage 

the company so that it will be able to survive and thrive. 
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Auditing Standard Section 341 states that the auditor is also 

responsible for assessing whether there is a great doubt about the 

company's ability to maintain its going concern within a period of not 

more than one year from the date of the audit report (Ikatan Akuntan 

Indonesia, 2001). In addition, Statement on Auditing Standards No. 59 

also states that the auditor should disclose explicitly whether the client 

company will be able to maintain its survival until a year later after the 

reporting (Auditing Standard Boards, 1988). Therefore, in addition to 

obtaining information on the fairness of financial statements presented by 

management, the independent auditor's report also provides information 

to users of financial statements about the ability of the company to 

continue its business (going concern). Auditing reports related to going 

concern can provide early warning to shareholders and users of other 

financial statements to avoid mistakes in decision making (Widyantari, 

2011). Going concern audit opinion is an audit opinion issued by the 

auditor to determine whether the company can maintain its viability 

(Ikatan Akuntan Indonesia, 2001). Auditors evaluate the company before 

determining whether there is a doubt on the sustainability of a company. 

Auditors require a variety of information about the condition of 

companies in the assessment of the presence or absence of substantial 

doubt about the entity's ability to maintain its viability in the appropriate 

time period. If the auditor believes that there is a doubt on the viability of 
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the entity, the auditor needs to look for information on the management 

plan to reduce the impact of the inability of the entity. 

Mutchler (1985) stated that auditors issue a going concern opinion 

more frequently on smaller companies. This is caused by the auditors’ 

belief that large companies are more capable to solve financial difficulties 

rather than small firms. Large companies have easier access in getting the 

funds either in the form of loans from creditors or investment funds from 

investors, as well as from other external funding sources. These all are 

due to the trust acquired by large firms from potential sources of funds. 

Take creditors as example, they would be more likely to feel secured 

giving loans to large companies which typically have better order within 

the company compared to companies with smaller scale; be it the 

company’s bureaucracy, the internal control systems, the company’s 

managerial, the used information technology, and all the other aspects 

that will affect the company's ability to reach its target. Hence the larger 

the company, the less likely the company receive a going concern opinion. 

And when discussing of company, of course, not only the size of 

the company that become the target of investors, the growth of the 

company itself is also put into consideration before making any 

investment. Because a company that has a positive income growth has the 

tendency to be able to maintain its going concern. The profits from the 

revenue which could be achieved by the company will be used to fund the 

company's viability such as funding the company's operations, providing 
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dividends for investors, funding or adding lines of business, and paying 

its obligations to creditors. 

Amilin and Indrawan (2008) argued that the auditor acts as an 

independent party to audit the financial statements of a company, while 

the financial statements are a tool used by the auditor to detect how big 

the company's going concern is. In general, it is assumed that if the public 

accounting firm is part of the Big Four, then the level of independence of 

its auditors will be more reliable. Meanwhile, when the status of the CPA 

firm is Non-Big Four, then the trust concerning the results of the audit 

opinion with a going concern paragraph might be doubted. Therefore, it is 

crucial for those CPA firms, especially those with the status of Big-Four, 

to not give a false statement regarding the going concern opinion of their 

client as their opinion could closely affect the reputation of their firm. 

Rudyawan and Badera (2009) stated that the reputation of a public 

accounting firm is at stake when the opinion given does not match with 

the actual condition of the company. Auditors must have the courage to 

reveal the existing problems within the company regarding its viability 

because their opinion will be an important factor for the users of the 

financial statements, investors, and other external parties. 

Another information that must be taken as consideration for 

auditor in giving going concern audit opinion is management plan. Ikatan 

Akuntan Indonesia (2001) states that if an auditor doubts the viability of a 

company, the auditor should know and evaluate the plan of the company's 
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management. In order to address the issue of going concern, the 

company's management will develop some management plans that can be 

divided into two groups, which are financial-based management plans and 

management plans to improve operational performance (Lie et al., 2016). 

The financial-based management plan is more directed to the company's 

management efforts to increase the company's funding sources by issuing 

new shares or by restructuring the debt. And when it comes to improving 

the company's operational performance, management can make it more 

profitable through cost savings, sales increase, as well as new product 

issuance. 

In Indonesia there have been several cases concerning the 

manipulation of financial statement which led to the bankruptcy of the 

company and caused auditors to get criticism. Some of those cases were 

the liquidation of some banks after receiving an unqualified opinion. In 

the early 1990s, there was the liquidation of Bank Summa. Then, there 

were 16 banks that have been liquidated by government as of 1 November 

1997. Other liquidation cases were also including Bank Prasidha Utama 

and Bank Ratu liquidated in 2000, Unibank in 2001, Bank Asiatic and 

Bank Dagang Bali in 2004 and Bank Global International in 2005. 

Deposit Insurance Corporation also stated that it has liquidated 59 banks 

since its foundation in 2005, which were 58 rural banks and 1 commercial 

banks. The cause of the failure of many banks are due to bad financial 

performance and fraud by the owners. The audit report prepared by the 
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Office of Public Accountant in those cases stated that the current banking 

conditions were good with an unqualified opinion, while in fact, in reality 

were bad (Ardika and Ekayani, 2013). 

From the description of problems above, this study limits its 

research on factors affecting the going concern audit opinion, which are 

firm size, company's growth, CPA firm’s status, and management plan. 

This study takes samples in the financial sector listed on Indonesia Stock 

Exchange Year 2011 – 2016 because according to Otoritas Jasa Keuangan 

(2014), in Indonesia, there should be supervision of the companies in the 

financial sector in order to show that Indonesia has a healthy financial 

system which is fundamental and sustainable. Those cases above have 

shown that it is indeed necessary that the supervision towards the 

financial sector is increased. Companies in the financial sector also need 

to be monitored in order to protect the interests of all parties because 

financial sector is closely related to any other entities and investors 

(Otoritas Jasa Keuangan, 2014). Therefore, this research is entitled The 

Effect of Firm Size, Company’s Growth, CPA Firm’s Status, and 

Management Plan on Going Concern Audit Opinion (Empirical Study on 

Financial Sector Listed on Indonesia Stock Exchange Year 2011 – 2016). 
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1.2 Problem Statement 

Based on the background of the problem, writer identifies that the 

main problem among some of the problems which exist in relation to the 

research to be made by the writer is :  

How does the effect of firm size, company's growth, CPA firm’s 

status, and management plan on going concern audit opinion? 

1.3 Research Objectives 

The aim of the research which to be conveyed by the writer is: 

To know and analyze the effect of firm size, company’s growth, 

CPA firm’s status, and management plan on going concern audit opinion. 

1.4 Research Benefits 

1.4.1. Theoretical benefits 

Theoretically, the results of this study are expected to be a 

reference or input for the development of accounting and to add more 

studies to accounting, especially with regard to auditing to find out how 

the effect of firm size, company’s growth, and public accounting firm size 

on going concern audit opinion. 
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1.4.2. Practical Benefits 

a) The Investors 

The results are expected to give an idea of the going concern audit 

opinion and serve as information for investors and the public to make 

the right investment. 

b) The Academics 

To add more insight regarding going concern audit opinion and to 

add to the existing literatures regarding the auditing study. 

1.5 Writing Systematics 

1.5.1. Chapter I  

Introduction, contains the background, formulation Problems, goals 

and purpose, and writing systematics. 

1.5.2. Chapter II 

Theoretical basis, which contains a reference of thought in 

discussion of the problems examined and the underlying analysis 

taken from the literature, research summaries accomplished which is 

concerned with the study, framework theoretical thought and 

hypothesis. 
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1.5.3. Chapter III 

Research Methods, is researching ways that outlining the research 

variables and operational definitions, sampling, types and sources of 

data, methods of collection data, and the analytical methods used. 

1.5.4. Chapter IV 

Results and Discussion, is a core chapter in the report of this 

research. This chapter describes the description of the results 

analytical discussion of the research object. 

1.5.5. Chapter V 

Closing, contains the conclusions of the research report has been 

carried out based on the analysis and discussion as well as 

suggestions for the parties concerned of the results research, as well 

as for a subsequent study. 
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