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Abstract

Corporate governance mechanism and independent auditing are important
factors ensuring that the financial reporting system operates in an effective and
quality manner. Hence, independent auditor selection is of significant importance
for providing reliable information to the financial table users as well as for
increasing auditing quality. The aim of this study is to investigate the impact of
corporate governance applications and firm characteristics on independent auditor
selection. The study covers the period between 2015-2018. A total of 583 firm-year
observations on sectors traded at Borsa Istanbul were analyzed via logistics
regression model. Whether or not the firms work with the Big Four auditing firms
was used as an auditor selection indicator. In addition, while the number of
independent members in the executive board, ownership concentration (share of the
largest shareholder, share of the second largest shareholder, share of the third largest
shareholder and free float ratio) and the number of auditing committee members
were used as corporate governance indicators; firm size, leverage and return on
assets (ROA) were used as indicators of firm characteristics. Based on the analysis
results, a positive and statistically significant correlation was observed between the
number of independent members, share of the largest shareholder, firm leverage,
ROA and auditor selection. Moreover, the findings also point out a statistically
significant relationship between firm year used as control variable and auditor
selection.

Key words: Auditing, Auditor selection, Corporate Governance, Firm
Characteristics.

JEL Code: M41, M42
1. Introduction
Independent auditing mechanism is required to adopt an effective corporate

governance understanding, to ensure an increase in the trust towards capital markets
and most importantly to attain transparent financial reporting of high quality (Tuan,
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2015:34). Firm scandals that took place especially in the United States of America
during the beginning of the 2000s coupled with the fact that the auditing firms were
also part of the process resulted in literature discussions on corporate governance
and independent auditing (Bekgi and Gor, 2015:168). Independent auditing has an
important impact on the quality of financial reports and the accuracy of the
information in these reports. In this regard, a quality auditing service is considered
as an important mechanism of monitoring for reducing the issues of representation
resulting from information asymmetry between the executive and shareholders
which can be eliminated by way of accurate and reliable financial statements
(Jensen and Meckling, 1976). Latest regulations on generally accepted auditing
standards, financial reporting standards and legal enforcements in capital markets
also put forth the importance of independent auditing on financial reporting (Zengin
Karaibrahimoglu,2013: 273). Independent auditing provides various advantages to
firms with regard to reducing internal issues, increasing efficiency, decreasing
capital cost, adapting to legal regulations as well as reducing the erroneous actions
of executives (Knechel et al., 2008).

Auditing quality is closely related with the independent audit revealing the
irregularities in financial statements and its effectiveness during the financial
reporting period. Hence, an effective and high-quality audit plays an important role
in the selection of the auditor as well which is one of the most important decisions
taken by the firm (Broye and Weill, 2008). In this regard, there are many factors
that play a role on auditor selection which is related with audit quality. These factors
may be related with the characteristics of the auditing firm (whether it is one of the
four large auditing firms, the industry expertise of the auditor, the duration of time
that the auditor works with the customer firm etc.), the corporate structure of the
customer firms (executive board structure, ownership structure, auditing committee
structure etc.) or firm specific characteristics (debt, size, profitability etc.).

While there are many studies in developed countries that examine the factors
affecting auditor selection; the number of such studies is limited in emerging
markets including Turkey. Hence, the objective of the present study is to examine
whether corporate governance applications and firm characteristics play a role on
auditor selection or not. A total of 583 firm-year observations from different sectors
were used in the study during which 2015-2018 data were used for Borsa Istanbul
firms. A positive and statistically significant relationship was determined as a result
of the analysis carried out between auditor selection and the number of independent
members in the executive board and the capital share of the largest shareholder
which are among the corporate governance indicators. Moreover, a positive and
statistically significant relationship was also determined between leverage and
ROA used as firm characteristic indicators and auditor selection.

The study is comprised of six sections. The second section after the
introduction provides a general overview of the independent auditing applications
in Turkey. A literature survey has been carried out in the third section. While the
fourth section explains the study method; the fifth section provides information on
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the analysis results. A general evaluation of the study is presented in the concluding
section.

2. Literature Survey and Hypothesis Development
Independent Members and Auditor Selection

Executive boards as the most important elements of corporate governance
comprise a strong internal control mechanism developed for monitoring the upper
management and business activities. The most important objective of an executive
board is to protect the benefits of shareholders by monitoring the activities of
managers while also minimizing the agency costs resulting from conflicts between
managers-shareholders (Fama and Jensen, 1983). Hence, the presence of
independent members is very important for executive boards. Because independent
members are able to use the control and monitoring mechanisms more effectively
thus protecting the benefits of shareholders better. Moreover, independent members
can also monitor the financial reporting process more effectively since they are able
to access firm specific information that the other independent members cannot.
Thus, it can be stated that the independent members play an important role in
auditor selection in order to protect the reputation of the firm as well as the benefits
of the shareholders. (Carcello et al., 2002). It is observed that many studies have
been carried out in literature regarding this possible effect. Some of these studies
have been summarized below:

Beasley and Petroni (2001) carried out studies on insurance firms as a result
of which they put forth a positive and statistically significant correlation between
the big four audit firms used as auditor selection indicator and the number of
independent members. Similar results have also been obtained in various other
studies (Carcello et al., 2002; Abdullah et al.,2008; Mayoral and Segura, 2008;
Soliman and Elsalam, 2012; Terzi et al., 2014; Leung and Cheng, 2014; Matonti et
al., 2016; Abidin et al., 2016; Ozcan, 2018).

The following hypothesis was developed in the present study taking into
consideration that the independent members in the executive board may influence
the selection of auditors in order to protect the reputation of the firm and the benefits
of the shareholders more effectively.

H1: There is a positive correlation between the number of independent
members in the executive board and auditor selection.

Ownership Concentration and Auditor Selection

Ownership concentration denotes the distribution of shares between the
shareholders and is measured using the capital share of the largest shareholder,
shares of the second, third and fourth largest shareholders and free float ratio. While
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an increase in the shares of the shareholders increases ownership concentration,
decreases in the shares of the shareholders result in the decrease of ownership
concentration (Tanriéven and Aksoy, 2010). Majority sharcholders can intervene
with the financial reporting process in businesses with high ownership
concentration in order to maximize their benefits which may lead to disagreements
among majority and minority shareholders (Shleifer and Vishny, 1997). Hence,
independent auditing is considered as an important monitoring mechanism for
improving the quality and reliability of financial statements in businesses with high
ownership concentration (Darmadi, 2016). However, appointing an independent
auditor of high quality and experience in the sector in order to improve the quality
of financial reporting and to protect the benefits of the shareholders may lead to a
decrease in the controlling power of majority shareholders. This may lead to the
majority shareholders to prefer inexperienced auditors in the sector and auditing
firms other than the major four.

Moreover, signaling theory assumes that information asymmetry problem
will emerge when one of the two parties (manager-shareholder, majority
shareholder-minority shareholder) has more information on the firm (Connelly et
al., 2011). Some firms with information asymmetry problem are misevaluated by
capital markets leading to the provision of some incentives including signalingin
order to eliminate this negative perception regarding the managers or majority
shareholders. Hence, Big Four audit firms may be preferred in order to earn the trust
in corporate governance mechanism and financial reporting of both minority
shareholders and potential investors due to the representation conflicts resulting
from information asymmetry in businesses with high ownership concentration.

Accordingly, it can be stated that majority shareholders have a significant
impact on auditor selection in businesses with high ownership concentration.
Studies on this subject have been summarized below:

Fan and Wong (2005) concluded in their studies utilizing the data of 8
Eastern Asia firms that the ratio of preferring one of the Big five audit firms is
higher in businesses with high ownership concentration and representation
problems. Similar results have also been obtained by (Makani et al., 2012; Darmadi,
2016; Leung and Cheng, 2014; Faroog and Tabine, 2015; Dwekat et al., 2018;
Alzeaideen and Al-Rawash, 2018; Moctezuma and Benau, 2018). While some other
studies in literature (Copley and Douthett, 2002; EI-Ghoul et al., 2007; Bagherpour,
2006; Lin and Liu, 2009; Francis et al., 2009; Xu et al., 2019) determined negative
and statistically significant relations between ownership concentration and auditor
selection.

Ownership concentration was evaluated in the present study from the
perspective of signaling theory and the following hypothesis was developed based
on the consideration that there may be an issue of information asymmetry between
majority and minority shareholders in developing countries such as Turkey which
may have an impact on auditor selection:
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H2: There is a positive relationship between ownership concentration and
auditor selection.

Auditing Committee and Auditor Selection

Independent audit inspection that is the primary duty of executive boards is
under the responsibility of auditing committees. In this regard, auditing committee
is an administrative commission authorized to inspect the financial reporting
procedure of the firm including the integrity of financial statements, effectiveness
of internal controls, independent auditor selection and the monitoring of internal
and external auditors (Soliman and Elselam, 2012). The need for an auditing
committee has increased in order to effectively monitor the internal control and
financial reporting processes of the firms as well as to ensure quality of independent
audits especially following the accounting scandals that took place in recent years.
It has been indicated through corporate governance principles and legal regulations
that the firms should have such a committee and related regulations have been made
in order to meet this demand (Sevim and Eliuz, 2007). The Blue Ribbon Committee
was the first in 1999 to state the necessity of increasing the effectiveness of auditing
committee and the inclusion of at least 3 independent members in the committee
followed again in 1999 with the suggestion of similar regulations by the United
States of America Securities and Exchange Commission (SEC) for firms traded in
the stock exchange. Afterwards, revisions were made with regard to the
effectiveness of auditing committees with the SOX law in USA that went into effect
in 2002. While the auditing committee application was started in 2003 for firms in
Turkey subject to the Capital Markets Law (CML) and it became obligatory for
firms traded in the stock exchange to establish auditing committees with at least 2
members selected from among their executive board members.

The auditing committee carries out important duties with the
aforementioned regulations such as reducing the audit risk, decreasing illegal
actions, preventing faults and frauds as well as the implementation of corporate
governance principles (Soliman and Elselam, 2012). In addition, it also has to
manage the independent auditing process in an effective manner due to its
obligation to make suggestions to the executive board regarding the selection of the
independent auditor (Terzi et al., 2014). The size of the auditing committee is one
of the important factors with regard to the effectiveness and efficiency of the
auditing committee. There are to contradictory opinions in literature on the size of
the auditing committee. One of these asserts that the small number of members in
auditing committees will lead to the preference of auditing firms other than the Big
Four audit firms due to the inability to take effective and fast decisions; while the
other puts forth that one of the Big Four audit firms will be more effective in
resolving the probable issues that may be faced in auditing committees with a large
number of members and hence one of these big four audit firms may be preferred
(Mohamad Nor et al., 2010). The number of empirical studies on the subject is
limited. Some of these have been summarized below:
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Mayoral and Segura (2008) carried out a study on Spanish firms in which a
positive and statistically significant correlation was obtained between the size of
the auditing committee and auditor selection. Similar results have been obtained by
Nasrudin et al. (2017) as a result of studies on firms traded in the Malaysia Stock
Exchange as well as the study by Asiriuwa et al. (2018) on firms traded in the
Nigeria Stock Exchange. Moreover, Zengin Karaibrahimoglu (2013) carried out a
study on firms traded in Borsa Istanbul as a result of which a positive but
statistically insignificant correlation was observed between the number of members
in the auditing committee and auditor selection.

The following hypothesis was developed in the present study based on the
opinion that the size of the auditing committee will improve the quality of the
financial reporting process and auditing activities which will in turn have an impact
on auditor selection:

H3: There is a positive correlation between the size of the auditing
committee and auditor selection.

Firm Size and Auditor Selection

Firm size is one of the most important factors with an influence on auditor
selection. Structural differences may be experienced in large firms leading to
administrative issues related with control and coordination (Bagherpour, 2006).
Moreover, the agency costs resulting from conflicts of interest may increase due to
the increase in information asymmetry between managers and shareholders in large
firms. These in turn may lead to large firms demanding specialist auditors with
higher quality.

Firms with large total assets may prefer large audit firms because they can
also provide additional services to their customers such as tax and management
consulting (Hsu et al., 2015). In addition, large firms may also prefer to work with
big audit firms due to the high number of commercial transactions, their reputation
in the market, the complexity of the auditing process and the high risks involved in
auditing (Tuan, 2015). There are many studies which examine the impact of firm
size on auditor selection. Some of these have been summarized below:

Citron and Manalis (2001) carried out a study on Greek firms as a result of
which a positive and statistically significant correlation was observed between firm
size and auditor selection. Similar results have also been obtained by (Adeyemi and
Fagbemi; 2010; Niskanen et al., 2011; Karim et al., 2012; Nazri et al., 2012; Terzi
et al., 2014; Matonti et al., 2016; Aslan ve Aslanertik, 2017).

The following hypothesis was developed in the present study based on the
opinion that firms with a complex structure and high total assets will prefer one of
the big four audit firms:

H4: There is a positive correlation between firm size and auditor selection.
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Leverage and Auditor Selection

Firm members (managers and shareholders) may be faced with issues
resulting from information asymmetry and uncertainty when creditors lend money
to a firm. Moreover, managers may shift to risky investments with a lower
possibility of repayment after the financing decision is accepted. In this regard, an
auditing service with higher quality may be demanded in order to reduce these
issues experienced between the creditors and the firm members. In addition, the
demand for high quality and reliable auditors may increase in cases when legal
protection is insufficient for creditors (Broye and Weill, 2008).

Similarly, firms with greater external financing needs may prefer one of the
Big Four audit firms which they believe provide a higher quality service in order to
earn the trust of creditors and to reduce capital costs. In this regard, there are many
studies in literature which examine the relationship between leverage and auditor
selection. Some of these studies have been summarized below:

Chow (1982) carried out a study using data from 165 firms listed in the New
York Stock Exchange as a result of which it was concluded that there is a positive
and statistically significant correlation between leverage and auditor selection.
Similar results have also been obtained by (Broye and Weill, 2008; Knechel et al.,
2008; Hope et al., 2008; Mahdavi et al., 2011). Nevertheless, Zureigat (2011)
carried out a study in which a negative and statistically significant correlation was
observed between leverage and auditor selection.

The following hypothesis was developed in the present study based on the
opinion that firms with high leverage will prefer the big four audit firms in order to
earn the trust of creditors:

H5: There is a positive correlation between leverage and auditor selection.
Return on Assets (ROA) and Auditor Selection

It is observed that contradictory results have been obtained in studies
examining the relationship between ROA and auditor selection. El Ghoul et al.
(2007) carried out a study utilizing the 1996-1999 data from 13 different Western
European countries as a result of which a negative and statistically significant
correlation was observed between ROA and auditor selection. Similar results have
also been obtained by Kuo et al. (2014) during their study on 191 Chinese firms.
Moreover; Ismail et al. (2008) determined a positive and statistically significant
correlation between ROA and auditor selection as a result of their study on firms
traded in the Malaysia Stock Exchange. Similarly, Darmadi (2016) also put forth a
positive and statistically significant correlation between customer firm ROA and
auditor selection as a result of a study on Indonesian firms. Whereas statistically
significant correlations could not be observed between ROA and auditor selection
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in various other studies on the subject (Citron and Manalis, 2001; Husnin and
Nawawi, 2016; Yang et al., 2016).

The following hypothesis was developed in the present study based on the
opinion that the probability of preferring one of the big four audit firms is higher
for firms with higher ROA:

H6: There is a positive correlation between ROA and auditor selection.

3. Methodology
Sample Selection

The 2015-2018 data of non-financial firms from different sectors traded in
Borsa Istanbul have been used in the study. Firms in the finance sector were
excluded due to the difference in their ownership structure as well as the different
characteristics of their performance indicators. Data for all variables used in the
study were obtained from the official website of the Public Disclosure Platform
(http://www.kap.gov.tr). In this regard, Table 1 presents the sectoral distribution of
the firms for which 583 firm-year observations were used in the present study.

Table 1. Sectoral distribution of the firms

Sectors 2015 2016 2017 2018 Total
Agriculture, Forestry and Fishing 2 1 2 2 7
Mining 1 1 1 1 4
Manufacturing Industry 103 103 103 103 412
Electricity, Gas and Water - - 3 3 6
Construction and Public Works 4 4 4 3 15

Total and Retail Trade, Hotel and 15 14 15 15 59
Restaurants

Transportation,  Communication and 5 5 5 5 20
Storage
Technology 13 13 13 13 52

Administrative and  Support  Service 2 2 2 2 8
Activities
Total 145 143 148 147 583

Source: Authors’ calculations
Study Model

Logistics regression analysis was used for testing the hypotheses developed
in this study for examining the impact of the corporate governance and firm
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characteristics on independent auditor selection and the following model has been

developed:

AUDITORSELECTIONi= o + BIINDEPENDENT + B2LRGSTx + B3S-
LRGSTi+p4T-LRGSTi+ BSFREEFLOATRATIO+ B6AUDITCOM+ B7SIZE+
BSLEVERAGE+ BIROA+ BI1OFIRMYEAR + B11SECTOR+ &

Measurement of VVariables

All variables and measurement methods included in the study are presented

in Table 2.

Table 2. Definition and measurement of variables

Variables Measurement of Variables Reference
Dependent Variable:
AUDITORSELECTION  Dummy variable. Takes on the value Chadegani et al.,, 2011;
of 1 in case the financial statements Olowookere and Inneh,

of the firm are audited by one of the

4 major auditing firms and O if not

2016; Nasrudin et al., 2017.

Independent Variable:
INDEPENDENT

LRGST

S-LRGST

T-LRGST

FREEFLOATRATIO

AUDITCOM

SIZE

LEVERAGE
ROA

The number of independent members

of the Executive Board

The shares of the largest shareholder

/ Total Equity capital

The shares of the second-largest
shareholders / Total Equity capital
The shares of the third-largest
shareholders / Total Equity capital
Total Nominal Value of the Shares
Open to Public / Total Equity capital
Number of members in the auditing
committee

Natural logarithm of the total firm
assets

Total Debts/Total Assets

Net Profit / Total Assets

Carcello et al, 2002;
Mayoral and Segura, 2008;
Suwaidan et al., 2013

Fan 2005;
Zureigat, 2011; Makni et al.,

2012; Dwekat et al., 2018

*

and Wong,

Terzi and Solak, 2014

Mayoral and Segura, 2008;
Nasrudin et al., 2017
Adeyemi
2010
Broye and Weill, 2008
Ismail et al., 2008; Darmadi,
2016

and Fagbemi,
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Control Variables:

FIRMYEAR Difference between the current year Odum and Egbunike, 2019

and the founding year of the firms

SECTOR Dummy variable. Takes on the value Kuo et al., 2014; Matonti et

of 1 if the firm is operating in the al., 2016

manufacturing

sector

operating in other sectors

and 0

if

Note: * observed in previous studies on the subject that the aforementioned variables have not

been used.

4. Empirical Analysis and Findings

Descriptive Statistics

Table 3 presents descriptive statistical information on the variables used in the

study.

Table 3. Descriptive statistics

Std.

Observation Minimum Maximum Mean Deviation

AUDITORSELECTION 583

INDEPENDENT 583
LRGST 583
S-LRGST 583
T-LRGST 583
FREEFLOATRATIO 583
AUDITCOM 583
SIZE 583
LEVERAGE 583
ROA 583
FIRMYEAR 583
SECTOR 583

,00
1,00

1,00
4,68
,01
,00
1,00
,00

1,00 ,5695 49558
5,00 2,1870 50192
99 4926 22967
45 ,1099  ,12009
23 ,0300 ,05173
,95 ;3302 18756
3,00 2,0240 ,16405
10,14  8,2311 ,86757
,98 4863  ,21999
51 ,0791 07212
82,00 35,4906 16,53652
1,00 ,7050  ,45645
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As can be seen in Table 3, about 57 % of the firms included in the analysis
are audited by one of the big four audit firms. It was observed that the mean
ownership ratios of LRGST, S-LRGST, T-LRGST, FREEFLOATRATIO used as
ownership concentration indicators are 49 %, 11 %, 3 % and 33 % respectively. The
number of auditing committee members of the firms and the number of independent
members in the executive board were about 2 on average. Moreover, it can also be
observed that on average 70 % of the selected firms are in the manufacturing sector
and that the mean LEVERAGE and ROA 49 % and 8 % respectively and that they
have an average history of about 35 years.

Analysis Results
In this section, correlation analysis was carried out in order to determine
whether there is a correlation problem between the independent variables in the

model. It was observed based on the correlation analysis results in Table 4 since the
correlation coefficient between the independent variables in the model is below 0.8.
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VARIABLES 2. 3. 4. 5 6 7 8 9 10. 11. 12
2.INDEPENDENT 1
3.LRGST ,036 1
4.S-LRGST -056  -,425** 1
5. T-LRGST -012  -469** 301** 1
6.FREEFLOATRATIO ,006 -,617** - 235** - 121** 1
7.AUDITCOM 279**  -004 -,039 ,006 ,014 1
8.SIZE -,210** ,003 ,006 ,011 -030  -,142** 1
9.LEVERAGE ,183** ,036 ,015 -,098* ,023 ,058 ,106* 1
10.ROA -,056 ,103* -,027 -,049 -,067 -,044 -078  -,398** 1
11.FIRMYEAR -, 117** ,036 -,013 -,082* ,004 ,002 ,116**  -,057 ,027 1
12.SECTOR -,021 ,021 -,010 ,054  -,085* -,066 ,090* -,054 027,019 1

Note: ** and * respectively indicate statistical significance at a level of 1 % and 5 %
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Table 5 presents the results for the logistics regression analysis carried out
for testing the developed hypotheses.

Tableb. Logistics regression analysis results

VARIABLES Expected Sign B S.E. Wald Sig. Exp (B)
CONSTANT -4,035 2,222 3,299 ,069 ,018
INDEPENDENT + 1,097 291 14,235 ,000*** 2,997
LRGST + 5117 1,290 15,731 ,000*** 166,770
S-LRGST + 2,076 1,463 2,015 ,156 7,976
T-LRGST + ,837 2,932 ,082 75 2,310
FREEFLOATRATIO + ,045 1,360 ,001 974 1,046
AUDITCOM + -,696 672 1,074 ,300 ,498
SIZE + -,137 ,129 1,142 ,285 872
LEVERAGE + 1,751 ,499 12,327 ,000*** 5,762
ROA + 2,659 1,517 3,073 ,080* 14,286
FIRMYEAR + ,015 ,006 5,887 ,015** 1,015
SECTOR +/- ,282 ,213 1,754 ,185 1,326
Cox&Snell R2 ,248

Nagelkerke R2 ,333

Number of Observations 583

Note: *, ** and *** respectively indicate significance at a level of 10 %, 5 % and 1 %

As can be seen from the Table 5, Nagelkerke R2 value was determined as
,333 at a Cox&Snell R2 value of ,248. It is observed when the analysis results are
examined that there is a positive and statistically significant relationship between
auditor selection and the number of independent members in the executive board.
In other words, an increase by 1 % in the number of independent members in the
executive board increases the probability of choosing one of the big four audit firms.
These findings can be interpreted such that higher number of independent members
in the executive board increases the probability of working with one of the big four
audit firms in order to protect shareholder benefits better. The acquired results
support our H1 hypothesis and are also in accordance with the related literature
(Abdullah et al.,2008; Soliman and Elsalam, 2012).

A positive and statistically significant correlation was determined only
between the ownership ratio of the largest shareholder (LRGST) and auditor
selection from among the variables (LRGST, S-LRGST, T-LRGST and
FREEFLOATRATIO) used as indicators of ownership concentration. This result
supporting our H2 hypothesis and which is in accordance with the literature (Zengin
Kaaibrahimoglu, 2013; Leung and Cheng, 2014; Dwekat et al., 2018) can be
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interpreted as a greater probability of selecting one of the Big Four auditing firms
in order to signal the accuracy and reliability of the information disclosed to the
investors in financial reports in firms with high ownership concentration. In
addition, it can also be stated that firms with higher ownership concentration have
a greater probability of selecting one of the Big Four auditing firms in order to
reduce the representation conflicts among majority and minority shareholders.

While a positive relationship was observed at a statistical significance level
of 1 % between firm leverage and auditor selection used as firm characteristics
indicators; a positive relationship at a statistical significance level of 10 % was
observed between ROA and auditor selection. This is an indication that an increase
by 1 % in the leverage and ROA and levels of the firms included in the analysis
increases the probability of selecting one of the big four audit firms. It can be stated
based on these results supporting our H5 and H6 hypotheses that firms with high
leverage may prefer one of the Big Four auditing firms in order to minimize the
agency problems that may develop between the upper management and creditors
due to resource use. It is also possible on the part of firms with high ROA that they
will prefer one of the big four auditing firms due to their brand value and the opinion
that they will provide a better auditing service.

Finally, it was observed when the relationships between the control
variables included in the study and auditor selection were observed that there is a
positive and statistically significant relationship between firm years and auditor
selection. This relationship between firm years and auditor selection can be
interpreted such that the probability of selecting one of the big four audit firms is
greater for firms with a long-standing background. On the other hand, a positive but
statistically insignificant relationship was observed between the independent
variable of SECTOR and auditor selection.

5. Conclusions

The advancements in economy and social life due to the impact of
globalization lead firms to change and expand their fields of services. These
changes increase the need for the accuracy and reliability of the financial tables
prepared by these firms thus emphasizing the importance of independent auditing.
The effectiveness of independent audition on the financial reporting process is
closely related with auditing quality. For this purpose, auditor selection is of
significant importance for firms that wish to receive a high-quality independent
auditing service.

The objective of the present study was to examine the relationships between
the firm characteristics and corporate governance applications of firms traded in
Borsa Istanbul (BIST) and auditor selection. For this purpose, 583 firm year
observations were used for the years 2015-2018. Big four audit firms
(PricewaterhouseCoopers, Ernst &Young, Deloitte & Touche and KPMG) were
taken as basis in the study as an indicator of auditor selection in accordance with
the related literature. While independent members, ownership concentration
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(LRGST, S-LRGST, T-LRGST, FREEFLOATRATIO), number of auditing
committee members (AUDITCOM) were used as indicators of corporate
governance; firm size, ROA and leverage ratios were used as indicators of firm
characteristic. In addition, firm year and sector were used as control variables in the
study.

As a result of the analysis, a positive and statistically significant relationship
at a level of 1 % was observed between independent members from among
corporate governance indicators and auditor selection. Moreover, a positive and
statistically significant relationship was observed only between auditor selection
and LRGST from among the variables used as indicators of ownership
concentration which are the shares of the largest shareholder (LRGST), the shares
of the second-largest shareholders (S-LRGST), the shares of the third largest
shareholders (T-LRGST) and free float ratio (FREEFLOATRATIO). These results
were interpreted as an indication of the increase of the probability of selecting one
of the big four audit firms in case of greater number of members in the executive
board and greater shares of the largest shareholder in total capital. Positive and
statistically significant relationships were determined between leverage and ROA
from among firm characteristic indicators and auditor selection. In addition, a
positive and statistically significant relationship was observed between the firm
year used as a control variable and auditor selection.

Even though many studies have been carried out on the subject in foreign
literature, the number of studies carried out for determining the relationship
between the corporate governance and firm characteristic of firms and auditor
selection in a single model is limited in Turkey. The present study carried out using
current data and with a wide sample selection also has various limitations despite
its significance. Big four audit firms have been used as indicators of auditor
selection in the study. The variables used as auditor selection indicators in previous
studies (auditor opinion, auditor working time, auditor prices) have not been
included in the study due to lack of sufficient data. Whereas the variables put forth
in the third section of the study have been used as corporate governance indicators
and firm characteristic indicators. However, it is observed in literature that different
corporate governance (family ownership, managerial ownership, executive board
size) and firm characteristic (business complexity) indicators have been used. In
this regard, it is considered that the use of different criteria for evaluating auditor
selection will make significant contributions to the literature. These factors may be
taken into consideration for future studies.
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