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ABSTRACT

Objective — the timeliness of financial statement submission becomes important in decision making. With the growing
importance of timely financial statements for the relevance of decision making, an understanding of the determinants of
audit report lag becomes necessary. This research intends to obtain empirical evidence that corporate governance
through board and audit committee characteristics, specifically size, meetings, independence and expertise has an
influence on audit report lag. Financial ratios through firm size, profitability and leverage are tested to determine their
influence on audit report lag.

Methodology/Technique — Hypothesis tests with multiple regression are used with non-financial firms listed on the
Indonesian Stock Exchange between 2015 to 2017. This research uses purposive sampling with the result of 204
companies sampled and 612 data sets used in the model.

Findings — The result of this research show that board size, board meetings, board independence, audit committee size,
firm size and profitability all have an influence on audit report lag. Meanwhile, audit committee independence, audit
committee expertise, and leverage have no influence on audit report lag.
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1. Introduction

Decision making related to the combination of capital structure is a very sensitive issue, because a
company should perform well to maximize its value and shareholder’s wealth. Therefore, company’s factors
as an internal factor and market conditions as an external factor should be considered to decide the optimal
proportion of capital structure, whether to using debt or equity. Corporate governance is the foundation for
companies to develop institutional performance. Financial reporting is an ideal tool to express the efficiency
of a company’s corporate governance (Warrad, 2018).
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The effectiveness of the company's financial statements can be seen from the audit report lag. Timeliness
in completing financial statements to the public is beneficial so that information remains relevant and has the
ability to influence decisions. This will reduce investor uncertainty in decision making (Abdillah &
Habiburrochman, 2019). The total days between the company's financial year end and the date of the audit
report is referred to ass audit report lag (Ahmed & Che-Ahmad, 2016). In Indonesia, the timeliness of
submitting public companies’ financial reports is regulated by Bapepam Regulation Number XK2, which
states that annual financial reports must be submitted and publicly announced by the end of the third month
after the annual financial reports date. In accordance with applicable regulations, companies will be subject
to sanctions if they do not follow these rules, such as receiving a written warning from the Exchange, the
imposition of fines, and suspension sanctions. However, despite these regulations, many companies still
submit their financial reports must later than the specified date and this can be detrimental to investors and
shareholders.

Corporate governance is expected to maximize management performance and minimize delays in the
delivery of financial statements. One part of corporate governance is the existence of a company board and
audit committee. The characteristics of the board and audit committee correspond with the quality of internal
control (Hoitash et. al., 2009). Corporate governance through board characteristics, such as size, meetings,
independence and audit committee characteristics, such as size, independence, and expertise are seen to
minimize audit report lag. In addition, this research seeks to obtain empirical evidence on the influence of
financial ratios, through firm size, profitability and leverage to audit report lag. With the importance of audit
lag for investor decision making, research on the determinants of audit report lag have been carried out in
studies such as those conducted by Abernathy et. al. (2017), Sharma et. al. (2017) and Sultana et. al. (2015).
The problem can be stated as: Does board characteristics, as of size, meetings, independence and audit
committee characteristics, as of size, independence, and expertise, firm size, profitability and leverage affect
audit report lag?

2. Literature Review
2.1 Audit Report Lag

The delay in submitting audited financial reports cannot be separated from the company's management. In
Agency Theory, coined by Jensen and Meckling (1976), the agency relationship is defined as the relationship
of principal with the manager (agent) to perform services in the company according to the principal goals,
where the agent is given authority by the principal to make decisions. The principal as an outside party does
not have enough information about the performance of the agent and does not have certainty about the extent
of the agent's efforts in providing input to gain results from the company’s operations.

Audited financial reports become a media that is used by management in communicating with their
environment. Signaling Theory is the root of the emergence of asymmetric information, which can arise
when one party sends a signal that will show some information to the other party. Ross (1977) states that
asymmetric information can be used by companies to submit financial reports as a good signal to the market.
Information submitted by managers to the market reduces asymmetric information and will be considered a
good signal by the market. Widati and Septy (2008) state that the timeliness of presenting financial
statements is a signal from companies that shows the existence of useful information in the need for decision
making from investors. The longer the delay in publishing audited financial reports, the more likely that a
little or more information can be leaked to certain party or even lead to insider trading and rumors on the
stock market.
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2.2 Board Size

Board size is one component that oversees whether the company has implemented good corporate
governance. To avoid delays in publishing financial report is the role of company’s board and it is also very
important for the company (Joened & Gusti, 2016). Board size is one component of corporate governance
that influences audit report lag, with the supervision function to management policies. Jao and Chrismayani
(2018) state that the greater the size of the board, the supervision conducted by the board will be much better,
so that it can improve company performance and will also improve the quality of the company's financial
statements so that it will reduce audit report lag.

H1: Board size has an effect on audit report lag.

2.3 Board Meetings

The meeting of the board of directors is for the purpose of conducting internal supervision so that the
productivity and professionalism of the company improves (Kuslihaniati & Hermanto, 2016). With more
frequent meetings held, the board can work in accordance with the functions and correct in doing his work,
which will have influence on the timeliness of corporate financial reports.

H2: Board meetings have an effect on audit report lag.

2.4 Board Independence

According to Juniarti and Agnes (2009), board independence is a board member who comes from outside
of the company and has nothing to do with management, other boards of directors or with shareholders that
can influence their independence. Jao and Chrismayani (2018) state that board independence has a positive
effect on audit report lag. The more board independence a company has, the longer it will take to examine
and publish the company's financial statements.

H3: Board independence has an effect on audit report lag.

2.5 Audit Committee Size

An audit committee is responsible for overseeing financial statements, observing a company’s systems of
internal control and overseeing external audits. An audit committee is expected to help resolve conflicts with
management which can cause a decrease in audit quality (Karamanou & Vafeas, 2005). The greater the audit
committee size, the greater the quality of supervision. There is an increased chance that problems in process
of reporting can be found and resolved if there is a larger audit committee. Ahmad and Che-Ahmad (2016)
state that a greater number of audit committee members can reduce audit report lag.

H4: Audit committee size has an effect on audit report lag.

2.6 Audit Committee Independence

Independence of the audit committee can ensure quality financial reports. Independent audit committee is
a member of the audit committee who do not carry out executive duties (Apadore & Noor, 2013). Usually, an
independent audit committee will demand higher results. With this, the audit will take longer and will have
an impact on the timeliness of the company's financial reporting.

H5: Audit committee independence has an effect on audit report lag.

2.7 Audit Committee Expertise
An audit committee consist of experts who are experienced in operating and also understanding the tasks

entrusted to the audit committee itself can make it easier to identify errors and can also communicate with
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external auditor (Apadore & Noor, 2013). Audit committee expertise has an important part in dealing with
external auditors, because the audit committee can mediate management and auditors. The greater the audit
committee expertise, the greater probability that mediation will be carried out and extend audit report lag.

H6: Audit committee expertise has an effect on audit report lag.

2.8 Firm Size

Large companies can complete their audits with shorter lag than smaller companies. Larger companies
may have more complex internal controls, which in turn will reduce the tendency for errors in financial
statements to occur and allow auditors to rely on controls and to do more interim work (Juanita & Satwiko,
2012). Large companies have more funds for higher audit fees to conduct audits immediately after the
financial year end and management may have incentives to minimize audit delay and report delays because
they are more closely monitored by investors (Modugu et. al., 2012).

H7: Firm size has an effect on audit report lag.

2.9 Profitability

According to Juanita and Satwiko (2012), profitability can be used as a measure of management
performance, where high profitability reflects good management performance. Good performance is a good
news for better reputation in the public eye, so management will immediately report and publish the good
news. The results of research by Lianto and Kusuma (2010) show that the higher profitability, the shorter
audit report lag will be. Higher profitability company tend to need faster auditing of financial statements
because of the demand to deliver the good news as early as possible to the public.

H8: Profitability has an effect on audit report lag.

2.10 Leverage

Leverage will increase the tendency of loss and can increase the auditor's caution of the financial
statements to be audited. Bigger proportion of liability will increase its financial risk. Therefore companies
that have problems in financing its operation tend to be able to do mistake in financial management or fraud.
A high proportion of debt to total assets will affect liquidity associated with going concern, which ultimately
requires more careful auditing. Lianto and Kusuma (2010) state that high amount of debt owned by the
company will cause a relatively longer audit process. Auditors need to increase caution and more careful
audit in relation to the company's survival problems. Thus,

HO9: Leverage has an effect on audit report lag.

3. Research Methodology

This research uses secondary data with a population of non-financial public firms listed on the Indonesian
Stock Exchange. The sampling method used in this research is purposive sampling. The period used in this
research is from 2015 to 2017. The companies included in the research sample are non-financial public firms
on the Indonesian Stock Exchange between 2015-2017 that have published financial reports ending on
December 31 in Rupiah and have reported the number of board meetings held between 2015-2017. Data is
obtained from the annual audited financial statements. The total sample is 204 companies with 612 data sets.

3.1 Operational Definition

The length of audit report lag was obtained from the length of days needed to obtain an audit report on the
company's annual financial reports, from the closing date of the company, until the date stated on the audit
report (Ahmed & Che-Ahmad, 2016). Board size was obtained from the members of the board of directors
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(llaboya & Christian, 2014). The number of board meetings held was determined by the number of board
meetings held in 1 year (Kuslihaniati & Hermanto, 2016). Board independence was obtained using the
proportion of independent directors (Apadore & Noor, 2013). Audit committee size was obtained by using
the number of audit committee members. The audit committee independence variable was obtained by using
the percentage of non-executive directors with the total number of members of the audit committee. Audit
committee expertise was obtained by using the number of audit committee members with background
experience in financial reporting. Firm size was obtained by using the logarithm of total assets, profitability
was obtained by using ROA. Leverage was obtained by the ratio of total debt to total assets (Almilia &
Setiady, 2012).

4. Results

The result of the research hypothesis tests are shown in Table 1 below.

Table 1. Hypothesis Results

Variable B Sig.
(Constant) 116.229 0.000
Board Size -2.077 0.000
Board Meetings -0.315 0.008
Board Independence 17.835 0.005
Audit Committee Size -2.259 0.043
Audit Committee Independence 3.764 0.393
Audit Committee Expertise 1.331 0.113
Firm Size -2.573 0.008
Profitability -28.399 0.000
Leverage 0.228 0.506

The result of this research show that board size, board meetings, board independence, audit committee
size, firm size and profitability all have an influence on audit report lag. Meanwhile, audit committee
independence, audit committee expertise, and leverage have no significant effect on audit report lag. The
responsibility of the board of directors is to monitor the quality of information contained in the financial
reports that are published to the public (llaboya & Christian, 2014). With the presence of the board and audit
committee, it is expected that audit report lag can be minimized. The more meetings of the board of
commissioners of a company may shorten audit report lag. On the other hand, the more independent board
members, the longer the audit report lag may be. Firm size and profitability have a negative effect on audit
report lag. Large companies have great pressure to process information, so that management will make the
presentation of financial statements more timely. Profitability is also a good signal for stakeholders, so the
company will try to convey this positive signal as soon as possible (Modogu et. al., 2012).

5. Conclusion

The timeliness of reporting financial statements is very important for corporate stakeholders. If the
company has a good corporate governance structure and process, this will become an important part in
improving the timeliness of financial statements (Daout et. al., 2015). The supervisory mechanism by the
company board and audit committee influences how long the process of preparing and publishing the
financial report takes. However, supervision needs to be carried out effectively and efficiently. If the
mechanism is not running efficiently, it cannot affect audit report lag and may lose its supportive function as
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a tool in improving the company's reporting performance. The company's financial condition also plays a role
in the timeliness of company reporting. Thus, further research may add other variables such as contingency
reporting. Companies are expected to minimize audit report lag to maximize the benefits of financial
statements to stakeholders.
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