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Abstract: This study aims to investigate the influence of audit quality and sustainability disclosure on
audit opinions, with financial risk and firm value serving as mediating variables. The research addresses
increasing demands for transparency and accountability in Indonesian state-owned enterprises (SOEs).
Using a quantitative approach, data were collected from 20 non-bank SOEs listed on the Indonesia
Stock Exchange between 2019 and 2023, resulting in 100 firm-year observations. The analysis
employed Partial Least Squares Structural Equation Modeling (PLS-SEM) to test the proposed
mediation model. The findings reveal that audit quality significantly affects audit opinions, both directly
and indirectly through firm value. However, sustainability disclosure shows no significant effect on
either audit opinions or firm value, and financial risk does not act as a meaningful mediator. The study
concludes that audit quality plays a pivotal role in shaping audit opinions, while ESG-related disclosures
have not yet been fully considered in public sector audit assessments. These results offer practical
implications for policymakers, regulators, and auditors to strengthen audit quality and integrate
sustainability information into the audit process.
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1. Introduction

Audit opinion is a critical element in assessing the credibility and accountability of a company’s
financial statements, particularly for entities listed in capital markets. For stakeholders such as
investors, regulators, and the public, audit opinions serve as signals of the quality of financial
information and corporate governance. Audit quality plays a strategic role in this process, as competent
and independent auditors act as guardians of the public interest by detecting potential errors or
manipulations in financial reporting [17]. Moreover, high-quality audits have been found to mitigate
earnings management practices that may impair the objectivity of audit opinions, as demonstrated by
Imen and Anis [27] in the context of emerging economies. The link between financial reporting quality
and audit quality is further reinforced by Carp and Istrate [87] who argue that audit quality is
significantly influenced by the quality of available information and enhances the relationship between
sound governance and reliable audit outcomes.

In the public sector, high-quality audits are particularly vital in maintaining governmental
accountability and financial legitimacy [47]. Public sector accounting reforms, including the adoption of
accrual accounting and IPSAS standards, have been shown to improve governance quality and financial
transparency [5]. Recent studies also emphasize that robust public audit practices can strengthen the
role of audit institutions as democratic oversight mechanisms, especially during periods of uncertainty
£e6, 7.

In the context of accountability and sustainability reforms, two critical issues that have attracted
increasing scholarly and institutional attention are audit quality and sustainability disclosure. Audit
quality is widely regarded as a reflection of an auditor’s independence, competence, and integrity in
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delivering a fair and accurate opinion. In this regard, Lin [87] finds that auditor transparency in
disclosing Key Audit Matters (KAMs) is significantly associated with audit quality, thereby reinforcing
the value of the audit report as an accountability mechanism in support of sustainable development.

Furthermore, audit quality may influence the quality of sustainability reporting, particularly when
financial and sustainability audits are functionally integrated. Pasko, et al. [97] show that firms audited
by Big Four accounting firms tend to produce higher-quality corporate social responsibility (CSR)
reports, indicating a quality spillover from financial audits to sustainability reporting.

On the other hand, Zaman, et al. [107] highlight that the effectiveness of internal audit committees
is a key determinant of assurance quality in sustainability reporting. This underscores the importance of
internal governance mechanisms in ensuring non-financial accountability. Their findings are consistent
with Gerwing, et al. [117] who demonstrate that sustainable corporate governance structures—such as
the presence of sustainability committees and inclusive boards of directors—significantly enhance the
quality of sustainability disclosures, particularly under mandatory reporting regimes. Sustainability
disclosure, which encompasses economic, social, and environmental dimensions, reflects a firm’s
commitment to the principles of sustainable governance. However, relatively few studies have
comprehensively examined how audit quality and sustainability disclosure jointly influence audit
opinion, particularly in the context of state-owned enterprises (SOEs) in developing countries such as
Indonesia.

In addition to direct effects, financial risk and firm value are also believed to play mediating roles in
the relationship between audit quality, sustainability disclosure, and audit opinion. Financial risk may
weaken the auditor's confidence in an entity’s going concern status, particularly for firms with high
leverage or acute financial distress. Meanwhile, firm value reflects the market's perception of the entity’s
overall performance and prospects, which is often influenced by the extent to which the company
demonstrates its commitment to sustainability. Feng and Wu [12] find that ESG disclosure
significantly enhances firm value, suggesting that sustainability transparency creates positive market
value by strengthening stakeholder trust. Similarly, Huang [137] confirms that environmental
disclosure, as a component of ESG reporting, improves firm value in emerging markets. Audit quality,
on the other hand, may reinforce these effects. As shown by Bakri [147] high-quality audits strengthen
the positive impact of dividend policy on firm value by reducing information asymmetry and enhancing
the credibility of financial disclosures.

Given the complexity of these interrelationships, this study aims to fill a gap in the literature by
exploring the determinants of audit opinion within an integrated governance and sustainability
framework.

This study aims to achieve the following objectives:
1.  To examine the direct effects of audit quality and sustainability disclosure on audit opinion;
2. To analyze the mediating roles of financial risk and firm value in these relationships.

The study is expected to contribute theoretically by advancing an integrated audit model that
incorporates sustainability considerations. Practically, the findings offer relevant insights for auditors,
corporate managers, and regulators seeking to enhance the quality of financial reporting and
accountability within the state-owned enterprise (SOE) sector.

2. Literature Review and Hypotheses Development
2.1. Theoretical Framework

This study is grounded in three main theoretical perspectives: Agency Theory, Signaling Theory,
and Legitimacy Theory. Together, these theories provide a conceptual foundation for explaining the
interrelationships among audit quality, sustainability disclosure, financial risk, and audit opinion.

2.2. Agency Theory
Agency theory explains the contractual relationship between a company’s owners (principals) and
its management (agents), in which differing interests and information asymmetry can lead to agency
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conflicts [157. In this context, audit quality serves as an external monitoring mechanism to reduce
managerial opportunism. Olowookere, et al. [167] assert that companies audited by Big Four firms tend
to incur lower agency costs, reflecting the effectiveness of high-quality audits in mitigating such
conflicts. However, the effectiveness of audit quality is also significantly influenced by the timeliness of
audit reporting, as delayed audit reports may erode investor confidence and exacerbate agency
problems.

2.3. Signaling Theory

Signaling theory posits that firms can convey positive signals to stakeholders through actions such
as engaging reputable auditors or disclosing sustainability information in a transparent manner [17]. In
a study by Saghafi, et al. [177] higher audit fees are associated with improved audit quality and reduced
earnings manipulation, thereby enhancing the quality of financial reporting. These findings support the
view that higher audit fees can serve as a strong market signal of the credibility of a firm’s financial
statements.

These findings support the view that higher audit fees can serve as a strong market signal of the
credibility of a firm’s financial statements. This is also in line with findings by Diab and Eissa [187] who
emphasized that auditor credibility and timely disclosure reduce information asymmetry in capital
markets, thereby enhancing investor confidence.

2.4. Legitimacy Theory

Legitimacy theory assumes that firms must align their actions with prevailing social norms and
values in order to maintain public support. In this context, sustainability disclosure serves as a key
mechanism through which companies seek to gain and preserve legitimacy. Raimo, et al. [197]
demonstrate that audit committee attributes, such as independence and meeting frequency, enhance the
quality of integrated reporting, reflecting a company’s commitment to social responsibility and
transparency.

2.5. Audit Quality and Audit Opinion

Audit quality is a key indicator of the extent to which an auditor can detect and report material
misstatements in financial statements. Independent and competent auditors are believed to provide
objective opinions regarding the fairness of financial reporting. Therefore, the higher the audit quality,
the greater the likelihood that the auditor will issue an opinion that accurately reflects the company’s
financial condition. In other words, high-quality audits enhance the accuracy and reliability of audit
opinions.

Empirical evidence from Al-Shaer and Zaman [20] confirms that audit quality significantly
influences stakeholder perceptions and enhances the credibility of financial reporting, particularly in
highly regulated sectors. Their findings suggest that the presence of competent and high-integrity
auditors strengthens trust in both financial statements and the audit opinions issued. Similar findings
are reported by Chan, et al. (217 who identify a positive correlation between audit quality and the
accuracy of audit opinions, especially going concern assessments. In contexts where institutional
investor attention is low, auditors tend to issue less accurate opinions and adopt a more lenient stance
toward internal control weaknesses and reporting errors. These findings reinforce the importance of
audit quality as a critical determinant of auditor objectivity and audit opinion accuracy.

Furthermore, Golmohammadi Shuraki, et al. [227] find that higher financial reporting quality and
greater comparability across reports reduce the likelihood of auditors issuing modified audit opinions.
This finding reinforces the notion that audit quality is positively associated with audit opinion accuracy,
as auditors working with transparent and comparable information are more confident in issuing
appropriate opinions regarding the client’s financial condition.

Abdelhak and Hussainey [237 further demonstrate that audit quality, joint audit, gender diversity,
and board independence have a positive impact on segment disclosure levels, reinforcing the view that
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stronger audit and governance mechanisms enhance the transparency and granularity of financial
reporting.
Hypothesis 1 (H1): Audit quality has a positive effect on audit opinion.

2.6. Sustarnability Disclosure and Audit Opinion

Sustainability disclosure reflects a firm’s commitment to transparency in reporting its
environmental, social, and governance (EESG) performance. Although this information is non-financial in
nature, sustainability disclosure can serve as a positive signal to stakeholders, including auditors,
regarding the integrity and accountability of management.

According to Michelon, et al. [247] sustainability disclosure can enhance perceptions of a firm’s
credibility and integrity, thereby indirectly influencing auditors’ judgments in issuing audit opinions. In
assessing audit risk, auditors also consider non-financial factors such as the ESG practices disclosed by
the firm. Wang, et al. [257] provide empirical evidence that strong ESG performance significantly
reduces the likelihood of a modified audit opinion (MAO). Their study further reveals that less
experienced auditors tend to rely more heavily on ESG information in decision-making, whereas more
experienced auditors are guided primarily by their professional judgment. Additionally, ESG
performance can improve the quality of financial reporting, which acts as a mediating factor in lowering
the probability of receiving a MAO.

Bamel, et al. [267 further support this by demonstrating a positive and significant relationship
between ESG disclosure and firm performance across multiple indicators, suggesting that
comprehensive ESG practices enhance overall corporate performance and stakeholder confidence.

Similar findings are reported by Diab and Eissa [187 who examined firms listed on the Egyptian
stock exchange. They found that companies with strong ESG performance are more likely to engage
Big Four auditors and significantly less likely to receive modified audit opinions. This reinforces the
view that robust ESG practices promote better governance and reporting quality, which in turn lead to
more favorable audit outcomes. Additional evidence from Xiao and Shailer [277] suggests that the
credibility of sustainability reports is strongly influenced by stakeholder perceptions of the reliability of
information sources and the alignment of message content with governance values. Auditors who
perceive ESG disclosures as substantive and accompanied by external assurance tend to exhibit greater
confidence in issuing objective audit opinions.

Ozili [287) show that audit committee independence and financial expertise significantly enhance the
quality and credibility of ESG disclosures, thereby increasing stakeholders’ trust in the firm’s
sustainability reporting and reducing perceived audit risk.

Further empirical support is provided by Applebaum, et al. (297 who introduce the concept of
“double materiality,” wherein ESG information is considered relevant both in terms of its financial
implications and its broader impact on society and the environment. This perspective reinforces the
position of ESG as a critical factor in audit risk assessment and opinion formation. Garcia, et al. [30]
also show that CSR disclosure increases audit complexity, prompting auditors to conduct more
thorough risk evaluations before issuing their opinions. In this context, ESG information is perceived as
an important indicator of managerial integrity. Additionally, Ngelo, et al. [317] find that CEOs with
prior auditing experience are more likely to ensure that CSR disclosures are of higher quality and
aligned with established standards. This reflects a strong commitment to accountability principles and
enhances auditors’ confidence. Finally, in their experimental literature review,, Misiuda and Lachmann
[82] confirm that credible sustainability reports positively influence the perceptions of external
stakeholders, including auditors and investors, in making risk-based and integrity-driven decisions.

Thus, although sustainability disclosure is not an explicit component of audited financial
statements, it is increasingly regarded as a key indicator of a company’s commitment to accountability
and transparency. This has important implications for auditors, who are paying growing attention to
sustainability-related information as part of audit risk assessment and opinion formulation.
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A study by Badlaoui, et al. [83] provides evidence that modified audit opinions (MAOs) have a
significant impact on investor decision-making in developed countries and serve as negative signals
related to financial reporting risk and integrity. These findings underscore the importance of non-
financial information, including ESG disclosure, in shaping both public and professional perceptions of a
company’s condition. Accordingly, companies that disclose sustainability information adequately may be
perceived as having lower audit risk and are therefore more likely to receive unmodified audit opinions.

Furthermore, Ismalil, et al. [347] demonstrate that effective internal governance mechanisms—such
as audit committees and internal audit functions—contribute to strengthened internal controls and
reduced financial reporting delays, both of which influence auditors’ perceptions of risk. When linked to
sustainability disclosure, strong ESG practices can be viewed as indicators of sound corporate
governance, thereby indirectly enhancing auditors’ confidence in the reliability of a company’s financial
statements.

Hypothesis 2 (H2): Sustainability disclosure has a positive effect on audit opinion.

2.7. Financial Risk as a Mediating Variable

Financial risk reflects the level of uncertainty regarding a company’s ability to meet its financial
obligations. Firms with high financial risk are more likely to receive cautious audit opinions, such as
modified opinions with a going concern emphasis. High audit quality and effective sustainability
disclosure can help reduce auditors’ perceptions of financial risk.

In this context, Almaqoushi and Powell [357 find that debt defaults and opinion shopping positively
influence the issuance of going concern audit opinions. This indicates that high financial risk—as
reflected in a firm’s failure to meet debt obligations—increases the likelihood of receiving a going
concern opinion. Therefore, financial risk may serve as a mediating variable in the relationship between
audit quality, sustainability disclosure, and audit opinion.

In the context of the relationship between audit quality, ESG, and audit opinion, Muhmad, et al.
[36] writing in AAMJAF, find that audit firm rotation and transitions to Big Four auditors
significantly enhance audit quality and reduce the potential for bias in auditor judgments. This suggests
that improvements in audit quality can help detect and mitigate financial risk, particularly in firms with
exposure to going concern uncertainties.

Furthermore, Ismail, et al. [847 argue that strengthening internal audit functions and enhancing
audit committee effectiveness significantly reduce the risk of financial reporting delays, which are
closely related to a firm’s internal financial risk management. This suggests that strong internal
monitoring structures—including credible sustainability disclosures—can serve as positive signals to
auditors when assessing a client’s risk profile.

Hypothesis 3 (H3): Audit quality has a negative effect on financial risk.
Hypothesis 4 (H4): Sustainability disclosure has a negative effect on financial risk.
Hypothesis 5 (H5): Financial risk has a negative effect on audit opinion.

2.8. Firm Value as a Mediating Variable

Firm value reflects the market’s perception of an entity’s financial health and future prospects. It
serves as an important indicator for investors in assessing business continuity and managerial
performance. In the audit context, firm value can function as an indirect signal that influences the
auditor’s confidence in the company’s going concern status.

High-quality audits not only enhance the reliability of financial reporting but also shape market
perceptions of firm value. Competent and independent auditors can send positive signals to stakeholders
regarding the trustworthiness of financial statements, thereby strengthening market valuation. Raimo,
et al. [197] emphasize that high audit quality—measured through various proxies such as timely
reporting and low error rates—is positively correlated with investor perceptions of corporate
credibility. Therefore, audit quality can contribute to improved firm value by reinforcing market trust
and reducing information risk.
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Similarly, sustainability disclosure plays a critical role in building corporate reputation and creating
long-term value. Transparent and strategic ESG practices are perceived as signals of a company’s
commitment to addressing environmental, social, and governance risks. These practices can strengthen
stakeholder loyalty and attract long-term-oriented investors. Prior research has shown that firms with
high levels of sustainability disclosure tend to enjoy stronger reputations and lower reputational risk,
both of which contribute to higher market valuation.

Yang [87] further supports this by demonstrating that high-quality ESG disclosure positively
impacts corporate value by reducing information asymmetry, enhancing corporate reputation,
optimizing risk management, and promoting sustainable development.

Vaihekoski and Yahya [387 further reinforce this relationship by showing that ESG scores have a
more pronounced positive effect on firm valuation when firms are audited by Big Four auditors,
suggesting that audit quality enhances the credibility of ESG assessments and strengthens investor
confidence.

A study by Almaqoushi and Powell [857 reinforces this relationship by showing that firms with
high-quality audit committees tend to have higher firm value, as measured by Wang, et al. [257] ratio.
This quality reflects the effectiveness of oversight in financial reporting and sustainability disclosure—
both of which are critical foundations for investors in assessing a firm’s intrinsic value. These findings
suggest that strong governance mechanisms promote the integrity of reporting and ESG disclosure,
ultimately enhancing firm value.

Moreover, firm value may also influence the audit opinion issued by auditors. Companies with high
market value are often associated with strong performance and favorable prospects, thereby increasing
auditors’ confidence in the entity’s going concern status. Conversely, a significant decline in firm value
may serve as an early indicator of going concern risk, increasing the likelihood of a modified audit
opinion. Therefore, firm value can act as a mediating variable that links the effects of audit quality and
sustainability disclosure to audit opinion.

Hypothesis 6 (H6): Audit quality has a positive effect on firm value.

Hypothesis 7 (H7): Sustainability disclosure has a positive effect on firm value.

Hypothesis 8 (H8): Firm value has a positive effect on audit opinion.

3. Research Methodology
3.1. Research Design and Approach

This study employs a quantitative explanatory approach to examine the causal relationships among
audit quality, sustainability disclosure, financial risk, firm value, and audit opinion. The study is
hypothesis-testing in nature and aims to identify both direct and indirect effects of independent
variables on the dependent variable through mediating variables.

The PLS-SEM method is particularly appropriate for this study due to the relatively small sample
size and the exploratory nature of the research model, which involves multiple mediation paths.

3.2. Population and Sample
The population of this study consists of all non-bank state-owned enterprises (SOEs) listed on the
Indonesia Stock Exchange (IDX) during the period 2019 to 2023. The focus on non-bank SOEs is due
to their distinct characteristics in terms of governance structures, ownership models, and reporting
transparency obligations, which differ significantly from those of SOEs in the financial sector, such as
banks and insurance companies.
The sample was selected using a purposive sampling technique, based on the following criteria:
1. The company is a non-bank SOE that was consistently listed on the IDX during the 2019—2023
period;
2. The company publishes both annual reports and sustainability reports (stand-alone or
integrated);
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3. Complete data are available for all variables examined in this study, including audit opinion,
auditor reputation, sustainability disclosure, financial risk, and firm value.
Based on these criteria, a total of 20 companies were selected as the research sample. Using
annual data over five observation years (2019-2023), the study comprises 100 observations (20
companies X 5 years), which are analyzed as panel data.

3.3. Definition and Measurement of Variables
This study involves five main variables: audit quality (Xi), sustainability disclosure (X2), financial
risk (Z1), firm value (Z2), and audit opinion (Y). The operational definitions and measurement methods
tor each variable are described as follows:
1. Audit Quality (X1)
Audit quality is defined as the auditor’s ability to detect and report material misstatements
in financial statements (DeAngelo, 1981). In this study, audit quality is measured based on
the reputation of the public accounting firm (PAF), using a dummy variable: code 1 if the
company is audited by a Big Four firm, and code 0 if audited by a non-Big Four firm. This
approach is commonly used to represent auditor independence, competence, and objectivity
r167.
2. Sustainability Disclosure (X2)
Sustainability disclosure refers to the extent to which a company reports information on its
environmental, social, and governance (ESG) performance. It is assessed using an index
based on the Global Reporting Initiative (GRI) standards by calculating the ratio of
disclosed items to the total number of GRI-recommended items [247]. This measurement is
widely used in studies examining the credibility and transparency of sustainability reports
[257].
3. Financial Risk (Z1)
Financial risk reflects a firm’s capacity to meet its short- and long-term financial
obligations. It is measured using the Debt to Equity Ratio (DER), which is the ratio of total
liabilities to total equity. DER is frequently used in prior studies as an indicator of financial
pressure and going concern risk [9, 217.
4. Firm Value (Z2)
Firm value represents the market’s perception of a company’s long-term performance and
prospects. It is measured using the Tobin’s Q ratio, which compares the firm’s market value
(market capitalization plus total liabilities) to the book value of its assets. This ratio is a
popular indicator for assessing a company’s economic value in many studies [18, 357].
5. Audit Opinion (Y)
An audit opinion is the auditor’s official statement regarding the fairness of a company’s
financial statements. This variable is categorized as binary, with code 1 representing an
unqualified opinion and code O representing any other type of opinion. This dichotomous
measurement is commonly used to assess whether a company is considered to have a viable
going concern status [25, 337.

3.4. Data Analysis Technique

Data analysis in this study was conducted using the Partial Least Squares—Structural Equation
Modeling (PLS-SEM) approach. This method was chosen due to several advantages: (1) it allows the
simultaneous testing of multiple variable relationships, (2) it can handle models involving latent
variables and mediation paths, and (3) it is suitable for data with non-normal distributions and small to
medium sample sizes. Furthermore, PLS-SEM is considered more flexible for evaluating predictive and
exploratory models, which aligns with the characteristics of this study's research framework.

Data analysis was carried out using the SmartPLS version 3.0 software, following these steps:
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Testing convergent and discriminant validity;
Testing composite reliability;
Evaluating the outer model and inner model;
Testing direct effects and indirect (mediation) effects.
To provide a more Comprehenswe assessment of the structural model’s quality, the analysis also
included the evaluation of effect size (f*) and predictive relevance (Q?).
e The f* value measures the magnitude of each independent variable’s contribution to the
dependent variable in the model.
e The Q? value, calculated using the blindfolding procedure, assesses the model’s predictive
accuracy for endogenous constructs.
A model is considered to have adequate predictive relevance if Q* > 0, and the magnitude of an effect is
categorized as small (f* = 0.02), medium (f* > 0.15), or large (f* > 0.35), as suggested by Hair, et al.

[397.

B o~

4. Research Results and Discussion
4.1. Descriptive Statistics
Descriptive statistics are used to provide an initial overview of the data distribution for each
research variable: audit quality, sustainability disclosure, financial risk, firm value, and audit opinion.
The table below presents the minimum, maximum, mean, and standard deviation values for all

variables observed over the five-year period (2019—2023) for 20 non-bank state-owned enterprises
(SOEs):

Table 1.

Descriptive Statistics of Research Variables.

Variable Mean | Min. | Max. | Standard Deviation (SD)
Audit Quality (dummy) 0.72 0 1 0.45
Sustainability Disclosure (GRI Index) 0.61 0.28 | 0.90 0.15

Financial Risk (Debt to Equity Ratio - DER) 1.75 | 0438 | 4.82 0.89

Firm Value (Tobin’s Q) 1.26 | 0.71 | 2.90 0.51

Audit Opinion (dummy) 0.89 0 1 0.31

The average audit quality score of 0.72 indicates that the majority of non-bank SOEs in the sample
were audited by Big Four public accounting firms. This reflects a tendency among public sector entities
to engage highly reputable auditors to enhance the credibility of their financial statements.

The average score for sustainability disclosure is 0.61 (on a 0—1 scale), suggesting that while
sustainability reporting practices are increasingly being adopted, the quality and depth of the disclosed
information remain suboptimal.

For financial risk, the average Debt to Equity Ratio (DER) is 1.75, indicating moderate leverage.
However, some companies exhibit high DER values (with a maximum of 4.82), which warrants
attention from auditors when assessing going concern risks.

The average firm value, measured by Tobin’s Q, is 1.26, implying that the market generally values
these companies above the book value of their assets. This reflects a positive investor perception of SOE
performance, although variations exist across firms.

Lastly, the average audit opinion score of 0.89 shows that most companies received unqualified audit
opinions, reflecting a relatively high level of reporting compliance. Nevertheless, the dominance of
unqualified opinions warrants further analysis, as it may reflect conservative auditor behavior in the
public sector context.
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4.2. Evaluation of the Outer Model

The outer model evaluation was conducted to assess the extent to which the indicators used in the
study accurately represent the latent constructs. In the context of PLS-SEM, the outer model
assessment includes testing for convergent validity, discriminant validity, and construct reliability.

The results show that all indicators have loading factor values greater than 0.70, indicating a strong
correlation between the indicators and their respective constructs, thus meeting the criteria for
convergent validity [397].

Furthermore, the Average Variance Extracted (AVE) values for each construct exceed 0.50,
suggesting that more than 50% of the variance in the indicators is explained by the corresponding latent
construct. This also satisfies the minimum threshold for convergent validity.

In terms of reliability, the Composite Reliability (CR) values for all constructs are above 0.70,
indicating a high level of internal consistency among the indicators. These results suggest that the
constructs used in the model are reliable.

Table 2.

Outer Model Evaluation.

Construct Indicator Loading AVE CR
Audit Quality AQ1 0.76 0.63 0.84
Audit Quality AQ2 0.77 0.63 0.84
Sustainability Disclosure SD1 0.83 0.68 0.87
Sustainability Disclosure SD2 0.80 0.68 0.87
Sustainability Disclosure SD3 0.75 0.68 0.87
Financial Risk FR1 0.78 0.60 0.82
Financial Risk FR2 0.81 0.60 0.82
Firm Value FVi 0.85 0.66 0.86
Firm Value FVe 0.77 0.66 0.86
Audit Opinion AO1 0.88 0.70 0.90

Overall, the results of the outer model evaluation indicate that the measurement model in this study
satisfies the criteria for validity and reliability, allowing the analysis to proceed to the inner model
evaluation to test the relationships among the latent constructs.

4.8. Evaluation of the Inner Model and Hypothesis Testing
The inner model evaluation aims to assess the structural relationships among the latent constructs
based on the SmartPLS output, using the bootstrapping procedure.

Table 3.

Inner Model Evaluation and Hypothesis Testing.

Hypothesis Path Coefficient | t-statistic | p-value | Conclusion

H1: Audit Quality — Audit Opinion 0.31 2.45 0.015 Significant

H2: Sustainability Disclosure — Audit Opinion 0.08 1.12 0.261 Not Significant

H3: Audit Quality — Financial Risk -0.12 1.56 0.120 Not Significant

H4« Sustainability Disclosure — Financial Risk -0.09 1.38 0.185 Not Significant
5: Financial Risk — Audit Opinion -0.04 0.89 0.874 Not Significant

Heé: Audit Quality — Firm Value 0.42 3.21 0.001 Significant

H7: Sustainability Disclosure — Firm Value 0.11 1.45 0.151 Not Significant

Hs: Firm Value — Audit Opinion 0.28 2.73 0.007 | Significant

Table 3 presents the results of the path coefficient analysis, including t-statistics, p-values, and the
significance of each proposed hypothesis. Based on the analysis, three structural paths are found to be
statistically significant:

1. H1: Audit quality has a positive and significant effect on audit opinion (f = 0.31; p = 0.015),
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2. Heé: Audit quality also has a positive effect on firm value (f = 0.42; p = 0.001), and
3. HS8: Firm value has a positive effect on audit opinion (f = 0.28; p = 0.007).

These results support the notion that audit quality plays a critical role in influencing audit opinion,
both directly and indirectly through firm value. In contrast, the effects of sustainability disclosure on
audit opinion (H2) and firm value (H7) are not statistically significant. This suggests that ESG
disclosure practices have yet to be fully considered by auditors in forming audit opinions and remain
insufficiently influential in shaping market perceptions of firm value.

Financial risk does not appear to play a significant role either as a mediating variable or through
direct pathways. This is evident from the non-significant results of H3, H4, and H5, indicating that
auditors may rely more on non-financial considerations when assessing going concern risk in the
context of SOEs.

Overall, these findings highlight the central role of audit quality and firm value as the key
determinants of audit opinion among non-bank state-owned enterprises in Indonesia.

4.4. Discussion

The hypothesis testing results show that audit quality has a positive and significant effect on audit
opinion (H1). This finding supports the argument that high-quality auditors—particularly those from
Big Four firms—possess greater competence and independence in objectively evaluating the fairness of
financial statements [217. This result also aligns with agency theory, which views high-quality audits
as an external monitoring mechanism to mitigate conflicts of interest between managers and owners
[16].

Conversely, sustainability disclosure does not have a significant effect on audit opinion (H2).
Although theoretically, ESG disclosure may act as a positive signal of managerial integrity (signaling
theory), this finding suggests that sustainability information has not yet been fully considered by
auditors in audit risk assessments or opinion decisions. This may be due to the incomplete integration of
sustainability reporting practices into formal audit standards among SOLEs, or because auditors continue
to prioritize financial factors in their evaluations [24, 297].

Regarding the mediating role, financial risk does not exhibit significant relationships with other
variables (H3, H4, H5). This indicates that leverage (measured by DER) is not a strong enough
indicator to shape auditors” perceptions of risk. It also reinforces the assumption that, particularly in the
context of SOEs, auditors may take into account non-financial considerations such as corporate
reputation, institutional interventions, or political stability when evaluating going concern risks.

In contrast, firm value plays a significant role in two pathways: it is influenced by audit quality (H6)
and affects audit opinion (H8). This implies that auditors are likely to consider market perceptions of a
firm’s performance and prospects as part of their audit judgments. This finding supports the signaling
theory perspective, wherein a higher firm value reflects greater public trust and sound corporate
governance, thereby increasing auditors’ confidence in the client’s going concern status [857.

Meanwhile, the effect of sustainability disclosure on firm value (H7) is not significant, indicating
that investors and market stakeholders may not yet fully incorporate ESG disclosure into their
assessments of long-term firm value. This is consistent with prior research in emerging markets, where
the integration of ESG factors into market valuation remains at an early stage [187].

Overall, the findings of this study suggest that audit quality continues to play a dominant role in
shaping audit opinions, both directly and indirectly through firm value. In contrast, the effectiveness of
sustainability disclosure needs to be strengthened in order to provide meaningful contributions to
market perceptions and auditor evaluations. These findings highlight the ongoing challenge for SOEs in
integrating sustainable governance principles into a more holistic financial accountability system.
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5. Conclusion and Implications
5.1. Conclusion

This study aimed to examine the effect of audit quality and sustainability disclosure on audit
opinion, with financial risk and firm value considered as mediating variables, in the context of non-bank
state-owned enterprises (SOEs) listed on the Indonesia Stock Exchange during the period 2019-2023.

The findings indicate that audit quality has a positive and significant effect on audit opinion,
suggesting that reputable auditors, such as those from Big Four accounting firms, have greater capacity
to detect risks and issue objective opinions on the financial statements of SOEs.

In contrast, sustainability disclosure does not have a significant effect on either audit opinion or firm
value. This suggests that ESG disclosure practices among SOEs have not yet had a substantial impact
on auditor or market perceptions—possibly due to the incomplete integration of sustainability reporting
into risk and valuation assessment frameworks.

Meanwhile, firm value is shown to serve as a significant mediating variable, acting as an indirect
channel through which audit quality influences audit opinion. This finding supports the notion that
market perceptions of a company’s prospects serve as an additional consideration in auditors’ going
concern assessments.

On the other hand, financial risk does not function as a mediating variable, indicating that company
leverage is not yet a dominant basis for auditors when issuing opinions, particularly in the context of
state-owned entities.

5.2. Implications

This study offers several theoretical and practical implications:

a) Theoretical Implications
This research contributes to the literature on the determinants of audit opinion by integrating
firm value as an indirect mediating variable of audit quality within the framework of agency and
signaling theories. The findings confirm that market mechanisms—in the form of perceptions
regarding firm value—play a role in reinforcing the relationship between external governance
and auditor judgment.

b) Practical Implications
For practitioners and regulators, the results underscore the importance of maintaining and
enhancing audit quality within public sector entities, as auditor reputation can significantly
influence both market perceptions and audit opinions. Additionally, although sustainability
disclosure does not yet show a direct impact, firms should continue improving the quality of
their ESG reporting to ensure it becomes more economically meaningful and accountable to
both auditors and broader stakeholders.

5.8. Limitations and Directions for Future Research
This study has several limitations that should be acknowledged. First, the scope of the sample is
limited to non-bank state-owned enterprises (SOEs) listed on the Indonesia Stock Exchange, which
restricts the generalizability of the findings to private or non-listed firms. Second, the measurement of
sustainability disclosure and financial risk relies on quantitative approaches based on ratios and indices,
which may not fully capture the qualitative and contextual aspects of ESG practices and risk exposure.
Based on these limitations, future research is recommended to:
1. Expand the sample scope to include private sector firms or cross-industry comparisons in order
to obtain a more comprehensive understanding.
2. Incorporate a mixed-methods approach or qualitative analysis, such as interviews with auditors
or risk managers, to gain deeper insights into real-world perceptions and practices related to
sustainability integration in the audit process.
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3. Examine the moderating effects of variables such as corporate governance eftectiveness,
organizational complexity, or institutional factors in the relationship between audit quality and
audit opinion.

Accordingly, future studies are expected to broaden theoretical understanding and offer more
comprehensive practical contributions in the fields of auditing and sustainability reporting.

Transparency:

The authors confirm that the manuscript is an honest, accurate, and transparent account of the
study; that no vital features of the study have been omitted; and that any discrepancies from
the study as planned have been explained. This study followed all ethical practices during writing.

Acknowledgements:

This article is derived from the doctoral dissertation of the first author at the Doctoral Program in
Economics, Faculty of Economics and Business, Universitas 17 Agustus 1945 Surabaya. The authors
express their sincere gratitude to the academic supervisors and dissertation committee members for
their valuable insights and constructive feedback during the research process.

Copyright:
© 2025 by the authors. This open-access article is distributed under the terms and conditions of the
Creative Commons Attribution (CC BY) license (https://creativecommons.org/licenses/by/4.0/).

References

1] J. R. Francis, "What exactly do we mean by audit quality?," Accounting in Europe, vol. 21, no. 2, pp. 123-133, 2024.
https://doi.org/10.1080/17449480.2023.2247410

re] F. Imen and J. Anis, "The moderating role of audit quality on the relationship between auditor reporting and

earnings management: Empirical evidence from Tunisia," EuroMed Journal of Business, vol. 16, no. 4, pp. 416-430,
2021. https://doi.org/10.1108/EMJB-03-2020-0024

[s] M. Carp and C. Istrate, "Audit quality under influences of audit firm and auditee characteristics: evidence from the
Romanian regulated market," Sustainability, vol. 13, no. 12, p. 6924, 2021. https://doi.org/10.3390/su13126924

[4] J. Caruana and M. Kowalczyk, "The quest for audit quality in the public sector," Accounting in Europe, vol. 18, no. 1,
pp. 1-25, 2021. https://doi.org/10.1080/17449480.2020.1757731

[5] B. Cuadrado-Ballesteros and M. Bisogno, "Public sector accounting reforms and the quality of governance," Public
Money & Management, vol. 41, no. 2, pp. 107-117, 2021. https://doi.org/10.1080/09540962.2020.1724665

r6] C. J. Cordery and D. C. Hay, "Public sector audit in uncertain times," Financial Accountability & Management, vol. 38,
no. 3, pp. 426-446, 2022. https://doi.org/10.1111/faam.12299

7] G. Mattei, G. Grossi, and J. Guthrie AM, "Exploring past, present and future trends in public sector auditing

research: A literature review," Meditari Accountancy Research, vol. 29, no. 7, pp. 94-134, 2021.
https://doi.org/10.1108/ MEDAR-09-2020-1008

[8] J. Lin, "Does the disclosure of key audit matters improve the audit quality for sustainable development: Empirical
evidence from China," Plos one, vol. 18, no. 5, p. 0285340, 2023. https://doi.org/10.1371/journal.pone.0285340

[9] O. Pasko, L. Zhang, A. Oriekhova, V. Aleksanyan, M. Hordiyenko, and Y. Tkal, "Do financial auditors impact
sustainability reporting? The effects of big four financial audits on the quality of CSR reports in China," Intellectual
Economics, vol. 17, no. 2, pp. 330-361, 2023. https://doi.org/10.13165/I1E-23-17-2-05

[10] R. Zaman, M. B. Farooq, F. Khalid, and Z. Mahmood, "Examining the extent of and determinants for sustainability
assurance quality: The role of audit committees," Business Strategy and the Environment, vol. 30, no. 7, pp. 2887-2906,
2021. https://doi.org/10.1002/bse.2777

117 T. Gerwing, P. Kajiiter, and M. Wirth, "The role of sustainable corporate governance in mandatory sustainability
reporting quality," Journal of Business Economics, vol. 92, no. 3, pp. 517-5565, 2022. https://doi.org/10.1007/s11573-
022-01092-x

[12] Z. Feng and Z. Wu, "ESG disclosure, REIT debt financing and firm value," The Journal of Real Estate Finance and
Economics, vol. 67, no. 3, pp. 388-422, 2023. https://doi.org/10.1007/s11146-021-09857-x

Edelweiss Applied Science and Technology
ISSN: 2576-8484

Vol. 9, No. 6: 1451-1464, 2025

DOI: 10.55214/25768484.v916.8173

© 2025 by the authors; licensee Learning Gate


https://creativecommons.org/licenses/by/4.0/
https://doi.org/10.1080/17449480.2023.2247410
https://doi.org/10.1108/EMJB-03-2020-0024
https://doi.org/10.3390/su13126924
https://doi.org/10.1080/17449480.2020.1757731
https://doi.org/10.1080/09540962.2020.1724665
https://doi.org/10.1111/faam.12299
https://doi.org/10.1108/MEDAR-09-2020-1008
https://doi.org/10.1371/journal.pone.0285340
https://doi.org/10.13165/IE-23-17-2-05
https://doi.org/10.1002/bse.2777
https://doi.org/10.1007/s11573-022-01092-x
https://doi.org/10.1007/s11573-022-01092-x
https://doi.org/10.1007/s11146-021-09857-x

[18]
[197

[20]
[21]
[22]

23]
r24]

[25]

[26]

[27]
[o8]
[29]
[50]
[s1]

[32]
[s3]

[34]

1463

D. Z. X. Huang, "Environmental, social and governance factors and assessing firm value: Valuation, signalling and
stakeholder perspectives," Accounting & Finance, vol. 62, pp. 1983-2010, 2022.

M. A. Bakri, "Moderating effect of audit quality: The case of dividend and firm value in Malaysian firms," Cogent
Business & Management, vol. 8, no. 1, p. 2004807, 2021. https://doi.org/10.1080/23311975.2021.2004807

M. C. Jensen and W. H. Meckling, "Theory of the firm: Managerial behavior, agency costs and ownership structure,"
Journal of Financial Economics, vol. 3, no. 4, pp. 305—3860, 1976. https://doi.org/10.1016/0304-405X(76)90026-X

J. K. Olowookere, Q. A. Lawal, and A. A. Siyanbola, "Implications of Audit Quality on Agency Conflicts: Evidence
from Nigeria," Studies in Business and Economics, vol. 26, no. 1, pp. 5-27, 2023.

M. Saghafi, M. Faghani, A. Nonahal Nahr, and N. Bashirimanesh, "Audit fees, detection of accounting misstatements
and financial reporting quality: Examining the audit fee pressure theory and agency theory," International Journal of
Finance & Managerial Accounting, vol. 7, no. 25, pp. 125-140, 2022.

A. Diab and A. M. Eissa, "ESG performance, auditor choice, and audit opinion: Evidence from an emerging market,"
Sustainability, vol. 16, no. 1, p. 124, 2023. https://doi.org/10.3390/5u16010124

N. Raimo, F. Vitolla, A. Marrone, and M. Rubino, "Do audit committee attributes influence integrated reporting
quality? An agency theory viewpoint," Business Strategy and the Environment, vol. 30, no. 1, pp. 522-534, 2021.
https://doi.org/10.1002/bse.2635

H. Al-Shaer and M. Zaman, "CEO compensation and sustainability reporting assurance: Evidence from the UK,"
Journal of Business Ethics, vol. 158, pp. 238-252, 2019. https://doi.org/10.1007/510551-017-3735-8

D. K. Chan, X. Li, and Q. Xin, "Institutional investor inattention and audit quality," Journal of Accounting and Public
Policy, vol. 40, no. 3, p. 106857, 2021. https://doi.org/10.1016/j.jaccpubpol.2021.106857

M. Golmohammadi Shuraki, O. Pourheidari, and M. Azizkhani, "Accounting comparability, financial reporting
quality and audit opinions: evidence from Iran," Asian Review of Accounting, vol. 29, no. 1, pp. 42-60, 2021.
https://doi.org/10.1108/ARA-06-2020-0087

E. E. Abdelhak and K. Hussainey, "The impact of audit quality and corporate governance on financial segment
disclosure in Egypt," International Journal of Financial Studies, vol. 13, no. 2, p. 57, 2025.

G. Michelon, M. Rodrigue, and E. Trevisan, "The marketization of a social movement: Activists, shareholders and
CSR disclosure," Accounting, Organizations and Soctety, vol. 80, p- 101074, 2020.
https://doi.org/10.1016/).205.2019.101074

X. Wang, X. Song, and M. Sun, "How does a company’s ESG performance affect the issuance of an audit opinion? the
moderating role of auditor experience," International Journal of Environmental Research and Public Health, vol. 20, no. 5,
p. 3878, 2023. https://doi.org/10.8390/ijerph20053878

N. Bamel, K. Khatri, U. Bamel, and S. Kumar, "ESG disclosure and firm performance in global south economy: Does
industry profile and board independence moderate the relationship," International Review of Economics & Finance, vol.
100, p. 104098, 2025. https://doi.org/10.1016/].iref.2025.104093

X. Xiao and G. Shailer, "Stakeholders’ perceptions of factors affecting the credibility of sustainability reports," The
British Accounting Review, vol. 54, no. 1, p. 101002, 2022. https://doi.org/10.1016/j.bar.2021.101002

P. K. Ozili, "Impact of monetary policy on financial inclusion in emerging markets," Journal of Risk and Financial
Management, vol. 16, no. 7, p. 303, 2023. https://doi.org/10.8390/jrfm16070303

D. Applebaum, H. K. Duan, H. Hu, and T. Sun, "The double materiality audit: Assurance of ESG disclosure," SSRN
Electronic Journal, 2024. https://doi.org/10.2189/ssrn.4367032

J. Garcia, C. de Villiers, and L. Li, "Is a client's corporate social responsibility performance a source of audit
complexity?," International Journal of Auditing, vol. 25, no. 1, pp. 75-102, 2021. https://doi.org/10.1111/ijau.12207

A. A. Ngelo, Y. Permatasari, S. Z. A. Rasid, I. Harymawan, and W. F. Ekasari, "Ex-auditor CEOs and corporate
social responsibility (CSR) disclosure: Evidence from a voluntary period of sustainability report in Indonesia,"
Sustainability, vol. 14, no. 18, p. 11418, 2022. https://doi.org/10.3390/su141811418

M. Misiuda and M. Lachmann, "Investors’ perceptions of sustainability reporting—a review of the experimental
literature," Sustainability, vol. 14, no. 24, p. 16746, 2022. https://doi.org/10.8390/s5u142416746

A. E. Badlaoui, M. Cherqaoui, and I. Er-Rami, "Market reaction to modified audit opinions: a systematic literature
review in both developed and developing countries," Asian Academy of Management Journal of Accounting and Finance,
vol. 19, no. 1, pp. 287-317, 2023.

R. Ismail, N. Mohd-Saleh, and R. Yakob, "Audit committee effectiveness, internal audit function and financial
reporting lag: evidence from Malaysia," Asian Academy of Management Journal of Accounting and Finance, vol. 18, no. 2,
pp. 169-1938, 2022. https://doi.org/10.21315/aamjaf2022.18.2.8

Edelweiss Applied Science and Technology
ISSN: 2576-8484

Vol. 9, No. 6: 1451-1464, 2025

DOI: 10.55214/25768484.v916.8173

© 2025 by the authors; licensee Learning Gate


https://doi.org/10.1080/23311975.2021.2004807
https://doi.org/10.1016/0304-405X(76)90026-X
https://doi.org/10.3390/su16010124
https://doi.org/10.1002/bse.2635
https://doi.org/10.1007/s10551-017-3735-8
https://doi.org/10.1016/j.jaccpubpol.2021.106857
https://doi.org/10.1108/ARA-06-2020-0087
https://doi.org/10.1016/j.aos.2019.101074
https://doi.org/10.3390/ijerph20053878
https://doi.org/10.1016/j.iref.2025.104093
https://doi.org/10.1016/j.bar.2021.101002
https://doi.org/10.3390/jrfm16070303
https://doi.org/10.2139/ssrn.4367032
https://doi.org/10.1111/ijau.12207
https://doi.org/10.3390/su141811418
https://doi.org/10.3390/su142416746
https://doi.org/10.21315/aamjaf2022.18.2.8

[37]
[388]

[397

1464

W. Almagqoushi and R. Powell, "Audit committee quality indices, reporting quality and firm value," Journal of Business
Finance & Accounting, vol. 48, no. 1-2, pp. 185-229, 2021. https://doi.org/10.1111/jbfa.12478

S. N. Muhmad, A. M. Ariff, N. A. Majid, and K. A. Kamarudin, "Product market competition, corporate governance
and esg," Asian Academy of Management Journal of Accounting and Finance, vol. 17, no. 1, pp. 63-91, 2021.
https://doi.org/10.21315/aamjaf2021.17.1.3

J. Yang, "Study on the impact of ESG disclosure quality on corporate value," Transactions on Economics, Business and
Management Research, 2024. https://doi.org/10.62051/e1cqab70

M. Vaihekoski and H. Yahya, "Environmental, social, and governance (ESG) and firm valuation: The moderating role
of audit quality," Jowrnal of Risk and Financial Management, vol. 18, no. 8, p. 148, 2025.
https://doi.org/10.8390/jrtm18030148

J. F. Hair, M. Sarstedt, and C. M. Ringle, "Partial least squares structural equation modeling. In handbook of market

’

research." Cham: Springer International Publishing, 2021, pp. 587-632.

Edelweiss Applied Science and Technology
ISSN: 2576-8484

Vol. 9, No. 6: 1451-1464, 2025

DOI: 10.55214/25768484.v916.8173

© 2025 by the authors; licensee Learning Gate


https://doi.org/10.1111/jbfa.12478
https://doi.org/10.21315/aamjaf2021.17.1.3
https://doi.org/10.62051/e1cqab70
https://doi.org/10.3390/jrfm18030148

