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ABSTRACT

In this paper, we present the results of an empirical study which analyzes the reasons
why some companies with certain corporate characteristics, after having changed their
external auditor, choose one of the Big Four auditing firms in Mexico. For this purpose,
we have estimated a logistic regression model, using an observable sample of 972
annual reports, belonging to a total of 135 companies listed on the Mexican Stock
Exchange, during the period from 2000 to 2007. The results indicate that the
reputation of the external auditor, the quality of the audit, the brand of the audit firm
and the size of the external auditor, are some of the reasons why some companies with
certain corporate characteristics, after having changed their external auditor, choose
one of the Big Four auditing firms in Mexico, better known in the business world, such
as the “Big Four”.
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INTRODUCTION

The international literature indicates that the study on the analysis of the reasons that lead the
audited companies to choose one of the “Big Four” after having made a change of auditor, are
clearly related to the concentrated structure of the market. These studies consider that the
concentrated structure of the audit services market does not arise from an arbitrary decision
process, but that there are powerful economic reasons on the part of the companies that
explain their behavior, as well as the structure of the audit market, to which behavior results
(Zeff and Fossum, 1967; Babishi and Wyman, 1983; Francis, 1984; Simon, 1985; Baber et al,,
1987; Craswell and Taylor, 1991; Bamber, et al, 1993; Beattie and Fearnley, 1994; Corona
Romero et al., 1995; Simunic and Stein, 1995; Taylor, 1997; Garcia-Benau et al., 1998; Beattie,
et al.,, 2003; Taylor and Simon, 2003; Abidin et al.,, 2006 and 2007; Ballas and Fafaliou, et al,,
2008; Shamharir, et al., 2008).

This means that the decisions of companies to choose a given auditor after having changed
their auditor, are decisions that come from a rational model, whose explanatory variables have
been submitted by accounting researchers to important studies during the last decades
(Bedingfiel and Loeb, 1974; Schwartz and Menon, 1985; Simon and Francis, 1988; Beattie,
1989; Haskins and Williams, 1990; DeFond, 1992; Beattie and Fearnley, 1995; Craswell, et al,,
1995; Colbert and Murray, 1998; Abbot and Susan, 2000; Culvenor and Godfrey, 2000; Balsam,
et al.,, 2003; Branson and Breesch, 2004; Blouin, et al., 2006; Aksu, et al., 2007).
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As we justified previously; Not only is it important and necessary to know the reasons that lead
to the audited companies, to choose a certain auditor after having changed his auditor; It also
requires a study about the factors that can induce companies to change auditors (Barton and
Roberts, 1967; Simunic, 1980; DeAngelo, 1981; Chow, 1982; Palmrose, 1986; Simunic and
Stein, 1987; Croswell, 1988; Francis and Wilson, 1988; Albrecht , 1990; Sutton and Lampe,
1990; Turpen, 1990; Carcello, et al., 1992; Beattie and Fearnley, 1995; Moizer, 1997; Moizer, et
al., 1998; Wallace, 1998; Garcia-Benau et al., 2000; Copley and Douthett, 2002; Ruiz Barbadillo
and Gomez Aguilar, 2003; Barton, 2005).

In the international literature, studies on auditor changes are more controversial than those on
the choice of auditor, for the simple reason that after a change there is a deterioration in the
relations between the auditor and his client, the audited company. This fact sometimes affects,
in an important way, between the independence of the auditor and the quality of the audits
carried out. In this regard, published research can be grouped into two main lines of work: I)
the relationship between change and price / quality, and II) actual or potential auditor
changes. In turn, these two broad lines can be framed in four basic ideas such as; 1) the
relationship between change and price of the audit, 2) the relationship between change and the
contracting of a quality audit, 3) the change of auditor due to a deterioration of the auditor-
client relationship, and 4) the real changes or auditor potentials (Barton and Roberts, 1967;
Dopuch, 1984; McConnell, 1984; Smith, 1986; Firth, 1997; Beattie and Fearnley, 1998; Garcia
Benau, et al,, 1999; Hogan and Jeter, 1999; Weets, 1999; Fargher, et al., 2001; Sanchez Segura,
2003; Francis, 2004; Knechel, et al,, 2008; Landsman, et al., 2008).

Now, in relation to the relationship between the change of auditor and the price of the audit,
the studies published in the accounting literature consider that auditor changes are a
dependent variable, while factors such as price and the quality of the audit, are considered as
independent variables, which induce those changes. Thus, if after observing auditor changes, it
is contrasted that the audit fees that companies pay to new auditors are lower than those paid
to the previous auditor, then it can be assumed that auditor changes are motivated for reasons
related to the price of the audit (Simon and Francis, 1988; Wilson and Grimlund, 1990; Johnson
and Lys, 1990; Gregory and Collier, 1996).

In a different sense, other research works have contrasted if, the change of auditor is motivated
by the need to obtain audits with a higher quality. For this purpose, it is verified if the auditor
changes made by companies in certain scenarios demand audits with higher quality. In this
sense, studies that stand out from others are those that; a) relate the change of auditor to the
financial deterioration of the company, based on the hypothesis that the change of auditor is
one of the measures used by the company for its reorganization (Kluger and Shields, 1991;
Wilson et al., 1995; Schwartz and Soo, 1996) or b) changes in agency costs (Francis and Wilson,
1988; De Fond, 1992; Anderson et al., 1993). Finally, there are the studies that have tried to
demonstrate that auditor changes occur as a result of a deterioration of the auditor-client
relationship. This type of study is contrasted, if the change of auditor takes place after the
issuance by the auditor of a qualified audit report, or with a denied opinion or with a negative
opinion (Chow and Rice, 1982; Smith, 1986; Craswell, 1988; Krishman and Stephens, 1995;
Krishman and Krishman, 1996; Krishman et al., 1996; Knap and Elikai, 1988).

The purpose of our empirical study has been to analyzes about the reasons why some
companies with certain corporate characteristics, after a change of auditor towards the Big
Four auditing firms in Mexico. For this matter, we investigate the relationship that exists
between audited companies that have certain corporate characteristics and the direction of
change of auditor towards the election of one of the Big Four auditing firms in Mexico. The
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structure of this paper is as follows: After this introduction, in the second section we have
dedicated it to the review of international literature that analyzes the theoretical arguments of
previous empirical studies about the reasons of the change of auditor. Next, the third section
describes the methodology used. Then, in the fourth section, we present the results obtained
on our empirical study about the reasons why some companies that count in their
organizational structure with certain corporate characteristics, after having changed their
external auditor, choose one of the Big Four auditing firms in Mexico. Finally, in the five section
we present the conclusions of our empirical study.

REVIEW OF THE INTERNATIONAL LITERATURE

The international literature has been collecting an important volume of empirical studies
focused on knowing the reasons why companies in certain scenarios decide to change their
current external auditor. These studies have been analyzed from two conceptual approaches;
1) from a market perspective, and 2) from a contractual perspective. Thus, the change of the
auditor analyzed from a market perspective is related to the functioning of the audit market,
that is, with changes in the economic-financial and corporate characteristics of the companies
(Palmrose, 1986; Francis and Wilson, 1988; Johnson and Lys, 1990; Menon and Williams,
1991; DeFond, 1992; Firth, 1999). The other conceptual approach to auditor change is
analyzed from the perspective of the contractual relationship that links the client company
with the auditor and which is defined by the environment in which the audit offer is developed
and the greater or lesser negotiation power of both parties being, therefore, factors of a
strategic nature (De Angelo, 1982; Chow and Rice, 1982; Schwartz, 1982; McConnell, 1984;
Kinney and McDaniel, 1989; Magee and Tseng, 1990; Nalebuff, 1991; Dye, 1991; Krishnan,
1994).

The change of auditor from a market perspective

The international literature highlights the conceptual approach that analyzes auditor changes
from the market perspective, that is; It starts with the premise that the audit must be
conceived as a technological function that must be efficient for the organization of the audited
companies, so it will be considerations of an economic nature that will explain the contractual
relationship between the audited companies and their auditors. In this sense, Johnson and Lys
(1990) suggest that companies and auditors are motivated by market competition to align,
which will depend both on the characteristics of the audit demand, that is, on the specific
attributes required of the audit services, as well as the characteristics of the offer made by the
auditor. Therefore, this conceptual approach tries to understand auditor changes, based on the
existence of a heterogeneous demand for audit services, that is, not all companies demand the
same attributes or with the same intensity.

Thus, the characteristics of the demand that explain this heterogeneity will depend on various
factors such as; the complexity of the audit, the nature of the company's activity, the level of
informational asymmetry, the capital structure, the level of agency costs, etc. (Jensen and
Meckling, 1976; Francis and Wilson, 1988; Johnson and Lys, 1990; DeFond, 1992; Whisenant
and Sankaraguruswamy, 2000). Based on this reasoning, a change in the environment of the
activities of the companies can alter the demand requirements of the audit service, a situation
that could cause a deterioration, in terms of the competitive advantage of the current auditor.

For example, a rapid growth of companies can cause a substantial change in; the volume of
transactions, the complexity of accounting information, the level of company diversification,
the geographical dispersion of activities, the complexity of control systems and their financing
needs. Similar reasoning can be presented, when a certain company decreases or contracts its
level of activity, in this case it may happen that said company derived from its new economic-
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financial situation will require an audit service more in line with its new needs that can be seen
reflected perhaps in the contracting of a less specialized service or with a lower level of
credibility, in order to reduce the fees of the audit. All these factors, according to the
accounting research published in the international literature, can weaken the economies
previously acquired by the company auditor. For the simple reason that, once an audit firm has
structured itself in a certain way to offer its audit services based on a certain level of
specialization and differentiation, then it may happen that it will suddenly be enormously
complex to alter the attributes of its service offer, mainly due to the organizational inflexibility
of the audit process. The new requirements of the audit service demand by the audited
companies can make the current auditor inefficient. so the change of auditor would be
explained by the need of the audited company to find another auditor that offers the service
with a certain level of quality different from the one currently received, that is, the audited
company needs to hire a new auditor who will offer the service according to your new business
requirements (Ruiz Barbadillo and Nieves Gdmez Aguilar, 2003).

Among the factors that from this market perspective have been analyzed as inducers of the
change of auditor we can mention; the growth of the company, the takeovers of companies, the
agency costs of the company, the variations in the capital structure of the company and the
costs of the audit (Williams, 1988; Firth, 1999; Watts and Zimmerman, 1983; 1986).

The growth of the company. This factor can be considered as an indicator of the variation of the
geographical dispersion level and the complexity of the accounting information that the
company processes. In this sense, it has been considered that companies undergoing a growth
process decide to seek new auditors more in line with their new structure and organization
(Palmrose, 1986; Francis and Wilson, 1988; Williams, 1988).

Absorption of companies. The acquisition of another company, according to the accountant
researchers Anderson et al., (1993) and Firth (1999) is an event in the life of the company that
could cause auditor changes. This is due to the interest of the absorbed company to change the
auditor of the absorbing company because in this way it can reinforce the economies of scale
that can be obtained from the joint audit of the entire business group.

The agency costs of the company. Accounting researchers distinguish two types of agency costs,
depending on whether they are relationships between management and shareholders "capital
agency costs", or between company and debtors "debt agency cost". The reasoning behind the
relationship between the agency costs of the company and the change of auditor is that, the
higher the agency costs of the company, since the accounting information aims to reduce them,
higher then, the requirements for the company to present high quality accounting information
(Palmrose, 1984; Piot, 2001). In this way, the level reached by the agency costs of the
companies will determine a differentiated quality demand for the audit that can explain the
auditor changes. The representative variables of the company's agency costs, which accounting
researchers have been using in their empirical works, are: management's ownership
participation, the existence of incentives for senior executives based on the results, the degree
of dispersion of ownership, financial leverage, and size of the audited company (Palmrose,
1986; Francis and Wilson, 1988).

The variation in agency costs has also been analyzed as a possible inducer of the auditor
change. For this, the variables that have been used would represent the variation of those
previously indicated in a more or less long period of time. According to the results obtained by
the accounting investigators Francis and Wilson (1988), De Fond (1992) and Haskins and
Williams (1990), the variation of agency costs turns out to be related to auditor changes, even
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these accounting researchers consider that The variables that represent the variation in agency
costs are more explanatory than those that refer simply to levels of agency costs.

Variations in the capital structure of the company. Multiple studies that show that there are
incentives to change the auditor before facing changes in the capital structure of the company,
derived from the issuance of new debt or capital, to acquire the advantage of the experience or
reputation of a new auditor. In effect, the reputation or experience of the auditor may be
particularly valuable to investors as a means of reducing the information costs of securities to
be issued (Titman and Trueman, 1986; Healy and Lys, 1986; Simunic and Stein, 1987; Balvers
et al, 1988; Tomczyk, 1996; Bédard et al., 2000; Menon and Williams, 2001; Beatty and
Fearnley, 2002; Copley and Douthett, 2002).

The change of auditor from a contractual perspective

The other line of research to interpret auditor changes focuses on the perception of the audit
as a commercial contract in which the company freely chooses the auditor and where the
possible existence of disagreements between the auditor and the company can lead to the
auditor The company decides to make a change of auditor (Chow and Rice, 1982; De Angelo,
1982; Schwartz, 1982; McConnell, 1984; Schwartz and Menon, 1985; Craswell, 1988, Krishnan,
1994; Francis and Krishnan, 1999; Lennox, 2000). This implies that the audit of the financial
statements of the company can be considered as a negotiation process between the company
and the auditor (Antle and Nalebuff, 1991; Dye, 1991). Under this perspective, the change of
auditor could be motivated by the opportunistic behavior of the manager of the company to
achieve its objectives with respect to the accounting information (De Angelo, 1982).

In this sense, the accounting literature shows how companies tend to manipulate or omit
accounting information or perform liberal interpretations in the application of accounting
principles by making discretionary accrual adjustments that increase profits when they show a
weak financial situation (Kluger and Shields, 1989; Dhaliwal et al, 1993; DeFond and
Jiambalvo, 1993; DeFond and Subramanyam, 1998).

What the accounting researchers intend with this type of analysis is, definitively, the
knowledge on the supply side, on the type of behavior and the strategic behavior of the audit
firms, and on the other hand, that is, From the point of view of demand, accounting
investigators have also been interested in analyzing the factors that determine the election of
the auditor and the change of auditor in any case, both decisions made by the audited
companies (Vives, 1990; Garcia-Benau, et al., 1998). In a market such as that of audit services,
where there is a strong informational asymmetry between bidders and claimants and,
therefore, an additional difficulty to assess the quality of the service offered, the brand name is
an essential attribute on which the differentiation of the auditor is based. However, the quality
of work of the auditor is not observable externally, the accounting research has been using
various indirect sub-rogations that allow to differentiate the quality of the auditors. One of
these is based on the consideration of two groups of auditors in attention to the brand name,
distinguishing the “Big Four” as those with a differentiated and recognized brand name, and
the rest of the suppliers in the market as those that lack a brand name (Simunic and Stein,
1987; and Craswell et al.,, 1995). If we look at the definition of reputation provided by DeFond
et al., (2002), as a skill to get new customers while retaining existing ones, it is then that the
“Big Four” are the most reputable and the highest quality. This means that the factors that
explain the change in the auditor become relevant to the extent that they indirectly reveal the
reasons that condition the companies that after a change of auditor decide to select a signature
of the “Big Four” (DeAngelo, 1981; Teoh and Wong, 1993; Arrufiada, 2000; Garcia-Benau et al.,
2000; Robertson, 2002; Barton, 2005). Around what we have written before; we want at this
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moment to make a brief description of different works that have been aimed at contrasting the
reasons that induce companies to make auditor changes. In order to propose a criterion for the
management of published research, we present it in terms of two broad lines of work, the
synthesis of which is shown in Table 1.

Table 1. Previous studies about the change of the auditor

Reasons for audit change Basic Idea Most Important Research Papers
Relationship between Simon and Francis, 1988
auditor change Johnson and Lys, 1990
and Turpen, 1990
price/quality Buttenworth and Houghton, 1995

Gregory and Collier, 1996
Schwartz and Menon, 1985
Francis and Wilson, 1988
Haskins and Williams, 1990

Relationship between Quality Audits DeFond, 1992

auditor change Andersen et al., 1993

and Wilson et al., 1995
price/quality Ruiz B. and Gémez A., 2003

Chow and Rice, 1982
Smith, 1986
Craswell], 1988

Audit/Client Relationship ~ Krishnan and Stephens, 1995
Krishnan et al., 1996
Ruiz B. and Gomez A., 2003
Sanchez Segura, 2003

Burton and Roberts, 1967

Reasons that lead to the Carpenter and Strawser, 1971
Th 1 tential change of Auditor Bedingfield and Loeb, 1974
€ realor potentia or Eichenseher and Shields, 1983

changes of Auditor that would lead to change  Beattie and Fearnley, 1995

Garcia-Benau et al., 2000

First, as can be seen in table 1, we place those works that start with effective changes in the
auditor and in which it is a question of verifying the reasons that motivate the change. The
experimental design of these empirical studies considers auditor changes observed as a
dependent variable, while factors such as price and quality are conceived by accounting
research as the independent variables that induce such auditor changes. So then, if after
observing auditor changes we contrasted that the audit fees paid by the companies to the new
auditors are lower than those paid to the former auditor, then it can be shown that, the
changes are motivated by related reasons with the prices of the audit. Relevant studies within
this line of research are those of Simon and Francis (1988), Johnson and Lys (1990), Turpen
(1990), Butterworth and Houghton (1995) and Gregory and Collier (1996). On the contrary,
other empirical research works try to contrast if the change of auditor is motivated by the need
to obtain audits of higher quality. For this purpose, it is verified whether said changes take
place in certain scenarios that may imply the demand for higher quality audits (Robertson,
2002; Stein, 2006). As well; Research studies can be highlighted, such as those by Schwartz and
Menon (1985), Haskins and Williams (1990), Kluger and Shields (1991) and Wilson et al,,
(1995), which relate auditor change with financial deterioration of the company, based on the
hypothesis that the change of auditor is one of the strategies used by the company for its
reorganization; or changes in agency costs associated with the change of auditor (Francis and
Wilson, 1988; De Fond, 1992; Anderson et al.,, 1993; Ruiz and Gomez, 2003). Finally, exist a
series of empirical studies that have tried to demonstrate that auditor changes occur as a result
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of a deterioration of the auditor-client relationship. In them, it is contrasted if the change of
auditor takes place after the issuance of a qualified audit report, or with an adverse opinion or
with a denied opinion (Chow and Rice, 1982; Smith, 1986; Craswell, 1988; Deberg et al., 1991;
Knapp, 1991; Krishnan and Stephens, 1995; Schwartz and Soo, 1996; Krishnan et al,, 1996;
Ruiz Barbadillo and Gomez Aguilar, 2003; Sanchez Segura, 2003).

On these empirical studies, it should be noted, as we did in previous paragraphs, that these are
based on an initial definition of certain contexts, which are; a) those that determine that there
is a change in the demand for quality of the audit required by the company, or b) that the
auditor change occurs because there is a deterioration in the relations between auditor and
client, and subsequently, through of the analysis of the change of auditor, then, to be able to
induce, on the reason that explains it. In this way, we must emphasize that the a priori
judgments that this type of experimental studies incurs, may imply that certain variables not
subject to control may be due more to chance than causality (Jones and Raghunandan, 1998).
This methodological limitation explains the existence of another line of empirical works in
which the audited companies themselves, through questionnaires, are those who express the
factors that have induced or induced a change in the auditor (Beattie and Fearnley, 1995). In
this case, we consider it necessary to make a description of certain contexts to analyze the
change of auditor, which also allows us to analyze together the reasons that refer to prices and
quality. On the other hand, it should be noted that it is not necessary to have observed changes
in the auditor, information that is difficult to obtain. In addition, when information is available
on auditor changes, it is noted that these are not numerous enough to make a strict hypothesis
test. Empirical studies of this type are those of Barton and Roberts (1967), Carpenter and
Strawser (1971), Bedingfield and Loeb (1974), Eichenseher and Shields (1986) and Beattie and
Fearnley (1995). Based on the perceptions of the people interviewed, these authors,
mentioned above, in their studies have contrasted through their empirical studies the
existence in audited companies of a number of aspects, such as; changes in management, need
to have alternative services to audit, obtaining new debt, dissatisfaction with the work offered,
mergers, etc., which become the reasons that suggest or advise making a change of auditor.

Reasons for the change of auditor towards the Big 4

So far, we have presented the theoretical arguments on which accounting research is based to
conceptually justify that the concentrated structure of the audit market can be explained by the
heterogeneous demand of the audit service, concluding that the change of auditor oriented
towards the choice of a reputed auditor, is a determining factor for certain companies that
demand that the audit has a quality superior to the minimum quality legally required, that
provides credibility to its financial statements and, in addition, that is perceptible by third-
party users. However, as highlighted in the accounting literature, the decision of the company
to change its auditor is conditioned by the high costs involved in absorbing it when it is
proposed to make an auditor change aimed at hiring an auditor specialized in granting a level
of superior quality in the market, which implies assuming that there are plenty of reasons that
justify the choice of a firm of the “Big Four” group, such as; the size and complexity of the
audited company, the need to transfer to the markets accounting information endorsed by
reputable auditors and the desire to mitigate existing agency conflicts. Thus, hiring a quality
auditor after a change of auditor can bring significant advantages, and therefore companies
with certain corporate characteristics consider reputation as a key factor in the choice of a “Big
Four”. First, because the choice of a reputed auditor gives credibility to the accounting
information of the companies and therefore the investor's confidence in the integrity of the
financial statements of the companies (Teoh and Wong, 1993; Krishnamurthy et al,, 2002;
Eisenberg and Macey, 2003; Garcia-Benau, et al., 2004). Secondly; because the hiring of a
quality auditor helps to mitigate agency conflicts and reduce contract costs, and thus, in
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companies with significant debt, it also monitors the debt (Chow, 1982; Nichols and Smith,
1983; Weets, 1999; Arrunada, 2000; Woo and Koh, 2001; Pittman and Fortin, 2005; Broye and
Weill, 2008). In third place; because the hiring of a reputed auditor is related to the level of
shareholding of international investors in listed companies, which they interpret in terms of
providing credibility to financial information. Because the choice of a reputable and large-sized
quality auditor like the “Big Four” guarantees greater coverage of services and additionally
(Nichols and Smith, 1983; Sucher et al., 1998; Firth, 2002; Antle et al., 2004; Francis et al,,
2005; Monterrey and Sanchez, 2008).

METHODOLOGY

Formulation of hypotheses

The change of auditor towards one of the Big Four auditing firms could mitigate the existing
agency conflicts in the companies, by favoring a perception of greater credibility of the
accounting information. These conflicts of agency in the companies can be presented between
minority shareholders and majority shareholders, derived in the probable case that there
could be transfers of economic profits, from those minority shareholders to the majority
shareholders. Also, in companies in which their assets are financed with financial debt, agency
conflicts can arise from the financial creditors towards the company's shareholders. In the
same way; Agency conflicts in companies may arise among foreign investors, derived from the
probable case that there are transfers of economic profits from those to the managers. In this
type of scenario, the agency theory predicts the selection of quality and reputation auditors
where agency conflicts are more severe (Jensen and Meckling, 1976; Palmrose, 1984; Piot,
2001).

The first of the hypotheses that we will test in our investigation is related to the effect that the
level of importance on share ownership may cause the change of auditor to be oriented or
directed towards the election of a reputed auditor. According to Shleifer and Vishny (1986)
and Firth and Smith (1992), holders of significant stock packages are likely to demand a
superior quality audit, as an additional guarantee of trust and credibility of the company's
accounting information. Consequently, the first of our hypotheses is as follows:

H1Change auditor: After a change of auditor, the companies with majority shareholders have
more incentives to contract the services of the audit to one of the “Big Four” auditing firms in
Mexico.

The second hypothesis to be contrasted is that related to one of the causes of most known
agency conflicts; the indebtedness for the external financing of the companies. In effect, high
levels of debt are associated with significant risk profiles, generating then incentives to make
decisions that favor the interests of shareholders to the detriment of financial creditors (De
Fond, 1992; Firth and Smith, 1992), or engaging in accounting practices aimed at artificially
exhibiting high financial capacity (DeFond and Jiambalvo, 1994; Sweeney, 1994). In these
situations, Simunic and Stein (1987) and Francis and Wilson (1988), observed in their
respective empirical works a negative association between the level of debt of the company
and the selection of one firm of the “Big Four”. The reason, according to these researchers,
could be that the large audit firms could be avoiding the review of companies with a high level
of leverage due to their higher risk when it comes to the audit. Therefore, our second
hypothesis is as follows:

HZ2Change auditor: After a change of auditor, less indebted companies have greater incentives
to contract the services of the audit to one of the “Big Four” auditing firms in Mexico.

The third hypothesis related to agency conflicts and the credibility of financial information, is
based on the assumption that companies with foreign investors may be heavily influenced to
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hire one of the “Big Four”. This is because these large firms of international audits are
considered more reputable by the users of the accounting information, and especially by
foreign investors, because these users consider that reputable auditors add credibility and
reliability to the financial statements of the companies they audit (Citron and Manalis, 2001).
Therefore, for our third hypothesis we expect a positive association between the presence in
the companies of foreign investors and the direction of the change of auditor towards a
reputed auditor, as follows:

H3Change Auditor: After a change of auditor, companies with foreign investors have greater
incentives to contract the services of the audit to one of the “Big Four” auditing firms in Mexico.

The fourth hypothesis related to the costs of agency, according to Healy and Lys (1986),
Johnson and Lys (1986), Simunic and Stein (1987), Francis and Wilson (1988), Firth and Smith
(1992) and Abbott and Parker (2000), they assume that there is a positive association between
the size of the audited companies and the selection of the highest quality audit firms, because
they perceive the size of the audited company as a fundamental indicator of their level of
agency costs. In the Greek audit market, accounting researchers Citron and Manalis (2001)
found that the size of the client company is positively related to the selection of the “Big Six”. In
addition, according to Barton (2005), the largest audited companies can receive greater
attention from the large international audit firms. We expect in our fourth hypothesis a positive
association between the size of the companies audited and the direction of the change of
auditor towards the selection of a quality auditor:

H4Change Auditor: After a change of auditor, larger companies have greater incentives to
contract the services of the audit to one of the “Big Four” auditing firms in Mexico.

The fifth and last of our hypotheses to consider in our empirical study about the change of
auditor towards one of the “Big Four”, supposes that the companies that require advice will
seek the services of a large auditor, because he guarantees them a greater coverage of
additional services such as consulting, taxes, legal services, etc. (Deberg et al., 1991; Firth,
2002; Antle et al., 2004; Barton, 2005). Thus, for our fifth hypothesis we expect a positive
relationship between the contracting of additional services by companies and the direction of
the change of auditor towards the contract of a reputed auditor, as follows:

H5Change Auditor: After a change of auditor, companies that contract additional services to
the audit have more incentives to choose one of the “Big Four” auditing firms in Mexico.

Finally, our study will include as control variables, the sectors of economic activity of the
companies based on the classification of the Mexican Stock Exchange: (1) Commerce, (2)
Communications and Transportation, (3) Construction, (4) Industry Extractive, (5) Services,
(6) Transformation and (7) Miscellaneous. The authors Willekens et al., (2004), point out that
it is necessary to control the effects of economic sectors because agency conflicts can differ
among them. Consequently, we expect a positive association between the economic activity
sector of the company and the direction of the change of auditor towards a reputed auditor.

Model estimate

In order to analyze the reasons why some companies with certain corporate characteristics,
after having changed their external auditor, choose one of the “Big Four” auditing firms in
Mexico, we have estimated the following logistic regression model:

DCAUDi = B0 + B1ACCSMAYS + B2ENDEUD + B3INVEXTR + B4LOGACT + B5SERVAD +
EBiSECTORI + &i
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Where:

The dependent variable DCAUD is a dichotomous variable that has a value equal to 1 if after a
change of auditor, the companies in our sample used in this research, choose one of the Big
Four auditing firms in Mexico, better known as the "Big Four" [Ernst & Young (EY), Deloitte,
KPMG and PricewaterhouseCoopers (PwC)] and if after a change of auditor, the election of the
new auditor by the companies is towards another firm that is not one of the “Big Four”, then it
will have a value equal to 0. In this regard, the international literature indicates that the brand
is one of the indicators of the differentiation in the quality of auditors in the audit market,
distinguishing the “Big Four” because they have a differentiated brand name and a recognized
reputation. In contrast, the rest of the firms participating in this audit market do not have a
brand name (Simunic and Stein, 1987; Craswell et al., 1995; DeFond et al,, 2002; Ireland and
Lennox, 2002).

The independent variables that explain the reasons why companies, whit certain corporate
characteristics after having made a change of auditor, choose one of the “Big Four” auditing
firms in Mexico, are the following:

a) Majority shareholders

As an approximation of the presence of majority shareholders in the companies, we have
defined the explanatory variable ACCSMAYS, which was measured according to the percentage
of shares of the capital stock of the companies held by the main internal shareholders (Vafeas,
1999; Bédard et al,, 2004). The information related to this independent variable has been
obtained through the annual reports of the companies in the sample, which can be found in the
database published on the website of the Mexican Stock Exchange.

b) Financial debt of the company

The second independent variable ENDEUD refers to the financial debt of the companies, as a
result of dividing the total liabilities between the total assets of the company at the end of the
year (Eichenseher and Shields, 1989; DeFond, 1992; Firth and Smith, 1992; Abbot and Parker,
2000). The financial information for the determination of the financial reason of the debt level
of the companies was obtained through the observation of the financial statements of the
companies in the sample, contained in the annual reports of the companies and which are
published in the database of the website of the Mexican Stock Exchange.

c) Foreign investors

As an approximation of foreign investors in companies, the third independent INVEXTR
variable has been defined, dummy variable that will take the value 1, if the company has a
presence of foreign investors with shareholding, and 0 otherwise. For this variable, we have
based on the research published by Citron and Manalis (2001) that studied the choice of the
auditor in Greece. The results obtained in that research highlight the existence of a positive
association between the choice of Big Four and the level of participation of international
investors in listed companies. This information was obtained from the annual reports of the
listed companies in the sample, that are in the database published on the website of the
Mexican Stock Exchange.

d) Size

As regards the measure corresponding to the fourth independent variable LOGACT, it
represents the size of the audited company and is defined by the neperian logarithm of the
total assets of the company at the end of the year. In this respect, the literature gathers diverse
works through which this surrogate has been used, such as those of Palmrose (1984), Francis
and Wilson (1988), Williams (1988) and Eichenseher and Shields (1989). Likewise, and in
agreement with Citron and Manalis (2001), they showed that the size of the client company is
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positively related to the selection of the Big Six. The total assets of the companies in the
sample, expressed in thousands of Mexican pesos, has been obtained through the financial
statements in the annual reports of the companies listed on the Mexican capital market
published in the web page of the Mexican Stock Exchange.

e) Additional services

As an approximation of the additional services hired by the companies, the fifth independent
variable SERVAD has been defined, dummy variable that will take the value 1, if the company,
in addition to contracting the audit services, additionally contracts with the same selected
auditor, others additional professional services, such as; consulting, tax advice, legal advice,
etc., and will take the value of 0 otherwise. In this regard, the results of Firth (2002) and Antle
et al. (2004) highlight that certain companies with advisory needs would tend to hire a large
auditor, because it guarantees a greater coverage of services and, in addition, the reduction of
expenses that for the company may imply the fact that the auditor jointly determines the audit
and consulting fees, as it is possible to overlap joint costs. The information on this variable has
been obtained by observing the annual reports of the companies in the sample, contained in
the database published on the Mexican Stock Exchange.

f) Sector

Finally, as an approximation of the SECTOR of economic activity of the audited company, seven
dummy control variables have been defined. The sectors are the following: commerce (COM),
communications and transport (CYT), construction (CONSTR), extractive industry (INDEXTR),
services (SERV), transformation (TRANSF), and several (VAR). In all cases it will take the value
1, if the company belongs to the selected sector and 0 otherwise. This information has been
obtained from the website of the Mexican Stock Exchange.

Description of the sample

For the realization of our empirical study on the reasons that lead to Mexican companies with
certain corporate characteristics, that after a change of auditor, they decide to choose a firm of
the Big 4, it has been considered a time horizon of eight years, which includes the period from
2000 to 2007, both years inclusive. For this, we started from an observable sample of 972
annual reports belonging to a total of 135 non-financial companies that are listed on the
Mexican Stock Exchange, whose economic activity of these companies corresponds to one of
the following sectors; 1) trade, 2) construction, 3) extractive industry, 4) services, 5)
transformation, 6) several, and 7) communications and transport. Of the 972 company-year
observations, we have obtained a final sample of 99 observations in which companies after a
change of auditor decided to hire a new auditor. The financial information that integrates the
analyzed sample described in the previous section, was obtained directly from the database
that the Mexican Stock Exchange publishes on its website (http://www.bmv.com.mx). The
summary of the sample data is shown in Table 2, below:

Table 2. Description of the sample
Description 2000 2001 2002 2003 2004 2005 2006 2007 Total %

Audit changes 7 7 25 19 14 11 9 7 99 10,2%
Total
observations 108 113 117 120 124 134 131 125 972 100%

As can be seen in Table 2, of the total of the 972 observations that make up our sample, there
were only 99 auditor changes made by the companies audited during the period from 2000 to
2007. It can also be observed that, the largest number of auditor changes made by companies
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in the analyzed sample was presented in 2002, with 25 effective auditor changes. One of the
main reasons was the reordering of the Mexican audit market as a result of the disappearance
of the international firm Arthur Andersen after the Enron scandal in 2002.

With regard to the evolution of auditor changes made by companies, we can see in table 2 that,
as of 2002, the tendency of Mexican companies to change auditors has been to the low. Also,
that the total percentage of auditor changes made by Mexican companies for the period
analyzed is equivalent to 10.2% of the total sample used. This total percentage of auditor
changes of 10.2% achieved for the Mexican case, allows us to highlight that the tendency to
make auditor changes by Mexican companies in the analyzed sample is far above the data
provided by others. empirical studies.

In this sense, Chow and Rice (1982) in their study obtained a percentage of change of 4.4% in
their analyzed sample, Krishnan and Stephens (1995) reached 6.5% and in Krishnan et al. to
the. (1996) a 6.2% rate of auditor changes is observed. In this regard, it is also necessary to
highlight with respect to our empirical study that the percentage of auditor changes reached
for 2007 is 5.6% and compared with the studies in the specialized accounting literature. The
results obtained are shown in Table 3, next:

Table 3. Number of auditor changes in Mexico, according to the sample

Concepto 2000 2001 2002 2003 2004 2005 2006 2007 Total %
Audlt.or changes. ‘Fowa.rd one of 6 5 24 12 6 10 9 6 78 79%
the Big Four auditing firm

Auditor changes toward another

audit firm, different from one of 1 2 1 7 8 1 0 1 21 21%
the Big Four auditing firm

Total of Audit changes made by 100%
Mexican companies 7 7 25 19 14 11 9 7 29

As shown in table 3, of the 99 effective auditor changes that make up our final sample, we
observed 78 events in which companies after an auditor change decided to hire an audit firm of
the “Big Four”, which represents 79% of the total of the sample, for only 21 changes of auditor
oriented to select a signature of the rest of the auditing firms. These data reveal the tendency of
the companies in the sample to preferentially hire an audit firm of the “Big Four”. In the table 4
we show in more detail the direction of the auditor change, as follows:
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Table 4. Analysis of the direction of change of auditor in Mexico

Big Four Other Auditing Big Four Other Auditing Total

tog Firms to Firms to Auditor

Big Four to Other Auditing Other Auditing changes
Year g Big Four Firms Firms made

Number Number Number Number by

of % of % of % of % Compani

changes changes changes changes es
2000 6 86% 0 0% 0 0% 1 14% 7
2001 4 57% 1 14% 0 0% 2 29% 7
2002 22 88% 2 8% 1 4% 0 0% 25
2003 11 58% 1 5% 3 16% 4 21% 19
2004 5 36% 1 7% 5 36% 3 21% 14
2005 9 82% 1 9% 0 0% 1 9% 11
2006 6 67% 3 33% 0 0% 0 0% 9
2007 4 57% 2 29% 1 14% 0 0% 7
Total 67 68% 11 11% 10 10% 11 11% 99

In Table 4, we can see that the percentage reached in terms of auditor changes between the
"Big Four" is equivalent to 68.0% and that is represented by 67 auditor changes made by the
companies of the sample analyzed during the period from 2000 to 2007. Also we can see in
Table 4, that in the year of 2002, Mexican companies made 22 auditor changes, from one of the
"Big Four" auditing firms to another audit firm of the "Big Four", equivalent to 88% of the total
auditor changes that occurred for that particular year. Also, we noted that most of these
changes were basically due to the fact that the "Big Four" absorbed a large part of the client
portfolio of the audit firm Arthur Andersen, after its disappearance from the world audit
markets and in particular from the market of Mexican audit after the accounting scandal of
Enron in the year of 2002. Continuing with our analysis of the data in Table 4, we observed 11
changes of auditor made by the companies of our sample used that go in the direction of the
rest of the audit firms other than the "Big Four" for the entire study period, also highlighting
the 10 auditor changes that go in the opposite direction, that is, the "Big Four" to the rest of the
audit firms other than the "Big Four". Finally, we observe in Table 4, regarding the 11 auditor
changes that occurred between the rest of the audit firms other than the Big Four, for the
period of our study.

EMPIRICAL RESULTS
Descriptive analysis
Before proceeding to perform the logistic regression of the model, then, in Table 5, we present
some descriptive statistics of the continuous independent variables, as follows:
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Table 5. Descriptive statistics of independent variables

Variables N Minimum Maximum Mean Stal.lda.‘rd
deviation
ACCSMAYS 99 .33 .99 .7845 .16522
ENDEUD 99 .05 1.59 .5763 25772
INVEXTR 99 0 1 .36 4830
LOGACT 99 12.06 21.01 15.5277 1.77586
SERVAD 99 0 1 42 497
CcCoOM 99 0 1 15 .360
CYT 99 0 1 A1 316
CONSTR 99 0 1 .10 .303
INDEXTR 99 0 1 .07 .258
SERV 99 0 1 .10 .303
TRANSF 99 0 1 40 493
VAR 99 0 1 .10 .303

In Table 5, some descriptive statistics that characterize the data of the sample are collected.
With regard to the variable ACCSMAYS representative of the degree of concentration of
ownership of the company in favor of the majority shareholders, it exhibits an average value of
78.45%, although with a notable dispersion. This explains the high concentration of social
capital held by the main shareholders, mainly represented by families that control these
companies. As for the variable ENDEUD, it includes an average ratio of 0.5763, which means
that the debt of the companies in the sample is at a level close to the average level. However,
we also note that the maximum debt of these companies is in the ratio of 1.59 and on the
contrary is in a minimum ratio equivalent to 05 of the debt of these companies. Regarding the
INVEXTR variable, it can be observed that 36% of the companies in the sample have foreign
investors, while the variable LOGACT that is deflated by the logarithm of the total assets,
presents an average value of 15.5277 and a relevant dispersion. This means that the average
size of the companies measured by the total assets is about 5,554 million Mexican pesos
equivalent to 306.7 million euros, although without noting the maximum level of the size of
these companies around 1,330 thousand dollars. million pesos equivalent to about 73,451
million euros. For its part, the variable SERVAD highlights that 42% of the companies in the
sample hire additional services from their auditor in turn. Finally, as regards the sectors of
economic activity of the companies in the sample, we can highlight the transformation sector
(TRANSF) as the one that is mostly represented by the companies in the sample with 40% and,
on the contrary, the sector of the mining industry (INDEXTR) with only about 7% of the total
companies in the sample.

Univariate analysis

Before moving on to the hypothesis, in Table 6, we present a univariate analysis of the
difference in means, segmenting the total sample between the companies audited by the “Big
Four” and the companies audited by the other auditing firms included. For this purpose, we
verified whether there are significant differences between the behaviors of both samples, using
therefore the nonparametric test of the Mann-Whitney U for the continuous variables and the
Chi-square test for the dichotomous categorical variables.
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Table 6. Univariate analysis of the difference of means
Companies audited Companies audited Difference

Variables by the by NOT BIG FOUR of Umz’:srt‘ate
BIG FOUR * (N=21) Means ()
(N =78) g
ACCSMAYS 8174 6624 0.15505 423.500 (p=0.001)*
ENDEUD 5558 6524 -0.09661 692.000
(p=0.277)
LOGACT 15.8103 14.4781 133216 452,500 (p=0.002)*
INVEXTR 45 05 40 7364
(p=0.007)*
SERVAD 50 14 36 2.273
(p=0.132)
COM 15 14 01 48.091
(p=0.000)*
CYT 08 24 -16 59.889
(p=0.000)*
CONSTR 10 10 00 63.040
(p=0.000)*
INDEXTR 09 00 09 72.980
(p=0.000)*
SERV 12 05 07 63.040
(p=0.000)*
TRANSF 38 48 -10 3.646
(p=0.056)*
VAR 13 00 13 63.040
(p=0.000)*

According to the data collected in table 6, it can be observed in terms of independent
quantitative variables, that both the variable ACCSMAYS "representative of the percentage of
shares in favor of the majority shareholders of the company”, and the variable LOGACT
"representative of the size of the company measured by the logarithm of its total assets ", show
a statistically different behavior, that is, that the difference of means of these two variables are
significantly different between the companies audited by the big international companies “Big
Four” and the companies audited by other auditing firms at the 5% significance level.

Likewise, we observe that these variables show the expected values, that is to say, the
companies in the sample that select the big international companies “Big Four” as their
independent auditor show a greater percentage of shares of social capital in favor of the main
shareholders and also that they are the largest in terms of their business size.

On the other hand, the variable ENDEUD "representative of the level of indebtedness of the
audited company" at the univariate level does not show a statistically significant difference of
the means at the level of 5%. Regarding the average values of the debt, it is observed that the
level of debt of the companies audited by the big international companies “Big Four” is lower
compared to the level of indebtedness of the companies that were audited by other auditing
firms.
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As regards independent categorical variables, we observe in Table 6, that the INVEXTR
variable "representative of the presence of foreign investors in the audited company" at the
univariate level shows a different behavior, that is, the difference in means is significantly
different between the companies that choose the big international companies “Big Four” and
those that choose other auditing firms, at a 5% level of significance.

We also observe that this variable does show the expected values, that is, the presence of
foreign investors is greater in the Mexican companies that select the big international firms
"Big Four" as their external auditor than the companies that choose other auditing firms. as its
independent auditor.

On the other hand, regarding the variable SERVAD «representative of the presence of
additional services contracted to the selected auditor by the audited company» we observe
that the differences in means are not significant at 5% level of significance, although it does
show the Expected values, that is, the companies that are audited by the “Big Four” are the
ones that contract more frequently additional services to their auditors in turn with respect to
the companies that are audited by other auditing firms.

Finally, regarding the control variables corresponding to the activity sectors of the audited
companies, we observe that the mean differences for all these variables are statistically
significant, at 5% level of significance, although in terms of the expected values, These, show
mixed results.

To evaluate if there is multi collinearity, given that the number of observations of the sample
used to test the hypotheses is quite small, we have calculated the Spearman correlation
coefficients of the independent variables. In this way, we can analyze with a better perspective
the results reported by the estimation of the proposed logistic regression model. In table 7, we
offer the results of the correlation matrix of the sample of companies:
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Table 7. Spearman correlations among the explanatory variables of the model

ACCSM END INV LOG SERV COM CONS IND SERV TRA VA
Variables AYS EU EXTR ACT AD CYT TR EXTR AD NSF RIOS
ACCS 1
MAYS
ENDEUD 119 1
INVEXTR -.046 113 1
LOGACT 129 .240* 143 1
SERVAD .109 .109 116 279** 1
COM .003 .004 -.085 -213* -021 1
CYT -.036 156 .067 150 -.043 -.149 1
CONSTR -.140 .006 .095 -.148 -.152 -142 -119 1
INDEXTR 141 .185 -127 .328** 242* -117 -.098 -.092 1
SERV -012 -179 165 -.035 119 -.048 -119 -112 -.092 1
TRANSF .021 .-231* -023 -.186 -.082 -348%%  -291%  -276**  -227* -139 1
VARIOS -.036 195 .025 3471 .051 -142 -119 -112 -.092 -001 -276% 1

**The correlation is significant at the 0.01 level (bilateral). *Correlation is significant at level
0,05 (bilateral) N=112

From the results presented in Table 7, it follows that the correlation between the pairs of all
independent variables is smaller, since none of the Spearman correlation coefficients is
sufficiently high (> 0.60) to cause significant problems multi collinearity (Citron and Manalis,
2001, Pittman and Fortin, 2005), also considering that the objective of our proposed model is
to identify the determinants of the choice of the Big 4 assuming that there are variables that
are interrelated between them and not in isolation.

Multivariate analysis

Once the univariate results have been analyzed and in order to analyze how all the variables
proposed for the testing of the hypotheses act together, first we have proceeded to estimate
the logistic regression model described above (Jovell, 1962). The results obtained are
presented below in the table 8, as follows:
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Table 8. Results about proposed model to analyze auditor change towards the Big Four in

Mexico
DCAUDI = 0 + f1ACCSMAYS + S2ENDEUD + #3INVEXTR + 4LOGACT + B5SERVAD + Y BiSECTORI
+ &l
Expected s
Variables Sing (with all the proposed variables)
Coefficient Test Statistical
Model Wald Significance (*)

Constant -4.765 1.348 .246
ACCSMAYS + 9.390 11.640 .001*
ENDEUD - -6.471 9.013 .003*
INVEXTR + -4.718 10.144 .001*
LOGACT + 0.544 4.373 .037*
SERVAD + -2.058 4.265 .039*
COM + -0.014 0.000 .987
CYT + 2.741 4.787 .029*
CONSTR + 3.313 2.089 .148
INDEXTR + 18.336 0.000 .999
SERV + -1.329 0.741 .389
TRANSF + -0.042 0.002 961
VAR + 20.115 0.000 .999

Chi-Cuadrado = 53.770 (p=0.000) 6 gl.
Pseudo R* = 0.650
Porcentaje de clasificacién correcta = 89.9%

Table 8, presents the results of the logistic regression model 1 "that includes all the proposed
variables" and which was initially constructed to identify the factors that explain the choice of
the auditor by the Mexican companies in the sample. Thus, we can observe the result of the
Chi-Square test, which shows the goodness of the model in general that reaches a value of
53,770 (for 6 degrees of freedom), so the null hypothesis of non-existence of statistical
relationship, it can be rejected. Also, we observe that the value for the Pseudo R? is 65%, which
means that the explanatory power of the model is high enough to be considered acceptable.
The correct classification percentage is 89.9% of the observations and the Hosmer and
Lemeshow test has revealed that there are no statistical differences between the estimated
values and the real values (Chi-square = 5.377, p = 0.717). . Thus, in its entirety, the results of
the logistic regression obtained for model 1 reveal the goodness of the adjustment made. With
regard to the explanatory variables ACCSPPLS, INVEXTR and LOGACT, the results obtained in
the estimation of model 1 are consistent with those obtained in the univariate analysis, all the
coefficients of these explanatory variables and with the expected signs being statistically
significant.

Regarding the variables ENDEUD and SERVAD, the results of the estimation of model 1 are
different from those we had found at univariate level, because at the multivariate level these
two variables show a statistically significant behavior, however at the univariate level they
were the opposite. As regards the signs expected for these two variables, the results of model 1
are consistent with those achieved at the univariate level. Finally, regarding the control
variables, only the CYT variable acquires statistical meaning and with the expected sign, unlike
the results obtained in the univariate analysis in which all the control variables were
statistically significant and with the expected signs.

Given that the logistic regression of the estimation of model 1 contained all the independent
variables, and in order to be able to determine the most parsimonious model, that is, the model
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that offers the most robust results that allows us to explain the concentration of the Mexican
audit market, from the point of view of the audited companies, and in particular about some of
the determinants of the choice of the “Big Four” in Mexico, the data of the sample have been
returned again but now using only the six explanatory variables that were statistically
significant in the previous model 1. The results obtained from the logistic regression of the
estimation of model 2 are shown in the following Table 9:

Table 9. Results of the model that explains the change of the auditor towards the Big Four in

Mexico
DCAUDI = 0 + f1ACCSMAYS + S2ENDEUD + 3INVEXTR + f4LOGACT + B5SERVAD + BiCYTi +¢i
Model 2
Variables Expected ( with significant variables of the model 1)
Sign Coefficient Test Statistic
Model Wald significant (*)
Constant -10.099 3.577 .059*
ACCSPPLS + 9.431 10.903 .001*
ENDEUD - -6.404 6.875 .009*
INVEXTR + -4.803 9.715 .002*
LOGACT + 0.759 5.095 .024*
SERVAD + -2.288 4.031 .045*
CYT + 2.741 4.787 .029*

Chi-Cuadrado = 59.340 (p=0,000) 6 gl.
Pseudo R* = 0.700
Porcentaje de clasificacién correcta = 91.9%

As shown in table 9, model 2 is statistically significant, while offering a greater explanatory
capacity than the previous model 1 as indicated by 70% of the Pseudo R* as a measure of the
degree of adjustment of the model. Therefore, these results confirm the validity of the
explanatory variables that were statistically significant in the previous model 1. Also, it can be
observed in Table 9, that the Chi-Square statistical of model 2, reaches a value of 59.5340 (for 6
degrees of freedom), meaning that the null hypothesis of the non-existence of statistical
relationship can be rejected. Another measure of the goodness of the adjustment is determined
by the correct classification percentage provided by the model estimated model 2 represented
by 91.9% of the total observations compared to 89.9% achieved in the previous model 1.
Likewise, the performance of the Hosmer and Lemeshow test revealed that there are no
statistical differences between the estimated values and the real values (Chi-square = 1.769, p
=0.987).

Regarding the meaning of the coefficients or estimated parameters of the variables in model 2,
we observe in Table 9, that all the coefficients resulted with the expected sign, except for the
variables INVEXTR and SERVAD. However, these two variables, as well as the other variables
included in model 2, all without exception, were statistically significant, as shown by the Wald
statistics obtained, all of them high, among them those referring to the variables ACCSMAYS
and INVEXTR. with the highest Wald coefficients = 10,903 and 9.715 respectively. Thus, we
observe in Table 6.15 that all the variables included in model 2 have been statistically
significant (p<0.05). For the results obtained in the present model 2, we can confirm the
explanatory capacity of all the variables included in it at the multivariate level.

This means that:

a) The companies audited in Mexico, whose capital stock is highly concentrated in favor of
the internal principal shareholders "investors with a significant shareholding", are more
likely to choose a reputed auditor and with quality audit from the group of the “Big
Four”, after having made a change of auditor.
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b) The companies audited in Mexico with a lower level of debt, are more likely to choose a
reputed auditor and with quality audit from the group of the “Big Four”, after having
made a change of auditor.

c) The companies audited in Mexico with the presence of foreign investors, have more
reasons to choose a reputed auditor and with quality audit from the group of the "Big
Four", after having made a change of auditor.

d) The companies audited in Mexico, with the largest business size, are more likely to
choose a reputed auditor and with quality audit from the group of the “Big Four”, after
having made a change of auditor.

e) The companies audited in Mexico, that need to contract additional services are more
likely to choose a reputed auditor and with quality audit from the group of the "Big
Four", after having made a change of auditor.

f) The companies audited in Mexico whose economic activity belongs to the
communications and transport sector according to the classification made by the
Mexican Stock Exchange, are more likely to choose a reputed auditor and quality audit,
from the group of the "Big Four", after having made a change of auditor.

CONCLUSIONS
In summary, based on the results obtained in model 2, it can be affirmed that the change of
auditor towards the “Big Four” auditing firms in Mexico, is based on the next corporate
characteristics "agency relations" of the audited companies; a) the presence of internal
shareholders with significant holdings, b) the level of indebtedness, c) the presence of foreign
investors, d) the size of the business, e) the requirement for additional services, and f) the
requirement of specialization in the communications and transport sector.

Therefore, we can conclude that the model 2 is that offers the most robust results on some of
the reasons for the change of auditor towards the “Big Four” in Mexico, by companies with
certain corporate characteristics, is the following:

DCAUDi =-10,099 + 9,431 ACCSMAYS + (-6,404) ENDEUD + (-4,803) INVEXTR + 0,759
LOGACT + (-2,288) SERVAD + 2,741 CYTi +¢€i

Where, the reasons why the companies after having a change of auditor in Mexico choose one
of the auditing firms of the "Big 4" in Mexico, is conditioned by the following corporate
characteristics of the audited companies, such as; 1) the presence of major shareholders with
significant holdings, 2) the level of the debt, 3) the presence of foreign investors, 4) the size of
the business, 5) the requirement for additional services and 6) the auditor's specialization in
the sector of communications and transport.

Finally, it is necessary to emphasize, about the possible limitations that this empirical work can
present. First, we consider that the results should be interpreted with caution, since it is
possible that some variables that could better explain model 2 were omitted so much to
determine the reasons that explain the change of auditor towards the “Big Four” in Mexico.
Secondly, the sample size used in the present work could have been very small compared to
what could be obtained in the future.
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