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Abstract
International Standard on Auditing (ISA) 610 (Revised 2013) allows external auditors
(EAs) to rely on the internal audit function (IAF) in obtaining audit evidence if the latter
meets certain quality criteria. The revisions made to the standard are intended to introduce a
more robust framework for the evaluation of the IAF quality and enable reliance to be
placed on internal auditors to provide direct assistance, in addition to the already permitted
use of work already performed by the IAF. The literature reports that reliance on the IAF is
a determinant of external audit fees and significantly increases the efficiency of the audit.
However, this is not the case in all countries; some studies find low reliance on the IAF by
EAs in certain developing countries has no significant impact on audit efficiency.
Accordingly, the main purpose of the current study is to examine the potential influence of
the cultural dimensions of EAs on their reliance-related judgements and decisions in the
light of the latest revisions made on ISA 610 and a related revised standard: ISA 315.
Further, this study attempts to enhance our understanding of the manner in which such
reliance may reduce audit fees.
To achieve the above, two conceptual models are developed on the basis of Signalling
Theory (Spence, 1973) and the Throughput Model (Rodgers, 2006). These models
incorporate the latest revisions made to the related ISAs in the process of tracing the
influence of three dimensions of Hofstede’s measure of culture (i.e. power distance,
uncertainty avoidance, and individualism) on the EAs reliance process, and visualise how
reliance on the IAF has an impact on audit fees. A quantitative methodology is employed to
examine the paths of the study’s models. Data are collected using a self-administered
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questionnaire which was directed to a sample of EAs in Jordan. Data are then analysed
using Partial Least Squares Structural Equation Modelling (PLS-SEM) techniques.
The results of the study show that culture dimensions can significantly influence EAs’
judgements and decisions regarding their reliance on the IAF. In particular, the evaluation
judgement and reliance decision relating to the IAF made by Jordanian EAs who are
collectivist, uncertainty avoidant, and accept a high power distance are negatively affected.
The results also show that revisions made to ISA 315 have a positive impact on EAs’
judgements in respect of the extent to which the IAF meets the reliance requirements.
Furthermore, the results reveal that Jordanian EAs’ reliance on the IAF has an indirect
impact on audit fees through reducing audit work hours.
This study contributes to the existing literature on the interaction between national culture
and audit by providing empirical evidence of how the process of making a reliance decision
on the IAF in accordance with ISA 610 is influenced by specific cultural hallmarks in
Jordan. Moreover, this study adds to the literature on EAs’ reliance on the IAF by
introducing models embedding Signalling Theory in the Throughput Model to gain better
understanding of how EAs rely on the IAF by tracing the sub-processes of different stages
of the reliance decision, as well as clarifying how reliance impacts upon audit fees.
Furthermore, this study enriches the literature by providing empirical evidence of the
impact of the revised ISA 315 on the process of EAs’ reliance on the IAF. The findings of
this study have practical implications that could be of interest to many different parties,
such as standards setters, EAs, the IAF and auditees. These parties can influence the IAF
contributions to the external audit, thereby enhancing its efficiency.
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Chapter 1 Introduction
1.1 Overview
External and internal audit are amongst the most important cornerstones of the business
environment. Both play a vital role in enhancing the quality of financial information (Burt,
2016). Although external auditors (EAs) differ from their internal counterparts in terms of
responsibilities and their relationship to the company, they are also complementary to each
other (see Figure 1.1). In fact, there is a large area of common interest that forms the basis
for valuable co-operation between the two functions (Davidson, et al., 2013; Felix, et al.,
2005; Margheim, 1986; Mihret & Admassu, 2011; Pike, et al., 2016; Whittington &
Margheim, 1993).
Figure 1.1: Relationship between External and Internal Auditors

External Auditor
assesses annual financial
statements, performance
reports and legislative
compliance

Internal Auditor
evaluates and improves
risk management,
control and governance
processes

In order to acheive
their obectives, both
must evaluate and
assess internal
controls

Source: Developed by the Author based on ISA 610 (Revised 2013)
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This complementarity is so significant that the International Federation of Accountants
(IFAC), through the International Auditing and Assurance Standards Board (IAASB), has
issued a standard to organise and govern the co-operation between these two functions
(IFAC, 2013). International Standard on Auditing (ISA) 610 (Revised 2013) allows EAs to
rely on the internal audit function (IAF) if the latter meets certain quality criteria. The
standard has shown that reliance can be placed on work already performed by the IAF
and/or using internal auditors to provide direct assistance under the supervision of the EAs
(IFAC, 2013). This reliance is intended to reduce the extent of external audit procedures
that EAs perform to collect the audit evidence, which in turn increases the efficiency of the
audit (Gramling, 1999; Paino, et al., 2015).
The importance of EAs reliance on the clients’ IAF is well-accepted worldwide, where it
significantly contributes to the work essential to complete the external audit of the financial
statement (Bame-Aldred, et al., 2013; Gramling & Vandervelde, 2006; Zain, et al., 2015),
which consequently leads to a material reduction in external audit fees1 (Felix, et al., 2001).
In this scenario, the IAF is considered as one of the external audit resources, and its
effective utilisation is believed to be an efficient employment of audit resources
(Krishnamoorthy & Maletta, 2016). However, in parts of the developing world, EA is not
utilising the IAF to the extent that makes it a significant determinant of external audit fees
(Al-Twaijry, et al., 2004; Suwaidan & Qasim, 2010; Thnaibat & Shunnaq, 2010).
Therefore, an opportunity is lost for either the organisations to reduce their external audit
fees, or for audit firms to achieve a competitive advantage by providing the services at
lower cost. These varying contributions of the IAF to the external audit could be a
1

According to Felix, et al. (2001), 26.57 percent of the audit work of financial statements is
completed by internal auditors, which has, consequently reduced external audit fees by
nearly 18 percent or $215,961.
2

consequence of differing cultural standpoints and traditions. This is because an external
audit process is generally governed by the ISAs, and the reliance decision on the internal
audit is guided by ISA 610. These standards are originated in the developed countries and
are being increasingly adopted by approximately 126 countries and jurisdictions all across
the world (IFAC, 2012). Yet, ISAs have remained “culture-blind”, and widely ignore the
impact of culture on the practice of audit profession (Bik, 2010).
The influential role of culture in the processes of external and internal audit has raised
interest among researchers (e.g. Abdolmohammadi, 2009; Alzeban, 2015; Askary, 2006;
Chan, et al., 2003; Chen, et al., 2007; Cowperthwaite, 2010; Ge & Thomas, 2008; Hughes,
et al., 2009; Lin & Fraser, 2008; Nolder & Riley, 2014; Sarens & Abdolmohammadi, 2009;
Tsui, 1996; Yamamura, et al., 1996). However, only a few researchers have tackled the
effect of culture on the way EAs apply ISAs (e.g. O’Donnell & Prather-Kinsey, 2010).
Nonetheless, the study conducted by O’Donnell & Prather-Kinsey which concludes that the
interpretations of auditing standards (such as ISA 315), are influenced by culture, can be
differently applied across countries. This can lead to variation in the audit outcomes, even
when the same information is being evaluated. Moreover, significant differences have been
identified between the judgments of EAs belonging to diverse culture clusters. For instance,
in jurisdictions that are believed to score high on avoiding uncertainty, EAs tend to rate the
risk of material misstatement higher than where jurisdictions are not characterised by this
hallmark (Nolder & Riley, 2014). Also, EAs from countries scoring high on power distance
are subject to face communications barriers. This may lead to a lack of information
required to formulate their judgments and decisions and therefore, weakens the efficiency
and effectiveness of the audit process (Cowperthwaite, 2010). Furthermore, in collectivist
cultural setting, employees are expected to be more loyal to their organisations and exhibit
3

low turnover even if it is against their own interests (Hofstede, 1984,2001). Hence, EAs are
expected to be more confident in the knowledge of their clients’ staff, on the basis of the
assumption that working with the same company may result in high level of experience in
their operations (Alzeban, 2015; Cowperthwaite, 2010).
In the process of EAs reliance on the IAF, EAs are required by ISA 610 (Revised 2013) to
judge the level of quality of the IAF, in addition to evaluating the adequacy of their work
for the purpose of the external audit. Subsequently, they have to decide the nature and
extent of reliance they are willing to place on the IAF (IFAC, 2013). This process, as a part
of an external audit, may be impacted by the cultural dimensions and may lead to a varied
extent of reliance among countries. Therefore, Jordan, like other Arab countries, has
adopted the ISAs (Obaidat, 2007), and scores high on power distance, uncertainty
avoidance, and collectivism (Alkailani, et al., 2012; Hofstede, 2001). Consequently, it is
anticipated that the reliance process of EAs on the IAF, in accordance with ISA 610
(Revised 2013) will be influenced by these particular cultural traits. Considering the
tribalistic2 nature of Jordanian society (Ali, et al., 2013), it is more likely that the judgments
and decisions of Jordanian’s EAs, regarding the utilisation of the IAF of clients, may be
culturally directed to a certain path. Also, according to the results provided by Suwaidan &
Qasim, (2010), this is less likely to bring the efficiency into the audit process.
However, despite the above causal assumptions, the literature review indicated no empirical
study has hitherto been conducted to examine the association between the culture
dimensions and EAs’ judgements with regards to the extent to which the IAFs of clients
2

A tribe is defined as “a form of society that arises when groups of men and women who
recognize each other as being related by birth or by marriage come together to act in
concert to control a territory and appropriate its resources, which they exploit – together or
separately – and which they are ready to defend by armed force” (Godelier, 2009 cited by
Rowland, 2009, p.12).
4

meet the reliance requirements of ISA 610 (Revised 2013), and EAs decisions to rely on
clients’ IAFs. Furthermore, literature review revealed that other major factors, which were
not taken into account while studying the EAs reliance on the IAF, are (a) the 2013 revision
made on ISA 610 that introduced new quality factor to be used by EAs in the evaluation
process of the IAF, (b) the effectiveness of coordination between EAs and internal auditors
due to the application of the revised ISA 315, and (c) the mediating role of audit work
hours in transforming the effect of reliance on the external audit fees.
Therefore, in an endeavour to contribute to the literature, this study takes into account the
aforementioned major points and sheds light on the issue of whether the utilisation of the
IAF by EA is influenced by particular cultural distances, which can be indicated in the
Jordanian business environment. This provides empirical evidence about the way in which
culture affects the contribution of the IAF to the external audit, and identifies the impact of
each cultural dimension on the judgment and decision of EA throughout the process of
making the reliance decision. In the process, the extant literature within the field is
extended and fills the gap by investigating the way in which some aspects of the external
audit are visualised and accomplished in a lower middle income country. In such countries,
the economy is dominated by services, and painstaking efforts are taken to attract more
western direct investments in order to operate within the prevailing culture (Ali, et al.,
2013). However, it is expected that this study will have implications for other developing
countries as well, where ISAs are adopted and similar traditions and culture overlie the
social and economic milieus.
To achieve the objectives of the current study, a decision-making model is being suggested
and used, which incorporates Signalling Theory (Spence, 1973) with the Throughput Model
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(Rodgers, 2006). The Throughput Model is a decision-making model that divides
individual process thinking into six different pathways, each ending with a formulated
decision regarding a particular situation. These six pathways are generated via interactions
between four factors in the decision-making process: “Perception” (framing the problem),
“Information” (financial and non-financial), “Judgement” (analysis of perception and
information), and “Decision Choice” (Rodgers et al., 2014). Contrarily, Signalling Theory
indicates that a direct evaluation of quality is impossible or too difficult, as quality is a
combination of several factors and cannot be directly observed. Therefore, in evaluating the
quality of an object, we must rely upon signals sent by the signaller (i.e. the object under
evaluation), which are perceivable indicators of this unobservable quality that is
subsequently interpreted by the receiver (i.e. the evaluator) and finally feedback about the
quality level is sent to the signaller (i.e. the decision choice) (Connelly et al., 2011). The
present study argues that incorporating Signalling Theory with the Throughput Model can
assist in visualising ISA 610 (Revised 2013) and capturing the different stages of the
reliance process, which, in turn, may enable tracing the influence of culture upon the
judgement and decisions of EAs throughout the reliance process on the IAF. Three culture
dimensions of Hofstede’s framework, determined to have an effect on the audit process are
used to operationalise the perception construct, while the rest of the study constructs are
operationalised on the basis of ISA 610 (Revised 2013) and ISA 315 (revised 2013).
Hypotheses are developed based on reviews of the related literature and professional
standards and then tested using the partial least squares structural equation modelling
techniques (PLS-SEM) on the basis of data collected from a sample of EAs that are
providing external audit services to listed companies in Jordan.
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In addition to this introduction, this chapter consists of Section 1.2, which summarises the
problem being studied. Section 1.3 presents the research questions, followed by Section 1.4
that introduces the study aim and objectives. The next Section (1.5) highlights the
motivations of the current study, before finally concluding with Section 1.6 that shows the
structure of the thesis.
1.2 Study Problem
The problem of the current study can be highlighted by the need of EAs to rely on the IAF
as an instrument for saving efforts and cutting costs, which the Jordanian business
environment has still not utilised. EAs can benefit from the high knowledge of the IAF on
the company and its operations, as this knowledge is acquired by the internal auditors
because of the extensive time spent working with the same company. During this time span,
internal auditors may come across positive or negative aspects of the company that EAs are
unlikely to identify during their visits. Thus, EAs will gain more understanding of the
company environment, which may influence their audit plan for better audit coverage.
According to ISA 610 (Revised 2013), the primary reason of EAs’ reliance on the IAF is to
reduce the extent of the audit procedures that EAs perform for gathering audit evidence.
This reduction can be achieved by avoiding the unnecessary duplication of work performed
by the IAF. In this setting, reliance on the IAF results in benefits to organisations and audit
firms. For instance, organisations acquire financial incentives by utilising audit services at
lower cost, while audit firms can reduce fee pressure and remain competitive in the audit
services market. In this regard, research generally supports the notion that reliance of EAs
on internal auditors reduces audit fees (Bame-Aldred, et al., 2013). Felix et al. (2001)
provided empirical evidence in this regard, which indicated that 26.57 percent of the audit
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work on financial statements is completed by the IAF. This has, in turn, reduced external
audit fees by almost 18 percent or $215,961. Nonetheless, Jordanian EAs reliance on the
IAF of their clients still has no impact on external audit fees. This is clearly revealed by the
study of Suwaidan & Qasim (2010, p.509), which stated that “The results of the multiple
regression analysis indicated that the size of the audited company is the most important
variable in explaining the variation in audit fees paid by the sample companies. As for the
reliance variable, it is found insignificant”. These significant differences between the result
of Felix et al. (2001) and Suwaidan & Qasim (2010) highlight the problem of the present
study and signify the importance of studying the influence of culture upon the reliance
process of EAs on the IAF. Hence, Felix et al. (2001) collected the data from a sample of
American EAs, who differ from Jordanian EAs, in terms of cultural dimensions.
Furthermore, both of these studies investigated the direct impact of EAs reliance on the IAF
on the audit fees. While in the natural setting of an external audit process, the impact on
external audit fees is transferred by the impact of reliance on the external audit work hours,
based on the assumption that audit effort is a determinant of audit fees (Bame-Aldred, et al.,
2013). Therefore, studying this relationship in its natural setting may uncover interesting
results. Moreover, literature review revealed that other major factors, which were not taken
into account while studying the EAs reliance on the IAF, are the 2013 revision made on
ISA 610 that introduced new quality factors to be used by EAs in the evaluation process of
the IAF, and the effectiveness of coordination between EAs and internal auditors due to the
application of the revised ISA 315.
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1.3 Study Questions
In order to facilitate addressing the study problem, this section translates the problem into
the following questions that the current study is expected to answer:
1. What is the influence of the cultural dimensions on the EAs’ judgements concerning
the extent to which clients’ IAF meets the quality requirement of ISA 610 (Revised
2013)?
2. What is the influence of the cultural dimensions on the EAs’ decisions to rely on the
IAF of clients?
3. To what extent do the results of applying the revisions made on ISA 315 impact the
EAs’ judgements as regards to the extent to which IAF of clients meets the quality
requirement of ISA 610 (Revised 2013)?
4. To what extent do the EAs’ judgements as regards to the extent to which IAF of
clients meets the quality requirement of ISA 610 (Revised 2013) impact their
reliance decisions?
5. To what extent does the reduction in external audit work hours mediate the impact
of EAs reliance on the IAF upon the external audit fees?
1.4 Study Aim and Objectives
The aim of the current study is to examine the influence of cultural dimensions on the
process of EAs reliance on the IAF while taking into account the latest revisions made on
ISA 315 and ISA 610, as well as, considering the manner in which such reliance impacts
the external audit fees.
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To facilitate the process of achieving this study aim, the following objectives are
formulated:
1. To develop conceptual models that are able to incorporate the latest revisions made
in ISA 315 and ISA 610, while tracing the influence of culture upon the reliance
process, and visualise the reliance impact on external audit fees.
2. To empirically test the conceptual models, in order to:
a. Examine the association between power distance cultural dimension and EAs
judgements concerning the extent to which IAFs of clients meet the reliance
requirements of ISA 610 (Revised 2013).
b. Examine the association between power distance cultural dimension and EAs
decisions to rely on the IAFs of clients.
c. Examine the association between uncertainty avoidance cultural dimension
and EAs judgements concerning the extent to which IAFs of clients meet the
reliance requirements of ISA 610 (Revised 2013).
d. Examine the association between uncertainty avoidance cultural dimension
and EAs decisions to rely on the IAFs of clients.
e. Examine the association between individualism cultural dimension and EAs
judgements concerning the extent to which IAFs of clients meet the reliance
requirements of ISA 610 (Revised 2013).
f. Examine the association between individualism cultural dimension and EAs
decisions to rely on the IAFs of clients.
g. Examine the influence of the effectiveness of coordination between EAs and
the IAF as a result of applying the revised ISA 315 on EAs judgements
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concerning the extent to which IAFs of clients meet the reliance requirements
of ISA 610 (Revised 2013).
h. Examine the influence of EAs judgements concerning the extent to which
IAFs of clients meet the reliance requirements of ISA 610 (Revised 2013)
upon their decisions to rely on the IAFs of clients.
i. Examine the mediating role of external audit work hours on the relationship
between EAs reliance on the IAF and external audit fees.
1.5 Study Motivations
There is evidence of an increasing need for more investigations on the issue of EAs reliance
on the IAF (Bame-Aldred, et al., 2013; Gramling, et al., 2004). Particularly, Bame-Aldred
et al. (2013, p.257) stated that “the passage of ISA 315 and ISA 610 creates new
opportunities for research concerning EAs’ reliance decisions”. These opportunities can be
understood as being created by the 2013 revisions made on both ISA 315 and ISA 610. ISA
610 (Revised 2013) introduced a new option that can be used by EAs to place reliance on
the IAF, which is using internal auditors to provide direct assistance. This is to be used in
addition to the former option, which is utilising the already performed work by the IAF.
Furthermore, the revisions of 2013 made on ISA 610 provide new guidance for the
evaluation of the IAF as pre-reliance requirements. Likewise, ISA 315 (Revised 2013) has
been connected to the process of EAs reliance on the IAF. This connection is intended to
establish an environment for the reliance decision, before the application of ISA 610
(2013). However, these revisions should be taken into account in any study investigating
the reliance process, which is not revealed by the reviewed literature. Therefore, the current
study is motivated by the need for incorporating the aforementioned revisions in order to
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update and enrich the extant literature in this field. Additionally, it has been explicitly
stated by Bame-Aldred et al. (2013, p.257) that “EAs’ decision to rely on an IAF could be
influenced by environmental factors and/or cultural dimensions. Examination of which
variables alter EAs’ decisions presents an opportunity to research the interaction between
audit and culture”. This represents a direct call for the current study and supports the
existence of the problem, and therefore, justifies its importance.
1.6 Structure of the Thesis
This thesis consists of seven chapters, commencing with the introductory chapter. Chapter
Two provides a background about EAs, the IAF, and the co-operation between the two
functions, and highlights the review of the relevant literature. Chapter Three focuses on the
theoretical underpinning, the Throughput Model, Signalling Theory, the development of the
conceptual models, and the hypotheses formulation. Chapter Four concentrates on the
methods and approaches that have been used to collect and analyse the data, as well as, the
techniques adopted to test the conceptual models. Chapter Five presents the preliminary
analysis of the data and the descriptive statistics. Chapter Six reports the process of testing
the conceptual models and the related hypotheses. Lastly, Chapter Seven discusses the
results of testing the hypotheses and provides a conclusion, limitations along with the
implications, and recommendations for future research.
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Chapter 2 Background and Literature Review
2.1 Introduction
This chapter presents a theoretical background and a review of the relevant literature on
EAs reliance on the IAF, as well as, on the influence of culture upon the audit process. This
chapter consists of eight sections. After this introductory section, Section 2.2 highlights the
role and responsibility of the external audit and introduces the background about the
auditing standards governing the process. In addition, it deliberates the latest revisions
made on ISA 315 and ISA 610. Section 2.3 presents the role and responsibilities of the
internal audit and highlights the professional standards that organise its work. Moving to
Section 2.4, it provides a review of the literature on EAs reliance on the IAF and discusses
the factors that impact upon this reliance. Section 2.5 reviews the literature on the judgment
process and decision making in auditing. Next, Section 2.6 presents the concept of culture
and discusses its dimensions, types, and measurements. Also, this Section examines the
literature on the culture influence of EAs’ judgements and decisions. Subsequently, Section
2.7 sheds light on the study context to provide information about the audit profession in
Jordan, the prevailing cultural dimensions in Jordan, and a review of Jordanian literature on
the relationship between EAs and the IAF. Lastly, Section 2.8 presents the conclusions of
the chapter.
2.2 Role and Responsibility of External Auditor
The general role of the external auditors can be explicitly addressed through Arens et al.
(2012, p.4)’s definition of auditing, which states that “Auditing is the accumulation and
evaluation of evidence about information to determine and report on the degree of
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correspondence between the information and established criteria. Auditing should be done
by a competent, independent person”. More specifically, the role of EA in an audit of
financial statements is highlighted within the overall objectives of EA that are determined
by ISAs. According to ISAs, EA is required to a) “obtain reasonable assurance about
whether the financial statements as a whole are free from material misstatement, whether
due to fraud or error, thereby enabling the auditor to express an opinion on whether the
financial statements are prepared, in all material respects, in accordance with an applicable
financial reporting framework; and b) to report on the financial statements, and
communicate as required by the ISAs, in accordance with the auditor’s findings” (IAASB,
2013, p.81).
The above definitions indicate that external audit is concerned with evaluating information
on the basis of audit evidence, which is collected during an independent audit process.
Subsequently, the degree of adherence of that information with certain criteria is inspected.
These criteria vary and depend on the type of audit, as well as the jurisdiction in which the
audit is performed. For instance, in the case of financial statement audit in Jordan, the
criteria will be the International Financial Reporting Standards (IFRS), or it could be the
Generally Accepted Accounting Principles (GAAP) if the audit is being conducted in the
USA. However, the final product of external auditors (EAs) in an audit of financial
statements is their opinion in the audit report. This audit report has emerged as an essential
source of obtaining a reasonably high level of assurance about the extent to which the
financial statements are free of material misstatements and contain all the appropriate
information that would prevent users from being misled (Arens et al., 2012). Therefore, it
provides credibility to the financial statements (Higson, 2009). Although there are many
conflicts between the various parties (e.g. investors, creditors, managements, and
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government) in terms of their goals and interests, EAs take into account public interests in
expressing their opinion in financial statements. Therefore, an external audit report is
considered to be an independent source of assurance that has not been prepared to favour
any particular user (Kabajeh et al., 2012).
The responsibility of an external audit is to ensure that the expressed opinion is based on
proper audit procedures that are performed in accordance with appropriate professional
standards (e.g. ISAs). These standards generally required the EAs to prepare a professional
and efficient plan and then manage the audit engagement, strive to complete the audit work
within the agreed time span, maintain a good relationship with the organisation under audit,
assign the audit task to competent staff from the firm with the relevant experience and
provide sufficient resources to discard the duty (Arens, et al., 2012).
2.2.1

Professional Standards that Govern the External Auditor Work

It is common for professional organisations (e.g. the medical, legal, and accounting
professions) to set standards for professional practices. These standards are needed in order
to identify the practitioners' responsibilities and their relationships with each other, as well
as with their clients. Also, professional standards serve as guidelines in providing services.
Accordingly, EAs, need relevant instruments to express an unbiased opinion that will
enable them to perform their mission. These instruments differ from one country to another.
One of the most important instruments that are applied in the majority of the world,
including Jordan, is the ISAs. These standards are issued by the IFAC through the
International Auditing and Assurance Standards Board (IAASB) (IFAC, 2013). According
to the Financial Stability Board (FSB), ISAs are “professional standards that deal with the
independent auditor's responsibilities when conducting an audit of financial statements.
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ISAs contain objectives and requirements together with application and other explanatory
material” (FSB, 2014). It has been argued that ISAs are one of the 12 key international
standards that create a sound financial system, which is why they have been adopted by 126
countries (IAASB, 2013). Therefore, auditors should acquire a deep understanding of ISAs
in order to implement them in a way that serves the objectives of the audit. Moreover,
auditors should also be knowledgeable in the explanatory materials that are associated with
these Standards (Pineno & Gelikanova, 2010).
2.2.2

Revisions Made to ISA 315 and ISA 610

EAs are mainly governed by ISA 315 and ISA 610 when they rely on the IAF of clients.
Following a review of professional standards, it can be seen that these two standards have
been revised in 2013. The primary aim of such revisions is to ensure clearly explained,
sound, and appropriate audit approaches. Part of these revisions is effective for financial
statement audits for periods ending on or after December 15, 2013, and another part applies
to the auditing of financial statements prepared on or after December 15, 2014 (IFAC,
2013). ISA 315 -“Identifying and Assessing the Risks of Material Misstatement through
Understanding the Entity and Its Environment”- has been revised to be linked with ISA
610 in governing the process of EAs reliance on the IAF. This revision made to ISA 315
requires EAs to utilise the knowledge and understanding of the IAF on different aspects of
the auditee’s operations for assessing the risk of any potential misstatements, and to
establish an environment in which the evaluations of the IAF, required by ISA 610, can be
effectively undertaken in cases when EAs are willing to place reliance on the IAF. These
revisions were made on the basis of the assumption that the IAFs have a better
understanding and are more knowledgeable of the companies and their risks and controls
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(IAASB, 2013). Applying this revision by EAs may result in an effective coordination
between EAs and the IAF of clients, which in turn, may form a base for the reliance
decision. This is because, at this stage, EAs build their expectations about the potential use
of the IAF. According to ISA 610 (Revised 2013), the effectiveness of coordination
between the two functions that result from applying ISA 315 (Revised 2013) can be
assessed by the existence of following indicators: “(1) Discussions take place at appropriate
intervals throughout the period, (2) The external auditor informs the internal audit function
of significant matters that may affect the function, (3) The external auditor is advised of and
has access to relevant reports of the internal audit function and is informed of any
significant matters that come to the attention of the function when such matters may affect
the work of the external auditor so that the external auditor is able to consider the
implications of such matters for the audit engagement” (IFAC, 2013, p.17).
Likewise, ISA 610 – “Using the Work of Internal Auditors”- has been revised in 2013 to
accommodate any developments in the IAF environment and to enhance the EAs’
performance by introducing a more robust guidance for evaluating and using the IAF. This
revision introduced a new option that can be used by EAs to place reliance on the IAF - the
use of internal auditors to provide direct assistance under the review and supervision of
EAs. The pre-revision version of this Standard was only allowing reliance by using the
work already performed by the IAF. In this regards, expanding the way in which EAs can
rely on the IAF may results in more utilisation during the external audit engagement.
Similar to the pre-revision version of this Standard, the revised ISA 610 requires EAs to
evaluate the quality of the IAF before placing any reliance in order to ensure that reliance
will not affect the quality of the external audit outcomes. The revision proposed the
evaluation of certain key factors for determining whether to use the work of the IAF or not.
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These factors are objectivity, competence, the IAF application of a systematic and
disciplined approach, including quality control, and the adequacy of the IAF work for the
purpose of external audit (IFAC, 2013). Hence, the quality factors that are proposed by the
pre-revision version of this Standard were objectivity, technical competence, due
professional care, and communication3 (IFAC, 2009). However, it can be seen that these
revisions introduced some changes that represent new guidance to the way in which EAs
evaluate and rely upon the IAF. This may, in turn, influence all stages of the reliance
process, as well as its outcomes. The current study argues that these revisions should be
taken into consideration whenever the reliance of EAs on the IAF is studied. This would
help generate more reliable results by studying the actual status of the reliance process and
link the applicable theories to the fieldwork practices. Therefore, all of the revisions are
taken into account in the present study while examining the influence of culture upon the
EAs reliance on the IAF.
2.3 Role and Responsibility of Internal Audit Function
The continuous need for more efficient control over costs and resources resulted in higher
standards of accountability over the ways in which managements are discarding their
responsibilities. This, in turn, increases the importance of the role played by the internal
audit function (IAF) as an employee of a company that advises on and supervises the
operational activities (Felix, et al., 1998). The Chartered Institute of Internal Auditors (IIA)
defines internal auditing as “an independent, objective assurance and consulting activity

3

For more details about the revisions see the pre-revision ISA 610 which can be accessed
from: http://www.ifac.org/system/files/downloads/a034-2010-iaasb-handbook-isa-610.pdf
and the ISA 610 (Revised 2013) from the following link:
https://www.ifac.org/publications-resources/isa-610-revised-2013-using-work-internalauditors
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designed to add value and improve an organisation's operations. It helps an organisation
accomplish its objectives by bringing a systematic, disciplined approach to evaluate and
improve the effectiveness of risk management, control, and governance processes” (IIA,
2015, p.2). From the above definition, it is evident that the IAF plays an important role in
helping companies to achieve their goals by combining the consulting and the assurance
roles, and hence, contributes to the successful survival of the company. The assurance role
is performed by providing an accurate depiction of how well the processes and operations
are working to achieve the company goals. Subsequently, consulting aid is provided to
enhance these processes and operations, wherever needed. Furthermore, the role of the IAF
stretches beyond financial statements and their related risks and includes wider matters,
such as the growth of the company, its reputation, its responsibility towards the
environment in which it operates, and the rights and duties of its employees (IIA, 2015).
The responsibility of the IAF is to maintain independence for providing an objective and
unbiased view of the evaluated operations. Furthermore, internal auditors should report
their findings to the highest level in the company (i.e. those charged with governance). For
this purpose, members of the IAF staff should be qualified, skilled as appropriate, and
possess an acceptable level of experience. In addition, the IAF should adhere to applicable
professional standards of internal audit in order to discard the tasks at the high level of
professionalism. In order to balance between the needs of competent staff and the cost of
utilising such staff, companies have three options to maintain the IAF (Glover, et al., 2008).
These options are - it can be in-sourced, co-sourced, or out-sourced. In-sourced IAF is a
group of the organisation employees that are totally maintained and internally developed by
the company. On the other hand, outsourced IAFs are executed by external providers,
which are in most cases a CPA firm. The co-sourced IAF is a mixture of the two mentioned
19

structures, it consists of an internally maintained section of the organisation itself and the
other part is outsourced to external providers (KPMG, 2009). Subsequent to the SarbanesOxley Act, which prohibits EAs from providing internal audit services to their clients,
outsourcing of internal audit services was assigned to public and specialist accounting
firms, other than the EAs that serve the company (Gramling & Vandervelde, 2006).
However, after briefly discussing the roles and responsibilities of both internal and external
auditors, it can be seen that there are differences between the two functions in terms of
responsibilities and their relationship to the company. Despite such differences, internal and
external audit are complementary to each other and there is a large area of common interest
that forms the basis for valuable co-operation between these two functions. Figure 2.1
summarises the different roles of the external and internal audit.
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Figure 2.1: The Distinct Roles of Internal and External Audit
Employment/Report

Scope

Objective

Focus

Independence

Recipient of reports

Internal Audit
Employed by the organisation and
reporting to the board or audit
committee
Assessment of all categories of risks
and their management: financial,
operational, compliance and
governance

External Audit
Hired external contractor
reporting to the shareholders or
equivalent
Express an opinion on the
statutory financial statements
and related disclosures,
therefore examining internal
controls relevant to the opinion
Provide assurance that senior
Provide assurance to the
management is fulfiling their duties
stakeholders or equivalent
related to governance, risk management regarding statutory financial
and internal controls
statements and other reports as
required by local law
Understanding the business, providing
Understanding the business
assurance on the efficiency and
sufficiently to express an
effectiveness of risk management and
opinion on the financial
internal controls systems
statements
Professional ethical standards are
Professional ethical standards
overseen
reviewed and monitored by the
by the audit committee through a
audit committee and the
quality assurance and improvement
regulatory framework
programme
Main focus: independent view
Main focus: objectivity
on the financial statements
The board, the audit committee,
Auditors’ opinion to the
senior management and auditees
shareholder(s) or equivalent.
Management letters to
governing body and senior
management
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Timing and frequency

Professional Framework
Improvements

Skills

According to an audit plan approved
by the board or audit committee,
and senior management
International Professional
Standards and Code of Ethics
Systematic recommendations and
follow up of corrective actions

Diverse skills sets required: being
able to understand corporate
governance, business risks, operational,
strategic and compliance risks
Source: CIIA (2015)
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Statutory financial reporting, in
some entities reporting to stock
exchange
Statutory and regulatory
framework
Management letter on the
processes reviewed and
improvements needed, mostly
focused on financial reporting
processes
Understanding the business to
be able to challenge the use of
the accounting standards

2.3.1

Professional Standards that Govern the Internal Audit Function Work

Due to the fact that internal audit services are provided in different business environments,
where the regulations and culture vary, as well as, due to the diversity in the companies’
size, industry complexity, structure, and purpose, the need for a specific set of guidelines to
govern the IAF work has emerged (Ramamoorti, 2003). The widely used guidelines for the
IAF are the Institute of Internal Auditors’ (IIA’s) International Standards for the
Professional Practice of Internal Auditing (Standards). These Standards are internationally
applicable and consist of statements along with their interpretations and clarifications that
identify the basic requirements for internal auditors in order to professionally evaluate the
effectiveness of performance and practice their audit. The Standards are segregated into
two groups - the attribute and performance standards. Attribute standards group is related to
the characteristics of firms and individuals executing internal auditing. On the other hand,
the performance standards group depicts the nature of the services that can be provided by
the IAF, in addition to providing a set of criteria that can be used to measure the quality of
the provided services (IIA, 2015). According to the IIA, the purpose of the Standards is to:
1. Delineate basic principles that represent the practice of internal auditing.
2. Provide a framework for performing and promoting a broad range of value-added
internal auditing.
3. Establish a basis for the evaluation of internal audit performance.
4. Foster improved organisational processes and operations.
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2.4 External Auditors’ Reliance on the Internal Audit Function
The importance of the relationship between EAs and the IAFs has increased nowadays as a
response to the requirements of sound corporate governance (Ramamoorti & Siegfried,
2016) even though the EA’s relationship with the IAF is one of the long-lasting practices as
(Thurston, 1949) cited in (Gramling, et al., 2004). In the recent years, the roles of the two
audit functions have become more closely related, which in turn has expanded the
relationship among the two functions (Bame-Aldred, et al., 2013). Professional auditing
standards (e.g. SAS No. 65 and ISA 610) discuss the way in which the IAF can contribute
to the external audit of financial statements. Specifically, ISA 610 (Revised 2013) allows
EAs to rely on the IAF if the latter meets certain quality requirements. The Standard has
shown that reliance can be placed on work already performed by internal auditors and/or
using internal auditors to provide direct assistance under the supervision of the external
auditors (IFAC, 2013). Such reliance may affect the nature and extent of external audit
procedures that are used to gather the audit evidence. According to ISA 610 (Revised
2013), the primary reason for EAs’ reliance on the IAF is to make a positive modification
to nature and timing and/or reduce the extent of the audit procedures performed for
gathering audit evidence. This modification or reduction can be achieved by avoiding the
unnecessary duplication of work performed by the IAF. Therefore, the reliance on the IAF
benefits the organisations and audit firms. For instance, organisations gain financial
incentives by utilising audit services at lower cost, while audit firms can reduce fee
pressure and remain competitive in the audit services market (Davidson, et al., 2013;
Saidin, 2014). Bame-Aldred et al. (2013) stated that considerable part of this evidence
originates from EAs’ reliance on the IAF. In other words, the IAF contributes to the
external audit of financial statements.
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However, as long as the internal audit task is conducted by an employee of the company,
whose independence can be questioned (Kamau, et al., 2014) and who is perceived to be an
advocate of the company management (Ahlawat & Lowe, 2004; Hajiha & Rafiee, 2011;
Margheim, 1986), professional care should be exercised by EAs, while taking a reliance
decision in order to ensure that it is taken with a high level of professionalism. Therefore,
producing high-quality audit reports increase confidence in the accounting information
reported in the audited financial statements, which will assist in attracting foreign capital
and increasing local investment.
Furthermore, as explained by ISA 610 (Revised 2013), reliance permission does not waive
any part of EAs’ responsibility towards the audit report content. Therefore, the standard
proposed a set of factors to be evaluated as quality measurements work as a basis for the
reliance decision. These factors include: 1) objectivity of the IAF, which has been defined
by the Standards as “an unbiased mental attitude that allows internal auditors to perform
engagements in such a manner that they believe in their work product and that no quality
compromises are made. Objectivity requires that internal auditors do not subordinate their
judgment on audit matters to others”. 2) Competence of internal auditors that the Standard
referred to it as “Proficiency,” which implies that “Internal auditors must possess the
knowledge, skills and other competencies needed to perform their individual
responsibilities”. And lastly, 3) the application of a systematic and disciplined approach by
the IAFs to plan, perform, supervise, review, and document their activities (IIA, 2015;
IFAC, 2013). The indicators for the aforementioned quality factors are also illustrated in
the scope of ISA 610 (Revised 2013).
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The review of the literature indicated that many of studies were conducted to investigate the
determinants of EAs’ decisions. According to Bame-Aldred et al. (2013), these studies
grouped the factors that influence the decisions by the EAs to rely on the IAF into statutory
and regulatory factors, environmental factors, and the IAF’s quality factors. The next
section will offer a detailed discussion of each group of these factors.
2.4.1

Statutory and Regulatory Factors Influencing the Reliance Decision

EAs’ reliance decision on the IAF is sensitive to the internal and external audit related
statutory and regulatory requirements of the country in which the services are being
provided. In addition, as stated earlier, EAs are required to evaluate the quality of the IAF
before placing any reliance. Hence, the IAF compliance with the Standard can be an
indicator of the quality of the IAF. Burnaby & Hass, (2009) used data collected by the 2006
IIA’s surveys of the Common Body of Knowledge4 (CBOK) from 107 countries to inspect
the internal auditors’ degree of compliance with the IIA Standards. The study indicates that
most of the internal auditors are using the Standards and the related materials. Nevertheless,
almost 40% of the IAFs were not fully complying with all of the Standards. The most
common explanations stated by internal auditors for limited compliance were: 1)
insufficient IAF staff (12.6 percent), 2) management of organisation’s perception that it
does not add value (12.2 percent), 3) too time-consuming to comply with the IIA Standards
(12.2 percent), 4) compliance not supported by management of organisation (11.9 percent),
and 5) superseded by local/government regulations or standards (10.7 percent). Other
4

The IIA’s CBOK: "Since 1972, the IIA has periodically administered a comprehensive
survey to capture current perspectives and opinions from a large cross-section of practicing
internal auditors, internal audit service providers, and academics about the nature and scope
of assurance and consulting activities provided by internal auditors on a worldwide basis
(IIA 2011). This initiative is part of an ongoing global research program to broaden the
understanding of how internal auditing is practiced throughout the world” (Bame-Aldred, et
al., 2013, p.255).
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researchers used the same set of data, but based on geographical subsets
(Abdolmohammadi, 2009; Burnaby, et al., 2009; Marais, et al., 2009). However, the results
derived were similar to the ones generated by Burnaby & Hass (2009). Likewise, Bailey
(2010) found that one of the major issues that explain why the IAFs are not fully complying
with the Standards is the failure to adhere to Standard 1300, which is related to the Quality
Assurance and Improvement Program that requires a periodic external review of the IAF
(Bailey 2011). This is as important as ISA610 (Revised 2013) and explicitly requires EAs
to investigate this matter before relying on the IAF (IFAC, 2013). In the case no external
review of the IAF was performed, EAs need to undertake extra work to satisfy the ISAs
reliance requirements. Further, Standard 2600 were also not followed as required. This
standard is used when the evaluations of the chief audit executive (CAE) reveal that senior
management is accepting an objectionable level of risk that may affect the organisation’s
operations.
As stated earlier, ISAs govern the EAs reliance on the IAF process and are internationally
applied across the majority of the world. Therefore, a variation in the reliance process could
occur due to these cross countries differences (O’Donnell & Prather-Kinsey, 2010;
Cowperthwaite, 2010). O’Donnell & Prather-Kinsey (2010) argued that the auditing
standards, such as ISA 315, may be implemented inconsistently by EAs across countries
due to the variance in the interpretations of these standards. This variance of auditing
standards could be a result of the differences in the political and economic circumstances
and/or cultural issues. The authors based their research on an experimental approach in
three countries - United States, United Kingdom, and France. The sample of the study was
EAs with almost three years of experience. They identified differences in the outcomes of
the risk assessment process among these three countries. However, the direct cause of such
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differences was not assigned to cultural or environmental factors. Likewise, a study was
conducted by Birnberg et al. (2008) to examine cultural influence on the attitude of
participants from USA and China. The results of the study indicate differences caused by
individualism in the USA versus collectivism culture dimension in China. In this regard,
Bame-Aldred, et al. (2013) stated that studies need to deeply investigate the influence of
cultural and environmental factors of EAs’ judgements related to the reliance on the IAF.
2.4.2

Environmental Factors Influencing the Reliance Decision

The group of factors that relate to the environment in which EAs make their decision to rely
on the IAF are called environmental factors. These factors include, for instance, the
governance structure of the auditee and the characteristics of the auditee’s management.
Such factors may impact on the reliability of the IAF and therefore, influence the EAs’
reliance decision (Bame-Aldred, et al., 2013). Desai et al. (2010) analytically modelled the
EAs’ assessments of the quality of the IAF in order to examine the effect of some corporate
governance aspects of these assessments. The results indicate that the IAF’s objectivity,
competence, and work quality were positively assessed by EAs. However, the authors
argued that EAs cannot judge the IAF to be strong if there is any indicator for weaknesses
in the audit committee. Likewise, Krishnamoorthy & Maletta (2016) examined if EAs’
evaluations of the IAF are influenced by the accounting expertise and strength of
governance of audit committee and the level of board independence. They found a positive
relationship between the governance strength and accounting expertise of the audit
committee on one hand and the quality of the IAF as evaluated by EAs and therefore the
level of coordination between EAs and the IAF on the other hand. It was also identified that
board independence may be mediating the relationship between audit committee
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characteristics and EAs evaluations of the IAF. Similarly, Rose et al. (2013) investigated
the influence of increasing the power of the board of directors and empowering the audit
committee on the objectivity of the IAF. The results indicate that extra high power of the
board of directors is not necessary to result in improvements in the governance or on the
process of oversight the financial reporting system. This is because this increase in power
can unintentionally influence the behaviour of the IAF members negatively and therefore,
reduces the level of objectivity of the function. Also, it has been found that empowering the
audit committee further can diminish the objectivity of the IAF.
Another study by Anderson, et al. (2012) investigated the associations of the characteristics
of the audit committee, as well as the IAF characteristics and mission with the size of the
IAF. In the research process, the authors developed a conceptual model that considered a
range of factors and then tested these factors by surveying some public and private
companies. The results indicate that there is a positive association between the IAF size and
healthier audit committee governance, the better organisational experience of the chief
audit executive when missions include IT auditing, the use of modern technologies,
company size, and the number of overseas subsidiaries of the company. These results
suggest that companies that focus more on risk management and assurance are maintaining
larger IAFs than those that primarily emphasise on financial accounting. These results
could aid EAs when analysing the competence of the IAF as IT is a significant investment
in the IAF that is assumed to be objective and effective. Moreover, a negative association
was found between the size of the IAF and the percentage of the IAF’s employees that are
“Certified Internal Auditors” and the extent of outsourcing some of the IAF activities.
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Regarding the impact of the interactions between audit firm and the auditees on the EAs’
reliance, Campbell (1993) reported that the level of auditees’ interest in having
coordination between EAs and the IAF was significantly influencing the reliance decision
when there is a satisfactory experience level of EA with the IAF. Likewise, Felix et al.
(2005) investigate how auditee management’s desire for reliance by EAs on the IAF can
influence the reliance decision. They found that auditee management’s desire does not
significantly influence the reliance decision. However, it has been found that when EAs
perform a non-audit service for the same company, their reliance on the IAF is positively
influenced by the auditee management’s desire. A recent study by Paino, et al. (2015)
examined the moderating role of auditee’s risk management on the process of EAs reliance
on the IAF. A questionnaire survey has been used to fulfil the objective of this study and
the results indicate that the extent of reliance of EAs was higher under the moderation
effects of the clients’ effective risk management.
2.4.3

Internal Audit Function’s Quality Factors Influencing the Reliance Decision

This section discusses the IAF’s quality factors that may influence EAs reliance on the IAF.
Most of the previous studies examined the factors that were proposed by auditing standards
and which included the IAF’s objectivity, competence, and work performance (Gramling,
et al., 2004; Bame-Aldred, et al., 2013; Brody, 2012). An early experimental study by
Abdel-Khalik et al. (1983) indicated that the reporting line of the IAF is a major criterion to
measure the objectivity of the function. Further, it has been found that reporting line is the
most critical factor taken into account in the reliance decision process. These results are
supported by (Pike, et al., 2016) who found objectivity and EAs involvement in the
development of the IAF’s plan as the main driver for the reliance decision. On the other
hand, Schneider (1985) concludes that when EAs make the reliance decision they assign
31

more importance to the IAF’s competence and work performance than objectivity.
Similarly, Margheim (1986) found the insignificant impact of the IAF’s objectivity on the
reliance decision of EAs. Furthermore, the author indicates that budgeted hours of external
audit work are positively influenced by the high level of competence and work performance
of the IAF. Another archival study by Tiessen and Colson (1990) cited by Gramling et al.
(2004) assessed twelve factors for their impact on the EAs reliance decision; among these
factors, three were found to have a significant impact on the reliance decision. These
factors are - the extent of the IAF coverage as an indicator of work performance, the IAF
professional competence as a measure of competence, and reporting relation, which implies
the level of objectivity of the function.
In their review of the EAs’ reliance on the IAF related research, Gramling et al. (2004)
conclude that the evaluation of the IAF quality for the purpose of making a reliance
decision is a complex process as there are interactions between these quality factors and
other factors, such as the IAF availability, client risk, and the effectiveness of coordination
between EAs and the IAF. Moreover, the authors found that the influences of the IAF
quality factors are sensitive to the extent and nature of the reliance that EAs intend to place.
Another study investigated the interaction of the quality factor when the IAF is utilised as a
management training ground; using data of IIA’s Global Audit Information Network
(GAIN), Messier, et al. (2011) examined the influence of positioned the IAF as a
management training ground on EAs’ perceptions of the IAF’s objectivity and competence.
The results indicate that EAs’ perceptions of the IAF’s objectivity are low when the
function is used as a management training ground, but perceptions of the IAF’s competence
were not influenced. Likewise, Rose et al., (2013) examined the impact of using the IAF as
a management training ground on the level of objectivity of the function. An experiment
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conducted with 74 staff members of the IAF revealed that the IAFs are less objective when
used as a training ground for potential senior managers, as it was found that the IAF, in this
case, advocated aggressive management’s policies that related to revenue recognition.
Desai et al. (2010) shed light on the interactions between the three factors of IAF quality
that were proposed by the auditing standards. The authors developed an analytical model
for the purpose of identifying the interaction between these factors (i.e. objectivity,
competence, and work performance) and aiding EAs in the process of evaluation of the IAF
quality. The results revealed an existence of interdependence between the three factors. For
instance, the evaluation of the IAF would reveal a high level of quality even if one of the
individual factors has low quality. More specifically, when the authors provide the
respondents (i.e. EAs) with a case depicting the level of quality of the IAF in which two of
the three main quality factors have a high level, the perceptions of EAs of the IAF quality
remain high as well.
As stated earlier, the IAF can be in-sourced, co-sourced, or out-sourced. Many studies have
been conducted to investigate the three mentioned internal audit employment models (i.e.
sourcing arrangement) in terms of better level of quality. James (2003) examined the
quality of the IAF along with the three sourcing arrangements. This study indicates that
out-sourcing IAF was perceived to be more objective, but with less knowledge of the
company as compared to the in-sourced function. Furthermore, another study by Arel
(2010) indicates that outsourced IAF appears to be more competent, more independent and
enjoys a high level of specialist knowledge. In contrast, Mushtaha (2013) claimed that insourced IAF is more objective due to its relationship with the company as an employee and
due to its financial benefits. This is because the company continues in its operations. Also,
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the IIA asserts that the ideal way to have IAF is to have it in-house within the company.
Moreover, it has been argued that the there is no difference amongst the three type of the
IAF employment model in terms of competence factor (Brandon, 2010). On the other hand,
from the management’s perspective, co-sourced IAF is viewed as a better-quality choice
and it enjoys the same level of quality as the out-sourcing IAF (Desai, et al., 2008).
However, in-sourced IAF has the benefit of being from inside the company, and this leads
to an in-depth understanding of operations, transactions, and the operational systems
(James, 2003).
In an attempt to interpret why EAs assigned the highest rank of objectivity to out-sourced
IAF, Gramling & Vandervelde (2006) have used the group affiliation theory and identified
that EAs do rank outsourced IAF to be better in terms of objectivity as compared to the insourced function. This is because of the fact that outsource provider of the services is in
most cases a CPA firm that has a high level of professionalism and is less dependent upon
the management, as compared to the in-sourced function (Ahlawat & Lowe, 2004).
Regarding the impact of the IAF sourcing arrangements on the EAs’ reliance, Felix et al.
(2001) indicate that in-sourced IAF is the best to rely upon as they exist within the
company and are available to help external auditors in carrying out the independent audit.
Glover et al. (2008) indicate that internal audit employment model has an effect on EAs’
perceptions regarding the quality of the IAF. As long as reliance decision is made upon the
perceived quality, it could be argued that the level of reliance that EAs place on the IAF
will vary by the sourcing arrangement. Consequently, there will be variations in EAs’
efforts, and, hence, in audit fees. Contrarily, the internal audit employment model was
found to have no effect on EAs’ reliance decision (Munroa & Stewart, 2010). Moreover,
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Brandon (2010) concludes that objectivity of the IAF, as well as the reliance of EAs, will
be less in the case of outsourced function as compared to when the internal audit provider
carries out consultancy services for the company.
2.4.4

Nature and Extent of Reliance on the Internal Audit Function

ISA 610 (Revised 2013) requires EAs to determine the nature of the reliance that could be
placed on the IAF on the basis of the relevance of the internal auditor’s work to the external
audit. Munro and Stewart (2011) have divided the nature of reliance into two groups reliance for tasks requiring objective evidence and reliance for tasks requiring subjective
evidence. Their findings indicate that the extent of reliance differs on the basis of the nature
of the reliance. Likewise, Bame-Aldred et al. (2013) state that there are three factors that
have an impact on EAs’ reliance decisions - the level of risk associated with the audit, the
subjectivity or objectivity of the required tasks, and the nature of the work performed by the
internal auditors, as this could involve substantive or control tests. The authors further state
that substantive tasks require more complex and professional judgment than control tasks.
Moreover, a study cited by Gramling et al. (2004) indicates that internal auditors perform
47 percent of an external audit's tests of control procedures, 41 percent of balances
procedures, and 21 percent of substantive test procedures that are required to complete an
audit of financial statements. Thus, it is evident that reliance on the IAF takes many forms
that are defined by auditing standards as the nature of reliance.
Prior research indicates that reliance on the IAF seems to be more for objective or control
tasks, rather than for subjective tasks requiring substantive evidence. However, EAs rely on
an outsourced IAF to a greater extent than an in-sourced IAF for both types of tasks
(substantive and control tasks) (Ward & Roberston, 1980; Gramling, 1999; Gramling et al.,
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2004; Gramling & Vandervelde, 2006; Bame-Aldred et al., 2013). Similarly, Whittington
and Margheim (1993) conclude that EAs tend to use the IAFs for control tests when the
materiality level is low. They further state that inherent risk has an insignificant impact on
the nature of the reliance on the IAF. A recent study by Bhattacharjee et al. (2016) gathered
actual data from EAs for the purpose of examining the impact of different levels (i.e. lower,
moderate, and higher) of material misstatement risk, as well as account subjectivity on the
level of reliance that EAs are willing to place on the IAF. The results indicate that when
material misstatement level is low, EAs reliance on the IAF did not get affected by the level
of account subjectivity. However, the level of reliance was positively related to the increase
in account subjectivity when material misstatement risk is at a moderate level. More
importantly, as mentioned earlier, ISA 610 (Revised 2013) introduced a new factor to be
used by EAs in their evaluation of the IAF quality - the function's application of a
systematic and disciplined approach. According to Bame-Aldred et al. (2013), there has
been no study to investigate how EAs evaluate this factor and how it interacts with other
quality factors.
Another major point is the extent of EAs reliance on the IAF. ISA 610 (Revised 2013)
states that EAs have two forms of reliance that can be placed on an IAF; they can use the
work already performed by the internal auditors or use internal auditors as direct assistants
to perform tasks under their supervision. A more recent study by Pizzini et al. (2015)
revealed that reliance by using work already performed by the IAF is usually associated
with high quality of the IAF while using internal auditors as direct assistants is associated
with low quality of the IAF. A study cited by Gramling et al. (2004) used a 9-point Likert
scale to measure the extent of EAs’ reliance on the IAF and to examine the difference
between the extents of the reliance on an IAF when using work already performed as
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compared to the use of internal auditors as direct assistants. The scale ranged from 1 being
no reliance to 9 being a great extent of reliance. The outcomes of this study indicate that the
average extent of reliance on an IAF as a direct assistant was 6 out of 9, as compared to 2
out of 9 for reliance on work already performed. This result reflects the preference of EAs
for using internal auditors as direct assistants over using work already performed. In
contrast, a study conducted by Felix et al. (2005) shows that the extent of reliance on work
already performed was greater than the reliance on internal auditors to provide direct
assistance. Thus, there is inconsistency in the literature regarding the extent of reliance on
an IAF. Furthermore, it has been argued that the IAFs are not comprehensively utilised by
EAs. For example, Al-Twaijry et al. (2004) used questionnaires and interviews directed to
EAs and the IAF staff to assess the level of coordination between the two surveyed
functions in a Saudi Arabian context. The findings of the study exhibited evidence of
limited coordination between EAs and the IAF, and, a low level of reliance by EAs due to
weaknesses related to the IAF scope of work and independence. Another study was
conducted by Tuttle & Taylor (2006), who asked their study respondents about 20 tasks
performed by internal auditors in order to establish if the IAF is underutilised or over
utilised. The findings of the study indicate that the IAF was, on average, underutilised for
all 20 tasks.
2.4.5

Outcomes and Effects of Reliance on the Internal Audit Function

The review of the literature indicates that a group of studies examines the outcome effects
of reliance on the IAF by EAs. EAs reliance on the IAF is an integral part of the external
audit of financial statement and can have a positive or negative influence on some aspects,
including litigation risk, internal control quality, quality of external audit of financial
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statement, audit delay, and external audit hours and fees. Specifically, Arel (2010)
employed an experimental approach based on a sample of the four big audit firms to
examine the judges’ liability judgements about litigation cases that relate to different
situations of EAs reliance on the IAF, in which the quality of the function is fixed in
amongst all situations. The results of the study indicate that EAs assigned more liability by
judges when they relied on IAF in-sourced within the company, while incurred a lesser
amount of liability in case of relying on IAF outsourced to an external provider and faced
the smallest amount of liability when EAs decided not to place any reliance on the IAF.
However, the author concludes that EAs reliance on the IAF might make EAs subject to
additional litigation risk.
According to Bame-Aldred et al. (2013), it is difficult to determine the direct impact of
reliance on the IAF upon the quality of external audit of the financial statement since the
audit report of EAs do not offer any information about their reliance on the IAF. Moreover,
there is a lack of information that could enable interested parties to fully understand the
IAF quality of a particular company. This argument is also supported by Archambeault et
al. (2008), who indicated that external stakeholders do not have any access to detailed
information about some aspects of the IAF, such as the function responsibilities, activities,
and composition mechanism as the majority of the available information emphasises on
audit committee, EAs, and the organisations management. The authors further state that the
lack of such information could result in a potential decline in the external stakeholder
confidence. Therefore, the impact of reliance on the IAF by EAs on the external audit
quality can be investigated through literature that directly assesses the influence of EAs’
reliance on the IAF on audit quality, as well as, indirectly by deducing the influences on
audit quality that could arise from the IAF effects on financial reporting. In this regard,
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Prawitt et al. (2009) used archival data to examine the association between the IAF quality
and financial reporting. Their results indicate that the IAF contributes in improving the
financial reporting through reducing probable weaknesses in incentive scheme plans.
Another study used archival data from 214 firms and found a negative relationship between
material weakness disclosures and the extent to which the IAF quality assurances procedure
are taken into account in the fieldwork, in addition to audits’ activities related to financial
reporting (Lin, et al., 2011). Moreover, Bame-Aldred et al. (2013, p.279) extrapolate that
“EAs’ increased reliance on the IAF could improve audit quality”. They based their
deduction on the results of a study by Stefaniak et al. (2012), who found differences in
evaluation processes between EAs and the IAF in terms of the level of their identification
with the evaluated firm in which the IAF is capable of discovering internal control
deficiencies better than EAs (see Bame-Aldred et al. (2013) for a detailed discussion).
Contrary to the extrapolation of Bame-Aldred et al. (2013), it has been found that EAs
detect more internal control deficiencies than the IAF. This finding suggests that EAs
reliance on the IAF needs a high level of supervision and review, otherwise the audit
quality could be negatively affected (Bedard & Graham, 2011). On the other hand, a recent
commentary paper by (Brody, et al., 2015) examined if reliance on the IAF by EAs could
demolish the external audit effectiveness. The authors argued that the objectivity of the IAF
is likely to suffer as the function has a multi-duty within the company. This includes nonassurance services, which make the process of maintaining objectivity difficult to a great
extent. Therefore, this lack of objectivity will get transferred into the output of EAs work
when they rely on the IAF. Further, the authors suggest that reliance on the IAF should be
minimised in order to avoid any potential danger of making poor decisions by EAs that
could affect the external audit quality.
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Another group of research studies investigated the influences of EAs reliance on the IAF on
audit delay (i.e. audit efficiency). For instance, Abbott et al. (2012) surveyed the IAF staffs
in chief position to examine the association between audit delay and reliance on the IAF.
The results of the study revealed that using internal auditors as direct assistants by EAs
mitigates the audit delay (i.e. increases the audit efficiency). They further state that audit
delay could be a result of poor coordination between EAs and the IAF. Similarly, Pizzini et
al. (2015) used the GAIN’s survey data of IIA to develop a proxy that measures different
aspects related to the IAF. Their findings indicate that EAs reliance on work already
performed by the IAF reduces the audit delay, but not the reliance by using internal auditors
as direct assistants. Furthermore, they indicate that this contribution to the audit efficiency
is assigned primarily to the competence and the quality of fieldwork of the IAF.
Many of the research studies reviewed above provide evidence on how EAs reliance on the
IAF can impact the external audit’s hours and fees. The earlier study by Abdel-Khalik et al.
(1983) found that on average the percentage of the budgeted external audit hours were
approximately reduced by 32.55% when the reporting line of the IAF is to the controller
and reduced almost by 42% when the reporting relation is with the audit committee.
Likewise, Schneider (1985) investigates the impact of reliance on the IAF by EAs on
budgeted external audit for revenue cycles. The results revealed that the average percentage
of reduction in the external audit hours due to reliance on the IAF was about 38%.
Furthermore, the findings indicate that the amount of reduction in external audit hours is
sensitive to the level of quality of the IAF, that is, audit hours were on average reduced by
50.6% when the IAF possess a high level of quality and by 14.4% in the case of lower
quality IAF. On the contrary, Margheim (1986) identified no impact of EAs reliance on the
IAF that related to a reduction in external audit hours. Another study by Maletta & Kida
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(1993) experimentally examined the influence of using the IAF work by EAs on the audit
work hours required to audit account receivable. They found similar results to AbdelKhalik et al. (1983) in which external audit hours reduced by almost 28%. Gramling (1999)
investigated the level of reliance by EAs on the IAF in the area of account receivable; it has
been found that this area registered the lowest level of reliance. Hence, the author built the
experiment scenario upon one level of the IAF quality (i.e. marginal level of quality).
Furthermore, the study findings indicate that based on the specific scenario that has been
employed, the reduction in external audit hours can be ranged between 4% and 22%.
Likewise, Felix, et al. (2001) conclude on the basis of a sample of the Fortune 1000 firms
that the IAF contributes to the work required to complete the audit of financial statements
by almost 27%.
Another group of studies examined the impact of reliance on the IAF upon the external
audit fees. Many of these studies were conducted on the basis of the assumption that the
amount of audit fees is derived by the extent of EAs’ efforts, as well as, it assumed that any
costs EAs save are reflected in reduction of external audit fees that the client will pay
(Bame-Aldred, et al., 2013; Pike, et al., 2016). Using the GAIN’s survey data of quite large
firms, Prawitt et al. (2011) identified that reliance on the IAF reduces audit fees when
internal auditors are used as direct assistants. However, the study did not indicate if the EAs
use of work already performed by the IAF could reduce the external audit fees. The same
results that were reported by Prawitt et al. (2011) were also generated by Abbott et al.
(2012). However, these two studies fail to determine if this reduction in external audit fees
add more value to the organisations that otherwise can be added when the IAF performed
alternative works rather than assisting EAs (Bame-Aldred, et al., 2013). A study by Messier
et al. (2011) followed another stream of thought by examining the relationship between
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audit fees and the use of the IAF as a training ground for potential managerial positions.
They identified that the company incurred a higher amount of audit fees in case of using the
IAF as a management training ground. This higher amount of audit fees found by Messier
et al. (2011) can be justified by the work of Burton et al. (2015) who state that when
companies use the IAFs as management training grounds faced an increased accounting
risk and therefore increased external audit fees. A recent study by Zain et al. (2015) used a
survey questionnaire for both EAs and the IAFs and found a positive association between
the level of quality of the IAF and the amount of reduction in external audit fees. The
authors suggest that an increase in the IAF quality leads to a higher extent of reliance by
EAs and therefore, lower audit fees.
2.5 External Auditors’ Judgements and Decisions Making
As stated earlier, EAs are required by ISA 610 (Revised 2013) to judge the IAF’s quality
level, as well as, the adequacy of the IAF work for the purposes of the external audit.
Subsequently, they have to decide the nature and extent of reliance they are willing to place
on the IAF. This section presents a review and discussion of the way in which EAs make
judgements and decisions. It’s worth beginning with the definition of both judgement and
decision to understand the differences between the two terms. According to Bonner (1999,
p.385), judgement is a term that indicates the process of “forming an idea, opinion, or
estimate about an object, an event, a state, or another type of phenomenon. Judgements tend
to take the form of prediction about the future or an evaluation of the current state of
affairs”, while the term decision is defined as “making up one’s mind about the issue at
hand and taking a course of action” (Bonner, 1999, p.385). Judgement is usually followed
by a decision, which culminates with a choice from different options, according to the
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judgement on the varied alternatives or could result from preferences of particular factors
(Nelson & Tan, 2005). In other words, judgement is a mirror of individual’s “beliefs”, and
the decision is a reflection of both “beliefs and favourites” (Bonner, 1999, p.385). For
instance, an EA makes a judgement about whether particular IAF possesses a sufficient
level of quality and then on the basis of the quality level decided the nature and extent of
reliance on the IAF.
Nelson & Tan (2005) stated that three features are considered to be integral for an auditing
setting. These features are “task”, “person”, and “interpersonal interaction”. They argued
that different tasks must be executed by EAs in order to formulate opinions about any
assurance or attestation matters. The results generated by executing such tasks are affected
by several personal characteristics related to EAs themselves, such as personality,
qualifications, and skills. Typically EA uses these personal characteristics when executing
the tasks and interplays with other EAs and stakeholders of the company. Based on this
argument, the authors classify their literature review on judgment and decision making in
auditing into three major areas: audit task, EAs and their attributes, and the interaction
among EAs and other stakeholders when executing the task. They identified that
judgements and decisions related to audit tasks are primarily influenced by the applied
professional standards (e.g. EAs’ judgements and decisions related to reliance on the IAF
govern by ISA 610). Furthermore, it has been found that the reviewed studies that represent
25 years of research indicated that the structure of audit tasks affects the judgement and
decision-making process. The reviewed studies involved a variety of audit tasks covering a
lot of activity related to risk assessments and audit planning decisions, analytical
procedures and evidence evaluation, decisions regarding whether to require auditees to
make any adjusting journal entries and judgments on issues of ongoing concern. Moreover,
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judgement and decisions are influenced when EAs apply their personal attributes in the
process of performing the aforementioned audit tasks. These personal attributes include, for
instance, EAs’ knowledge, expertise, cognitive limitations, and other individual
characteristics (Nelson & Tan, 2005).
Many research studies discussed the EAs’ judgements and decisions in general and
specifically, about reliance on the IAF. For example, Gramling (1999), indicates the extent
of response of EA’s audit plan to risk level is influenced by other factors. In their
experimental setting, they identified that EA tends to rely more on the IAF when facing
high fee pressure from auditee. In the same way, Dezoort et al. (2001) performed an
experiment manipulation between 76 EAs from four big audit firms, drawing on the
attribution theory to investigate how the compensation system of the IAF and the function
engagement in consulting activities influence EAs’ planning judgments and decisions along
two type of the IAF tasks (i.e. objective controls tests and subjective valuation of
inventory). The study findings indicate that the nature of the IAF’s compensation
influences EAs judgments and decisions related to the audit planning process. For
subjective tasks, it has been identified that incentive compensation systems of the IAF leads
to less reliance by EAs, as well as, increases the budgeted external audit hours. However,
the authors did not mention the influence on EAs judgments and decisions when the IAF
performing objective controls tests. Likewise, a recent study by Bhattacharjee et al. (2016)
used a survey questionnaire to examine the impact of account subjectivity and three level of
risk of material misstatement (i.e. low, moderate, and high) on EAs’ decisions regarding
reliance on the IAF. the results of the study revealed that in the case of low risk of material
misstatement, an increase in account subjectivity does not influence the reliance decision of
EAs on the IAF. When the level of material misstatement risk is moderate with an increase
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in account subjectivity, it has been found that EAs decide to rely more on the IAF. Lastly,
in the case of a high level of material misstatement risk along with an increase in account
subjectivity, EAs decide to reduce the extent of their reliance on the IAF.
Another stream was followed by Casterella et al. (2010) to examine the influence of the
audit firm characteristics (e.g. size, history and growth) on EAs’ judgements and decisions.
Specifically, the authors investigated the association between some of the audit firm’s
characteristics and the firm litigation risk using data pertaining to a large insurance
company. The results indicate that shareholders of larger firms that have rapid growth
decide to sue the auditees, while firms having a history of problems expect more litigation
risk and decide not to sue any clients. A recent study by Chadegani, et al., (2015) examined
the impact of EAs’ individual attributes, such as personality type5 and locus of control on
EA’s decision to report errors. A questionnaire technique was used to collect data from a
sample of 1000 Malaysian EAs. The results indicate that EAs with Type B personality as
well as with external locus of control have less intention to report errors than Type A EAs
with an internal locus of control.
Other researchers were interested in the influence of cultural issues on the judgements and
decisions related to interpretations and implementations of some accounting related terms
and concepts. Doupnik & Richter (2003) studied the impact of language-culture and
linguistic translation on the interpretation of “uncertainty expressions” found in the IFRS.
In their manipulation, the participants were three groups of certified accountants - two
English speaking groups from USA and Germany and one German-speaking group from
5

Personality type: “Based on personality type theory, individuals are categorized into two
groups contrasting type of personality; high strong type A and easy going type B. Type A
individuals are constantly striving to attain material things or achievements in the shortest
period of time. But, Type B personalities may be more imaginative, creative and
philosophical” (Chadegani, et al., 2015, p.710).
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Germany. The results of the study revealed significant differences in the interpretations
between the English speakers’ German group that evaluated uncertainty terms expressed in
English and the German group that did the evaluations for the German version of the terms,
and the English speakers’ UAS group. These differences were assigned to language-culture
and translation impacts. This research made a significant contribution by highlighting the
technical hitches that could be encountered when translating accounting and professional
standards into different languages. The next section discusses culture and its specific
influence on EAs’ judgements and decisions.
2.6 Culture and its Influence on External Auditors’ Judgements and Decisions
In an attempt to pave the way for achieving the primary aim of the study, which is,
examining the influence of cultural dimensions on EAs’ judgements and decisions related
to reliance on the IAF. This section reviews researches on culture and its influence on
judgements and decisions of EAs. A literature review on culture will enable more
information gathering about its role in the judgements and decision-making process and
clarify a number of inquiries related to why the application of international professional
standards in different countries generate diverse outcomes. For example, ISA 610 governs
the EAs reliance on the IAF and is internationally applied by many developing and
developed countries. However, the IAF contributions to the external audit work were not
found to be consistently effective across cultures, where the same auditing standard is
applied. (Al-Twaijry, et al., 2004; Bame-Aldred, et al., 2013; Gramling, et al., 2004;
Suwaidan & Qasim, 2010). To clarify such inquiries, the discussion seeks to define the
cultural dimensions and their influence on the EAs’ judgements and decisions in the
literature.
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2.6.1

Culture and its Dimensions

Many scholars have provided several definitions for culture, yet, there is disagreement
regarding the most appropriate definition that could be universally accepted. Kroeber &
Kluckholn (1952) reviewed 164 definitions of culture and found little level of the
agreement due to differences in perspectives of understanding among the interested
scholars. However, some of the definitions that serve the objective of the current research
are introduced below.
Kroeber and Kluckholn (1952, p.86), stated that “culture consists of patterns, explicit and
implicit, of and for behaviour acquired and transmitted by symbols, constituting the
distinctive achievement of human groups, including their embodiments in artefacts; the
essential core of culture consists of traditional (i.e., historically derived and selected) ideas
and especially their attached values; culture systems may, on the one hand, be considered as
products of action, on the other as conditioning elements of further action”.
Schein (1990, p.111) defined culture as “what a group learns over a period of time as that
group solves its problems of survival in an external environment and its problems of
internal integration. Such learning is simultaneously a behavioural, cognitive, and an
emotional process. Extrapolating further from a functionalist anthropological view, the
deepest level of culture will be cognitive in the perceptions, language and thought processes
that a group comes to share will be the ultimate causal determinant of feelings, attitudes,
espoused values, and overt behaviour”.
Similarly, Hofstede (2001, p.6) defined culture as “the collective programming of the mind
that distinguishes the members of one group or category of people from others”. He stated
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that culture is built upon four concepts - symbols, heroes, rituals, and value. These concepts
were described by Hofstede et al. (1991, p.9) as:
“Symbols are words, gestures, pictures or objects that carry a particular
meaning, which is only recognized by those who share the culture.
Heroes are persons, alive or dead, real or imaginary, who possess characteristics
which are highly prized in a culture, and who thus serve as models for
behaviour.
Rituals are collective activities, technically superfluous in reaching desired ends,
but which, within a culture, are considered as socially essential; they are
therefore carried out for their own sake. Ways of greeting and paying
respect to others, social and religious ceremonies are examples.
Symbols, heroes, rituals can be subsumed under the term practices.
Values are broad tendencies to prefer certain states of affairs over others”
These four concepts were also represented by an “onion” as they consist of layers that
depict the position of the organisational culture, which is formed by the practices and the
national culture, primarily derived from values (see Figure 2.2). Furthermore, symbols,
heroes and rituals can be observed and measured easier than values. That is, values are hard
to comprehend because of their latency and variation within society (Hofstede, 2001).
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Figure 2.2: The Different Levels of Culture

Source: Hofstede (2001, p.8)
Many frameworks and models have been developed to examine cultural differences at
organisational and national level. These include, for example, the works of Allen & Dyer
(1980), Buchholz (1977), Elizur et al. (1991), and Hofstede (1984, 2001). Each framework
or model has its own characteristics and choosing, which is typically based on the scope
and objective of the study. For the purposes of the current study, Hofstede’s cultural
framework is used. This framework is widely accepted and used in accounting and auditing
research and has been linked with management practices (Hichem, 2016). It suits the
purpose of the study (i.e. examine the influence of the national culture of EAs on their
judgements and decisions) as it facilitates the measurement of cultural values at both
national and organisational levels. Hofstede measured the work related values using six
dimensions. Using an easily administrated questionnaire, he asked about 116000 employees
of IBM to provide scores for each of the dimensions across more than fifty cultural clusters
over thirty years. These dimensions are power distance, individualism versus collectivism,
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masculinity versus femininity, uncertainty avoidance, long-term versus short term
orientation, and indulgence versus restraint. An explanation for these dimensions is
provided as follows:
2.6.1.1 Power Distance
Power distance (PD) is a concept used to depict the level of inequality and how it is being
handled in a particular society. Hofstede defined PD as “the extent to which the less
powerful members of institutions and organisations within a country expect and accept that
power is distributed unequally” (Hofstede, 2001, p.61). In countries that have low PD
scores, subordinates are more Independent from their managers and supervisors. Therefore,
they have enough space or freedom and can move towards disagreeing with management,
as well as, expressing their own opinions and participating in the decision-making process.
Furthermore, management style, in this case, allows employees to question and access the
upper-level management. On the other hand, in countries with high PD, management
accounting systems are considered as a device in the hand of top management that might be
set to present desired outcomes. Also, subordinates are more dependent on their managers
and supervisors and are less likely to approach and contradict upper-level of management
(Cowperthwaite, 2010; Hofstede, 2001; Nolder & Riley, 2014).
2.6.1.2 Individualism versus Collectivism
Individualism versus collectivism (IDV) dimension is related to the degree to which a
member of society is interested in his or her own interest rather than looking for the interest
of others. Collectivism, on the other hand, indicates the extent to which the members of
society bear the responsibility for the welfare of other members (Dorfman & Howell,
1988). Hofstede (2001, 92) defined IDV as “a preference for a loosely-knit social
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framework in which individuals are expected to take care of only themselves and their
immediate families. Its opposite, collectivism, represents a preference for a tightly-knit
framework in society in which individuals can expect their relatives or members of a
particular in-group to look after them in exchange for unquestioning loyalty”. Within work
environment in countries that scored high on IDV dimension (i.e. individualism culture),
employees are hired and salaries based on their competence and performance. Employees,
in this case, work to maximise their self-interest and look to their relationship with the
employer as a business contract that is established for shared benefit. In individualism
culture, members of society are characterised by having a high level of liberty. In countries
with low scores of IDV (i.e. collectivism culture) in contrast, employer deal with
employees as family members and employees exhibit a high level of loyalty to the
employer. Furthermore, collectivist employees give the priority to the achievement of the
group goals and prefer to share honour and reward with the team (Hofstede, 1984, 2001). A
number of studies in auditing field demonstrated that EA in collectivism culture tends to
link his or her judgment with the group judgement, which in turn impacts the independence
of EA (Mala & Chand, 2015; Patel, et al., 2002). By comparing the scores of PD and IDV
in a particular country, Hofstede (2001) found a negative relationship between these two
dimensions. That is, the countries that scored high on PD dimension are predominated by
collectivism culture and vice versa.
2.6.1.3 Uncertainty Avoidance
Hofstede (2001, p.191) defined uncertainty avoidance (UA) as a cultural dimension that
“expresses the degree to which the members of a society feel uncomfortable with
uncertainty and ambiguity”. In countries that scored high on UA, members of society are
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habituated to live within predetermined settings and organisations are managed based on
informal and formal rules. Members of these cultures are primarily psychologically
featured by their willingness to work for the same organisation, as much as they can, as a
part of their loyalty to the employer. However, feelings of uncertainty by a member of
society are not personally advanced by the members, rather it is earned from the job stress
and nervousness that are shared by other members in the work environment (Hofstede,
1984, 2001). While in countries that exhibit a low level of UA, rules are developed when
there is a serious need for them and society members are ready to accept essential
innovation given that they are open-minded towards unusual issues. Nevertheless, for the
reason that this culture lacks detailed rules and procedures, it is difficult for ideas to
develop to full-scale application. Furthermore, in this culture, most of the society members
have a low level of concern about the future and exhibit less violent behaviours (Hofstede,
et al., 1991; Hofstede, 2001).
2.6.1.4 Masculinity versus Femininity
Masculinity versus femininity dimension (MAS) depicts the way in which a society
perceives the role of male and female. Hofstede (2001, p.139) stated that “the Masculinity
side of this dimension represents a preference in society for achievement, heroism,
assertiveness and material rewards for success. Society at large is more competitive. Its
opposite, femininity, stands for a preference for cooperation, modesty, caring for the weak
and quality of life. Society at large is more consensus-oriented”. Furthermore, he indicated
that in a society that is masculinity oriented, families tend to encourage its younger
members for competition, while in a society that scored high on femininity, families
prepare its younger members based on modesty and solidarity values.
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2.6.1.5 Long Term versus Short Term Orientation
Long term versus short term orientation (LTO) dimension depicts extent to which the
present of a society is being influenced by its past. Hofstede (2001, p.239) stated that
“every society has to maintain some links with its own past while dealing with the
challenges of the present and the future. Societies prioritize these two existential goals
differently. Societies who score low on this dimension, for example, prefer to maintain
time-honoured traditions and norms while viewing societal change with suspicion. Those
with a culture which scores high, on the other hand, take a more pragmatic approach: they
encourage thrift and efforts in modern education as a way to prepare for the future”. In
terms of business environment, this cultural dimension differentiates between “normative”
(short term) and “pragmatic” (long term) orientation. In long term oriented society,
members believe that it is better to take a decision after having all the requirements for
comfortable outcomes. Also, members of this culture based their relationships on the status
and free time was not excessively important.
2.6.1.6 Indulgence versus Restraint
According to Hofstede (2001, p.281) “indulgence stands for a society that allows relatively
free gratification of basic and natural human drives related to enjoying life and having fun.
Restraint stands for a society that suppresses gratification of needs and regulates it by
means of strict social norms”. These values are transferred from family to children and are
seldom altered in later life. The following Table 2.1 presents a detailed comparison
between indulgence and restraint.
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Table 2.1: Indulgence versus Restraint
Indulgent Societies
Restrained Societies
People feel healthier and happier
People feel less happy and less healthy
A perception of personal life control What happens to me is not my doing
Leisure ethic
Work ethic
Optimism, positive attitude
Pessimism, cynicism
More extroverted personalities
More introverted personalities
Having friends very important
Having friends less important
Active participation in sports
Less sports participation
Less moral discipline
Stricter moral discipline
Source: Hofstede (2015)
However, three dimensions of Hofstede’s measure of culture were found to be closely
related to the auditing environments (Alzeban, 2015; Cowperthwaite, 2010; Hughes, et al.,
2009). Particularly, Hughes, et al. (2009, p.32) indicated in their review of the literature that
“three cultural values – power distance, uncertainty avoidance, and individualism and
collectivism – have been associated with differences in auditor perspective and behaviour”.
The other three cultural dimensions- masculinity versus femininity, long-term versus short
term orientation, and indulgence versus restraint- were found to have no direct influence on
the EA behaviour. As this study examining the direct impact of the cultural dimensions of
EAs on their behaviour when formulating judgements about the quality of the IAF, and
eventually making decisions regarding the extent of reliance that can be placed on the IAF
in accordance with ISA 610 (Revised 2013). It adopted the aforementioned three
dimensions- power distance, uncertainty avoidance, and individualism and collectivism- to
achieve these objectives, as well as, to be consistent with the literature on EA behaviour.
Excluding the other three cultural dimensions is just because of the scope of this study and
they could have indirect influence of EA behaviour that is not intended to be investigated in
the present study.
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2.6.2

Influence of Culture on External Auditors’ Judgements and Decisions

This section presents a literature review of auditing studies that evaluated the association
between culture and EAs’ judgements and decisions, in order to predict the influence of
culture, if any, on EAs’ judgements and decisions that are related to reliance on the IAF. In
this regards, Nolder & Riley (2014, p.143) have recently conducted a literature review of
cross-cultural auditing research for enhancing the understanding of the impacts of
differences in national culture on EAs’ judgments and decisions. In the process, the authors
have developed a framework base on the works of Bik (2010) and Weber & Morris (2010)
that divide judgments and decisions of EAs that could be influenced by culture into
different categories such as EAs’ “confidence, risk and probability judgments, risk
decisions, conflict decisions, and ethical judgments”. They focused on auditing studies that
manipulated culture as an independent variable and EAs’ judgements and decisions related
to at least one of the above-mentioned five categories as the dependent variable. The
current study follows the same classification introduced by Nolder & Riley (2014) to
review the literature on this specific topic.
2.6.2.1 External Auditors’ Confidence
A group of studies were conducted to identify any differences in confidence level between
EAs from Asia, Europe, and America. The findings revealed that Asian EAs, except
Japanese, are more overconfident in their judgements and therefore, less accurate as
compared to European and American EAs (Heine, et al., 1999; Yates, et al., 1996, 1997,
1998; Wright & Phillips, 1980). An explanation of these differences can be linked to the
individuals’ differences in acquiring the information as it has been found that Americans
are trained to challenge their own and others’ judgments by processing information
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critically, whereas Chinese (as an example of Asians) are found to process information
according to their traditions and previous cases, rather than thinking critically (Tweed &
Lehman, 2002). Furthermore, Yates et al. (2000) cited by Nolder & Riley (2014) asked a
group of Americans, Japanese, and Chinese students to provide reasons for their agreement
or disagreement to two general knowledge statements. They found that Chinese students
tend to search for reasons to confirm rather than disconfirm the statements. This outcome
supports the authors’ theory, which indicates that different national cultures show different
levels of the confirmation bias during the process of evidence search, which may explain
the variation in overconfidence among cultures. Hardies et al. (2011) investigated the
potential impact of EAs’ overconfidence in their judgments on audit quality. The study
revealed that overconfidence can reduce the effectiveness and efficiency of the external
audit process since it is negatively associated with appropriate selection of staff, as well as,
proper allocation of the engagement resources. Another study by Geiger & Spurrell (1997)
indicated that EAs’ overconfidence impacts the process of evaluation evidence that is
collected to form the audit opinion and can lead to insufficient evidence gathering.
2.6.2.2 Risk Judgements and Decisions
Numbers of studies have examined the impact of culture on EAs’ judgements that related to
risk and probability issues. For instance, Weber & Hsee (1998) used participants from
Poland, China, Germany, and the USA to assess if there are any differences in risk
assessment judgement that can be assigned to the cultural diversity. Respondents were
asked to give an assessment of the risk of payoffs associated with 12 investment option.
American respondents assessed the level of risk as high, followed by German and Polish,
while the lower level of risk was stated by Chinese respondents. The authors explained
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these differences by collectivism versus individualism cultural dimension. They stated that
Chinese participants assessed the level of risk to be low, due to collectivism culture, which
usually seeks to protect the group members from any potential negative consequences,
rather than assign sole responsibility to the individual. Therefore, financial risk is perceived
to be low in collectivism culture clusters. Another study by Hughes et al. (2009) employed
three of Hofstede’s cultural dimensions, namely power distance, uncertainty avoidance, and
individualism versus collectivism to examine the influence of culture on professional
judgement related to analytical procedures and risk assessment of Mexicans and Americans
entry-level EAs. The result of the study revealed differences in risk assessments between
Mexicans and American participants due to differences in the level of uncertainty
avoidance between the two groups. Similarly, Sim (2009) used the “belief-adjustment”
model along with the Hofstede’s cultural dimensions in an experiment setting to assess how
EAs from Australia and Taiwan handling a range of favourable and unfavourable
information that related to internal control evaluations. The study findings indicated
differences in the way in which EAs from the two countries deal with the two type of
information (i.e. favourable and unfavourable) as EAs from collectivism culture (i.e.
Taiwanese) significantly revise their beliefs, if they face unfavourable information as
compared to EAs from individualism culture (i.e. Australian), who do not do that. Chen et
al. (2007) examined if there are differences in cultural values between EAs from Taiwan
and Singapore that could result in different risk assessment models between the two
countries. The results indicated that EAs from both countries focus on risk at the firm level
rather than at their personal level. The author concludes that “culture is the factor that
varies the risk assessment level; that is, audit practice cannot be culture free” (Chen, et al.,
2007, p.61).
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Lastly, O’Donnell & Prather-Kinsey (2010) investigated whether culture influences the risk
judgement at the account level and the overall risk assessments. The participants in the
study were EAs from three countries (i.e. France, the UK, and the USA). However, the
result of the study demonstrated insignificant differences in the overall risk assessments,
while the differences in risk assessments were significant at the account level.
According to Nolder & Riley (2014), risk judgements are followed by risk decisions, which
required selection among choices under risk. Weber & Hsee (1998) argued that variations
in risk decisions among cultural clusters can be explained by the strong networks in most
Asian civilisations. The authors examined the influence of strong social networks on risk
decisions using a survey questionnaire distributed to participants from America, Germany,
Poland, and China. The participants were asked about their willingness to invest in
financial options, as well as their perceptions of risks associated with each option. The
results indicated that participants from a collectivist culture, who were characterised by
strongest social networks (i.e. Chinese) were agreeable to pay the highest prices. On the
other hand, the lowest prices were offered by Americans and Germans participants who
linked to individualism culture in which individuals were responsible for their actions. The
authors argued that Chinese participants were able to accept a high level of risk due to the
strong social networks that can help members to stand again in case of failure. In contrast,
Americans and Germans believe that they will bear the responsibility themselves and suffer
individually in case of failure, therefore, they just accept a low level of risk. Another
explanation for differences in risk decision among culture clusters is introduced by Weber,
et al. (1998) on the basis of an analysis of a large number of American and Chinese national
proverbs. The authors claimed that proverbs used in a society influence the risk decisions
taken by members of that society. They illustrate this issue by using the Chinese proverb
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that says “If someone has never left his home, he cannot be a great person”. From the
viewpoint of the authors, this proverb encourages taking a higher level of risk. In contrast,
an American proverb was used in the illustration, which stated that “A bird in hand is worth
two in the bush”. This proverb motivated members of society to take a lower level of risk.
Therefore, they suggest that experiencing national proverbs for a long time could increase
or decrease the tendency of taking a risk based on culture cluster. In the auditing field,
Yamamura et al. (1996) investigated if there are any differences in the extent of audit
procedures that would be carried out by USA and Japanese EAs when facing a certain level
of risks. The results of the investigation revealed that USA’s EAs performed more audit
procedures than Japanese, which implied that USA EAs seek to avoid risks (i.e. risk
adverse). Likewise, Arnold et al. (2001) examined the differences in materiality estimates
based on 181 experienced EAs from Big-Six firms providing audit services in western
European countries and the USA. They found that USA’s EAs estimated materiality levels
were the lowest and, therefore, were perceived to be more risk adverse than EAs in western
European countries. Nolder & Riley (2014) argued that even though the same sets of
auditing standards are being used worldwide, risk decisions of EAs, which are governed by
those standards vary among countries due to the cultural influences that in turn impact the
nature and extent of audit procedures performed to collect the audit evidence.
2.6.2.3 Conflict Decisions
Conflict decision is a decision taken when there are conflicts of interests between decision
makers (Nolder & Riley, 2014). Leung (1987) explained cross-cultural differences in
individuals’ conflict decisions using cultural values to compare USA with China. He found
that Chinese prefer to solve conflicts by “mediation” and “bargaining” strategies in order to
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maintain strong social networks and relationships that resulted from the collectivist culture.
The author added that individuals in collectivist society focus more on relationships, while
individuals in individualist society focus more on their individual goals. This argument is
supported by Morris et al. (1998, pp.729-748) who stated that “Chinese managers rely more
on an avoiding style because of their relatively high value on conformity and tradition”,
while US managers “rely more on a competing style because of their relatively high value
on individual achievement”. Another group of studies examined the conflict decisions that
involve EAs and auditees. Tsui (1996) used Hofstede’s cultural dimensions and identified
that collectivist EAs from Hong Kong are more likely to accept client pressures as
compared to individualist EAs from the USA. Similar scenarios in the different setting were
applied by Patel et al. (2002), who found that EAs in Malaysia and India collectivism
setting were in a position of accepting client pressure more than individualist EAs from
Australia. Likewise, Lin & Fraser (2008) compare Chinese to UK EAs and found Chinese
tend to agree with the auditee preferences more than EAs from the UK. Ge & Thomas
(2008) examined the conflict decisions that involve decisions makers and their supervisors.
The result of the study indicates that Chinese students, who score high on collectivism and
power distance dimensions tend to respond to questionable demands from supervisor more
than Canadian students, who score low on individualism and power distance. Lastly,
Fleming et al. (2010) compared accounting students with EAs and found that Chinese EAs
are more likely to respond to uncertain demands by supervisors than both USA and Chinese
students.
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2.6.2.4 Ethical Judgments
According to Nolder & Riley (2014, p.151), national culture is “a determinant of ethical
decision-making among business professionals”. A limited number of auditing studies have
examined the influence of culture on ethical judgements. Smith & Hume (2005) examined
ethical attitudes of EAs from Hong Kong, Mexico, and Venezuela (i.e. characterized by
low level of individualism and high power distance) and compare it with attitudes of EAs
from Netherlands, New Zealand, and USA (i.e. characterized by high level of individualism
and low power distance). The study findings indicate that EAs from low individualism and
high power distance culture are more likely to commit unethical behaviour for the interest
of their companies that those from high individualism and low power distance culture.
Similarly, Sweeney et al. (2010) investigated whether the perceptions of USA’s EAs differ
from the perceptions of Irish’s EAs in terms of what is ethical and unethical behaviour.
Using four hypothesised cases, the results revealed that EAs from the USA generated
higher ethical assessments and lower tendency to involve in ethically doubtful actions in all
the four cases than the Irish’s EAs. Cohen et al. (1995) used the experiment approach by
developing eight hypothesised cases to examine the differences in ethical judgements
between 138 EAs from different countries (i.e. Japan, Latin America, and the USA). The
major difference in ethical judgements has been identified among USA’s EAs, who score
high on individualism and low on power distance cultural dimensions and the Latin
American EAs, who score low on individualism and high on power distance. That is, EAs
from Latin America rated the scenario to be unethical more than USA’s EAs. In other
words, USA’s EAs were in a position to accept unethical behaviours more that Latin
American EAs. The author justified these results by the predominant individualism culture
and the high competition in USA audit market, as EAs might commit to unethical actions in
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order to maintain or expand the relationships with auditees. Also, the results revealed that
Japanese EAs were similar to USA’s EAs in most cases. The authors further indicated that
the association between ethical judgments and cultural values is sensitive to the type of task
being performed, as well as to the environmental contexts. Finally, Nolder & Riley (2014)
noticed in their review that ethical judgements have social and political consequences,
which make it difficult to deeply investigate this matter and gain insight.
2.7 The Study Context
According to the previous Sections of this Chapter, it can be argued that most of the
previous studies on EAs reliance on the IAF and EAs’ judgements and decisions making
were conducted in the context of North American and Western cultural context (i.e.
developed countries). However, few studies were conducted within the context of AsianPacific, such as Taiwan and China, as well as some other developing countries, which
makes it difficult to generalise the results of these studies across developing countries, such
as Middle Eastern countries. Another major point is that the majority of the previous
studies were carried out on the basis of cross-country investigations rather than examining
the association between the cultural dimensions and the variables under investigation
within single cultural context. Taking these limitations into account, the current study
conducts the investigations within the context of single Middle Eastern country (i.e. Jordan)
and according to the cultural dimension of EAs.
Jordan (Officially: The Hashemite Kingdome of Jordan) is the gateway to the Middle East
and it is a home of more than six million people. Jordan is remarkably resource-poor and
has no oil reserves. Thus, human resources are Jordan’s most important asset and wealth
(Jordanian e-government, 2017). However, Jordan faces many economic challenges, such
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as low wages, rising prices, high unemployment and insufficient or inappropriate staffing.
Jordan has joined the World Trade Organization (WTO) in the year 2000 for strengthening
its trade channels with countries such as Japan, UK, USA, and other Arab countries. These
efforts are also made to attract foreign investments to operate within the Jordanian
environment in order to improve the employment opportunities and achieve economic
growth and stability. However, the involvement in the global business environment requires
the adoption and application of international standards to govern the Jordanian business
climate from all respects. In this regard, researchers have been encouraged to examine the
influence of the Jordanian national culture on the implementation of such international
standards (Ali, et al., 2013).
According to the World Bank “Over the past 10 years, Jordan has pursued structural
reforms in education, health, as well as privatisation and liberalisation. The Government of
Jordan has introduced social protection systems and reformed subsidies, creating the
conditions for public-private partnerships in infrastructure and making tax reforms” (The
World Bank, 2016). However, Jordan’s economy has been sluggish in 2015. After the
steady recovery that started in 2010, the real Gross domestic product (GDP) growth
dropped from 3.1% in 2014 to 2.4% in 2015, which was mainly due to the influences of
“security spillovers” from the regional crises (The World Bank, 2016). Moreover, foreign
direct investments had fallen by 35% in 2015, exports crashed by 10%, and tourism has
collapsed because of the security problems in some of the neighbouring countries.
Consequently, Jordan directed to heavy borrowing in order to compensate such collapses
(Williams, 2016). According to Carnegie report in 2016 cited by Williams (2016), the ratio
of debt to GDP raced from 57% in 2011 to 90% in 2016 and this was also attributed to the
governmental overspend.
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2.7.1

The Audit Profession in Jordan

In the early years of establishment of Jordan, the audit profession was governed by British
accounting principles and only British EAs were allowed to provide the audit services. In
1944, the first audit office was opened in Amman by Saba & Co as a Jordanian local audit
services firm followed by opening branches of foreign audit firms, such as Whinney
Murray & Co in 1950. The auditing profession’s codes were directly derived from the
British companies’ law at that time. The profession remained unregulated locally until the
issuance of the first Jordanian Auditing Profession Practice Law No. 10 in 1961 (Al- Farah
& AL Shaar, 2015; Mardini, et al., 2012; Obaidat, 2007). However, the scope of this law
was very limited as it did not specify exactly what auditors are permitted to do and what
they are prohibited from doing. Furthermore, the law did not determine the behavioural
requirements for auditors and an audit engagement. Consequently, it was amended through
the issuance of the Profession Practice Law No. 12 in 1964, where some deficiencies in the
previous law were rectified (Abdullah, 1982). After this period, several laws were issued to
reflect the developments in the audit profession. The last being the Law of Organising the
Practice of the Public Accounting Profession No. 73 in 2003.
The Jordanian Association of Certified Public Accountants (JACPA) was established in
1987 with the mission to “confirm the compliance (commitment) with the Certified Public
Accountant’s rules and ethics, to strengthen the role of the chartered, to ensure his
objectivity and independence” (JACPA, 2017). JACPA did not issue any local standards to
govern the audit profession due to the lack of professionals and the high cost associated
with their issuance, therefore, it has adopted ISAs in 1989 and begin to implement them in
the year 1990 (Al-Awaqleh, 2010). In this regard, it has been argued that ISAs should be
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locally developed to be consistent with the Jordanian political, social, and economic
environment (Obaidat, 2007).

However, policy makers in Jordan ignored all these

suggestions that demand the issuance and adoption of a local set of standards and tend to
keep on implementing the ISAs due to their necessity to be involved in the global business
environment and to attract foreign investments (Al-Awaqleh, 2010).
In terms of internal audit, painstaking efforts were made to transform the profession into an
advanced stage. In 2015 the IIA Jordan was established as an affiliation of the global IIA.
According to the Chairman of the Institute, IIA Jordan aims at “raising awareness of the
importance of the internal audit profession, and advocating for the implementation of and
adherence to The IIA's International Professional Practices Framework (IPPF)” (Shawa,
2017). Before these developments, the internal auditors were directed by the audit
committees of the organisations and there was a lack for clear guidance to practice the
profession, which in turn slowed down the development of the profession in Jordan
(Rahahleh, 2010).
2.7.2

The Prevailing Cultural Dimensions in Jordan

In reference to the framework of Hofstede, national cultures can be compared through the
lens of a group of dimensions, where the degree scored on each dimension reflects how a
society visualises certain matter. As stated earlier, these dimensions used in the study and
related to the audit profession are power distance, individualism, and uncertainty avoidance
(Hofstede, 2001). According to the data collected by Hofstede, Jordan scored high (i.e. 70)
on power distance dimension, which reflects a hierarchical structure of society and means
that members of society accept differences in authorities and quality of life without the
need for justifications for such differences. In terms of organisation, this score indicates
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that employees in Jordan work within an environment characterised by an inequality in
which the supreme boss is a “benevolent autocrat” (ITIM-International, 2017; Hofstede,
2001).
On individualism versus collectivism dimension, Jordan has a low score of 30, which
reflects the collectivist culture of Jordanian society. This score is evident of the preference
of group interests over individual interests in Jordan. It also indicates the existence of
strong relationships among the society members in which every member takes care and is
responsible for other members of the group. Moreover, the relationship between the
employees and their employer is based on loyalty and this relation influences many
managerial decisions, such as those related to hiring and promotion of the employees
(ITIM-International, 2017; Hofstede, 2001).
The last dimension linked to the audit profession is the uncertainty avoidance. Jordan has
an intermediate score on this dimension (i.e. 65), which reflects the tendency of the society
to avoid uncertain and ambiguity avenues (ITIM-International, 2017; Hofstede, 2001).
Figure 2.3 shows how Jordan measures up on Hofstede’s 6 dimensions comparing to a
selected developed country (i.e. United Kingdom).
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Figure 2.3: Jordan Scores on Hofstede’s Dimensions

Source: Hofstede (2015)
It has been argued that Jordan has a satisfactory cultural homogeneity amongst all the
ethnic groups of its community. Notwithstanding the existence of such homogeneity, the
tribalism and kinship relations have a material impact on most aspects of everyday life and
upon the way in which business is being conducted (UKEssays, 2015). Accordingly, for
any organisation to be successful in Jordan, it is necessary to possess a strong grasp of the
national culture.
Alkailani et al. (2012) argued that the scores generated by Hofstede’s framework were
based on Arab countries and generalised to Jordan, which may mislead researchers due to
internal differences between the Arab countries. In this regard, the authors used the same
cultural dimensions that were developed by Hofstede to re-evaluate the Jordanian culture.
A sample of 795 graduate students was used to obtain scores for the aforementioned
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dimensions. The study revealed similar results to Hofstede and found no significant
differences. These results confirm the validly of the results generated by Hofstede in the
context of Jordan.
2.7.3

Review of Jordanian Literature on the Relationship Between External and

Internal Auditors
This section synthesises the literature on the relationship between EAs and the IAF. It
primarily focuses on studies that pertain to the issue of how EAs rely on the IAF’s work
and to what extent. Generally, Obaidat (2007) investigated the extent to which Jordanian
auditors comply with ISAs. The author findings indicated that Jordanian auditors comply
with all the auditing standards. However, there were some variances in the degree of usage.
Specificaly, Thnaibat & Shunnaq (2010) used a survey questionnaire directed to a sample
of EAs and the IAF staff providing services within the Jordanian business environment.
The study aimed at evaluating the extent to which EAs are complying with IAS 610 when
evaluating the IAF in Jordan, as well as to examine the degree of importance assigned by
EAs to each of the IAF quality factors proposed by ISA 610. The results of the study
showed the perceptions of EAs significantly vary from the IAF staffs’ perceptions, in terms
of EAs’ degree of compliance with ISA 610, during the evaluation of the IAF. Basically,
the IAF staff perceives the EAs compliance with ISA 610 to be below average, while EAs
claimed that their compliance with ISA 610 is above average. Likewise, Suwaidan &
Qasim (2010) collected quantitative data from a sample consisting of 100 EAs practising
the external audit profession in Jordan. The purpose of the study was to identify the relative
importance of each factor that EAs consider while making decisions to rely on the IAF
work. In addition, the study aimed at examining the impact of reliance on the IAF by EAs
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on external audit fees. The results of the study indicate that amongst the IAF quality factors
mentioned by ISA 610, objectivity is the most critical factor that Jordanian EAs consider
when making the reliance decisions on the IAF, followed by competence and lastly, work
performance of the IAF. Furthermore, the multiple regression results show the insignificant
impact of utilising the IAF by EAs on external audit fees, as the variation in audit fees was
mostly explained by the size of auditees in the context of the study. In contrast, Al
Matarneh (2011) directed a questionnaire to a sample of the IAF staff of Jordanian banks
and found that work performance is the most vital determinant of the IAF quality, followed
by objectivity and then competence. Finally, a recent study by Aljaaidi et al. (2015)
collected data from annual reports of underlying companies for the year of 2009, in
addition to the use of a survey questionnaire directed to 87 Jordanian EAs of companies
listed in Amman Stock Exchange (ASE). The main purpose of the study was to examine
the influence of EAs reliance on the IAF, as well as, the characteristics of the audit
committee on the external audit report lag. The results of the study demonstrated a negative
relationship between reliance by EAs on the IAF and characteristics of audit committee
from one side and the external audit reporting lag. Basically, they found that the existence
of an active audit committee and more reliance by EAs on the IAF reduces EAs’ efforts and
therefore shortens the audit report lag.
2.8 Conclusion
This chapter was intended to gain more understanding of the research concepts, as well as,
to review the results of the past studies related to the field. The chapter shows that EAs
primarily rely on the IAF in order to save efforts and cut costs. In this regard, research
generally supports the notion that reliance of EAs on internal auditors reduces audit fees,
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which in turn, will result in benefits to organisations and audit firms. For instance,
organisations gain financial incentives by utilising audit services at lower cost, while audit
firms can reduce fee pressure and remain competitive in the audit services market.
However, the literature indicates that in some developing countries, EAs reliance on the
IAF of their clients still has no impact on external audit fees. Furthermore, all of the studies
reviewed in this chapter were particularly investigating the direct impact of EAs reliance on
the IAF upon the audit fees. While in the natural setting of an external audit process, the
impact on external audit fees is transferred by the impact of reliance on the external audit
work hours, it is based on the assumption that audit effort is a determinant of audit fees.
Moreover, the literature review indicated evidence of an increasing need for more
investigations on the issue of EAs reliance on the IAF. Particularly, the revisions of ISA
315 and ISA 610 open new avenues for research related to EAs’ reliance on the IAF. Also,
this chapter reviewed the literature related to the measurements of the cultural dimensions
and its influence on the audit process. It indicates that three of the cultural dimensions have
been associated with the auditing process - power distance, uncertainty avoidance, and
collectivism versus individualism. Furthermore, it has been found that some studies have
recently been conducted to review the literature on cross-cultural auditing in order to
enhance the understanding of the impacts of differences in national culture on EAs’
judgments and decisions. In this regard, a framework was developed. This framework
divides judgments and decisions of EAs that could be influenced by culture into different
categories, such as EAs’ confidence, risk and probability judgments, risk decisions, conflict
decisions, and ethical judgments. The majority of the previous studies manipulated culture
as an independent variable and EAs’ judgements and decisions related to at least one of the
above-mentioned five categories as a dependent variable. Regarding the influence of
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culture on EAs reliance on the IAF, the literature review showed a study by Bame-Aldred
et al. (2013, p.257), which explicitly stated that “EAs’ decision to rely on an IAF could be
influenced by environmental factors and/or cultural dimensions. Examination of which
variables alter EAs’ decisions presents an opportunity to research the interaction between
audit and culture”.
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Chapter 3 The Conceptual Models
3.1 Introduction
In order to achieve the objectives of the current study, this chapter introduces the theories
and models that are used to theoretically underpin the process of developing the research
hypotheses. As stated earlier, the primary objectives of this study are to examine the
influence of cultural dimensions on the judgments and decisions of EAs that related to their
reliance on the IAF in accordance with ISA 610 (Revised 2013), and to examine the way in
which reliance on the IAF is translated into a reduction in external audit fees. In doing so,
this study introduces two conceptual models based on Rodgers’ (2006) Process Thinking
Throughput Model and Spence’s (1973) Signalling Theory. These conceptual models aim
at clarifying how EAs incorporate the requirements of ISA 610 (Revised 2013) into their
reliance related judgements and decisions, as well as, trace the influence of culture upon the
reliance process. In addition, to examine the association between the EAs reliance on the
IAF and the external audit hours and fees. Therefore, facilitate the process of identifying
the relationships between the study constructs and the formulation of the study hypotheses.
This Chapter is segregated into six sections. The introduction section is followed by Section
3.2, which introduces the Throughput Model, its concepts, and the six pathways that
contribute to successful decision-making process. Section 3.3 presents the Signalling
Theory and its key elements, and Section 3.4 bring in the reliance decision of EAs viewed
in Signalling Theory that is embedded in the Throughput Model to develop the Conceptual
Model A, as well as, it introduces the development of the hypotheses. Next, Section 3.5
presents the Conceptual Model B and its related hypothesis. Finally, Section 3.6 provides a
conclusion of the Chapter.
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3.2 The Throughput Model
Individuals take many decisions during the course of a day to satisfy their various needs
and follow different paths to reach these decisions. Rodgers (2006) proposed the
Throughput Model, which simplified the process thinking into pathways. Process thinking
presents an interesting and productive method for defining the individuals’ thoughts into an
effective strategy. This modelling procedure follows a structure while considering a
perceptual function to determine a proper pathway among six pathways, in order to reach a
decision and solve a problem. These pathways are based upon four components information (I), perception (P), judgement (J), and decision (D) (see Figure 3.1). Each
pathway leads the individuals to a decision and also has a unique strategy, depending on the
interaction between the aforementioned components (i.e. I, P, J, and D). The Throughput
Model has been used in numerous research processes in different fields, which include, but
are not limited to, the loan decisions made by financial officers, business ethics, and
auditing research (Rodgers, 1999; Rodgers & Housel, 2004; Rodgers & Thomas, 1998;
Rodgers et al., 2013; Rodgers et al., 2014).
Figure 3.1: The Throughput Model

P

J

D

I
Where P = perception, I = information, J = judgment, and D = decision choice.
Source: Rodgers (2006, p.5)
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According to the Throughput Model, different factors affect an individual’s decisionmaking process. These factors are linked to each other in diverse ways to produce the six
pathways for successful decision making (Rodgers, 2006). The significance of these
pathways lies in their ability to conceptualise the phases needed to reach a decision. In
other words, the model shows how individuals reach decisions using different modes based
on the decision maker's background, the availability and type of information (Rodgers,
2003). In the following section, the four factors in the process thinking are discussed in
detail to gain a better understanding of the model and its pathways.
3.2.1

Information

The information factor comprises the information available for decision makers as one of
the decision-making instruments. Information can be grouped into management, economic,
political, financial and social elements. Political information relates to the legal
circumstances of a company, as well as, to the way in which the company is being
operated. Economic information is about affairs outside the control of the company or its
employees. These affairs generally include changes in government strategies, purchasing or
consumption behaviour of customers, and the advances of new technology. Management
information underscores how individuals identify with each other. This incorporates, for
instance, supervisor/subordinates, and subordinate to subordinate relationships. The
information accumulated for these sorts of relations reflects how individuals handle and
apply information for achieving their objectives and goals. Financial information relates to
monetary substances. This may include profitability, liquidity, and risk characteristics of an
individual or a firm. Profitability pertains to the amount of revenues against the amount of
expenses that was incurred to generate those revenues. Liquidity is connected with the
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capacity to utilise money to satisfy everyday risk and is about individuals’/companies’ level
of obligation or cash owed as it is comparable with their equity. Similarly, social
information is related to the cultural, moral, and trusts frameworks that shape individuals
lives. For instance, the implementation of commitments, guarantees, and desires happens
through social procedures that energise traditions of adaptability, solidarity, and
information exchange (Rodgers, 2006).
As a general characteristic of useful information, it should be reliable and relevant. The
reliability of information is associated with the trustworthiness of the information provider
in being unbiased in supplying it. Relevancy can be achieved by gaining suitable and
sufficient information on a timely basis, as well as before it loses its ability to influence a
decision. However, information sometimes contains errors or has been viewed in difficult
formats, which could lead to miscomprehension. Thus, understanding the factors that
influence the reliability and relevancy of information could enhance a decision-making
process. Moreover, this can also impact the adopted pathway and, therefore, the decision
choice (Rodgers, 2006). In the current study, the information relates to the management
information type and it is anticipated that this affects the reliance decision and its outcomes.
This information is generated by the EAs themselves (i.e. the decision makers), hence, it
can be argued that this information enjoys a high level of reliability and relevancy.
3.2.2

Perception

This factor relates to how individuals outline a problem based on their background and
experience, as well as, according to the cultural values that govern the way of thinking of
the decision maker. Basically, when individuals seek to solve a particular problem under
the influence of their perceptions, they interpret information and proceed to judgements and
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decisions according to their background, experience, and cultural values (Rodgers & Gago,
2004; Rodgers, 2006). Smith (2015) stated “Our personal perceptions of the world
influence us on many levels. Our perceptions mandate our expectations, thoughts,
emotional reactions, and even the physical terrain of our nervous system. Our perceptions,
therefore, shape the person we are when we are alone and with a group”. Perception is
related to the framing of the process of producing a decision. To comprehend perception, it
is vital to distinguish the characterisation and classification dimensions of perception. The
Throughput Model begins with the perceptual function by which the decision makers
characterise the problem. In this phase, decision makers may commit errors by (a)
characterising the problems in terms of a previous arrangement of solving, (b) missing an
important issue, or (c) diagnosing the issue in terms of its side effects. For instance, when
society's perspectives are preceding shaping the perception, conformity may become the
most appropriate strategy. People can just apply positions that are likely to support those
they are responsible to. This procedure allows decision-makers to skip the analysis process
at the judgment stage, which is intended to compare the advantages and disadvantages of
the available courses of actions, interpreting a complex set of data, and making troublesome
trade-offs. These strategic movements occur regardless of the possibility that they could
generate inefficient decision results. Subsequently, distinguishing the criteria or rules is
also impacted by the perceptual function. Most decisions require the decision-makers to
complete several tasks. Recognising the exceedingly critical criteria in the decision-making
process is fundamental to avoid perceptual biases (Rodgers, 2006). In the current study,
EAs’ perceptions will be used to measure their cultural values according to the Hofstede’s
framework. Culture shapes the individuals’ perceptions and it is “the dominant perceptual
lens in a societal ecosystem” (Smith, 2015). As perceptions influence the judgment and
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decision choice stages (Rodgers, et al., 2014), this study measures the culture dimension
through the lens of perception in order to examine the influence of culture on both
judgement and decision.
3.2.3

Judgement

In this phase, the decision makers will evaluate and analyse the alternatives or assess the
underlying object based on perception and available information for the purpose of making
a decision. To understand judgment, it is vital to identify the aspects that need analysis and
evaluation throughout the process of decision making. This is because a decision maker
initially frames the situation perceptually, and then identifies the problem or the issue.
Next, the decision maker identifies and weighs the criteria or guidelines for analysis or
evaluation. Subsequently, alternatives of possible courses of action and the evaluation
results are generated. Finally, a rating of each alternative or evaluation criteria takes place
before proceeding to the decision (Rodgers, 2006).
3.2.4

Decision Choice

Decision making is the last phase in the Throughput Model. At this point, the decision
makers choose the most appropriate course of action. In other words, after analysing and
weighing the alternatives, as well as, evaluating the underlying object in the judgment
stage, the most beneficial and satisfactory decision will be taken (Rodgers, 2006).
Regarding their reliance on the IAF, EAs are expected to decide in this phase, whether to
rely on the IAF of clients by using work already performed by these functions and/or to rely
on the function to provide direct assistance.

76

3.2.5

Selected Pathways of the Throughput Model

As mentioned earlier, the four concepts of process thinking are combined in varied
approaches to produce six distinctive pathways to reach a decision. Generally, one of the
six pathways provides the most successful, proper, and useful decision. According to
Rodgers (2006), these six pathways that individuals undertake before reaching a decision
are:
(1) The Expedient Pathway P D
(2) The Ruling Guide Pathway P JD
(3) The Analytical Pathway IJD
(4) The Revisionist Pathway I PD
(5) The Value Driven Pathway P IJD
(6) The Global Perspective Pathway IPJD
For the purpose of the current study, three pathways are employed, as they related to the
objectives of the study and have the capability to conceptualise the influence of the cultural
dimensions measured through EAs perception on their reliance’s judgements and decisions.
These pathways are the Expedient Pathway, the Ruling Guide Pathway, and the Analytical
Pathway. As stated earlier, this study is interested in examining the direct influence of the
perception and the information factors on the judgement and the decision factors. Due to
the scope of the above interest, the use of the other three pathways- the Revisionist
Pathway, the Value Driven Pathway, and the Global Perspective Pathway- is meaningless
since the main focus of these pathways is to examine the interaction between the perception
and the information factors which is outside the objectives of the current study. In addition,
their use will expand the scope of the study which will consequently negatively impact the
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process of the data collection and analysis due to the time and resources constraints. The
following section offers a detailed discussion of each of the adopted three pathways.
3.2.5.1 The Expedient Pathway (PD)
According to this pathway, the decision maker approaches the decision on the basis of
perception without using information, as well as, by skipping the analysis and evaluation
process at the judgement stage (see Figure 3.2). This pathway is followed when decision
maker possesses a high level of expertise, when faced with time pressure, or when
information is unavailable or inappropriate for the underlying decision. This pathway, when
used correctly, can reduce “inhibitions, anxieties, or procrastinations,” thus saving time and
efforts to pursue other aspects of day to day activities (Rodgers, 2006).
Figure 3.2: The Expedient Pathway

PD: “Process thinking is that decision is made based on perception only”
Source: Rodgers (2006, p.15)
An interesting example is introduced by Rodgers (2006) to illustrate the decision-making
process according to the expedient pathway. The author argued in the example that the
likelihood of anybody being “kidnapped or taken hostage” is low. In case it happens, the
likelihood of survival is high. Taken as a hostage is a bad experience, but individuals
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usually attempt to utilise their resources as much as they can to deal with the situation.
Whenever people hear from TV or other sources of news that a civil servant is being taken
hostage by a militant group, the immediate reaction of people is to condemn the militant
group that is in charge of the action. The militant group is perceived as “terrible
individuals.” In this case, neither do the people typically seek information to figure out
whether the person who was taken hostage was a Samaritan or a killer nor do the people
take into account that some of the individuals have joined the militant group to protect their
own lives. In this regard, Rodgers (2006, p.17) comments that people simply “denounce the
militants for their actions (decision choice)”. This example indicates how decision maker
perceives and decides without the use of information, as well as, without employing the
judgement to analyse and evaluate. In other words, the information and the judgment
capacities neither depend upon nor are important to an underlying decision task. In this
way, the PD pathway presents the direct and shortest way to a decision choice. In spite of
the fact that this specific pathway may not guide to the correct decision, given the
conditions, it might be the best pathway to reach a decision (Rodgers, 2006).
3.2.5.2 The Ruling Guide Pathway (P JD)
According to this pathway, decision maker perceives, analyses, and evaluates before
deciding (see Figure 3.3). This pathway is generally related to the cases when decision
maker has no time pressure and tends to ignore information due its unavailability or
inappropriateness for the situation. Furthermore, this pathway is governed by internal and
external rules and laws of the decision maker (e.g. EAs reliance decisions on the IAF is
governed by auditing standards). That is, the decision here is being made based on specific
regulations related to the underlying situation. According to Rodgers (2006), the adoption
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of this pathway can direct decision makers to valuable or worthless outcomes, based on the
surrounding circumstances.
Figure 3.3: The Ruling Guide Pathway

PJD: “Process thinking is based on Perception to Judgment to Decision”
Source: Rodgers (2006, p.18)
To acquire a deeper understanding of the mechanism of making a decision following this
pathway, Rodgers (2006) introduced an example illustrating this process. The example was
related to a decision that an individual makes to buy from a salesperson at the door. When
an individual is offered a good discount on a particular product or service and this discount
is only available when you purchase from the salesperson at the door. When the individual
confronts the salesperson at door (i.e. perception), in most cases he or she attempts to judge
the honesty of the salesperson (i.e. judgement), regardless of the information presented
about the product. In the case salesperson is perceived to be untrustworthy, he/she will be
avoided despite the fact that the item has a decent brand name. In contrast, if the
salesperson is a teenager student selling the product to raise fund for a school, in all
probability, the chances of him making a sale would be higher, even if the product is
overpriced. The primary issue that led to the purchase decision (decision choice) here is
that the student is perceived to be nice (perception) and judged to be innocent (judgment).
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From this example, it can be identified that judgement is influenced by the perception of the
decision maker, which in turn impacts the decision choice (Rodgers, 2006).
3.2.5.3 The Analytical Pathway (I JD)
According to Rodgers (2006), this pathway represents an “analytical and programmatic”
way of making a decision, as it incorporates identifying the problem, specifying all factors,
weighting factors, determining all alternatives, evaluating and rating alternatives on every
factor, followed by selecting the most advantageous alternative. Decision maker following
this pathway assumes that the information he/she is analysing enjoys at least a reasonable
level of reliability and relevancy. Furthermore, the information here can be rated as an
important input for the decision being made (see Figure 3.4).
Figure 3.4 : The Analytical Pathway

I JD: “Process thinking goes from Information to Judgment then to Decision”
Source: Rodgers (2006, p.21)
The core of this pathway can be understood by the following example. Assume that an
individual has purchased a car from a retail agent on an instalment basis. Also, assume that
the purchaser has fallen behind on his/her payments for four consecutive months
(information). In this case, the retail agent typically has the right to repossess the car in
addition to other actions that can be taken according to the credit contract. These actions are
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being applied to all customers without any exemptions, regardless of the fact that some
customers may have encountered the unexpected amount of hospital bills. The responsible
employee at the retail agent relies only on the information sent by the billing department,
which indicates that a particular customer has missed four payments. The employee will
analyse and evaluate the accuracy of the information (judgement) and then decide to
repossess the car (decision choice) (Rodgers, 2006). As a clear depiction of the analytical
pathway, Rodgers (2006, p.23) stated that this pathway “highlights that information and
judgment are useful in pursuing a decision choice without taking into consideration
experiences, strategies or insights embedded in the perception function. That is, a structural
methodology is used without any benefits from the perception function”.
3.3 Signalling Theory
Many of the attributes that we are interested in knowing about each other are not directly
observable. The quality of objects often cannot be directly perceived and is a combination
of several factors. In evaluating the quality of any object, evaluators, therefore, rely upon
signals that are perceivable indicators of an indirectly observable quality (Spence, 2002). In
other words, evaluators rely on signals when direct evaluation of a quality is impossible or
too difficult (Heil & Robertson, 1991). For instance, in making a hiring decision, an
employer will rely on signals related to the quality of the candidate, such as a resume,
references, and the candidate’s actions and appearance, this signals will be used to predict
the suitability of the candidate for the job as it will be employed to determine whether the
candidate’s application will be successful or not (Spence, 1973). Through this example,
Spence explains how high-quality candidates increase their hiring opportunities by sending
quality signals that distinguish them from low-quality candidates.
82

According to Connelly et al. ( 2011, p.40) Signalling Theory “is fundamentally concerned
with reducing information asymmetry between two parties”. Information asymmetry occurs
when information is held by one party, while another needs it to make a decision (Basoglu
& Hess, 2014). In a high information asymmetry environment, one party cannot directly
observe the service quality being provided by another party (Akerlof, 1970). To overcome
the information asymmetry between the two parties, Signalling Theory states that the level
of quality is determined on the basis of signals provided by the party with the underlying
quality (Connelly et al., 2011).
3.3.1

Key Elements of Signalling Theory

The signalling environment is formed by four elements (i.e. signaller, receiver, signal, and
feedback). Figure 3.5 demonstrates how these elements are linked through the signalling
timeline. Time 0 depicts the existence of a person, product, or firm (i.e. signaller) that has
questionable quality. This signaller seeks to convey his/her level of quality to another party
(i.e. the receiver) to reduce the information asymmetry. On the other hand, the receiver also
seeks information about the level of the quality of the signaller for decision-making
purposes. According to the Signalling Theory timeline, the signaller intentionally starts
sending information about his/her quality (signals). These signals should be observable and
costly in order to achieve the greatest benefit from the signalling process. After the signal
has been sent by the signaller, the receiver now observes and interprets the signals and then
judges the quality (Connelly et al., 2011).
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Figure 3.5: Signalling Timeline

Source: Connelly et al. (2011, p.44)
In the current study, Signalling Theory is being used to conceptualise how EAs judge the
extent to which the IAF meets the quality requirements of ISA 610 (Revised 2013). As
stated earlier, these quality requirements are measured by four factors (i.e. IAF’s
objectivity, competence, the function application of a systematic and disciplined approach,
and the adequacy of the IAF work for the purpose of external audit) according to the
standard (IFAC, 2013). The level that IAF scores on each of these quality factors cannot be
directly observed or measured in one click. Therefore, EAs evaluate a group of indicators in
order to judge the level of quality on the basis of each factor and on the combination of all
the factors, which represents the judgement about the requirements of ISA 610 (Revised
2013). The use of Signalling Theory in the present study has paved the way for
operationalising the judgement of the EAs into two orders; in the first order EAs, observe
the signals sent by the IAF that are related to each of the quality factors and assign a level
of quality to each factor and in the second order, EAs form their judgement about the extent
to which the IAF meets the reliance requirements of ISA 610 (Revised 2013). Furthermore,
conceptualising the judgement in this way allows the use of advanced methodological
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choices and utilising sophisticated statistical tools. In addition, employing the Signalling
Theory has reduced the complexity of the study model for ease of comprehension.
3.4 Conceptual Model A: Reliance Decision Viewed in Signalling Theory
Embedded in the Throughput Model
The primary objective of the Conceptual Model A is to examine the influences of three
dimensions of Hofstede’s measure of cultural on the judgments and decisions of EAs that
relate to their reliance on the IAF in accordance with ISA 610 (Revised 2013). In this
Model, perception stage measures the cultural dimensions of Jordanian EAs using
Hofstede’s measure. Information factor represents the effectiveness of coordination
between EAs and the IAFs of clients that result from applying ISA 315 (Revised 2013).
Judgement factor is the EAs assessment for the extent to which the IAF meets the reliance
requirements of ISA 610 (Revised 2013). Decision, on the other hand, represents the EAs
choice to rely on the IAF. As stated earlier, the current study employs three of the
Throughput model pathways. First is the Expedient Pathway (PD), which seeks to
measure the direct influence of EAs’ cultural dimensions on their decisions to rely on the
IAF (see Figure 3.6). Second is the Ruling Guide pathway (PJD); in the context of the
present study, this pathway expects cultural dimensions of EAs to have an influence on
their judgement about the extent to which the IAF meets the requirements to be relied upon
according to the auditing standards. Based on this judgement, EAs will decide the nature
and extent of reliance that they are willing to place on the IAF without taking into account
the result of the application of ISA 315 (i.e. Information) as this standard could be not fully
applied in this case or its application results are inappropriate for the reliance decision (see
Figure 3.6). Third is the Analytical pathway (I JD), which in the realm of the present
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study argues that information about the effectiveness of coordination between EAs and the
IAF, as a result of applying ISA 315 (Revised 2013), in addition to the EAs’ judgement
regarding the extent to which the IAF meet the reliance requirement proposed by ISA 610
(Revised 2013) will lead to a reliance decision by EAs either to use work already
performed by the IAF, and/or using internal auditors to provide direct assistant (see Figure
3.6). This decision is taken without the influence of perception (i.e. cultural dimensions)
assuming that decision maker is programmed to render a decision in a certain way and has
been provided with detailed steps that lead to the decision choice.
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Figure 3.6: The Adopted Three Pathways of the Throughput Model

Source: Developed by the Author based on the Throughput Model (Rodgers, 2006)
In order to incorporate the complex process of evaluation of the IAF, this study introduces
the Spence’s Signalling Theory embedded in the aforementioned pathways of Rodgers’
decision-making Throughput Model. As depicted in Figure 3.7, at time 0 in the signalling
environment, the IAF (the signaller) has an underlying quality and the EAs are seeking to
evaluate and judge this level as it required by ISA 610 for reliance purposes. While the
quality of the IAF cannot be observed directly, as stated in the Signalling Theory, EAs will
rely on signals sent by the IAF at time 1; these signals aim at conveying a message to the
EAs that the IAF has met the quality requirement of ISA 610 (Revised 2013). Therefore,
the function can be relied upon. At time 2, along with the signalling timeline, EAs observe
and interpret the signals sent by the IAF at time 1 in order to judge the level scored on each
of the quality factors. It must be recalled that according to ISA 610 (Revised 2013), EAs
are interested in observing the IAF signals related to the level of objectivity and
competence, the function application of a systematic and disciplined approach and the
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adequacy of the IAF work for the purpose of the external audit. At this point, EAs will
weigh and analyse their observations and interpretations in order to formulate the overall
judgement about the extent to which the IAF meets the reliance requirements of ISA 610
(Revised 2013). In association with the final stage of the Signalling Theory (i.e. time 3), a
decision will be taken whether the IAF should be relied upon or not, along with the
determination of the nature and extent of such reliance. This reliance is considered as a
feedback from the EAs to the IAF that the function enjoys a sufficient level of quality and
therefore meets the requirements of ISA 610 (Revised 2013) to be relied upon for external
audit purposes.
The use of the Throughput Model conceptualises how the cultural dimensions of EAs,
measured by their perception, influences their judgements and decisions in the process of
decision-making, to rely on the IAF. Furthermore, the Throughput Model allows us to trace
the impact that the results, generated by applying ISA 315 (Revised 2013), may have on the
EAs judgement in regards to the extent to which the IAF meets the reliance requirements of
ISA 610 (Revised 2013). This study focuses on the sub-processes of the “process thinking”
model (i.e. Throughput Model) that may enhance or inhibit EAs’ use of work already
performed by an IAF, as well as their use of an IAF to provide direct assistance (Rodgers,
et al., 2014). Based on Figure 3.7, the sub-processes that lead to an IAF-reliant EA decision
can be symbolized in a structured manner as the following sub-pathways, which are derived
from three of the Throughput Model pathways (i.e. Expedient pathway (P→D), the Ruling
Guide pathway (P→J→D), and the Analytical pathway (I→J→D)).
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P→J: The cultural dimensions of EAs measured through their perceptions influence
judgements regarding the quality of the IAF as assessed according to ISA 610 (Revised
2013).
P→D: The cultural dimensions of EAs measured through their perceptions influence their
decision to rely on the IAF.
I→J: The effectiveness of coordination between EAs and the IAF as resulted by applying
ISA 315 (Revised 2013) influences the EAs’ judgements about the quality of the IAF as
assessed according to ISA 610 (Revised 2013).
J→D: EAs’ judgements about the quality of the IAF as assessed according to ISA 610
(Revised 2013) influences their decision to rely on the IAF.

89

3.4.2

Hypotheses Development: Influence of Perception on Judgement and Decision

According to Rodgers (2006), given the circumstances, the perception of the decision
maker has a negative or positive impact on his/her judgement as well as on the decision
itself. Perception in the current study measures the cultural dimensions of Jordanian EAs
using Hofstede’s framework. The Judgement factor is the EAs assessment for the extent to
which the IAF meets the requirements of ISA 610 (Revised 2013) and determines whether
it can be relied upon or not. The Decision, on the other hand, represents the EAs choice to
rely on the IAF either by using work already performed by the function and/or by using
internal auditors to provide direct assistance. Judgment and decision are amongst the most
important factors in the auditing processes. The literature review highlighted that culture is
influencing the way in which EAs form their judgments and decisions during an audit
engagement (Nelson & Tan, 2005; Nolder & Riley, 2014). That is, EAs from different
cultures are most likely to perform audit tasks in different ways even when they apply the
same set of auditing standards and report their findings in a uniform style and words.
Consistent implementation of auditing standards, therefore, requires uniformity in the
cultures, rather than the use of standardised style and words in the professional practices
(O’Donnell & Prather-Kinsey, 2010; Patel, et al., 2002). One of the essential cornerstones
of the audit process is to have a clear oral and written communication between the parties
engaged in the audit. This essentially means that the external audit teams should have a
clear communication with each other and EAs should maintain the same with the client’s
employees as well as with those charged with governance (IAASB, 2013). For instance,
ISA 610 (Revised 2013) requires EAs to communicate with those charged with governance
on how they plan to use the work of their IAF. Such communication is necessary to
thoroughly interpret and understand the standards and the rules in order to make wise
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judgments and decisions (Hoos, et al., 2015). In some countries, the cultural values allow
and encourage EAs to talk and question the leader of the engagement, as well as, the
employee and the top management of the client. While in other countries, EAs are expected
to demonstrate a high level of loyalty and less level of disagreement, especially when the
audit engagement leader or the top management of client are from different social classes.
These differences will lead EAs from different cultural clusters to judge and decide
differently even when the same set of rules and standards are implemented. In this regard,
many studies in the auditing field employed the Hofstede’s cultural dimensions to examine
the influence of culture on the practice of the audit profession across the world (Arnold, et
al., 2001; Bik, 2010; Chen, et al., 2007; Cowperthwaite, 2010; Ge & Thomas, 2008;
Hichem, 2016; Hughes, et al., 2009). Most of these studies identified significant variations
in practice due to the cultural differences. As stated earlier, it has been determined that
three of Hofstede’s cultural dimensions have an influence on the audit process, namely
power distance, individualism versus collectivism, and uncertainty avoidance (Alzeban,
2015; Cowperthwaite, 2010; Hughes, et al., 2009). For instance, Hughes et al. (2009)
employed these three dimensions to compare the outcomes of procedures that were
executed by beginner (i.e. Junior) EAs in the USA and Mexico. The results of this study
indicate that EAs judgements about the client predictions of future and changes in the
income statement balances were largely influenced by the differences of the
aforementioned cultural dimensions between the two countries. It has been identified that
EAs from the USA decided to communicate their judgements about predictions and
question the client’s employees about the differences between the predicted and the actual
balances. In contrast, EAs from Mexico were unwilling to question the client’s employees
in order to avoid any potential conflicts with them. Therefore, thinking patterns of EAs and
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their styles of making judgments and decisions depend on the prevailing culture that they
are raised in and are programmed accordingly. Accordingly, hypotheses concerning the
influence of power distance, individualism versus collectivism, and uncertainty avoidance
on the EAs’ judgements and decisions related to their reliance on the IAF are developed in
the following sections.
3.4.2.1 Influence of Power Distance on External Auditors’ Judgements and
Decisions
According to Hofstede (2001), the power distance dimension indicates the extent to which
members, who are less powerful in the society accept unequal distribution of authorities
and life quality. Generally, members of the society are confronted with inequality from
early stages of their life. That is to say, this inequality is prevalent since their childhood.
When such a member of society grows up to become an employee of an organisation, he or
she is likely to keep facing inequality, with the only difference being the fact that during
this time, it is at the organisation level. For example, this inequality can be based on the
managerial level, gender, years of experience, and so on. However, coping with inequality
differs from society to society on the basis of how the members of that particular society
are trained in their cultural context to deal with inequality. This can be reflected by the
level scored on the power distance dimension (Hofstede, 2001). In terms of the external
audit engagement, EA could face inequality with other EAs from the same hierarchy in the
engagement, or with the engagement partner. It should also be noted that inequality can
exist between EAs and the client’s management and employees, including the IAF. Such
inequality can be attributed to the existence of a number of differences such as variations in
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perceptible intelligence, independence from the employer, the level of authority, wealth,
and social class (Cowperthwaite, 2010).
Communications between EAs and high authority parties (e.g. external audit engagement
partner, chief internal auditor of the client, top management of client) can vary largely
among cultural clusters (Cowperthwaite, 2010; Hofstede, 1984). All of the auditing
standards including ISA 610 (Revised 2013) assume that all communication channels are
open up and down and that the information is exchanged freely between all parties involved
in the audit engagement (IAASB, 2013). For instance, when applying ISA 610 (Revised
2013) in the process of reliance on IAF of the client, EAs need to communicate with the
IAF staff and members who are charged with governance and possess a higher level of
authority in order to create an environment that allows an effective flow of information,
thus facilitating the discussion on various matters related to the scope, nature, and extent of
the IAF work. This, in turn, will lead EAs to make robust judgements and decisions
regarding their reliance on the IAF (IFAC, 2013). In jurisdictions that score low on the
power distance dimension, this process can sail smoothly without any hindrances since the
gap between members with unequal authority is relatively low, and the process of making a
decision is decentralised and based on consultations between all of the engaged members,
in a democratic environment. Such an environment allows EAs and others to engage in
safeguarding the financial aspects of an organisation, to eventually support and rely on each
other. In contrast, it is found that in jurisdictions where members with different levels of
authority are substantially distant from each other in terms of communication and
cooperation (i.e. high power distance), the decision-making process tends to be centralised
in an autocratic environment wherein the employees possessing a low level of authority are,
to a great extent, not permitted culturally to communicate, and are expected to follow
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specific instructions from employees with high level of authority. This alternately means
that these instructions are expected to be followed without exhibiting any disagreement or
criticism (Alzeban, 2015; Nolder & Riley, 2014; Patel, et al., 2002).
In this regards, Jordan scores high on power distance dimension which indicates that
inequality is shaped on the basis of the social order (Alkailani, et al., 2012; Hofstede,
1984). Therefore, in an audit engagement, it is anticipated that Jordanian EAs will face the
communication barriers that resulted from this cultural custom wherein they were subjected
to communicate with others who have higher levels of authority. An example of such a
cultural custom is the process of EAs’ reliance on the IAF of the client, which is the focus
of the current study. ISA 610 (Revised 2013) requires EAs to open effective
communication channels with different parties at the auditee. For example, the standard
states that “the external auditor is required to communicate with those charged with
governance an overview of the planned scope and timing of the audit. The planned use of
the work of the internal audit function is an integral part of the external auditor’s overall
audit strategy and is, therefore, relevant to those charged with governance for their
understanding of the proposed audit approach” (IFAC, 2013, p.17). Also, the standard
further states “If the external auditor plans to use the work of the internal audit function, the
external auditor shall discuss the planned use of its work with the function as a basis for
coordinating their respective activities” (IFAC, 2013, p.7). Moreover, ISA 610 (Revised
2013) links the success of the process of EAs reliance on the IAF to the effectiveness of
communications that are required by ISA 315 (Revised 2013). All these requirements
clarify how effective communications between EAs and staff of the IAF with different
levels of authority can establish an environment in which the EAs can effectively evaluate
the quality of the IAF, and accordingly formulate a judgement about the extent to which the
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function meets the reliance requirement of ISA 610 (Revised 2013), to finally decide
whether to rely on the IAF by either using work that has been already performed by the
internal auditors or/and by using internal auditors to provide direct assistance. Given the
cultural barriers, which are discussed above and that are imposed by the high power
distance in some countries, including Jordan, the current study proposed the following
hypotheses:
Hypothesis 1 (H1): Power distance is negatively associated with EAs judgements
concerning the extent to which the IAFs of clients meet the reliance requirements of ISA
610 (Revised 2013).
Hypothesis 2 (H2): Power distance is negatively associated with EAs decisions to rely on
the IAFs of clients.
Hypothesis 2a (H2a): Power distance is negatively associated with EAs decisions to rely
on the IAFs of clients by using work already performed by the functions.
Hypothesis 2b (H2b): Power distance is negatively associated with EAs decisions to rely
on the IAFs of clients by using internal auditors to provide direct assistance.
3.4.2.2 Influence of Uncertainty Avoidance on External Auditors’ Judgements
and Decisions
As stated earlier, the degree scored on the uncertainty avoidance dimension by a particular
society indicates the extent to which members of that society consider ambiguity as a threat
and how they act to reduce such a threat (Hofstede, 1984). Uncertainty is a reality that is
prevalent in people’s lives. Societies have built up elaborate frameworks to ensure that
members of society are efficiently functioning in all aspects of their life. However, the
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degree of success of such frameworks varies from one society to another. While developing
these frameworks, which are intended to control uncertainty, societies use some tools that
are the product of their particular cultural environments, such as laws, rules, religion, and
technology (Cowperthwaite, 2010). Hence, uncertainty differs from risk, the risk is related
to the probability that a member of society might win or lose something known and worthy
in which the outcomes can be predicted on the basis of the probability of occurrence. While
uncertainty pertains to a matter of fact in human existence that any unknown future events
can occur and cannot be estimated or predicted (Rachev, et al., 2011).
In countries that score high on uncertainty avoidance dimension, members of society tend
to rely on systems that are built upon detailed rules for reducing the ambiguity and
therefore, control the associated threats. Furthermore, change in most cases is perceived to
be unsafe and members of society act according to this perception. Basically, change to
new situations is expected to bring threats that are beyond the members’ control, and thus,
they prefer to deal with matters that are clear, structured and tested. In contrast, in low
uncertainty avoidance countries, members of society can depend upon principles-based
systems to handle change and confront new situations. In these countries, individuals are
characterised by curiosity and believe that they can enhance the quality of their life by
adventuring and searching for new facilities and services. Therefore, they are more capable
of dealing with ambiguity without the need for detailed rules to guide their deeds or to
protect them (Hofstede, 1984, 2001).
Professionals, as part of a society, differently approach problem-solving in an ambiguity
situation, on the basis of the extent of their uncertainty avoidance. This can result in
different outcomes even when the same problem is being treated. Particularly, EAs from
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cultural clusters that are characterised by low uncertainty avoidance can cope better with
uncertain circumstances and may be more comfortable in making judgements and decisions
within a principles-based setting, while EAs with a high degree of uncertainty avoidance
need detailed rules to be comfortable in making judgements and decisions in such
circumstances (Nolder & Riley, 2014). For instance, ISA 610 (Revised 2013) states that
“The external auditor exercises professional judgment in determining whether the work of
the internal audit function can be used for purposes of the audit and the nature and extent to
which the work of the internal audit function can be used in the circumstances” (IFAC,
2013, p.13). This provides EAs with principles-based requirements (Bik, 2010) that do not
specify detailed procedures and allow more of EAs personality, environment, and culture to
influence the professional judgement. To meet the requirements in the first part of the
above ISA 610 (Revised 2013) paragraph, EAs need to evaluate the quality of the IAF and
formulate a judgement about the extent to which the IAF meets the quality criteria of the
standard (i.e. reliance requirements). The second part of the paragraph requires EAs to
make decisions about the nature and extent of reliance they are willing to place on the IAF.
In the process, EAs will perform procedures to underpin their judgements and decisions
(IFAC, 2013). The nature and extent of these procedures may differ from one country to
another according to the predominant uncertainty avoidance custom (Nolder & Riley,
2014). As stated earlier, Jordan scores high on the uncertainty avoidance dimension and has
adopted ISAs to govern the external audit engagements that are being performed in its
business environment. ISAs are classified as principles-based standards that lack detailed
requirements (Bik, 2010), hence, if these requirements would have existed, their fulfilment
would have ensured compliance with these standards and reduce threats that resulted from
ambiguity. This is the reason why EAs became more comfortable with their judgements
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and decisions (Cowperthwaite, 2010). Nevertheless, Jordanian EAs are expected to exercise
a high degree of conservatism in their judgements and decisions when applying ISA 610
(Revised 2013). Hence, EAs may under-estimate the quality of the IAF by their judgements
to reduce the threat of being uncertain about the degree of compliance with the standard
due to the absence of detailed rules and procedures. By underestimating the quality of the
IAF, it is anticipated that EAs will decide to place lower extent of reliance on the IAF to
make their decisions consistent with the IAF’s level of quality, as well as, to reduce the
threats that are related to the uncertainty about the reliance consequences as EAs bear the
sole responsibility of the external audit process and outcomes. Accordingly, the present
study introduces the following hypotheses:
Hypothesis 3 (H3): Uncertainty avoidance is negatively associated with EAs judgements
concerning the extent to which the IAFs of clients meet the reliance requirements of ISA
610 (Revised 2013).
Hypothesis 4 (H4): Uncertainty avoidance is negatively associated with EAs decisions to
rely on the IAFs of clients.
Hypothesis 4a (H4a): Uncertainty avoidance is negatively associated with EAs decisions
to rely on the IAFs of clients by using work already performed by the functions.
Hypothesis 4b (H4b): Uncertainty avoidance is negatively associated with EAs decisions
to rely on the IAFs of clients by using internal auditors to provide direct assistance.

98

3.4.2.3 Influences of Individualism on External Auditors’ Judgements and
Decisions
Societies have different patterns that shape how members relate to their families, as well as,
identify how decisions are being made at the family level, the responsibility of each
member of the family, and how members carry out their responsibilities. These patterns
also outline how families relate and provide support to their members (Hofstede, et al.,
1991). In other words, interactions between individual and the related group in a society
and vice versa are governed by particular norms, which differ from one culture cluster to
another. The patterns of interactions with the related groups that members of society
learned at the family level are most likely to be transferred to their work environments in
which they may apply such patterns when interacting with their work teams, managers,
supervisors, co-workers, etc. (Hofstede, 1984). As already mentioned in Chapter Two of
this thesis, Hofstede developed the individualism versus collectivism cultural dimension to
measure the interactions between individuals and groups. Countries that score high on this
dimension are characterised by individualism. This implies that individuals in these
countries are interested in achieving their own goals, which are given priority over the
groups’ goals. This also can be seen at the organisational level by the high level of
employees’ turnover that results from the low loyalty and the emphasis on the self-interest.
While in countries with low scores on this dimension (i.e. collectivism culture), individuals
consider themselves responsible for achieving the group’s goals. Also, groups are
responsible for supporting their members. In this setting, loyalty is exhibited in two
directions by individuals and their groups. In collectivist organisational setting, employees
are expected to be more loyal to their organisations and exhibit low turnover, even if it is
against their own interests. In other words, individualism culture perceives individual
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independence from the group as positive, while collectivism culture sees individual
dependency on a group as positive (Hofstede, 2001).
Given that EAs are a part of the society, an external audit engagement can be significantly
influenced by the aforementioned cultural differences. Basically, these differences can
result across countries in varied styles of relationships between EAs with each other and
with their clients’ staff. For instance, the level of cooperation between EAs and the IAFs of
clients may differ according to the cultural underpinnings (Cowperthwaite, 2010). More
specifically, internal auditors from collectivism culture seek to work in a supportive
environment and are expected to exhibit a high level of loyalty to their companies with a
low level of turnover. Hence, collectivist internal auditors have no problems working for
the same companies until retirement (Alzeban, 2015). In such a setting, relationships
between employees are built upon mutual trust and intentions to support each other.
Therefore, the EA is expected to be more confident in the IAF’s knowledge about the
auditee and its operations due to the high level of experience with the same company. Thus,
in the process of EAs reliance on the IAF, it is anticipated that EAs may positively judge
the extent to which the IAFs meet the quality requirements of ISA 610 (Revised 2013).
Also, being within a supportive environment, as well as, due to the willingness to support
what is exhibited by collectivist internal auditors, EAs may place more reliance on the IAF
either by using work already performed by the function or/and by using internal auditors to
provide direct assistant.
On the other hand, the loyalty level of internal auditors as employees towards their
companies tends to be low in case of individualism culture. Consequently, this results in a
high turnover of the IAF staff as they are culturally self-centred and are ready to shift to
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any company that offers better employment opportunities in order to maximise their own
interests. In companies with a high turnover of the IAF, internal auditors’ background and
years of experience may be at a low level. Also, the IAF staff is more likely to be
unfamiliar with the company and less knowledgeable of its operations. These consequences
of high turnover could be indicators that employees possess a low level of competence.
Consequently, it is more likely that the IAF is not able to discharge its duties in a
systematic and disciplined approach (Abdolmohammadi, 2009; Alzeban, 2015; Hofstede,
1984). Therefore, the IAF is less likely to meet the criteria of ISA 610 (Revised 2013), thus,
EAs are expected to place less reliance on the IAF. Within the Jordan context, which scores
low on individualism versus collectivism cultural dimension and in accordance with the
above argument, the following hypotheses are formulated:
Hypothesis 5 (H5): Individualism is negatively associated with EAs judgements
concerning the extent to which the IAFs of clients meet the reliance requirements of ISA
610 (Revised 2013).
Hypothesis 6 (H6): Individualism is negatively associated with EAs decisions to rely on
the IAFs of clients.
Hypothesis 6a (H6a): Individualism is negatively associated with EAs decisions to rely on
the IAFs of clients by using work already performed by the functions.
Hypothesis 6b (H6b): Individualism is negatively associated with EAs decisions to rely on
the IAFs of clients by using internal auditors to provide direct assistance.
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3.4.3

Hypotheses Development: Influence of Information on External Auditors’

Judgements
The information factor in the study proposed by Model A represents the effectiveness of
coordination between EAs and the IAFs of clients that result from applying ISA 315
(Revised 2013) (i.e. “Identifying and Assessing the Risks of Material Misstatement through
Understanding the Entity and Its Environment”). Based on the assumption that the IAFs
have better understanding of the companies and are knowledgeable in their risks and
controls, one of the revisions made on ISA 315 requires EAs to utilise the knowledge and
understanding of the IAF of different aspects of the auditee’s operations in the process of
assessing the risk of any potential misstatements, as well as to establish an environment in
which the evaluations of the IAF that are required by ISA 610 (Revised) can effectively
proceed in case the EAs are willing to place reliance on the IAF (IAASB, 2013). An
effective coordination between any two parties with different objectives and responsibilities
needs agreement and high levels of commitment that requires each party to adjust its work
to some extent in order to satisfy the coordination purpose of the other party
(Cowperthwaite, 2010). In this scenario, an effective coordination between EAs and the
IAF is supposed to be built upon the high level of commitment by which the IAF is
expected to increase the relevancy of its work for the purpose of the external audit. As part
of EAs pre-reliance evaluations of the IAF, ISA 610 (Revised 2013) requires that “The
external auditor shall perform sufficient audit procedures on the body of work of the
internal audit function as a whole that the external auditor plans to use to determine its
adequacy for purposes of the audit” (IFAC, 2013, p.7). This requirement would be judged
as satisfied by EAs in case that they are effectively coordinated with the IAF. Another
major cornerstone of an effective coordination is the existence of well-organized
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communication channels. For instance, the indicators of an effective coordination between
EAs and the IAF that are proposed by ISA 610 (Revised 2013) primarily depend upon the
existence of wise communication techniques. This issue was depicted in ISA 610 (Revised
2013) in the paragraph that states “Coordination between the external auditor and the
internal audit function is effective when for example:


Discussions take place at appropriate intervals throughout the period.



The external auditor informs the internal audit function of significant matters that
may affect the function.



The external auditor is advised of and has access to relevant reports of the internal
audit function and is informed of any significant matters that come to the attention
of the function when such matters may affect the work of the external auditor so
that the external auditor is able to consider the implications of such matters for the
audit engagement” (IFAC, 2013, p.17).

These indicators cannot be achieved without maintaining open and frequent oral and
written communication as appropriate between EAs and the IAF. Also, such indicators
could reflect that internal auditors are competent and objective enough to communicate and
attain this level of coordination. Moreover, the accomplishment of these indicators typically
results from the high level of mutual trust between EAs and the IAF. This trust may lead
EAs to make a positive judgement about the quality of the IAF. However, the revision
made on ISA 315 that established the framework for coordination between EAs and the
IAF was introduced in 2013 (IAASB, 2013). To the best of the researcher knowledge, there
is no study that investigated the impact of the results of applying such revision on EAs
judgements concerning the pre-reliance requirement of ISA 610 (Revised 2013).
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Accordingly, this study introduces the following hypothesis to be empirically tested within
the Jordanian context.
Hypothesis 7 (H7): Effectiveness of coordination between EAs and the IAF is positively
associated with the EAs judgements concerning the extent to which the IAFs of clients
meet the reliance requirements of ISA 610 (Revised 2013).
3.4.4

Hypotheses Development: Influence of Judgement on Decision

As mentioned earlier, the judgement stage in the proposed model A of this study represents
the EAs evaluations of the IAF using the quality factors proposed by ISA 610 (Revised
2013) - "Using the Work of Internal Auditors" -. These factors are objectivity, competency,
and the IAF's application of a systematic and disciplined approach, in addition to the
adequacy of the IAF work for external audit purposes. In accordance with ISA 610
(Revised 2013), EAs are required to evaluate the IAF using the above-mentioned quality
factors before placing any reliance on it, in order to avoid an improper dependence that
could affect the external audit quality (IFAC, 2013). This is because the work of the
internal auditors will be part of the external audit evidence upon which the audit report is
based (Munro & Stewart, 2010).
A study was conducted by Desai et al. (2010) aimed at developing a model to aid EAs in
assessing the quality of the IAF. The researchers developed the model on the basis of
factors proposed by the pre-revision of 2013 ISA 610, which are objectivity, work
performance, and competency. The study revealed that objectivity was the most effective
factor considered by EAs in the process of evaluating an IAF for the purpose of reliance on
its work. In contrast, Mihret and Admassu (2011) found that internal auditors' work
performance was the most important determinant of EAs' reliance. Furthermore, Maletta
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(1993) identified that in the evaluation of the IAF, EAs viewed competency as the most
important factor amongst the three (objectivity, work performance, and competency) when
inherent risk was low. The author further states that there is an interaction between the three
factors, in which each affects the evaluation of the others.
In practice, the evaluation process can be complicated, as EAs need direct evidence that
attests the level of quality of each of the three factors. The importance of these factors also
depends on the type of audit evidence needed by EAs (Krishnamoorthy, 2002). Desai et al.
(2008) used the "And" relationship to investigate the association between the quality of the
IAF and the presence of the three factors of objectivity, work performance, and
competency. The authors’ findings indicate that the IAF is deemed to have a high level of
quality only if the requirements of the three factors are jointly met. In contrast to Desai et
al. (2008), a recent study by Pike, et al. (2016) found objectivity and EAs involvement in
the development of the IAF’s plan as the main driver for reliance decisions.
In the context of Jordan, two studies were identified that examined the relationship between
the reliance of EAs and the quality of the IAF (i.e. Thnaibat & Shunnaq (2010) and
Suwaidan & Qasim (2010)). The study of Thnaibat & Shunnaq (2010) was aimed at
evaluating the extent to which EAs are complying with IAS 610 when evaluating the IAF
in Jordan from the perceptions of EAs and internal auditors, as well as, to examine the
degree of importance assigned by EAs to each of the IAF quality factors that were proposed
by ISA 610. The findings of the study indicate that the perceptions of EAs significantly
vary from the IAF staffs’ perceptions in terms of EAs’ degree of compliance with ISA 610
during the evaluation of the IAF. In the study conducted by Suwaidan & Qasim (2010), one
of the purposes was to identify the relative importance of each factor that EAs consider
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when making decisions to rely on the IAF work. The results of the study indicate that
amongst the IAF quality factors, objectivity is the most critical factor that Jordanian EAs
consider when making the reliance decisions on the IAF.
Based on the literature review, it can be argued that in addition to the inconsistency in their
findings, all of the prior researches that were conducted to determine the most important
factors used by EAs in their evaluation of the IAF, and were according to the pre-revision
of 2013 ISA 610. Hence, as mentioned earlier, ISA 610 (Revised 2013) introduced the
IAF’s application of a systematic and disciplined approach as a new quality factor. Also,
most of the previous studies individually examined the impact of each of the IFA quality
factors on the reliance process. Accordingly, the current study attempts to overcome the
deficiencies in the previous studies, and in doing so, it considers the latest revision made on
ISA 610 that related to the evaluation of the IAF and the nature and extent of reliance that
can be placed by EAs, in addition to combining the quality requirements of this standard in
one testable conceptual factor (i.e. EA’s judgement concerning the extent to which the IAF
meets the requirements of the revised ISA 610). In view of that, the following hypotheses
were proposed.
Hypothesis 8 (H8): EA’s judgement concerning the extent to which the IAFs of clients
meet the reliance requirements of ISA 610 (Revised 2013) is positively associated with
EA’s decisions to rely on the IAFs of clients.
Hypothesis 8a (H8a): EA’s judgement concerning the extent to which the IAFs of clients
meet the reliance requirements of ISA 610 (Revised 2013) is positively associated with
EA’s decisions to rely on the IAFs of clients by using work already performed by the
functions.
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Hypothesis 8b (H8b): EA’s judgement concerning the extent to which the IAFs of clients
meet the reliance requirements of ISA 610 (Revised 2013) is positively associated with
EA’s decisions to rely on the IAFs of clients by using internal auditors to provide direct
assistance.
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Figure 3.7: Conceptual model A

Source: Developed by the Author based on Signalling Theory (Spence, 1973) and the Throughput Model (Rodgers, 2006)
Note. IDV = individualism; UA = uncertainty avoidance; PD = power distance; INFO = the effectiveness of coordination between EAs and
IAF; COP = competence; OBJ = objectivity; SDA= IAF’s application of a systematic and disciplined approach; AQCY = the adequacy of
IAF work for the purpose of external audit; REQ ISA 610 = the reliance requirement of ISA 610; DIA = using internal auditors to provide
direct assistance; WAP = using work already performed by IAF.
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3.5 Conceptual Model B: External Auditors’ Reliance on the Internal Audit
Function and Audit Fees
This section demonstrates how the use of the analytical pathway of the Throughput Model
helps in clarifying the relationship between the reliance placed by EAs on the IAF of clients
and the external audit work hours and fees. ISA 610 (Revised 2013) indicates that the EAs
rely on the IAF of clients in order to reduce the extent of the audit procedures that are
supposed to be directly performed by them and therefore, reduce the audit work hours and
increase its efficiency (IFAC, 2013). Prior research indicated that audit fees are a proxy for
the external audit work hours and effort (Bame-Aldred, et al., 2013; Gramling, et al., 2004).
In this scenario, it can be suggested that the influence on external audit work hours
mediates the relationship between EAs reliance and the external audit fees. In other words,
it is most likely that EAs’ decisions to reduce the audit fees as a result of their reliance on
the IAF of clients would be responsive to their evaluation of the extent of reduction in audit
work hours achieved by the reliance. These relationships can be better grasped by using the
analytical pathway of the Throughput model (Rodgers, 2006) in order to trace the process
of decision making by EA to reduce the audit fees due to the reliance placed on the IAF. As
stated earlier in this Chapter, decision makers that follow the analytical pathway (I JD)
heavily rely on the information factor as a major driver for their judgements and decisions
(Rodgers, 2006). According to the Conceptual Model A of this study, EAs perform a series
of analysis and evaluation to decide the nature and extent of reliance to be placed on the
IAF. The outputs of this process (i.e. nature and extent of reliance placed by EAs on the
IAFs of clients) become an input (i.e. information) in the next decision-making process,
which is at this stage related to the extent of reduction in audit fees. This information is
supposed to be relevant and reliable as it is generated by the decisions makers themselves
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(i.e. EAs) (Rodgers, 2006). Figure 3.8 shows that judgement is formulated on the basis of
the information and a decision is made according to this interaction between information
and judgement. In the proposed Conceptual Model B, information factor represents the
extent of reliance placed by EAs on the IAF by using work already performed by the
function and by using internal auditors to provide direct assistance. Both of the reliance
types incorporate tasks requiring objective and subjective evidence. The Judgement factor
indicates the result of EAs evaluation of the extent to which the audit work hours should be
reduced due to the reliance on the IAF (i.e. Information). The final stage in this model
decides the extent of reduction in audit fees that EAs are willing to accept as a logical
response to the reduction in audit work hours that result from the reliance process.
3.5.1

Hypotheses Development: Judgement Transfers the Influence of Information

to Decision
The literature review demonstrated that a number of studies have examined the impact of
reliance, placed by EAs, on the IAF of clients on the external audit work hours and fees.
However, the results of these studies were inconsistent. A group of the reviewed studies
revealed a significant influence of EAs reliance on the IAF on the external audit work
hours, in which the average percentage of reduction in the budgeted external audit work
hours ranged approximately from 4% to 50.6%. These estimations were based on the level
of quality of the IAF as a proxy for the reliance decision (Abdel-Khalik, et al., 1983;
Schneider, 1985; Margheim, 1986; Maletta & Kida, 1993; Gramling, 1999; Felix, et al.,
2001; Zain, et al., 2015). Most of these studies were conducted using an experiment
approach, in which the experiment scenarios were built upon certain levels of the IAF
quality that is assumed to cause a reduction in the audit work hours instead of the actual
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driver that is intended to be investigated (i.e. the extent of reliance placed on the IAF).
Hence, this approach is justified by the assumption that the IAF quality is the major
predictor for the extent of reliance. Nevertheless, in some cases, EAs may choose to not
rely on the IAF even when the function possesses a high level of quality. For example,
EAs tendency to minimise litigation risk to a lower level by being more conservatives and
perform all works by themselves, or may do so due to unavailability of internal auditors to
provide direct assistance. In these particular cases, statistically predicting, the reduction in
external audit work, based on the level of quality of the IAF, seems to be mistaken and may
lead to an overestimation of the extent of reduction. Accordingly, in order to generate more
accurate results, the current study suggests the examination of the direct relationship
between the extent of reliance of EAs on the IAF and the extent of reduction in external
audit work hours.
Another major point can be highlighted on the basis of the literature review is that, the
previous studies that examined the impact of reliance on the IAF on the external audit fees
were conducted assuming that the amount of external audit fees is mainly driven by the
extent of EAs’ efforts (Bame-Aldred, et al., 2013; Pike, et al., 2016). This assumption
suggests that the influence of EAs reliance on the IAF upon the external audit fees is
indirect as it occurs via the influence of reliance on the audit work hours (i.e. EAs’ efforts).
To the best of the researcher’s knowledge, all of the previous studies have examined the
direct relationship between EAs’ reliance upon the IAF and external audit fees with an
ignorance of the intervention role of external audit work hours (Bame-Aldred, et al., 2013;
Felix, et al., 2001; Gramling, et al., 2004; Prawitt, et al., 2011; Zain, et al., 2015). By doing
so, they examined the relationship outside its natural sequence and occurrence reality,
which may affect the reliability and the accuracy of the outcomes. In this regard, Namazi &
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Namazi (2016, p.553) stated that “preceding variables posit a great impact on the design
and conceptual theories of the research and create a contemporary theory or change the
direction of the prior theories. In addition, the inclusion of these variables and their
combination opens new avenues and ample insights into business research and establishes a
potent basis to analyse the interaction effects of moderating and mediating variables. This
function will also make designated models more comprehensive and pertinent to reality,
and enables researchers to solve real business problems and arrive at more satisfactory and
complete solutions”. Therefore, the current study attempts to take advantage of studying the
phenomenon in its natural setting by considering the role of external audit work hours in
transforming the effect of reliance by EAs on the IAF to the external audit fees. In the
Jordanian context, there is a paucity of research in this area as the literature review
identified just one study by Suwaidan & Qasim (2010) that examined the direct influence of
EAs reliance upon the IAF on the external audit fees and has reported no influence.
Moreover, in addition to the fact that EAs allowed relying on the IAF by using the already
performed work, the 2013 revision made on ISA 610 introduced a new option for reliance
on the IAF which is by using internal auditor to provide direct assistance. Whether this new
option has a different influence on External audit work hours and fees comparing to the use
of work already performed still unknown (Bame-Aldred, et al., 2013). Accordingly, the
following hypotheses were formulated.
Hypothesis 1 (H1): There is a positive association between information about the extent of
EAs’ reliance on the IAF and EAs’ judgements concerning reduction in external audit work
hours, that in turn will positively associate with the decision of reducing external audit fees.
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Hypothesis 1a (H1a): There is a positive association between information about the extent
of EAs use of work already performed by the IAF and EAs’ judgements concerning
reduction in external audit work hours, that in turn will positively associate with the
decision of reducing external audit fees.
Hypothesis 1b (H1b): There is a positive association between information about the extent
of EAs use of internal auditors to provide direct assistance and EAs’ judgements
concerning reduction in external audit work hours, which in turn, will positively associate
with a decision to reduce external audit fees.
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Figure 3.8: Conceptual Model B

Source: Developed by the Author based on the Throughput Model (Rodgers, 2006)
Note. DIA = information about using internal auditors to provide direct assistance; WAP = information about using work already performed
by IAF.
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3.6 Conclusion
This chapter aims at developing the conceptual models of the study in order to clarify the
relationships between the research constructs and therefore, facilitate the process of
formulating and the testing the study hypotheses. Conceptual models were developed on
the basis of the Throughput Model and Signalling Theory. Three pathways of the
Throughput Model (i.e. the expedient pathway PD, the ruling guide pathway P JD,
and the analytical pathway IJD) were used to conceptualise the influence of the
cultural dimensions measured through perception, upon the judgement and decision
pertaining the application of ISA 610 (Revised 2013) requirements. This model proposed
eight hypotheses that predict the association between the culture and the effectiveness of
coordination of EAs with the IAF that result from applying ISA 315 on one hand, and the
EAs’ judgements and decisions on the other. Hypotheses 1 to 6 predict that power,
distance, uncertainty avoidance, and individualism are negatively associated with EAs
judgements concerning the extent to which the IAFs of clients meet the reliance
requirements of ISA 610 (Revised 2013), as well as, with EAs’ decisions to rely on the
IAFs of clients. Hypothesis 7 expects a positive influence on the effectiveness of
coordination between EAs and the IAF upon EAs’ judgements concerning the extent to
which the IAFs meet the reliance requirements of ISA 610 (Revised 2013). The last
hypothesis presented by the conceptual model A is H8, which examines the influence of
EAs’ judgements concerning the extent to which the IAFs of clients meet the reliance
requirements of ISA 610 (Revised 2013) on their decisions to rely on the IAFs. Conceptual
Model B was developed based on one of the Throughput Model pathways (i.e. the
analytical pathway (I JD)). This model visualises the influence of EAs reliance on IAF
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upon the external audit fees taking into account the mediating role of external audit work
hours as predicted by hypothesis 1 Model B.
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Chapter 4 Research Methodology and Design
4.1 Introduction
This chapter introduces and justifies the most appropriate and applicable methodology for
this research. Details of this methodology are illustrated in the following sections. Section
4.2 presents the ontological and epistemological considerations. Section 4.3 discusses the
research philosophy and justifies the selection of positivism of the current study. After that,
Section 4.4 provides information regarding inductive and deductive research approaches
and explains why this study is deductive in nature. Next, Section 4.5 compares the
methodological choices and the reasons for chosen the quantitative. Then, Section 4.6
highlights the research strategies and data collection methods include the development and
administrating of the questionnaire. Time horizons of the current study are discussed in
Section 4.7. Section 4.8 provides an overview of the data analysis procedures and the
adopted software. Ethical considerations are presented in Section 4.9. Finally, section 4.10
provides a conclusion of the chapter.
4.2 Ontological and Epistemological considerations
Saunders et al. (2012, p.5) define research as: “Something that people undertake in order to
find out things in a systematic way, thereby increasing their knowledge about the
phenomenon under study”. According to this definition, it is clear that research should be
conducted in a “systematic way”, for example, applying certain research philosophy,
strategies, methods, and instruments in order to give credibility to the research outcomes.
Moreover, the definition states that the researches are conducted to “find out things”, thus
referring to the process of answering the research questions as a vital avenue to achieve the
research objectives (Saunders, et al., 2012). However, before discussing the research
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philosophy, approaches, strategy, and methods adopted for this study, it is worthwhile to
explain two main ways that govern the thinking process about research philosophy which
are ontology and epistemology (Adams, et al., 2007).
Ontology depicts the researchers' beliefs about the existence and the nature of reality in the
world that being researched. Ontology assumes that knowledge exists in real world and it
can be observed and tested (Saunders, et al., 2012). However, ontology has two points of
view, the objectivist and the subjectivist view. The objectivist view indicates that reality
breath, regardless of the interaction between the society components. In other words, reality
is independent and exists as an external factor in society. Therefore, reality is outside the
researcher’s control and influence. On the other hand, the subjectivist view assumes that
reality is a phenomenon, which is being created in the perceptions of social actors (Adams,
et al., 2007). For the purpose of this study, the objectivist viewpoint is adopted.
Epistemology is closely related to ontology. While ontology focuses on the existence and
nature of reality, epistemology concentrates on the ways that enable the researchers to gain
a deep understanding of the nature of reality. Moreover, the source and the appropriateness
of knowledge are the considerations of epistemology (Johnson & Duberley, 2000). Positive
epistemology explains phenomena in the social word via establishing causal relationships
between its components. In contrast, anti-positive epistemology asserts that the social
phenomena can be explained through the perceptions and viewpoint of actors involved in
the phenomena (Saunders, et al., 2012). As this study attempts to examine casual
relationships that depict the way in which culture affects the contribution of the IAF to the
external audit, as well as investigating the effect of each cultural dimension on the
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judgment and decision of EA that is related to the utilisation of the IAF. Therefore, it
follows the positive epistemology.
4.3 Research Philosophy
Saunders et al. (2012) considered research philosophy to be the foundation of every
research. Understanding research philosophy aids the researcher in determining the
appropriate type and source of data that suit the nature of the research. Additionally,
understanding research philosophy enables the researcher to choose a relevant instrument to
achieve the research objective (Collis & Hussey, 2013). For the purpose of grasping the
philosophical concepts and other research methodological terms, the research "Onion" by
Saunders et al. (2012) shows different types of research philosophies, approaches,
strategies, and methods that can be used to conduct business researches (see Figure 4.1).
The adopted choices for this study are shown with the help of a shaded underlined and bold
highlighting at each individual stage of the research process. According to the research
"Onion", there are four different types of research philosophies: Positivism, Realism,
Interpretivism, and Pragmatism. These four different types of philosophies are mirrors of
the kind of knowledge that is acceptable to the researcher within the field that is being
investigated.
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Figure 4.1: The Research Onion
Layer

Approach

Research Philosophies:

Positivism, Realism, Interpretivism, Pragmatism

Research Approaches:

Deduction, Abduction, Induction
Mono Method Quantitative, Mono Method Qualitative,

Methodological Choices:

Multimethod quantitative, Multimethod Qualitative, Mixed
Method Simple, Mixed Method Complex
Experiment, Survey, Archival Study, Case Study,

Research Strategies:

Ethnography, Action Research, Grounded Theory, Narrative
Inquiry

Time Horizons:

Cross-sectional, Longitudinal
Source: Saunders, et al. (2012)

Positivism
According to Saunders et al. (2012), positivism is a research philosophy that supports the
researcher investigating an observable and independent social reality. In other words,
positivists believe that reality exists in an objective way in which it can be measured or
quantified independently from the researcher's influence (Collis & Hussey, 2013).
Positivistic thinkers are interested in uncovering the truth. They use scientific methods to
generate knowledge in a systematic manner. Moreover, positivistic thinkers usually rely
upon quantification in order to enhance the accuracy and the credibility of outcomes and to
present it by empirical techniques (Johnson & Duberley, 2000). Further, the outcomes of
researche adopting this philosophy can be “law-like generalisation” which is akin to the
outcomes of natural sciences research (Saunders, et al., 2012).
Research is considered to be positivist if there is an existence of hypotheses about the
nature of the world. In such cases, the researcher seeks to test these hypotheses based on
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data collected from a representative sample of a large population. Hypotheses, therefore,
could be not rejected, modified, or rejected, and results are generalised to the whole
population (Saunders, et al., 2012). It has been argued that positivist researchers advocate
the use of highly structured methods that focus on quantifiable observations, and use
statistical analysis (Adams, et al., 2007).
Realism
Realism is an epistemological position, similar to the positivism position in which both of
them follow the scientific approach to enquire and develop knowledge (Saunders, et al.,
2012). However, realism has two types - direct realism and critical realism. Direct realism
states that what the researcher sees is what he or she obtains. In contrast, critical realism
argues that what the researcher experiences is an impression, while the researcher’s
impression is a piece of the bigger image and it is not the object directly (Saunders, et al.,
2012; Sobh & Perry, 2006).
Interpretivism
Interpretivism advocates the point of view that reality exists in multiple forms and it is not
independent of the social actors. That is, the topic being researched is affected by the
researcher, in which the social world is subjected to rapid change and the researcher is a
part of it (Saunders, et al., 2012). Moreover, interpretive researchers assume that reality can
only be investigated and understood by subjective interpretation and intervention (Scotland,
2012). That is, interpretivism asserts that reality is socially constructed and is not
objectively determined. This assumption is underlined by the belief that the perceptions of
people about their own activities can be understood more if people behave appropriately in
social contexts (Collis & Hussey, 2013). This approach advocates the use of qualitative
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data to develop knowledge. Therefore, researchers in social science fields developed the
qualitative methods to study social and cultural phenomena. The induction approach is the
basis for qualitative research. Data is collected and examined, and then the theories are built
on the result of the examination of that data (Power & Gendron, 2015).
Pragmatism
Pragmatism can be seen as an integration of positivism and interpretivism; it adopts
viewpoints from the two philosophies. Thus, external or multiple views of reality might be
chosen in order to answer the research questions. In other words, the research questions are
the primary determinant of the appropriate philosophy that could underpin the research and
therefore what becomes acceptable knowledge (Saunders, et al., 2012). According to
pragmatism research philosophy, positivist and interpretivism positions can be combined in
a single research study in order to fit with the nature of the research questions. Therefore, a
qualitative and quantitative data collection method can be used within the scope of the same
research study (Saunders, et al., 2012).
4.3.1

Selection of Positivism Research Philosophy

The positivist approach was selected on the basis of the nature of the problem of this study,
and upon a review of the literature in the related fields, in addition to directing the research
in one particular path. Methodologically, the positivist approach uses the deductive process
to examine causality (Aliyu, et al., 2014), which can be characterised by 1) set up
hypotheses, modelling casual relationships between variables, 2) using quantitative
techniques to test the hypotheses and the relationships, 3) the researchers endeavour to be
independent of the research (Creswell, 2014). Likewise, Williams (2007) considered a
study to be positivist if it is based on pre-determined relationships, quantifiable measures of
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the constructs, testing of hypotheses, and the generalisation of results to the whole
population based on a sample driven from that population. It has been argued that possible
instruments of investigation and analysis under the positivist approach include for instance
observations, questionnaire surveys, experiments, case studies, and statistical analysis
(Chan, et al., 2013; Ryan, et al., 2002).
The primary objective of this study is to offer empirical evidence about the manner in
which culture affects the contribution of the IAF to the external audit of the financial
statement, and identifies the impact of each cultural dimension on the judgment and
decision of EA throughout the process of making the reliance decision. In order to
empirically test and validate the conceptual models and related hypotheses, this study
follows the positivist approach, as it is the most reliable method for studying this topic. As
Collis & Hussey, (2013) recommended, positivist’s researchers should study the literature
first, and then establish the appropriate theory and formulate hypotheses as a normal
process for this approach. Thus, this study was within the realm of the positivist approach
rather than other approaches for multiple reasons:
1) Hypotheses were formulated after a thorough review of published literature in the field;
subsequently, the hypotheses will be tested using quantitative data. Hence, the researcher
remains standing apart from the problem realm (Saunders, et al., 2012).
2) The researcher remains unbiased throughout all phases of the research process and has
no influence on the research outcomes.
3) This approach is also suitable as it allows the collection of a large number of precise and
comparable data in an economic way. It also enables the researcher to have a clear
theoretical focus of the research (Creswell, 2014). Based on the aforementioned
justifications, it can arguably be said that this study was carried out according to the
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positivism perspective to examine the influence of cultural dimensions of EAs on their
utilisation of the IAF.
The selection of a positivist approach does not mean that other research philosophies are
inappropriate for the current study. In this regard, some justifications can be stated about
the adoption of this approach. For example, adopting the pragmatism approach will call for
an additional step of interviews to explore the constructs (Guba & Lincoln, 1994). It was
not used due to the availability of literature regarding the cultural dimensions and the audit
process that can be used to explore the constructs of this study. Moreover, the pragmatism
approach explores dissimilarities among the contexts of the phenomenon in order to
propose relationships among the variables (Guba & Lincoln, 1994), while this study intends
to evaluate the influence of variables that are generally accepted in the literature. Realism
and interpretivism are completely overlooked as the researcher endeavours to avoid bias or
influence on the researched object. Moreover, the aim of this study is merely based on an
objectivist ontology and minimum intervention is required on the researched problem by
the researcher. Hence, employing a realism or interpretivism approach for this study is
unjustifiable, since both of these are based on the subjectivist ontology with a clear
influence of the researcher on the research process and researched object (Gray, 2013;
Guba & Lincoln, 1994).
4.4 Research Approach (Deduction vs. Induction)
The literature in the business field is dominated by two approaches to conduct researches deduction and induction (Saunders, et al., 2012). Along with the positivist research
paradigm, this study used the deductive approach. The deduction approach followed when
the researcher seeks to test a theory, and then, based on the results of the test, the theory
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could be accepted, modified, or rejected. It proceeds from general to the specific (Greener,
2008). Saunders et al. (2012) state that, deductive researchers tend to use quantitative
methods in the process of collecting and analysing data and they are positivists in their
view to the world. However, there are several steps to conduct research, in line with the
deductive approach. The process starts with the establishment of hypotheses using existing
theory and previous literature in the field and ends up with testing of these hypotheses.
Furthermore, the established hypotheses depict testable causal relationships between
constructs and variables, which are operationalised to be testable using quantitative
measurements. Subsequently, the results are generalised to the whole population, from
where the data is collected (Creswell, 2014).
In contrast, induction research seeks to build a theory based on observations. It moves from
the specific to the general (Collis & Hussey, 2013). Research underpinned by the inductive
approach begins with the collection of data, and after analysing the data, a theory is
generated. According to Saunders et al. (2012), inductive researchers tend to use qualitative
methods in the process of collecting and analysing data. Moreover, inductive researchers
adopt an interpretivism perspective, and therefore, there is a potential danger of bias due to
the researcher’s personal interpretation that could affect the credibility of the research
results. However, the inductive approach uses a small sample to develop the theory, while
deductive approach utilises a large sample to test the theory. Therefore, the deductive
approach enables the researcher to generalise the results to the whole population of the
study (Saunders, et al., 2012). Krishnaswamy et al. (2006) indicate that the inductive
approach is normally adopted when there is non-existence or lack of knowledge about a
particular problem, and therefore hypotheses cannot be formulated. Table 4 below
summarises the major differences between deductive and inductive approaches.
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Table 4.1: Deduction and Induction: From Reason to Research
Deduction
Logic

Induction

In a deductive inference, when

In an inductive inference,

the premises are true, the

known premises are used to

conclusion must also be true

generate untested conclusions

Generalisability Generalising from the general to Generalising from the specific

Use of data

the specific

to the general

Data collection is used to

Data collection is used to

evaluate propositions or

explore a phenomenon, identify

hypotheses related to an existing themes and patterns and create a

Theory

theory

conceptual framework

Theory falsification or

Theory generation and building

verification
Source: Saunders, et al. (2012)
4.5 Methodological Choice (Quantitative vs. Qualitative)
Two methodological choices dominate research in the business field - quantitative and
qualitative (Saunders, et al., 2012). This study adopted the quantitative research method as
it is the most appropriate and applicable methodological choice in the context of this
research. Creswell (2014) stated that the quantitative method is within the realm of
objectivist ontology and falls under the domain of the deductive approach. Likewise,
Bryman & Bell (2015) indicate that quantitative research is deductively conducted using
scientific procedures and statistical analysis for demonstrating the relationships between
constructs in order to address a particular problem. In contrast, the qualitative method tends
to establish theories by understanding the circumstances behind the problem of the study
(Creswell, 2014; Marschan-Piekkari & Welch, 2004). In this regard, qualitative methods
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enable tracing individuals’ interpretations of social reality, which is not constant and is
altered from time to time (Bryman & Bell, 2015).
The quantitative research method is one of the most useful methods to study a phenomenon
in natural sciences and social sciences, as it allows the researcher to use experimentation
and measurement techniques in testing and ascertaining the reliability and validity of
developed theoretical models and the related hypotheses (Blumberg, et al., 2011; Hair, et
al., 2007). On the other hand, selecting the quantitative method does not mean that
qualitative research is an unreliable approach or it cannot be adopted by other researchers;
it is merely not suitable to the nature of the current study. Typically, the qualitative research
method is most appropriate when the research seeks to subjectively explore the society
through describing and interpreting the changeable human behaviours. Furthermore, it is
the superior approach to research when there is paucity or no previous studies in the field to
describe the variables and their relationships (Cohen, et al., 2000; Gilbert, 2001; Saunders,
et al., 2012). Nevertheless, this research seeks to visualise the phenomena in an objective
way in order to avoid the researcher influence on the researched topic and the problem
realm. Moreover, this research requires the testing of hypotheses developed on the basis of
previous literature that relates to external and internal auditors and the influence of culture
on their relationship. Additionally, as stated earlier, this study is also built upon
professional standards and has established clear relationships between variables, hence, the
help of statistical tests is required to identify and analyse the relevant data (Collis &
Hussey, 2013). Therefore, this research cannot be completed using the qualitative method
of study.
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Conceivably, propositions and hypotheses can be formulated in the current study through
qualitative approaches, but their variables and constructs still need to be validated, which is
only plausible with a quantitative methodology based on a positivist approach. In this
regard, Creswell (2014) indicates that in order to validate theoretical Models in a scientific
manner, a quantitative technique is required as it enables the researcher to test and interpret
relationships statistically. Certainly, a qualitative method is a reliable methodology,
enabling the researcher to explore phenomena in a natural circumference, build theories,
and acquire a better understanding of the phenomena, which in turn would facilitate
tackling the related complex procedures. Also, the qualitative method allows the studying
of topics that have not been previously studied (Bryman & Bell, 2015; Cassell & Symon,
2004; Creswell, 2014). However, as stated and justified earlier, the qualitative method is
not considered applicable for the present study.
4.6 Research Strategies and Data Collection Methods
4.6.1

Research Strategy

While there are a number of research strategies that can be used in business research, this
study employed a survey strategy. The strategy adopted for the purposes of any research
should be consistent with the research philosophy, approach, and the methodological
choice. According to Saunders et al. (2012), these strategies include experiment, survey,
archival study, case study, ethnography, action research, grounded theory, and narrative
inquiry. Some of these strategies can be used in line with either the inductive or the
deductive approach. For instance, experiment and survey are usually employed along with
the deductive approach, whilst ethnography and grounded theory are often linked to the
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inductive approach. Contrarily, some of the strategies, like case study suit both the research
approaches (Bryman & Bell, 2015; Saunders, et al., 2012).
Explaining the differences between these strategies is beyond the scope of this study.
However, the survey strategy is selected when the researcher tends to collect a lot of data
(Saunders, et al., 2012) as it commonly and frequently used in business researches in order
to answer both explanatory and exploratory research questions (Adams, et al., 2007). This
study used a questionnaire survey to achieve its objectives, as the usage of this strategy will
enable the researcher to quantitatively collect data, which would assist in analysing and
testing the relationships among the study constructs (Saunders, et al., 2012). Baruch (1999)
stated that the survey strategy is vital and prominent in social sciences as a critical
technique to gather data within a short time span as it can be swiftly distributed and data
collected. Furthermore, when built and managed appropriately, the survey is a reliable
source to economically obtain a huge volume of high-quality data (Creswell, 2014;
Saunders, et al., 2012).
Two types of survey strategies are commonly used in academic research - descriptive and
analytical survey. The descriptive survey collects the data from a selective sample that
represents the whole population and then generalises the descriptive results as detailed
information depicting rather than examining relationships or causality between constructs.
In contrast, the analytical survey is employed to explore relationships and causality
between the constructs of the study on a sample basis, and consequently, not rejects,
modifies, or rejects the proposed hypotheses, and then makes inference for the entire
population (Collis & Hussey, 2013; Oppenheim, 2000). Therefore, the analytical survey
was determined to be opposite for the purposes of this research.
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However, the scope of the data collected by the survey strategy is unlikely to be as broad as
the data collected using other research strategies (Saunders, et al., 2012). For instance, in
order to maintain an acceptable response rate, the number of questions of any questionnaire
should be limited to a certain number that would consume reasonable time to answer.
Therefore, the ability to investigate and comprehend the context of the study is limited by
the number of constructs presented in the questionnaire.
4.6.2

The Survey Questionnaire

In this study, survey questionnaire was adopted in order to obtain data about the way in
which culture affects the contribution of the IAF to the external audit of financial statement,
as well as, regarding the EAs’ judgment on the IAF’s objectivity, competence, the
adequacy of the IAF’s work for the purpose of external audit, and the function application
of a systematic and disciplined approach when carrying out its duty. Hence, a number of
research studies on EAs reliance on the IAF adopt questionnaire survey as their key
research method (Abbott, et al., 2012; Ahlawat & Lowe, 2004; Al-Twaijry, et al., 2004;
Arel, 2010; Pilcher, et al., 2013; Gramling, 1999; Felix, et al., 2001; Zain, et al., 2015).
According to Maylor & Blackmon, (2005), a questionnaire survey is a useful technique to
collect empirical data about facts, behaviours, opinions, and attitudes from a large number
of respondents. However, the types of survey methods should be considered when
administrating this strategy. According to Saunders et al., (2012), two types of survey
methods dominating the literature in business research. They are self-administered and
interviewer administered. The extent of the interviewer involvement is the criteria for this
classification. In the self-administered category, the respondent completes the questionnaire
without any intervention or assistance from the interviewer. In contrast, interviewer131

administered questionnaire needs verbal interaction between the interviewer and the
interviewee, for instance, conducting a telephone questionnaire or structured face-to-face
interview (Maylor & Blackmon, 2005). Generally, the interviewer administrated
questionnaire is considered to be one of the most prevalent data collection methods in the
business field and can be employed in all types of research (Hair, et al., 2007; Maylor &
Blackmon, 2005). Furthermore, it is regarded as a flexible technique that focuses on a
particular matter, while having the possibility to extend its connotation. This method offers
more freedom for researchers to go further ahead of the answer and make comment or ask
additional questions and therefore gather more information (Bryman & Bell, 2015; May,
2001). However, interviewer administrated questionnaire also has some disadvantages, like
consumption of more time and costs, difficulty to use when collecting data from a large
number of respondents, and feasibility to conduct face to face interviews if respondents are
geographically spread around the world. On the other hand, the self-administered
questionnaire is perceived to be a more practical and advantageous than interviewer
administrated method, especially in terms of effort, time, and cost saving. Moreover, it is
also more convenient to interviewees as interviewers have no influence on the process
(Bryman & Bell, 2015). Nevertheless, even in self-administered technique, some
weaknesses and limitations may be encountered. These could include lack of explanation
when required and nil possibility for collecting supplementary data (Creswell, 2014;
Maylor & Blackmon, 2005). However, Kaplowitz et al. (2004) state that self-administered
questionnaires could be conducted as a postal/mail, email, or on-line survey.
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4.6.2.1 Development of the Questionnaire Content
The opinions and beliefs of EAs regarding the quality and the characteristics of the IAF
were the cornerstones of the collected data for this research. Therefore, superior question
design principles were employed in the process of developing the questionnaire items.
These principles include, for instance, respecting the time of respondent and increasing the
response rate by designing concise questions that can be answered in an acceptable period
of time, avoiding the usage of negative questions, and evading the ambiguity or the use of
leading questions as suggested (Cooper & Schindler, 2001; Harlacher, 2016; Greener,
2008). Also, questionnaire contents should be simple that can be read and comprehended
easily, in order to ensure that respondents would not have any difficulty in answering the
questions and completing the questionnaire. Sekaran & Bougie, (2010) argued that in order
to minimize biases in research by designing a good questionnaire, three concerns should be
taken into account - the wording style used to shape the questions; how to categorise, scale,
and code the constructs of the study; and the general appearance and layout of the
questionnaire. All the aforementioned principles and considerations were strictly followed
throughout the questionnaire development process for ensuring that the instrument is
capable of collecting valid and reliable data. Furthermore, a number of practitioners and
academics in the auditing field were engaged in the development of the questionnaire as the
topic of this study is practical in its nature and linked to professional standards. This
engagement helped in improving the wording of the questionnaire items and made them
more comprehensible, as well as, ensured that adequate response options were provided.
In line with the proposed models for this study that are presented in Chapter 3, the
questionnaire was mainly intended to measure five constructs for the purpose of the
Conceptual M|odel A, namely Perception (which consisted of three variables), Information
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(one variable), Judgement (four variables), Decision (two variables). As for Conceptual
Model B, the questionnaire aimed at measuring two constructs, namely Judgement (one
variable) and Decision (one variable), in addition to the decision construct in model A that
will be used in Model B to represent the Information construct. For each of the constructs,
the questions were developed on the basis of the instruments used in published literature
that are suitably modified to be in line with the last revision made on ISA 610 and to fit the
context of the present study. This study has employed the closed-ended questions format in
the questionnaire to encourage respondents and avoid their biases, as well as, prevent
researcher bias. Moreover, this style of questions facilitates the survey completion easier as
it reduces the thinking time and efforts needed by participants to fill in the questionnaires.
In addition, scaled-response questions were used in this study, as respondents were asked
each time to choose the option that represents their degree of agreement with the statement
or question (Alreck & Settle, 1995). Specifically, the Likert scale with seven options was
adopted to elicit the opinions, beliefs, and attitudes of EAs about the study constructs. The
seven-point scale used in this study was developed by Rensis Likert in 1932 (Saunders, et
al., 2012). It was employed in this research as it is the most popular scale, can easily be
understood, and has been widely used in business research (Bryman & Bell, 2015; Collis &
Hussey, 2013). Furthermore, the responses obtained by adopting Likert scale are
quantifiable and relevant for statistical and mathematical analysis. Also, it allows the
respondents to answer the questions without forcing them to provide a concrete yes or no
answer. Likert scale includes options that represent neutral or undecided feelings.
Therefore, the scale provides more freedom rather than coercing the respondents to take an
obligatory stand on a certain matter (Creswell, 2014; likert, 1932). A copy of the
questionnaire is presented in Appendix A.
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4.6.2.2 Operationalisation of the Theoretical Constructs
The theoretical constructs were operationalised using items adopted from published
literature as some modification and wording changes were made on some items in order to
accommodate the latest revisions made on ISA 610 and ISA 315 and for fitting the context
of the current study. Details about the operationalisation of the questionnaire items for each
construct are illustrated below.
Operationalisation of Perception Constructs (Conceptual model A)
The operationalisation of the Perception (P) construct is based on three variables (i.e.
Power distance, Uncertainty Avoidance, and Individualism). Based on the following items
that have been operationalised in earlier research studies (Dorfman & Howell, 1988;
Hofstede, 1984; Hofstede, 2001; Wu, 2006; Alzeban, 2015), each of the three variables was
measured on a seven-point scale, ranging from (1) strongly disagree to (7) strongly agree:
Power distance (PD)
PD1. Managers should make most decisions without consulting subordinates.
PD2. It is frequently necessary for a manager to use authority and power when dealing with
subordinates.
PD3. Managers should seldom ask for the employees’ opinions.
PD4. Employees should not disagree with management decisions.
PD5. Managers should not delegate important tasks to employees.
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Uncertainty Avoidance (UA)
UA1. It is important to have job requirements and instructions spelled out in detail so that
employees always know what they are expected to do.
UA2. Managers expect workers to closely follow instructions and procedures.
UA3. Rules and regulations are important because they inform workers what their
organisations expect of them.
UA4. Standard operating procedures are helpful to employees on the job.
UA5. Instructions for operations are important for employees on the job.
Individualism (IDV)
IDV1. Members assume that they are independent of the organisation and believe that it is
vital to bring their unique skills and abilities to the organisations.
IDV2. Employees develop short-term relationships and change companies at their own
discretion.
IDV3. Organisations are primarily interested in the work that employees perform and not
their personal or family welfare.
IDV4. Important decisions tend to be made by individuals.
IDV5. Jobs are individually designed to maximise autonomy.
Operationalisation of Information Construct (Conceptual Model A)
Information (INFO) represents the effectiveness of coordination between the EAs and the
IAF. The operationalisation of this construct was based on following four items adapted
from ISA 610 (Revised 2013) (IFAC, 2013), measured on a seven-point scale, ranging
from (1) strongly disagree to (7) strongly agree:
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INFO1. Discussions between external and internal auditors take place at appropriate
intervals throughout the period.
INFO2. The external auditor informs the internal audit function of significant matters that
may affect the function.
INFO3. The external auditor is advised of and has access to relevant reports of the internal
audit function.
INFO4. The internal audit function informs the external auditor of any significant matters
that come to the attention of the function when such matters may affect the work of the
external auditor.
INFO5. External and internal auditors have a shared mission encompassing the financial
statement audit.
Operationalisation of Judgement Construct (Conceptual Model A)
The operationalisation of the Judgement (J) construct is based on first four order variables
that are related to the quality of internal audit function (i.e. Competence, Objectivity,
Application of a Systematic and Disciplined Approach, and the Adequacy of the Function
Work). Based on the following items that have been operationalised in earlier researches
(Felix, et al., 2001; Gramling & Vandervelde, 2006; Mihret & Admassu, 2011; IFAC,
2013), each of the four variables was measured on a seven-point scale, ranging from (1)
strongly disagree to (7) strongly agree :
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Competence (COP)
COP1. The internal audit function is adequately and appropriately resourced relative to the
size of the entity and the nature of its operations.
COP2. There are established policies for hiring, training and assigning internal auditors to
internal audit engagements.
COP3. The internal auditors have adequate technical training and proficiency in auditing.
For example, the internal auditors possess a relevant professional designation and
experience.
COP4. The internal auditors possess the required knowledge relating to the entity’s
financial reporting and an applicable financial reporting framework.
COP5. The internal audit function possesses the necessary skills (for example, industryspecific knowledge) to perform work related to the entity’s financial statements.
COP6. The internal auditors are members of relevant professional bodies that oblige them
to comply with the relevant professional standards, including continuing professional
development requirements.
Objectivity (OBJ)
OBJ1. The organisational status of the internal audit function, including the function’s
authority and accountability, supports the ability of the function to be free from bias,
conflict of interest or the undue influence of others to override professional judgements.
OBJ2. The internal audit function reports to those charged with governance or an officer
with the appropriate authority.
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OBJ3. The internal audit function is free of any conflicting responsibilities, for instance,
having managerial or operational duties or responsibilities that are outside the internal audit
function.
OBJ4. Those charged with governance oversee employment decisions related to the internal
audit function, for instance, determining appropriate remuneration policy.
OBJ5. There are no constraints or restrictions placed on the internal audit function by
management or those charged with governance, for instance, in communicating the findings
of the internal audit function to the external auditor.
OBJ6. The internal auditors are either members of relevant professional bodies and their
memberships obligate their compliance with relevant professional standards relating to
objectivity, or their internal policies achieve the same objectives.
The IAF’s Application of a Systematic and Disciplined Approach (SDA)
SDA1. There were existence and use of documented internal audit procedures or guidance
covering areas, such as risk assessment, work programmes, documentation, and reporting.
SDA2. The nature and extent of the documented internal audit procedures or guidance were
proportionate with the size and circumstances of the entity.
SDA3. The internal audit function had appropriate quality control policies and procedures,
for instance, policies and procedures in ISQC that would be applicable to an internal audit
function (such as, those relating to leadership, human resources and engagement
performance).
SDA4. There were quality control requirements in the standards set by the relevant
professional bodies for internal auditors.
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SDA5. There is a periodic external quality assessment of internal audit function (at least
once every five years).
Adequacy of the IAF Work for the Purpose of External Audit (AQCY)
AQCY1. The work of the internal audit function had been properly planned, performed,
and documented.
AQCY2. The work of the internal audit function had been properly supervised and
reviewed.
AQCY3. Sufficient appropriate evidence had been obtained to enable the internal audit
function to draw reasonable conclusions.
AQCY4. The conclusions reached by the internal audit function were appropriate to the
circumstances.
AQCY5. The reports prepared by the internal audit function were consistent with the results
of the work performed.
Operationalisation of Decision Construct
The operationalisation of Decision (D) constructs is based on two variables (i.e. Reliance
on Work Already Performed, and Use Internal Auditors to Provide Direct Assistance). On
the basis of following items adopted from (Glover, et al., 2008; IFAC, 2013), each of the
two variables was measured on a seven-point scale, ranging from (1) strongly disagree to
(7) strongly agree:

139

Using Work Already Performed by the IAF (WAP)
WAP1. Will you recommend that your firm relies on the internal audit functions of clients
by using work already performed by functions for tasks requiring subjective evidence, for
example, substantive evaluation of revenue recognition (i.e. a more complex task)?
WAP2. Will you recommend that your firm relies on the internal audit functions of clients
by using work already performed by functions for tasks requiring objective evidence, for
example, a test of controls over revenue recognition (i.e. a relatively simple task)?
Using Internal Auditors to Provide Direct Assistance (DIA)
DIA1. Will you recommend that your firm relies on the internal audit functions of clients to
provide direct assistance for tasks requiring subjective evidence, for example, substantive
evaluation of revenue recognition (i.e. a more complex task)?
DIA2. Will you recommend that your firm relies on the internal audit functions of clients to
provide direct assistance for tasks requiring objective evidence, for example, a test of
controls over revenue recognition (i.e. a relatively simple task)?
Operationalisation of Constructs of Conceptual Model B
The operationalization of constructs of Conceptual Model B are based on two variables (i.e.
Reduction in Audit Hours, and Reduction in Audit Fees), in addition to the decision
construct in the Conceptual Model A. On the basis of the items used by Felix, et al., (2001)
and Glover, et al. (2008), the following measurements items are developed and measured
on a seven-point scale, ranging from (1) strongly disagree to (7) strongly agree:
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Reduction in Audit Hours (RAH)
RAH1. Based on your recommendations concerning reliance on internal audit functions,
would you suggest a reduction in the audit hours already budgeted for audit work?
Reduction in Audit Fees (RAF)
RAF1. Will your audit firm reduce audit fees due to the reliance placed on the internal audit
functions of clients?
4.6.2.3 Translation of the Questionnaire
As the instrument was developed in the English language and the language of the target
population (i.e. EAs in Jordan) is Arabic, it is necessary to translate the questionnaire from
English to the Arabic language. The researcher should exercise care when translating a
questionnaire into another language in order to get the same meaning and collect the data
that needs to be collected. Usunier (1998) cited by (Saunders, et al., 2012, pp.383-385)
recommended that during the translation of the questionnaire, attention should be paid to:


“Lexical meaning – the precise meaning of individual words”.



“Idiomatic meaning – the meanings of a group of words that are natural to a native
speaker and not deducible from those of the individual words”.



“Experiential meaning – the equivalence of meanings of words and sentences for
people in their everyday experiences”.



“Grammar and syntax – the correct use of language, including the ordering of words
and phrases to create well-formed sentences”.

Moreover, Usunier (1998) introduced four techniques that can be used to translate the
source questionnaire (English version in this study) to the target questionnaire (Arabic
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version). Figure (4.2) compares these techniques and shows the advantages and
disadvantages of each one. However, for the purposes of the current study, the “Backtranslation” technique was used (Saunders, et al., 2012), as the English version of the
questionnaire was built and then translated into the Arabic language, which was finally
translated back into English. The source questionnaire was then compared to the English
version in order to uncover any differences between the two copies. Accordingly, some
questions in the Arabic version were modified to reach the exact meaning of the items of
the source questionnaire (Saunders, et al., 2012).
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Figure 4.2: Translation Techniques for Questionnaires
Direct translation
Source questionnaire
to target questionnaire

Back-translation
Source questionnaire to target
questionnaire to source
questionnaire; comparison of two
new source questionnaires;
creation of final version

Advantages

Easy to implement,
relatively inexpensive

Likely to discover
most problems

Parallel translation
Source questionnaire to target
questionnaire by two or more
independent translators;
comparison of two target
questionnaires; creation of
final version
Leads to good wording of the
target questionnaire

Disadvantages

Can lead to many
discrepancies
(including those
relating to meaning)
between source and
target questionnaire

Requires two translators, one a
native speaker of the source
language, the other a native
speaker of the target language

Cannot ensure that lexical,
idiomatic and experiential
meanings are kept in the target
questionnaire

Approach

Source: Saunders, et al. (2012)
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Mixed techniques
Back-translation
undertaken by two or more
independent translators;
comparison of two new
source questionnaires;
creation of the final version
Ensures best match
between source and target
questionnaires
Costly; requires two or
more independent
translators. Implies that the
source questionnaire can
also be changed.

4.6.2.4 Pre-Testing and Pilot Study
The validity and reliability of the study instrument were ensured through several testing
stages and methods. After designing the instrument and before starting the pilot study and
main data collection, the first draft of the questionnaire was reviewed by eight academics
and practitioners in the auditing field. The primary focus of the initial review was to ensure
the readability and clarity of wording of the instrument items, as well as to check the
structure and entirety issues (Dillman, 1991). According to the review results and
recommendations, the questionnaire was modified and all corrections and improvements
were implemented as suggested by the reviewers. In the next phase, the instrument was
pilot tested in order to detect further errors and uncover any confusions or ambiguities.
According to Sekaran & Bougie, (2010), researchers must validate the instrument in an
early stage to ensure its reliability for the data collection. A pilot study is typically
employed to improve the design and the internal validity of the questionnaire and eliminate
any potential weaknesses or deficiencies in the research instrument (Zikmund, 2003). Such
weaknesses or deficiencies can be detected through a test of the questions’ sequence,
wording, layout, the time required to complete the questionnaire, response rate, and
analysis process (Veal, 2005). Furthermore, piloting the questionnaire can uncover local
political concerns or problems that may influence the research process. Apilot study needs
to be conducted on a small group of volunteers that are as similar as possible to the target
population. The suggested sample for the piloting study is typically 10 to 30 members of
the relevant population (Saunders, et al., 2012). However, details about the results of the
pilot study are illustrated in the following chapter.
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4.6.2.5 Target Population and Sampling
The target population of the current study is the EAs providing financial statement audit
services for the private sector of the Jordanian business environment. According to the
JACPA, there are approximately 500 Certified Public Accountants, who are members of the
Association and practising the audit profession. They represent the whole population from
which the sample for this study can be chosen. When selecting the sample, the
representativeness of the sample should be carefully considered, as it plays an important
role in terms of the generalisability of the results to the whole target population. Thus, a
sufficient sample size must be surveyed in order to generate credible statistical outcomes
that can be used to draw generalisable conclusions.
The sample size in the current study is determined on the basis of practical considerations,
such as the requirements of the statistical techniques that are adopted to analyse the data.
As recommended by Hair et al. (2017), the minimum sample size has to be ten times the
numbers of arrowheads that link the constructs to each other in the research model. In the
current study, the Conceptual Model contains 15 arrowheads pointing at the constructs,
which mean that a sample size of 150 is the minimum number of responses required to
carry on the analysis in the context of this study. In addition, a table developed by Bartlett
et al. (2001) provides guidance for determining the sufficient sample size based on the
number of units of the whole population (see Figure 4.3).
After determining the sample size, the next step is to choose the sampling technique
(Saunders, et al., 2012). Sampling techniques can be categorised into two types probability and non-probability sampling. The main difference between the two techniques
is the assumption of equal chance for all units of the population to be selected in the sample
145

or not. Probability sampling gives all units of the population equal chances of selection, and
then randomly deriving the sample units. In the present study, probability sampling is not
applicable since the researcher was unable to give equal chance of selection to all of the
population elements due to the unavailability of contact details of all members of the
population. Therefore, non-probability sampling (also known as non-random sampling) is
adopted using the Convenience Sampling techniques (i.e. Accidental sampling).
Convenience sampling is selected when the researcher select the closest live persons as
participant. For instance, attending a seminar or a class to collect data from the captive
audience, or/and select the available and accessible units of the population to participate in
the study (Saunders, et al., 2012).
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Figure 4.3: Determining the Minimum Sample Size

Source: Bartlett, et al. (2001)
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4.6.2.6 Administering the Questionnaire and the Response Rate
This study used the self-administered technique and employed varied ways to administer
the questionnaire; face to face contacts was made with the EAs by attending a seminar held
in the JACPA, where researcher distributed questionnaires among EAs after getting
permission from JACPA to make the filling of the questionnaire a part of the seminar.
Hence, the questionnaire was attached with a cover letter from the researcher indicating the
objectives and the importance of the study, as well as, the confidentiality factor. While
some of the participants completed the questionnaires at the time of distribution, others
dropped their emails in order to send them the questionnaire later. Moreover, the researcher
acquired the email addresses and contact details of EAs, who are practising auditing
profession in Jordan through the member list on the JACPA website. Thereby, an easy to
fill questionnaire was sent to some respondents via emails so that they can conveniently
complete and return it. However, 300 questionnaires were distributed as follows:


80 questionnaires distributed in the seminar and 65 were collected at that time
giving an approximate response rate of 81% for the captive audience.



220 questionnaires were sent to EAs via email and only 116 were returned which
results in a response rate of 52.7% for the emailed questionnaires.

A total of 181 questionnaires were returned, giving a response rate of nearly 60% of the
total distributed questionnaires. However, among the collected questionnaires, fourteen
were unusable and therefore were discarded. Among them, seven questionnaires were
returned totally blank, three questionnaires were answered by choosing the same option of
the Likert scale to all questions, and the remaining four questionnaires were partially
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answered. Therefore, the remaining 167 usable questionnaires were used for the analysis,
which represents a 55.6% of the study sample.
4.7 Time Horizons
Researchers have two choices to conduct their researches in terms of time constraints. They
can conduct their studies at a particular time as a snapshot, which is called the crosssectional study, or, they could study a particular phenomenon through varied periods of
time as a chain of snapshots, which is called a longitudinal study (Saunders, et al., 2012).
Because of time constraints, a cross-sectional study is selected as it allows gathering data in
a short period of time without the constraint of waiting years to measure the constructs of
the study (Bordens & Abbott, 2007).
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4.8 Data Analysis Procedures
4.8.1

Structural Equation Modelling Techniques (SEM)

This study uses a strong and an efficient analysis system to effectively derive and
generalise the study results. In fact, there are two general classes of statistical methods for
analysing the data in order to test relationships and hypotheses among multiple variables
(i.e. Multivariate analysis), the first generation and the second generation techniques
(Fornell, 1982; Hair, et al., 2017). Despite the prevalent use of the first generation
techniques in social science researches (Fornell, 1982), the second generation started being
used increasingly since the early 1990s. According to Hair et al. (2017), the application of
the second generation has been significantly increased in some disciplines, as almost half of
the empirical studies conducted in those disciplines have employed the second generation
techniques for the data analysis. Basically, in order to overcome the limitations and
weaknesses of the first generation, researchers are more inclined to the use of the second
generation techniques. Similarly, although first generation techniques include advanced
approaches, such as logistical regression, multiple regression, analysis of variance, and
exploratory factor analysis, it has some limitations that cannot be avoided in the current
study. These limitations include, amongst others, limited techniques to deal with complex
model structure, and to administer latent variables indirectly measured by first order as high
order constructs because it assumes that all variables are observable (Haenlein & Kaplan,
2004; Vinzi, et al., 2010).
Therefore, structural equation modelling (SEM) techniques have been launched to
overcome the aforementioned limitations and are known as the second generation. SEM
techniques have the capability to model complex relationships at once between multiple
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dependent and independent latent variables (Gefen, et al., 2000; Vinzi, et al., 2010).
Accordingly, SEM uses the exogenous and endogenous terminologies to depict
independent and dependent variables. Therefore, a construct in SEM can be independent
and dependent at the same time. Moreover, SEM techniques enable the researcher to
measure unobservable variables through indicator variables, while considering the
measurement error for the indicator variables (Polites, et al., 2012; Monecke & Leisch,
2012; Vinzi, et al., 2010). However, due to the advantages and capabilities of the second
generation techniques, the present study selected SEM methods to test the relationships
between the multi-variables of the study models. In addition the preliminary analysis of the
data and the descriptive statistics that carried out using first generation techniques (using
IBM SPSS Statistics version 22). The following section explains SEM approaches in
further detail and demonstrates the relevant technique for this study.
4.8.2

Variance-based and Covariance-based SEM

SEM is generally categorised into two clusters, variance-based (components-based)
methods and covariance-based methods. This classification is based on the approach used
to estimate the parameters of the structural model (Vinzi, et al., 2010; Hair, et al., 2017).
Covariance-based SEM (CB-SEM) is mainly used in confirmatory research studies to
confirm or reject a theoretical model by determining how well the proposed model can
estimate the covariance matrix for a sample data set. In contrast, variance-based SEM, such
as the partial least squares (PLS-SEM), is used to explain the variance in the endogenous
constructs that are caused by the exogenous constructs within the model. As PLS-SEM uses
sample data when estimating the path relationships within the model in order to minimise
the error terms (i.e. the residual variance) of the endogenous constructs, it calculates the
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path coefficients that maximise the R square values for the endogenous constructs (Hair, et
al., 2017).
These two methods cannot be considered as competitors. In some cases, CB-SEM can be
used within specific empirical investigation that cannot be performed by using PLS-SEM
and vice versa. In other cases, both the techniques are considered to be complementary for
certain research studies as the estimations and results generated by running PLS-SEM can
be good proxies of CB-SEM results (Vinzi, et al., 2010). However, a number of conditions
should be taken into account while choosing the most appropriate technique for a particular
research study. For instance, Vinzi et al., (2010) state that a number of justifications are
shown in the previous researches that adopted PLS-SEM rather CB-SEM, which, for
instance, include: the normality distributional assumptions, the higher complexity of the
model, the required sample size, the nature of the investigation (e.g. exploratory study), the
existence of hierarchical latent variables in molar and molecular models, whether the model
contain formative constructs , and the easiness of specification and interpretation of the
model
Likewise, Ringle et al., (2012) reviewed a number of published empirical research studies
in the period ranging from 1992 to 2011 in which the PLS-SEM technique was employed
for the data analyses. However, among the 65 studies that were reviewed, 24 studies
(almost 36.9%) claimed that the small sample size is the key reason for adopting PLS-SEM
over CB-SEM, 22 studies (33.8%) preferred the use of PLS-SEM because of the nonnormally distributed data, and the remaining 20 studies, which represent 30.7% of the
reviewed research, justified their adaptation of PLS-SEM by the existence of formative
constructs in the study model.
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4.9 Ethical Considerations
Since this study employed a survey questionnaire to collect data regarding the EAs’
perceptions, judgements, and decisions (i.e. human behaviour), ethical considerations
should be seriously considered in order to maintain the integrity of the research. Saunders et
al. (2012) explain research ethics as a set of norms that guide the researchers throughout the
research processes. As the lack of such norms would impact the privacy and confidentiality
of the respondents, and therefore result in lack of collaboration by the participants, it will
negatively affect the quality of the data collection process in general and the response rate
in particular (Sekaran & Bougie, 2010; Collis & Hussey, 2013). In other words, ethical
considerations in research studies are an important element of human rights and should be
protected through 1) clearly informing the participants of the study purposes and objectives,
2) getting a voluntary consent from the participants before collecting the data to be a part of
the study 3) keeping the information provided by participants strictly confidential, 4)
ensuring that personal information of the participants will not be shared, 5) fair usage of the
information given by participants and steering it clear of misrepresentation or distortion,
and finally, 6) at all stages of the research process, self-esteem and self-respect of the
participants should be maintained and never violated (Bryman & Bell, 2015).
In the current study, the guidelines of the Ethics Committee at Hull University Business
School were followed in the different phases of the data collection process. These
guidelines require the researcher to attach a consent form with the questionnaire stating that
participation in the survey is voluntary and the participants are free to withdraw from the
study at any time. Furthermore, the consent form informs the participants that they have the
right to refuse answering any question. Lastly, participants were also guaranteed that all
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completed questionnaires will be dealt with in strictest confidence. After fulfilling the
requirements of the Ethics Committee of the Business School at Hull University and
building a consent form, approval to collect data for this study was attained from the Ethics
Committee. Also, a copy of the cover letter including the consent form is presented along
with the questionnaire in the Appendixes.
4.10

Conclusion

This chapter demonstrated the philosophical stance of the current study, as well as the
methodological choice, approach, strategies, methods, and procedure that are employed to
collect and analyse the data. The appropriateness of the positivist position to underpin this
study is justified along with a brief discussion about other philosophical positions. This
study is conducted under the deductive approach based on the nature of the investigation
and in coherence with the philosophical position. Since this study aimed to test hypotheses
and examine relationships between national cultural constructs and the judgements and
decisions of EAs regarding the process of reliance on the IAF, the quantitative
methodological choice with the survey questionnaire strategy was employed to collect the
data. Furthermore, the target population for the current study is EAs providing audit
services in the Jordanian business environment. The sample size has been carefully
determined using scientific rules. In total, 300 questionnaires were distributed, 181 were
returned, and 167 were usable for the analysis, which resulted in a response rate of 55.6%
of the study sample. The questionnaire was developed on the basis of past literature with
some modifications to be in coherence with the ISA 610 (Revised 2013). In addition, the
instrument was reviewed and pilot tested for proper wording and layout. The selfadministered technique was selected for the employment of two ways to administer the
154

questionnaire - face to face contacts with direct distribution and emailing questionnaires.
Finally, procedures for data analyses and ethical considerations were illustrated.
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Chapter 5 Preliminary Data Analysis and Descriptive Statistics
5.1 Introduction
While the previous chapter illustrated and justified the appropriate research methodology
for the current study, this chapter presents a set of procedures that were implemented to
ensure the reliability and validity of the used instrument and the collected data, before
testing the hypotheses and the relationships of the proposed study models. The current
section is followed by Section 5.2, which presents the results of the pilot study.
Subsequently, section 5.3 discusses the reliability and validity of the data collection
instrument. Section 5.4 demonstrates the outputs of the screening and cleaning processes of
the data, along with the employed statistical techniques. These techniques include treatment
of missing data, examining for the outlier, normality check, and non-response biases. Using
screened and cleaned data, Section 5.5 presents the descriptive statistics of the respondents’
characteristics and the size of audit firms with the number of employees, as well as, the
study’s main constructs. Section 5.6 introduces the exploratory factor analysis for all of the
items in the questionnaire that form the constructs of the study models to ensure that the
items measure the related constructs. Finally, Section 5.7 provides a conclusion of the
chapter.
5.2 Pilot Study
The previous chapter highlighted the importance of the pilot study as a vital route to
develop a reliable instrument that is capable of attaining the study objectives. Prior to the
collection of the main data, specifically during the month of October 2015, the survey
questionnaire of the current study was pilot tested. The pilot study aimed at improving the
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design and the internal validity of the questionnaire, and eliminate any potential
weaknesses or deficiencies that can be identified (Zikmund, et al., 2010) by testing the
question sequence, wording, layout and time required to complete the questionnaire,
response rate, and analysis process (Saunders, et al., 2012). As a pre-procedure to the pilot
study, the initial draft of the questionnaire was reviewed by eight of academicians and
practitioners from the UK and Jordan to ensure the face validity, readability and clarity of
wording of instrument items, as well as to check the structure and completeness issues
(Dillman, 1991). Since the questions within questionnaire were tested and used in previous
literature, minimal alterations were suggested by the reviewers and considered by the
researcher.
The survey questionnaire of the present study was pilot tested by distributing 38
questionnaires via email to academicians and practitioners in the field of auditing in Jordan.
The participants included in the pilot study were to a large extent, similar to the target
population. The sample size of this pilot study was determined according to the guidelines
presented in the literature, which suggest a small sample size. For instance,
Diamantopoulos & Siguaw, (2000) recommended a sample size of up to 100 respondents
for a pilot study. Likewise, Bryman & Bell, (2015) suggested that the sample size for
piloting should be from 10 to 30 respondents. However, only 35 questionnaires were
returned, out of which four were unusable due to the missing data and incompleteness
which resulted in a response rate of 81.5%. The results indicate that the time needed to
complete the questionnaire by the respondent ranged approximately from 15 to 20 minutes
on an average.

157

In the process of refinement of the survey questionnaire, the next step after examining the
content validity is to check the reliability (i.e. Cronbach Alpha) of the questionnaire to
ensure that it is capable of generating reliable results (Peter, 1979). Furthermore,
exploratory factor analysis (EFA) was used to ensure that each group of the questionnaires
items was measuring the intended construct. Hence, Section 5.5 and 5.6 present a detailed
discussion regarding the criterion values and thresholds of reliability and validity, as well as
for EFA. The pilot test revealed that the overall reliability of the questionnaire is
Alpha=0.793, which is more than the threshold (i.e. Alpha=0.7) that was recommended by
the literature (Cronbach, 1951; Field, 2013; DeVellis, 2011). The reliability for each
individual construct ranged from 0.701 to 0.857 (see Table 5.1).
Table 5.1: Reliability of the Pilot Tested Instrument
Factor
Competence (COP)
Objectivity (OBJ)
Application of a Systematic and Disciplined
Approach (SDA)
Adequacy of the Function Work (AQCY)
Work Already Performed (WAP)
Use Internal Auditors to Provide Direct Assistance
(DIA)
Reduction in Audit Hours (RAH)
Reduction in Audit Fees (RAF)
Information (INFO)
Power Distance (PD)
Uncertainty Avoidance (UA)
Individualism (IDV)
Source: Author
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No. of Items
6
6
5

Cronbach Alpha
75.8%
85.7%
85.5%

5
2
2

83.9%
71.9%
79.9%

1
1
5
5
5
5

Single item
Single item
70.3%
72.5%
70.1%
76.2%

5.3 Reliability and Validity
Reliability is a term usually used to depict the degree of consistency, stability, and
reproducibility of results measured by employing a particular data collection instrument,
and therefore reflects the level of quality of the measurement instrument (Saunders, et al.,
2012). This is most often assessed by evaluating the internal consistency within one group
of items that measures a certain variable (Pallant, 2010). The literature showed that
Cronbach’s alpha coefficient is well-accepted as one of the most common techniques,
which is used to assess the inter-item consistency reliability. Therefore, it was employed in
the current study (Bryman & Bell, 2015; Cronbach, 1951; Hair, et al., 2017). The threshold
of minimum acceptable Cronbach’s alpha is usually 0.7 (Sekaran & Bougie, 2010). Despite
its popularity and easiness of utilisation, Hair, et al. (2017, p.111) stated that “Cronbach's
alpha is sensitive to the number of items in the scale and generally tends to underestimate
the internal consistency reliability. As such, it may be used as a conservative measure of
internal consistency reliability”. To overcome such limitation, composite reliability is used
in addition to Cronbach's alpha while evaluating the measurement model in the following
sections of this chapter. However, Table 5.2 shows the Cronbach’s alpha coefficients for all
variables of the study. It can be seen that all items of the questionnaire were internally
consistent in measuring the underlying constructs. Therefore, the reliability of the data
collection instrument is ensured in this study.
Table 5.2: Reliability of the Instrument (Main Data)
Variable

Cronbach's alpha
Variable

Cronbach's alpha

COP
0.721

OBJ
0.881

SDA
0.816

AQCY
0.785

DIA
0.791

PD
0.820

IDV
0.810

UA
0.716

Source: Author
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INFO
0.703

WAP
0.826

Examining the validity of the instrument, on the other hand, was aimed at confirming that
the measurements are actually measuring what they are intended for (Bryman & Bell, 2015;
Collis & Hussey, 2013; Saunders, et al., 2012). Two common methods to examine the
validity of a measurement instrument include content validity (i.e. face validity) and
construct validity tests. The content validity is usually tested and confirmed through
qualitative assessment (Hair, et al., 2010). Similar to this study, where in order to establish
the content validity, the measurement items of the instrument were already validated as
they derived from the literature and modified where needed as mentioned earlier in Chapter
4. Additionally, the questionnaire was pre-tested, reviewed, and evaluated by a number of
academicians and practitioners in the auditing field. Minor modifications were suggested at
that stage and were incorporated into the final questionnaire.
On the other hand, construct validity (i.e. external validity) is assessed quantitatively by
examining the correlation between measurement items that theoretically hypothesised to
measure a particular construct. It also explored through “investigating its relationship with
other constructs, both related (convergent validity) and unrelated (discriminant validity)”
(Pallant, 2010, p.7). However, convergent and discriminant validity are calculated and the
results are discussed within the evaluation of the measurement model of the PLS-SEM in
Chapter 6.
5.4 Screening and Cleaning
5.4.1

Missing Data

Generally, in social science, when a survey questionnaire is used, it is very unusual for
researchers to find all the returned questionnaires totally completed (Sekaran & Bougie,
2010). Therefore, missing data is considered amongst the frequent problems that a
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researcher encounters during the data analysis process (Tabachnick & Fidell, 2007).
Missing data arises when some of the respondents in the target population fails to complete
all the items of the questionnaire. According to Corderio et al. (2010) cited by Vinzi, et al.,
(2010), several statistical problems might occur while analysing data containing missing
observations. For instance, the statistical power will be negatively impacted as a result of
the reduction in the sample size that is caused by the missing data, and therefore, results
that are being estimated and calculated can be misleading and cannot be generalised (Di
Franco, 2014). Likewise, Hair et al. (2010) mentioned similar problems within multivariate
analysis that are caused by missing data from two perspectives. A practical perspective
indicates that if missing data was not treated properly and not excluded from the sample,
the size of the sample will be reduced and therefore its adequacy for the analysis could be
questionable. Secondly, the substantive perspective, on the other hand, shed light on the
consequences of analysing data without treating the missing values, such as generating
erroneous empirical outcomes.
In order to treat missing data problems and avoid its consequences, Hair, et al. (2010)
introduced four steps - 1) identifying the missing data type, 2) determining the missing data
patterns and extent, 3) examining the degree of randomness of missing data, and 4)
applying the treatments. However, there are two types of missing data, namely ‘ignorable
and not ignorable’ (Hair, et al., 2010). The ignorable missing date is allowed by the
researcher and considered part of the survey questionnaire, therefore, it does not require
any treatment. In contrast, not ignorable missing data results due to either technical error
committed by the researcher at the data entry stage or because of the respondent’s intended
or unintended failure to answer some items of the study instrument (Hair, et al., 2010).
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In the current study, there is no chance of occurrence of ignorable missing data as the
questionnaire did not contain any item that does not need answering by the respondents.
However, not ignorable missing data may occur due to the aforementioned reasons. As Hair
et al. (2010) recommended for the treatment of the not ignorable missing data, the patterns
of missing data should be firstly identified, and then the extent of occurrence of the missing
data in each single item or construct and in the dataset as a whole should be determined.
Therefore, descriptive statistics using SPSS v. 22 was utilised to check the frequencies in
order to ascertain the patterns and extent of the missing data associated with each indicator
and construct (Pallant, 2010). The results revealed that there are no missing values within
the collected observations as there were four questionnaires that contain missing data,
which were excluded early during the manual data entry process.
5.4.2

Outlier Examination

Hair et al. (2017, p.53) define an outlier as “an extreme response to a particular question, or
extreme responses to all questions”. In other words, Tabachnick & Fidell (2007) state that
an outlier exists when the observations of a particular variable differ from others by scoring
extremely high or low (univariate outlier), or when an odd combination of observations
score on two or more than two variables (multivariable outlier). They mentioned that
outliers occur due to four reasons: 1) erroneous entry of the data, 2) incorrect treatment of
missing data, such as specifying codes out of the range of the observations and handling it
as a real data, 3) including observations not related to the target population from which the
sample is derived, 4) problems in the distribution of some variables in which the
observations are from the target population and extremely abnormally distributed
(Tabachnick & Fidell, 2007). However, in detecting and treating outliers, there are certain
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rules of thumb that are generally accepted. These include, for example, the technique of
standard score (z-score), which has a mean of 0 and a standard deviation of 1, when z-score
is more than the value of 3.0 or less than -3.0 it considered as an outlier (Hair, et al., 2010).
In order to detect potential outliers in the present study, the z-score technique was utilised
using descriptive statistics option of SPSS software. It was found that there were two
variables containing outliers and extreme values. In particular, there were 2 items from
COP items, 3 items from IDV items and 1 item from PD items that contain outliers. No
outliers appear from the remaining variables. After identifying the outliers, they were
individually examined and classified on the basis of the aforementioned four reasons of
occurrence of outliers. However, as there were no technical errors in the data entry stage as
well as no missing data, outliers existed because of the fourth reason. Furthermore, it was
found that the values of outliers are not varied from others by scoring extremely high or
low. Therefore, outliers’ values were within the normal range of the responses and they
were retained in the analysis as valid elements of the population.
5.4.3

Normality

Normality depicts the degree of correspondence between the distribution shape of
observations of an individual metric variable and the shape of the normal distribution (bellshaped curve) (Hair, et al., 2010). Examining the normality is very significant as if the data
is non-normally distributed, it needs to be handled in a certain way, otherwise, it could
generate invalid statistical outcomes (Kline, 2011). Kolmogorov-Smirnov and ShapiroWilk tests were used to assess the normality of the data distribution for all variables (see
Table 5.3). Basically, a result of non-significant value (Sig. < 0.05) indicates normality.
The results show that the data distribution of this study violates the normality assumption
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as the generated sig. values are 0.000 for all variables. In these cases, most of the
observation of the study variables that depart from normality are negatively skewed
(skewed to the right side). In this regard, Pallant (2010) indicate that such skewness is quite
common in research studies with a large sample size of more than 30. In the social sciences,
a negatively or positively skewed data distribution does not necessarily signify a problem in
the data or in the scale of the instrument but rather depicts the nature of the variables being
measured (Pallant, 2010).
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Table 5.3: Tests of Normality
Kolmogorov-Smirnova
Statistic

df

Sig.

Shapiro-Wilk
Statistic

df

Sig.

Competence1 of IAF

.190

167

.000

.887

167

.000

Competence2 of IAF

.158

167

.000

.906

167

.000

Competence3 of IAF

.170

167

.000

.913

167

.000

Competence4 of IAF

.199

167

.000

.878

167

.000

Competence5 of IAF

.178

167

.000

.910

167

.000

Competence6 of IAF

.179

167

.000

.892

167

.000

Objectivity1 of IAF

.319

167

.000

.847

167

.000

Objectivity2 of IAF

.264

167

.000

.897

167

.000

Objectivity3 of IAF

.253

167

.000

.905

167

.000

Objectivity4 of IAF

.245

167

.000

.909

167

.000

Objectivity5 of IAF

.237

167

.000

.922

167

.000

Objectivity6 of IAF

.163

167

.000

.902

167

.000

.220

167

.000

.883

167

.000

.217

167

.000

.855

167

.000

.193

167

.000

.905

167

.000

.166

167

.000

.896

167

.000

.161

167

.000

.902

167

.000

The Adequacy of IAF Work1

.223

167

.000

.897

167

.000

The Adequacy of IAF Work2

.212

167

.000

.904

167

.000

The Adequacy of IAF Work3

.200

167

.000

.872

167

.000

The Adequacy of IAF Work4

.175

167

.000

.911

167

.000

The Adequacy of IAF Work5

.163

167

.000

.902

167

.000

Effectiveness of Coordination1

.220

167

.000

.882

167

.000

Effectiveness of Coordination2

.222

167

.000

.850

167

.000

Effectiveness of Coordination3

.193

167

.000

.903

167

.000

Effectiveness of Coordination4

.170

167

.000

.898

167

.000

Work Already Performed

.251

167

.000

.902

167

.000

Direct Assistance

.288

167

.000

.880

167

.000

Reduction in Audit Hours

.342

167

.000

.821

167

.000

Reduce Audit Fees

.371

167

.000

.681

167

.000

Power Distance Culture Dimension1

.162

167

.000

.913

167

.000

Power Distance Culture Dimension2

.191

167

.000

.903

167

.000

IAF Application of a Systematic and Disciplined
Approach1
IAF Application of a Systematic and Disciplined
Approach2
IAF Application of a Systematic and Disciplined
Approach3
IAF Application of a Systematic and Disciplined
Approach4
IAF Application of a Systematic and Disciplined
Approach5
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Power Distance Culture Dimension3

.184

167

.000

.902

167

.000

Power Distance Culture Dimension4

.177

167

.000

.910

167

.000

Power Distance Culture Dimension5

.167

167

.000

.901

167

.000

Individualism Culture Dimension1

.273

167

.000

.889

167

.000

Individualism Culture Dimension2

.280

167

.000

.883

167

.000

Individualism Culture Dimension3

.325

167

.000

.816

167

.000

Individualism Culture Dimension4

.333

167

.000

.807

167

.000

Individualism Culture Dimension5

.182

167

.000

.898

167

.000

Uncertainty Avoidance Culture Dimension1

.241

167

.000

.807

167

.000

Uncertainty Avoidance Culture Dimension2

.227

167

.000

.845

167

.000

Uncertainty Avoidance Culture Dimension3

.263

167

.000

.827

167

.000

Uncertainty Avoidance Culture Dimension4

.260

167

.000

.805

167

.000

Uncertainty Avoidance Culture Dimension5

.220

167

.000

.899

167

.000

Source: Author
5.4.4

Non- Response Bias

Ensuring the representativeness of the sample to the target population is an important
concern when using a survey questionnaire to collect data. A non-response bias occurs
when the respondents who participate in the study differ from those who refuse to
participate (Collis & Hussey, 2013). In other words, non-response bias exists if the
respondents who refused to take part in the study would have participated by giving
answers that are significantly different from the answers of the actual respondents.
Consequently, the sample, in this case, will not represent the target population, and
therefore, the study findings cannot be generalised (Bryman & Bell, 2015; Saunders, et al.,
2012). Basically, it is difficult for researchers to obtain information from the nonrespondents in order to compare them with the respondents as a direct test of the nonresponse bias. In this regard, it was suggested that the researcher can assume that people
who refuse to respond to the questionnaire are to a great extent similar to those who
respond late (Armstrong & Overton, 1977; Babbie, 1990). Therefore, the existence of any
non-response bias in the current study was assessed by using Mann-Whitney-U-test
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(Pallant, 2010) to examine for any difference between the early and the late respondents for
all variables. To do so, the first returned 40 questionnaires were considered as early
respondents and the last 40 questionnaires as late respondents. Table 5.4 shows the result of
the test and indicates that the probability values for all variables are insignificant (i.e.
Asymp. Sig.>0.05), which implies that there is no significant difference between the
assumed non-respondents and the respondents, and therefore non-response bias does not
exist in the data of the current study.
Table 5.4: Non-Response Bias

Mann-Whitney U
Wilcoxon W
Z
Asymp. Sig. (2-tailed)

COP
OBJ
SDA
AQCY
INFO
WAP
574.5
537.5
697.5
630.5
615.5
550
1609.5
1572.5
1732.5
1126.5
1650.5
1585
-1.309
-1.693
0
-0.712
-0.873
-1.584
0.19
0.29
0.15
0.476
0.382
0.113
DIA

Mann-Whitney U
Wilcoxon W
Z
Asymp. Sig. (2-tailed)

533
1568
-1.769
0.177

PD
484.5
1519.5
-2.262
0.324

IDV
UA
RAH
RAF
565.5
604
547.5
556.5
1600.5
1639
1582.5
1591.5
-1.399
-0.993
-1.653
-1.585
0.162
0.321
0.098
0.113

Source: Author
5.4.5

Common Method Bias

Common method bias (CMB) is a measurement error in the data collection instrument that
creates an artificial systematic variation in responses, which does not reflect the actual
tendencies of the respondents. Such erroneous variation can inflate or deflate the
relationships among the constructs within the study model, and therefore threaten the
validity of the conclusions that are drawn on the basis of statistical findings (Podsakoff, et
al., 2003). In this study, the occurrence potentiality of CMB was minimised to a great
extent by taking into account some preventive procedures in the early stage of the
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instrument development. These procedures include ensuring that participants responded
anonymously, incorporating concise questions that can be answered in an acceptable period
of time, avoiding the usage of negative questions, evading the ambiguity by using concise
and simple terms, and employing a Likert scale to elicit answers from respondents, which
implies that there is no specific right or wrong answer (Kock, 2015). After data was
collected, Harman’s single factor test was utilised to statically detect any potential CMB in
the current study. This test is widely used in the literature and simply works by loading all
variables into one factor when processing the factor analysis and then accounting for the
variance explained by the first single component, as a variance above the cut-off point of
50% indicates an existence of CMB (Podsakoff, et al., 2003; Podsakoff, et al., 2012).
However, sixteen components were loaded onto one factor using exploratory factor analysis
(EFA) (Pallant, 2010). The results revealed variance of 23.151% (i.e. less than the cut-off
point) explained by the first single factor, which implies that CMB is not a problem in this
study.
5.5 Descriptive Statistics
Profile of the Respondents
This section presents general information about respondents and their audit firms. As
mentioned earlier the target population for this study was Jordanian EAs. The participants
in this study were asked to give some information about their level of education, the
professional certificates they hold, the years of experience as external auditors, and the total
number of employees at their audit firms. Based on the results shown in Table 5.4, it can be
seen that 10.8% of the respondents hold diplomas or lower certificates and the remaining
majority hold bachelor degrees and higher qualifications, which represents almost 89% of
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the sample. Moreover, the majority of the respondents (80.2% of the sample) have the
Jordanian Certified Public Accountant (JCPA) as a professional certificate. Out of the
sample, 7.8% (13 participants) were qualified as Certified Public Accountant (CPA) from
the United States of America, 9 respondents (5.4%) were certified by the Association of
Chartered Certified Accountants (ACCA) in the United Kingdom. The remaining 11 EAs in
the sample were holding professional certificates obtained from somewhere else, rather the
mentioned countries as they answered by choosing the option ‘other’. Also, 81 participants,
had experience of 2-4 years, which represents approximately 48.5% of the respondents.
Among the respondents, 49 (29.3%) had worked as external auditors for a period of less
than 2 years. Furthermore, 25 EAs had experience of 5 to 10 years and the remaining 7.2%
of the sample had experience of more than 10 years. Lastly, the number of employees in the
audit firms of 104 of the respondents (62.3%) was ranging from 10 to 49 employees, 48
participants were employed by small firms having 1 to 9 employees, 12 external auditors
were from firms with 50 to 249 employees, and the remaining 3 respondents belonged to
large firms with more than 250 employees.
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Table 5.5: Profile of the Respondents
Educational Qualification
Diploma or Lower
Bachelor
Master
PhD

Frequency Percent
18
10.8
93
55.7
45
26.9
11
6.6

Professional Certificate
CPA
JCPA
ACCA
Other

13
134
9
11

7.8
80.2
5.4
6.6

Experience
Less than 2 years
(2-4)
(5-10)
More than 10 years

49
81
25
12

29.3
48.5
15
7.2

Number of Employees
(1-9)
48
(10-49)
104
(50-249)
12
(250 and above)
3
Source: Author

28.7
62.3
7.2
1.8

Descriptive Statistics of the Conceptual Models’ Constructs
The scale used to measure cultural dimensions ranged from 1 to 7. A value greater than the
midpoint (3.5) indicates a high score and therefore the prevailing culture (Alzeban, 2015).
According to the descriptive statistics in Table 5.6, power distance in Jordan is high. These
result may slightly differ from the one generated by Hofstede. This may be due to the
societal changes resulting from the political and economic transformations in Jordan since
the classification by Hofstede of Arab countries, on which the estimated scores of Jordan
were based on, was confirmed.
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Hofstede has emphasised that countries that prefer to avoid uncertainty will try to defuse
threats by situations that may be perceived as ambiguous. They look for career stability,
seek to operate within the rules and reject behaviour and ideas they regard as out of the
ordinary. This clearly applies to Jordan, which, as descriptive statics in Table 5.6
demonstrates, scores highly on the uncertainty avoidance dimension. These results are in
line with the findings of Alkailani et al., 2012 and Hofstede, 2001.
Another aspect in which this study’s findings resemble Hofstede is (as descriptive statistics
in Table 5.6 indicates) a low score for individualism, which implies that the Jordanian
culture is collectivist. As mentioned by Hofstede (2001) and according to the results above,
there is an inverse association between individualism and power distance, therefore, as a
general rule, the higher a country’s power distance, the lower it will score on the
individualism dimension (Hofstede, 2001).
The variables for EAs’ evaluation judgements of the quality of the IAF and their decisions
to rely on the function in Conceptual Model A were rated on a scale from 1 (strongly
disagree) to 7 (strongly agree). The results are presented in Table 5.6, which reveals that,
when taking the mean values for judgement variables except for objectivity (i.e.
competence, IAF application of a systematic and disciplined approach, and the adequacy of
IAF work for the purpose of external audit), all variables across all items returned scores
above the midpoint (3.5). Hence, the scores mean for all items measuring the objectivity
were below the midpoint which may indicates low level of objectivity. These results are
aligned with other Jordanian studies (e.g., Suwaidan & Qasim, 2010; Thnaibat & Shunnaq,
2010). The mean values of the items scores that measure the decision construct were below
the midpoint in case of reliance on IAF of clients for tasks requiring subjective evidence,
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and slightly above the midpoint when reliance is for tasks requiring objective evidence (see
Table 5.6).
Likewise, the variables for EAs’ judgements regarding the extent of reduction in the work
hours and their decisions to reduce the audit fees in Conceptual Model B were measured
using a scale range from 1 to 7. The results in Table 5.6 indicate that the average value for
Judgement about reduction in audit hours is around the midpoint (i.e. 3.60) and for decision
to reduce audit fees is below the midpoint (i.e. 3.31).
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Table 5.6: Descriptive Statistics
N

Minimum

Maximum

Mean

Competence1 of IAF

167

3

7

4.86

Competence2 of IAF

167

3

7

4.75

Competence3 of IAF

167

3

7

452

Competence4 of IAF

167

3

7

4.89

Competence5 of IAF

167

3

7

4.92

Competence6 of IAF

167

3

7

5.02

Objectivity1 of IAF

167

1

3

2.81

Objectivity2 of IAF

167

1

3

2.03

Objectivity3 of IAF

167

1

5

2.96

Objectivity4 of IAF

167

1

4

2.64

Objectivity5 of IAF

167

1

5

2.75

Objectivity6 of IAF

167

1

6

3.60

IAF Application of a Systematic and Disciplined Approach1

167

3

7

5.11

IAF Application of a Systematic and Disciplined Approach2

167

3

7

4.94

IAF Application of a Systematic and Disciplined Approach3

167

3

7

4.84

IAF Application of a Systematic and Disciplined Approach4

167

3

7

4.75

IAF Application of a Systematic and Disciplined Approach5

167

3

7

4.68

The Adequacy of IAF Work1

167

3

7

4.75

The Adequacy of IAF Work2

167

3

7

5.11

The Adequacy of IAF Work3

167

3

7

4.64

The Adequacy of IAF Work4

167

3

7

4.88

The Adequacy of IAF Work5

167

3

7

4.66

Effectiveness of Coordination1

167

3

7

5.14

Effectiveness of Coordination2

167

3

7

4.85

Effectiveness of Coordination3

167

3

7

4.83

Effectiveness of Coordination4

167

3

7

4.77

Work Already Performed for Objective Tasks

167

1

7

3.62

Work Already Performed for Subjective Tasks

167

1

5

3.42

Direct Assistance for Objective Tasks

167

1

7

3.53

Direct Assistance for Subjective Tasks

167

1

6

3.21

Reduction in Audit Hours

167

1

6

3.60

Reduce Audit Fees

167

1

4

3.31

Power Distance Culture Dimension1

167

3

7

5.05

Power Distance Culture Dimension2

167

3

7

5.19

Power Distance Culture Dimension3

167

3

7

4.95

Power Distance Culture Dimension4

167

3

7

5.01

167

3

7

4.70

Power Distance Culture Dimension5
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Individualism Culture Dimension1

167

1

5

2.74

Individualism Culture Dimension2

167

1

3

2.89

Individualism Culture Dimension3

167

1

4

2.45

Individualism Culture Dimension4

167

1

5

3.35

Individualism Culture Dimension5

167

1

3

2.44

Uncertainty Avoidance Culture Dimension1

167

2

7

5.99

Uncertainty Avoidance Culture Dimension2

167

3

7

5.93

Uncertainty Avoidance Culture Dimension3

167

1

7

5.89

Uncertainty Avoidance Culture Dimension4

167

2

7

6.00

167

3

7

4.78

Uncertainty Avoidance Culture Dimension5

Source: Author
5.6 Exploratory Factor Analysis
Generally, exploratory factor analysis (EFA) is carried out for a better understanding of the
degree of correspondence between the items used to measure the constructs and the theory
that underpins the structure of those constructs. It is also used to reduce a large number of
variables by combining them into a smaller group based on the inter-correlations among the
measurement items. In addition, EFA can be used to uncover and identify new variables
that are hidden in a particular set of data (Pallant, 2010; Tabachnick & Fidell, 2007; Hair, et
al., 2010). EFA was carried out in the current study to inspect the degree of correspondence
between the proposed measurement items and their related constructs that were shown in
the conceptual models of the study. Principal component analysis (PCA) was selected as an
extraction method to produce the initial solutions for the EFA (Hair, et al., 2010). This
technique is commonly used when the aim is to develop and evaluate a measurement scale
(Pallant, 2010). Likewise, Hair et al. (2010) suggested that PCA is used when “data
reduction is a primary concern” of the researcher, as well as when confirmation is needed
regarding the number of constructs that represent the data set. The rotational method used
in running the EFA is the orthogonal varimax. This method was selected because of its
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popularity as a vital procedure to maximise the variance as well as to allow a high extent of
generalisability, as compared to the other rotational method, such as the oblique (Pallant,
2010). In addition, this method is employed when the researcher is preparing the data for
further multivariate analysis, such as in the current study in order to evaluate the
measurement and structural models using PLS-SEM (Hair, et al., 2010; Pallant, 2010). The
Eigenvalue rule (i.e. Kaiser’s criterion) and the cumulative variance were used to examine
the adequacy of the factors generated by EFA. As an assumption for conducting EFA and
generate credible results, Kaiser-Meyer-Olkin (KMO) test is used which is a measure of the
sampling adequacy, should be higher than 0.6. Additionally, Bartlett’s test of sphericity is a
measure of the correlation between the measurement items required to be significant at P <
0.05 with a correlation coefficient greater than 0.3 (Hair, et al., 2010; Pallant, 2010;
Tabachnick & Fidell, 2007).
In the present study, EFA for items of cultural dimensions was run separately from those
items that were derived from the previous studies on the relationship between external and
internal auditors, as well as the related ISAs. Initially, 32 items related to the quality of IAF
and the EAs’ judgements and decisions were inspected to establish nine constructs of the
conceptual models of this study. KMO value was higher than 0.6, which revealed that the
sample is adequate to undertake EFA. Bartlett’s test was significant at p < 0.05. Therefore,
the result of these two tests (as shown in Table 5.7) fulfilled the initial assumptions for the
EFA (Kaiser, 1974; Pallant, 2010). However, through the examination of eigenvalues, it
was found that 10 factors were extracted with eigenvalues higher than 1. Based on the
theoretical framework, it was supposed to extract nine components. To identify the cause of
this problem, the results provided by the rotated component matrix were inspected. As a
result of the inspection, COP6 was found to form a new component, as it loaded separately
175

out of its related factor. Consequently, COP6 was deleted in the second running of EFA to
end up with 9 factors extracted from 31 measurement items.
Table 5.7: Measure of Sampling Adequacy
KMO and Bartlett's Test
Kaiser-Meyer-Olkin Measure of Sampling Adequacy.
Approx. Chi-Square
Bartlett's Test of Sphericity df
Sig.
Source: Author

0.836
4832.531
861
0.000

Communalities output in EFA provides information about the amount of variance explained
in each item (Pallant, 2010). As a rule of thumb, a value lower than 0.5 could be a sign of
the lack of consistency between the item and the other items in its component (Hair, et al.,
2010). Table 5.8 presents information regarding communalities that were explained by each
measurement item. Except for a few items, the measurement items shared communalities
with the related factors by values greater than 0.5. For example, communalities were less
0.5 in items OBJ5, SDA5, and AQCY4. However, before removing the items with low
communalities, as suggested by Hair et al. (2010), it is recommended to examine factor
loading in order to confirm the items’ weaknesses (Pallant, 2010).
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Table 5.8: Communalities Outputs
Communalities
Initial Extraction
Initial Extraction
COP1
1
0.741
AQCY1
1
0.606
COP2
1
0.672
AQCY2
1
0.735
COP3
1
0.831
AQCY3
1
0.729
COP4
1
0.813
AQCY4
1
0.773
COP5
1
0.809
AQCY5
1
0.496
OBJ1
1
0.655
INFO1
1
0.799
OBJ2
1
0.703
INFO2
1
0.825
OBJ3
1
0.827
INFO3
1
0.755
OBJ4
1
0.797
INFO4
1
0.766
OBJ5
1
0.485
WAP1
1
0.769
OBJ6
1
0.749
WAP2
1
0.687
SDA1
1
0.570
DIA1
1
0.714
SDA2
1
0.679
DIA2
1
0.749
SDA3
1
0.749
RAH
1
0.695
SDA4
1
0.796
RAF
1
0.722
SDA5
1
0.479
Extraction Method: Principal Component Analysis
Source: Author
Kaiser’s criterion (i.e. eigenvalue rule) is one of the most popular techniques that are used
to assess the amount of the total variance explained by the extracted components. This rule
implies that components with an eigenvalue of 1 or higher are only retained for further
examination (Hair, et al., 2010; Pallant, 2010). In the current study, Table 5.9 shows the
total variance explained by each component. The eigenvalues for nine components were
higher than 1 (see Cumulative % column in Initial Eigenvalues part). These nine
components explain total variance of 78.388% and meet the Kaiser’s criterion. Therefore,
they were retained for further analysis.
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Table 5.9: Total Variance Explained

Total

% of
Variance

Cumulative
%

1
8.708 27.212 27.212 8.708 27.212
2
4.892 15.288 42.500 4.892 15.288
3
3.804 11.889 54.389 3.804 11.889
4
2.525
7.892
62.280 2.525
7.892
5
2.358
4.010
66.291 2.358
4.010
6
2.021
3.419
69.709 2.021
3.419
7
1.866
3.196
72.905 1.866
3.196
8
1.602
2.920
75.825 1.602
2.920
9
1.251
2.563
78.388 1.251
2.563
Extraction Method: Principal Component Analysis
Source: Author

Rotation Sums of Squared
Loadings

Cumulative
%

% of
Variance

Total

Cumulative
%

% of
Variance

Total

Component

Initial Eigenvalues

Total Variance Explained
Extraction Sums of
Squared Loadings

27.212
42.500
54.389
62.280
66.291
69.709
72.905
75.825
78.388

4.793
3.970
3.859
3.774
3.699
2.481
2.365
1.962
1.885

14.977
12.408
12.058
11.794
11.560
5.882
4.226
2.910
2.342

14.977
27.385
39.443
51.237
62.797
68.679
72.905
78.378
80.720

Finally, factor loadings represent the correlation between the measurement items and their
constructs. Also, the value of factor loading indicates the level of reliability of a
measurement item in measuring its related construct. It is suggested that items loading on
their factors should be higher than 0.7 as an absolute value in order to be retained for
further analysis. However, items with factor loadings between 0.4 and 0.7 can be retained if
their removal does not increase the composite reliability and the average variance extracted
(AVE) above the recommended threshold values (Hair, et al., 2010; Hair, et al., 2017;
Pallant, 2010). The rotated component matrix (Table 5.10) presents the factor loadings for
31 measurement items that contributed in the nine components solutions. The results in the
matrix table show that factor loadings ranged from 0.500 to 0.898 and therefore all of them
were retained for SEM analysis, except the item OBJ6, which loaded below 0.4 and was
deleted. Hence, all items that have communalities lower than 0.5 (i.e. OBJ5, SDA5, and
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AQCY4) were retained as they satisfied the acceptable loading criteria. Furthermore, a
decision of the deletion of items loaded in their construct by a value between 0.4 and 0.7
will be taken after examining the composite reliability and the average variance extracted
(Hair, et al., 2017). This will be at the stage of evaluating the measurement model of PLSSEM in the next chapter.
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Table 5.10: Rotated Component Matrix (Factor Loadings)

1
0.813
0.803
0.792
0.756
0.810

2

Rotated Component Matrix
Component
3
4
5
6

COP1
COP2
COP3
COP4
COP5
OBJ1
0.763
OBJ2
0.708
OBJ3
0.821
OBJ4
0.758
OBJ5
0.753
OBJ6
0.379
SDA1
0.679
SDA2
0.803
SDA3
0.841
SDA4
0.871
SDA5
0.671
AQCY1
0.748
AQCY2
0.759
AQCY3
0.787
AQCY4
0.665
AQCY5
0.500
INFO1
0.605
INFO2
0.898
INFO3
0.756
INFO4
0.795
WAP1
0.716
WAP2
0.785
DIA1
DIA2
RAH
RAF
Extraction Method: Principal Component Analysis
Rotation Method: Varimax with Kaiser Normalization
Source: Author
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7

8

9

0.775
0.806
0.745
0.709

The details of each extracted component are as follows:
Component 1: Competence (COP) of the IAF: This component extracted information
regarding the EAs’ evaluation of the level of competence of internal auditors of the
Jordanian companies. This was measured by six items derived from earlier research studies
and modified to be in coherence with ISA 610 (Revised 2013). One item (COP6) was
removed from the second round of EFA due to cross high loading. The item with the
highest loading was COP1; this item was designed to collect data about the extent to which
the IAF is adequately and appropriately resourced relative to the size of the entity and the
nature of its operations.
Component 2: Objectivity (OBJ) of the IAF: This component extracted items related to the
EAs’ evaluation of the level of objectivity of the IAF in Jordan. This was measured by six
items developed on the basis of earlier research studies. The item with the highest loading
was OBJ3, which describes if there are any conflicting responsibilities within the IAF.
Component 3: The IAF application of a systematic and disciplined approach (SDA): This
component extracted indicators regarding EAs’ evaluation of the level of application of a
systematic and disciplined approach by internal auditors of the Jordanian companies. This
component was measured by five items that were developed on the basis of previous
studies and ISA 610 (Revised 2013). The item with the highest loading was SDA4; this
item was related to the existence of quality control requirements in the standards set by the
relevant professional bodies for internal auditors.
Component 4: The adequacy of the work of the IAF (AQCY): This component extracted
information regarding EAs’ evaluation of the Adequacy of the IAF’s work for the purpose
of external audit. This was measured using five items, which were developed on the basis
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of previous literature and ISA 610 (Revised 2013). The item with the highest loading was
AQCY3. This item was related to the sufficiency and appropriateness of evidence that had
been obtained to enable the IAF of drawing reasonable conclusions.
Component 5: Information (INFO): This component extracted indicators concerning EAs’
evaluation of the effectiveness of coordination between them and the IAF as required by the
revised ISA315. This was measured by four items, which were developed on the basis of
previous literature and ISA 610 (Revised 2013). The item with the highest loading was
INFO2. This item measured the extent to which EA informs the IAF of significant matters
that may affect the function.
Component 6: EAs’ reliance on work already performed by the IAF (WAP): This
component extracted items related to the EAs’ decisions to use work already performed by
the IAF as part of their audit evidence. This was measured by two items derived from
earlier research studies and modified to be in coherence with ISA 610 (Revised 2013). The
item with the highest loading was WAP2. This item was aimed at investigating if EAs will
recommend that their firms rely on the IAFs of clients by using work already performed by
functions for tasks requiring objective evidence (i.e., a relatively simple task).
Component 7: EAs’ reliance on the IAF by using internal auditors to provide direct
assistance (DIA): This component extracted information about the EAs’ use of internal
auditors as direct assistants. This was measured by two items derived from previous
literature and modified to be in coherence with ISA 610 (Revised 2013). The item with the
highest loading was DIA2. This item was aimed at examining if EAs will recommend that
their firms rely on the IAF of clients to provide direct assistance for tasks requiring
objective evidence (i.e. a relatively simple task).
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Component 8: The reduction in audit hours (RAH): This component extracted information
about the role of EAs’ reliance on the IAF in reducing the audit work hours, measured by a
single item derived from previous literature. The item loading in this component was 0.746.
The item aimed to investigate if EAs based on their recommendations concerning reliance
on the IAF, would suggest a reduction in the audit hours already budgeted for the audit
work.
Component 9: The reduction in audit fees (RAF): This component extracted information
about the relationship between EAs’ reliance on the IAF and audit fees. It was measured by
a single item derived from previous literature. The item loading in this component was
0.709. The item was aimed to examine if EAs’ firm will reduce the audit fees due to the
reliance placed on the IAF of clients.
Exploratory Factor Analysis (EFA) for Culture Dimensions
EFA was run for fifteen measurement items of culture dimensions (i.e. Power distance
(PD), Individualism (IDV), and Uncertainty Avoidance (UA)). The value of KMO measure
was 0.789, which is above the minimum required value of 0.6. Therefore, the dataset
satisfied the sampling adequacy assumption. Besides, Bralett’s test of Sphericity was
significant at P < 0.001. All of the measurement items shared communalities with their
components by values greater than 0.5. Based on Kaiser’s criterion (i.e. eigenvalues rule),
Table 5.11 shows that the three factors were extracted with eigenvalues above 1 (see
Cumulative % column in Initial Eigenvalues part). The total variance explained by the
three components was approximately 62.478%, which satisfies the recommended threshold.
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Table 5.11: Initial Eigenvalues and Variance Extracted For Culture Dimensions
Total Variance Explained
Extraction Sums of
Squared Loadings
Cumulative %

Total

% of Variance

Cumulative %

Total

% of Variance

Cumulative %

4.343

28.951

28.951

4.343

28.951

28.951

3.364

26.425

26.425

2.484

19.561

48.512

2.484

19.561

48.512

3.007

20.048

46.473

2.095 13.966 62.478 2.095 13.966
Extraction Method: Principal Component Analysis

62.478

2.539

16.924

63.397

Component

% of Variance

Rotation Sums of Squared
Loadings

Total

Initial Eigenvalues

1
2
3

Source: Author
These measurement items of culture dimensions were validated and used in earlier studies
(Dorfman & Howell, 1988; Hofstede, 1984; Hofstede, 2001; Wu, 2006), and was recently
employed by Alzeban (2015) within a similar context to this study. Therefore, they were
adopted for the current research without any modifications. EFA for these items was run to
reassure the reliability of the measurement items in measuring their relevant components.
However, rotated component matrix (Table 5.12) shows that 15 items are loaded into three
components. The Table shows that factor loadings ranging from 0.721 to 0.878 and
therefore all of them were retained for SEM analysis.

184

Table 5.12: Factor Loadings (Culture Dimensions)
Rotated Component Matrix
Component
1
2
3
0.786
PD1
0.813
PD2
0.827
PD3
0.850
PD4
0.721
PD5
19799
IDV1
19839
IDV2
19876
IDV3
19868
IDV4
19799
IDV5
19833
UA1
19754
UA2
19757
UA3
19821
UA4
0.756
UA5
Source: Author
After ensuring that the number of extracted components is similar to the previous studies, it
was confirmed if measurement items were exactly loaded onto their relevant factors.
Details of the three extracted components are as follows:
Component 1: Power Distance (PD): This construct extracted measurement items that dealt
with examining the EAs’ perceptions regarding the acceptance of an unequal distribution of
power between them and their superiors. This factor was measured by five items and all of
them had loads above the suggested threshold. The item with the highest loading was PD4.
This item was aimed to elicit perceptions about the issue that employees should not
disagree with management decisions.
Component2: Individualism (IDV): This factor extracted information regarding the
perceptions of EAs about their self-interest and the interest of their organisation. This factor
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was measured by five items and all of their loadings were within the acceptable range. The
item with the highest loading was IDV3. This item was aimed to elicit perceptions about
the argument that organisations are primarily interested in the work that employees perform
and not their personal or family welfare.
Component 3: Uncertainty Avoidance (UA): This component extracted the measurement
items related to the EAs’ perceptions concerning the extent to which they were uncertain
about ambiguous job requirements, instructions, rules and regulations. The five items
measured this factor had loads above 0.7. The item with the highest loading was UA1. This
item aimed to elicit perceptions of EAs about the importance of having job requirements
and instructions spelt out in detail, in order to ensure that employees always know what
they are expected to do.
5.7 Conclusion
This chapter began with introducing the results of the pilot study. These results were
satisfactory and provide evidence of the validity and reliability of the data collection
instrument. The primary data was gathered using a self-administrated questionnaire from
EAs providing services within the Jordanian environment. The collected data was then
screened and cleaned in order to ensure its reliability for the structural equation modelling
techniques. The chapter also presented and discussed the descriptive statistics of the study
constructs. Finally, exploratory factor analysis was conducted to confirm the reliability of
each group of measurements items in measuring their related construct.
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Chapter 6 Testing the Proposed Conceptual Models
6.1 Introduction
Data was screened and cleaned in the previous chapter to ensure its reliability and validity
to undertake the path analysis. This chapter presents a set of procedures that took place for
testing the hypotheses and the relationships of the proposed study models. This chapter is
primarily segregated into five sections. Subsequent to this introduction, Section 6.2 justifies
the adoption of PLS-SEM technique to test the conceptual models. Section 6.3 presents the
process of testing the Conceptual Model A and highlights the two-step process to carry on
the analysis under PLS-SEM technique. Firstly, confirmatory factor analysis (CFA) is used
to validate the measurement model and after ensuring its unidimensionality, validity and
reliability, the second step is to evaluate the structural model for examining the hypotheses
and the relationships among the constructs and accordingly report the results. Section 6.4
introduces the analysis of the measurement model and relationship related to the
Conceptual Model B, followed by Section 6.5 that concludes the chapter.
6.2 The Adoption of PLS-SEM Technique
PLS-SEM technique was the most appropriate method to analyse the data of this study.
This was based on three critical issues: First, the returned usable questionnaires are 167,
whereas according to Kline (2011), the optimal sample size in research that employed CBSEM is about 200 cases, thereby, PLS-SEM was recognised as the preferred method for the
present study. The primary reason for avoiding the use of CB-SEM with a small sample
size of data is the fact that this technique is built upon a large sample theory (Tong &
Bentler, 2013). This is because it is very sensitive to the number of cases being analysed
and small sample size negatively affects its statistical power, which in turn influences the
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reliability of the results (Kline, 2011). On the contrary, PLS-SEM can estimate models on
the basis of a small sample size (Hair, et al., 2017; Vinzi, et al., 2010). This fact is
supported by several studies that have been conducted to systematically evaluate the
efficiency of PLS-SEM in handling small sample sizes. All of them conclude that PLSSEM is a superior selection in cases of a small sample size (Chin & Newsted, 1999;
Garson, 2016 ; Hair, et al., 2017).
Second, CB-SEM required the data to be normally distributed for most of its calculations in
order to generate credible estimations (Shook, et al., 2004). In other words, employing CBSEM technique with non-normally distributed data would result in misshapen goodness-offit and underrate standard errors, which in turn will result in erroneous results and
conclusions (Tong & Bentler, 2013). Unlike CB-SEM, PLS-SEM has no distributional
assumptions as it based on predictor specification and there are no restrictions on the
structure of the residual covariance (Hair, et al., 2017). Generally, small sample sizes
typically violate the normality assumption and need particular considerations to meet this
assumption (Field, 2013). Consequently, PLS-SEM is the preferred method for the current
study as a small sample size was collected to test the relationships and hypotheses.
Third, the use of reflective indicators to measure latent variable is a default assumption for
CB-SEM analysis, as such indicators are showed to be affected by the same underlying
construct. A serious mistake, which is frequently committed by researchers is to
unintentionally apply formative indicators in a CB-SEM analysis (Hair, et al., 2017).
According to Vinzi et al., (2010), efforts were made to test models that contain constructs,
which are formatively measured using CB-SEM techniques. The results indicated
identification problems with unsuccessful attempts to overcome such problems. Also,
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modelling formative indicators using PLS-SEM is much less problematic, as this method
clearly estimates the outer weights to form latent variables scores. Accordingly, to test the
model of this study, PLS-SEM methods were adopted as Judgement construct was formed
as a formative second order costruct.
6.2.1.1 Overview of PLS-SEM Procedures
Figure 6.1 demonstrates an example of PLS path model with latent variables. This model
visualises and presents the constructs and the hypothesised relationships among them.
Constructs (i.e. latent variables) are shown in ovals and are indirectly measured by
indicators (also known as manifest variables or items) which are presented by rectangles in
the figure. The single-headed arrows represent the causal relationships and its directions
among the constructs, as well as, between latent variables and their measurement items
(Hair, et al., 2017). A PLS path model has two components. First, the outer model (i.e. the
measurement models), which shows the relationships between the constructs and their
indicators. Second, the inner model (i.e. the structural model) which uses the paths to
presents the relationships among the constructs. However, two types of outer model are
also shown in Figure 6.1, the first type is related to exogenous constructs, such as y1 and y2
(i.e. latent variables that predict at least one construct). The second type is for the
endogenous constructs, such as y3 and y4 (i.e., latent variables that are being predicted at
least by one construct) (Hair, et al., 2017). Both exogenous and endogenous constructs can
be measured reflectively or formatively. When a latent variable is measured by reflective
indicators, it implies that the manifest variables are caused by the underlying construct,
therefore, the direction of the arrow goes from the latent variable to the indicators (see y3
and y4 constructs in Figure 6.1). Since the relationship direction is from the construct to the
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indicators, the removal of any measurement item will not impact the meaning of the
construct if it meets the reliability requirements. On the other hand, formative indicators
cause the latent variable and this is illustrated by the direction of the arrows that connect the
construct with its items (see y1 and y2 constructs in Figure 6.1). Under this assumption, the
whole combination of the indicators measures the construct as each indicator accounts for a
particular aspect of the latent variable. Therefore, the deletion of any indicator could lead to
change in the meaning of the construct (Chin, 1998; Hair, et al., 2017; Vinzi, et al., 2010).
Figure 6.1: Path model

Source: Hair, et al. (2017)
The PLS-SEM technique usually analyses the data by two steps. Firstly it evaluates the
measurement model. Confirmatory factor analysis (CFA) is often used in such evaluation to
reveal the level of unidimensionality, reliability, convergent and discriminant validity of the
constructs. Secondly, the structural model is evaluated through multiple regression
techniques. The main purpose of this stage is to examine the hypothesised relationships
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according to the significances of the paths that link the theoretically proposed constructs
(Hair, et al., 2017; Vinzi, et al., 2010).
6.2.1.2 Adopted Software to Undertake PLS-SEM Technique
Since the first release of PLS-SEM, a number of software packages were developed to
statistically analyse the data under this approach. These software packages include LVPLS,
PLS-Graph, SmartPLS, PLS-GUI, and Visual-PLS, etc. (Temme, et al., 2006). However,
SmartPLS software was selected because it has a user friendly graphical interface, is easy to
work on and it is capable of handling a second-order model (Vinzi, et al., 2010). Moreover,
literature is available related to the usage of the software, such as a book authored by Hair
et al. (2017). This book clearly demonstrates all actions that are needed to manage the data
analysis process, which in turn makes the use of SmartPLS software more reliable to a great
extent. Moreover, there is an online forum available for all users of SmartPLS for the
purpose of experience sharing and discussion any issues that could be encountered during
the analysis and the use of the software.
6.3 Testing the Proposed Conceptual Model A
This chapter emphasises on the evaluations of the study’s conceptual model A, as well as,
on the testing of the associated hypotheses that were developed in Chapter 3. As discussed
earlier in the previous section, measurement model in PLS-SEM explains the relationship
between the measurement indicators and their related constructs, while the hypothesised
relationships between the constructs are demonstrated by the structural model (Hair, et al.,
2017). Figure 6.2 presents the measurement and structural specifications of the Conceptual
Model A of this study. Based on the theoretical underpinning of this model (Chapter 3),
four phases are identified that govern the process of making a reliance decision by EA on
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the IAF. These phases and their constructs represent the measurement model as follow: 1)
Perception of EA about some cultural dimensions that may influence the audit process,
which include three constructs, namely Individualism (IDV), Uncertainty Avoidance (UA),
and Power Distance (PD). 2) Information available for EA as a result of applying ISA 315,
which consists of one construct (i.e. information about the effectiveness of coordination
between EA and the IAF (INFO)). 3) The EA judgement regarding the extent to which the
IAF meets the requirements of the revised ISA 610, the judgement in this phase is
represented as a second order construct measured by four first order constructs, namely
competence of the IAF (COP), objectivity of the IAF (OBJ), the IAF’s application of a
systematic and disciplined approach (SDA), and the adequacy of the IAF work for the
purpose of external audit of financial statement (AQCY). 4) The last phase for EA is to
make the reliance decision on the IAF, which comprises of two constructs (i.e. decision to
use work already performed by the IAF (WAP), and decision to use internal auditors to
provide direct assistance (DIA)). All of the aforementioned constructs are not directly
observable, thereby they have been measured by a number of directly observable indicators
in combination to form the measurement model. Even though, PLS-SEM simultaneously
estimates the measurement and structural model (Hair, et al., 2017), an evaluation of the
measurement model should be performed first to ensure the reliability and validity of the
constructs. The next step is to run the structural model in order to examine the relationships
and test the hypotheses.
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Figure 6.2: Measurement and Structural Specifications of the Conceptual Model A

Source: Author
Note. IDV = individualism; UA = uncertainty avoidance; PD = power distance; INFO = the
effectiveness of coordination between EAs and IAF; COP = competence; OBJ =
objectivity; SDA= IAF’s application of a systematic and disciplined approach; AQCY = the
adequacy of IAF work for the purpose of external audit; DIA = using internal auditors to
provide direct assistance; WAP = using work already performed by IAF.
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6.3.1

Evaluating Measurement Model A

At this stage, the CFA was run using SmartPLS software in order to validate the model and
ensure the reliability of the constructs as pre-procedures for the testing of the structural
model. Reliability is assessed by examining Cronbach’s alpha and composite reliability.
Validity, on the other hand, is evaluated using convergent and discriminant validity
criterions. In addition, CFA is used to enable assess if the indicators loadings on their
constructs are within the acceptable range (Hair, et al., 2017; Vinzi, et al., 2010). However,
the assessment of reflective measurement differs from formative measurement (Sarstedt, et
al., 2016). Table 6.1 presents the aspects that should be examined to validate the
measurement model.
Table 6.1: The Process of Assessing the Measurement Models
Evaluation of the Measurement Models in PLS-SEM
Reflective Measurement
Formative Measurement
Internal consistency (composite reliability)
Convergent validity
Indicator reliability
Collinearity among indicators
Convergent validity (average variance
Significance and relevance of outer
extracted )
weights
Discriminant validity
Source: Hair, et al. (2017)
6.3.1.1 Assessing Internal Consistency Reliability (Model A)
Internal consistency reliability is typically the first aspect of the measurement model that
needs to be evaluated. Cronbach's alpha is the traditional criterion to measure internal
consistency, which estimates the reliability according to the inter-correlations between the
measurement indicators of the underlying construct. According to Hair et al. (2017),
Cronbach’s alpha estimates the construct internal reliability on the basis of the assumption
that all manifest variables have equal loadings on their constructs. Furthermore, this
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measure of reliability is influenced by the number of indicators that measure the latent
variable, as well as, it is generally characterised as a conservative measure that
underestimates the construct reliability. Therefore, PLS-SEM prioritises the use of
composite reliability (CR) to measure internal consistency reliability of constructs due to
the mentioned limitations of Cronbach’s alpha.

This measure estimates the internal

consistency reliability on the basis of individual loading of each indicator, and
consequently, it generates more reliable results (Chin, 1998; Hair, et al., 2017; Vinzi, et al.,
2010). However, SmartPLS software computes both Cronbach’s alpha and composite
reliability values for each construct. Values of both measures vary from 0 to 1 and higher
scores represent higher levels of reliability. Cronbach's alpha value of 0.7 and above
indicates an acceptable level of reliability (Cronbach, 1951; Pallant, 2010). Generally,
composite reliability, on the other hand, is interpreted similarly as Cronbach's alpha. In
exploratory research, values between 0.6 and 0.7 indicate a satisfactory reliability. While in
further advanced phases of research, values should be between 0.70 and 0.90 to be
acceptable. However, values of more than 0.95 are not preferred as they indicate that all
manifest variables are referring to the same observation and therefore can generate an
invalid measure of the latent variable (Hair, et al., 2017). Table 6.2 presents that composite
reliability value for all latent variables is above the acceptable value of 0.70. Additionally,
the Cronbach’s alpha value for all constructs is more than 0.70, except Perception UA
construct. Therefore, internal consistency reliability is strongly supported for all constructs
in the current study.

195

6.3.1.2 Assessing Convergent Validity (Model A)
Convergent validity evaluates the extent to which a measurement indicator positively
correlates to the other indicators of a particular reflective construct. In other words,
establishing convergent validity means that all indicators of a specific construct represent
that underlying construct well. Therefore, the indicator should share a high amount of
variance with other indicators that measure the same construct (Chin, 1998; Hair, et al.,
2017). Average variance extracted (AVE) is regarded as a well-accepted method for
examining convergent validity, which is originally developed in 1981 by Fornell and
Larcker (Haenlein & Kaplan, 2004; Vinzi, et al., 2010). As a rule of thumb, AVE value for
each construct should be higher than 0.5. Table 6.2 illustrates that all constructs of the
present study are capable of explaining more than 0.5 of the variance in their indicators.
Hence, AVE is calculated by summing the squares of indicators loadings of a construct and
divided by the number of those indicators.
Another major element is the indicator reliability. This measure evaluates the extent to
which the measurement indicators are significantly loaded on their related constructs. High
loading of an indicator indicates that a high proportion of variance in the indicator is being
captured by the underlying construct. The recommended value for outer loading is 0.708 or
higher and in most cases a value of 0.7 is acceptable, as it is considered close enough to
0.708. Moreover, loadings value between 0.4 and 0.7 can also be acceptable, if the deletion
of the indicator that is loaded within this range will not increase the composite reliability
and AVE (Hair, et al., 2017). Table 6.2 presents the outer loading for constructs of Model
A of this study.
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Table 6.2: Constructs Reliability and Convergent Validity (Model A)
Construct

Item

AQCY1
AQCY2
AQCY
AQCY3
AQCY4
AQCY5
COP1
COP2
COP
COP3
COP4
COP5
DIA1
Decision DIA
DIA2
IDV1
IDV2
Perception IDV
IDV3
IDV4
IDV5
INFO1
INFO2
Information
INFO3
INFO4
OBJ1
OBJ2
OBJ
OBJ3
OBJ4
OBJ5
PD1
PD2
Perception PD
PD3
PD4
PD5
SDA1
SDA
SDA2
SDA3
SDA4
SDA5
Perception UA UA1

Outer
Loadings
0.692
0.668
0.805
0.866
0.846
0.755
0.820
0.922
0.804
0.909
0.912
0.913
0.798
0.812
0.924
0.918
0.683
0.756
0.824
0.887
0.895
0.791
0.804
0.911
0.898
0.854
0.790
0.810
0.836
0.882
0.742
0.722
0.826
0.869
0.890
0.664
0.751
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Alpha

CR

AVE

0.837

0.885

0.608

0.896

0.901

0.713

0.800

0.909

0.833

0.754

0.855

0.692

0.862

0.907

0.709

0.810

0.850

0.727

0.871

0.907

0.661

0.897

0.638

0.724

0.542

0.855

0.692

Decision WAP

UA2
UA3
UA4
UA5
WAP1
WAP2

0.726
0.696
0.798
0.706
0.939
0.815

0.723

0.871

0.773

Source: Author

6.3.1.3 Assessing Discriminant Validity (Model A)
According to Hair, et al., (2017, p.104), “establishing discriminant validity implies that a
construct is unique and captures phenomena not represented by other constructs in the
model”. Discriminant validity can be assessed using two methods. One method is for
evaluating discriminant validity at the indicator level, which can be done by inspecting the
cross-loadings of the measurement items. In particular, a manifest variable loading on its
latent variable should be higher than all of its loadings on other latent variables (Chin,
1998; Hair, et al., 2017). Hair et al. (2017) indicate that the loading of an indicator on nonrelated constructs (i.e. cross loading) should be lower than the value of 0.4. In the current
study, Table 6.3 shows that the cross-loadings for each indicator are lower than its loading
on its related construct.
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Table 6.3: Outer loading and Cross Loadings (Model A)
AQCY

COP

AQCY1

0.692

0.242

AQCY2

0.668

0.128

AQCY3

0.805

AQCY4

0.866

AQCY5

DIA

INFO

OBJ

PD

SDA

UA

WAP

0.010

0.297

0.138

0.008

0.061

0.078

-0.004

0.219

0.249

0.026

0.198

0.028

0.194

-0.082

0.191

0.157

0.023

0.100

0.240

0.170

0.081

0.047

0.140

0.037

0.157

0.061

0.222

0.324

0.271

0.042

0.223

0.111

0.084

0.846

0.126

0.093

0.153

0.247

0.186

0.121

0.262

0.075

0.067

COP1

0.126

0.755

0.032

0.024

0.141

0.071

0.041

-0.158

-0.047

0.067

COP2

0.185

0.820

0.080

0.098

0.140

0.126

0.152

0.007

0.064

0.117

COP3

0.197

0.922

0.178

0.210

0.209

0.191

0.038

0.059

0.048

0.172

COP4

0.131

0.804

0.044

0.074

0.131

0.122

0.069

-0.076

0.000

0.078

COP5

0.185

0.909

0.155

0.176

0.225

0.172

-0.013

0.039

0.033

0.155

DIA1

0.095

0.131

0.912

0.069

0.125

0.319

0.218

0.148

0.056

0.253

DIA2

0.094

0.105

0.913

0.208

0.139

0.105

0.251

0.133

0.055

0.186

IDV1

0.235

0.137

0.379

0.798

0.274

0.290

0.296

0.332

0.025

0.314

IDV2

0.055

0.005

0.288

0.812

0.137

0.387

0.195

0.243

0.016

0.224

IDV3

0.178

0.162

0.306

0.924

0.203

0.075

0.387

0.232

0.061

0.177

IDV4

0.202

0.202

0.189

0.918

0.196

0.158

0.330

0.250

0.064

0.282

IDV5

0.153

0.020

0.683

0.099

0.012

-0.080

0.247

0.054

0.024

INFO1

0.012

0.186

0.241

0.291

0.756

0.284

0.107

0.233

-0.025

0.279

INFO2

0.209

0.195

0.034

0.090

0.824

0.201

0.040

0.103

0.014

0.089

INFO3

0.267

0.134

0.103

0.180

0.887

0.232

0.022

0.338

-0.004

0.091

INFO4

0.196

0.185

0.089

0.205

0.895

0.265

0.009

0.382

-0.010

0.127

OBJ1

0.197

0.204

0.291

0.315

0.195

0.791

0.218

0.132

0.137

0.283

OBJ2

0.248

0.003

0.210

0.312

0.279

0.804

0.269

0.197

0.141

0.250

OBJ3

0.223

0.088

0.385

0.117

0.263

0.911

0.257

0.232

0.102

0.024

OBJ4

0.233

0.208

0.158

0.281

0.281

0.898

0.299

0.288

0.091

0.255

OBJ5

0.188

0.213

0.307

0.264

0.238

0.854

0.256

0.263

0.122

0.109

PD1

0.112

0.067

0.157

0.253

0.100

0.232

0.790

0.038

-0.024

0.246

PD2

0.048

0.055

0.214

0.273

0.030

0.253

0.810

-0.128

0.081

0.233

PD3

0.194

0.006

0.160

0.293

0.194

0.196

0.836

0.097

0.116

0.223

PD4

0.026

0.105

0.241

0.346

0.016

0.315

0.882

0.050

0.164

0.311

PD5

-0.060

0.017

0.260

0.259

-0.106

0.231

0.742

-0.033

0.045

0.314

SDA1

0.185

0.066

0.170

0.288

0.296

0.268

0.114

0.722

0.108

0.245

SDA2

0.194

0.073

0.119

0.238

0.259

0.217

-0.013

0.826

0.162

0.106

SDA3

0.262

0.125

0.233

0.334

0.192

-0.049

0.869

0.050

0.161

SDA4

0.204

0.026

0.122

0.266

0.319

0.243

-0.025

0.890

0.062

0.150

SDA5

0.193

0.033

0.066

0.194

0.205

0.113

0.013

0.664

0.043

0.058

UA1

0.099

0.054

-0.012

-0.030

0.006

0.078

0.055

0.035

0.751

0.004

UA2

0.025

0.018

0.051

0.125

-0.064

0.082

0.057

0.054

0.726

0.035

UA3

0.066

0.084

0.006

0.046

0.026

0.064

0.099

0.060

0.696

0.002

UA4

0.011

0.016

0.056

0.081

-0.070

0.144

0.057

0.069

0.798

0.067

0.010

0.033

0.002

IDV
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-0.097

0.040

-0.073

0.057

0.090

WAP1

0.115

0.154

0.192

0.112

0.180

WAP2

0.046

0.096

0.316

0.110

0.122

UA5

0.057

-0.062

-0.116

0.706

0.058

0.294

0.358

0.206

0.055

0.939

0.179

0.188

0.101

0.049

0.815

Source: Author
The second method for assessing the discriminant validity is at the construct level, which is
known as Fornell-Larcker criterion. According to this criterion, the square root of AVE
value of each latent variable should be greater than the correlation with other latent
variables. The rationale behind this criterion is the assumption that latent variables should
share more variance with their measurement items than with other latent variables (Hair, et
al., 2017; Vinzi, et al., 2010). In Table 6.4, the square root of AVE is shown in bold; it can
be seen that none of the constructs were correlated with other constructs by value above the
square root of their AVE values. Therefore, they satisfy the discriminant validity
requirements.
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Table 6.4: Fornell-Larcker Criterion (Model A)

AQCY
COP
DIA
WAP
INFO
OBJ
IDV
PD
UA
SDA

AQCY
COP
DIA
0.780
0.200 0.844
0.103 0.129 0.913
0.100 0.148 0.325
0.241 0.206 0.144
0.255 0.170 0.220
0.201 0.154 0.117
-0.074 -0.064 -0.257
-0.086 -0.032 -0.061
0.260 0.008 0.154

Fornell-Larcker Criterion
WAP
INFO
OBJ

0.879
0.178
0.361
0.171
-0.330
-0.059
0.187

0.842
0.295
0.235
-0.053
-0.009
0.359

0.853
0.183
-0.305
-0.137
0.265

Source: Author
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IDV

PD

UA

SDA

0.832
-0.353
-0.053
0.308

0.813
0.099
-0.009

0.736
-0.107

0.799

Another more conservative method for assessing the discriminant validity is the one that
was recently proposed by Henseler et al. (2015) and is recommended for use by Hair et al.
(2017). This method is called “heterotrait-montrait ratio” (HTMT), which is built upon the
mean of the correlation between all of the measurement indicators in the model. The idea
behind using this method along with the cross loading and Fornell-Larcker criterion is the
argument of Henseler et al. (2015) that this traditional creterion does not allow reliable
assessment of discriminant validity. Therefore, HTMT is applied in the current study in
order to gain further evidence of establishing discriminant validity. The suggested threshold
for HTMT ratio is below 0.85 when the latent variables in a model are conceptually
distinct. Also, the value of above 0.90 indicates a lack of discriminant validity, when the
latent variables are conceptually related to each other (Hair, et al., 2017; Henseler, et al.,
2015). SmartPLS calculates the HTMT ratio along with the other validity assessment’s
criterions. Table 6.5 shows that all the HTMT ratio values for all constructs are below the
suggested threshold and therefore, introduce further evidence for establishing discriminant
validity.
Table 6.5: Discriminant Validity Assessment (HTMT Ratio)

Decision WAP
Information
Perception IDV
Perception PD
Perception UA

Decision
DIA
0.896
0.167
0.733
0.304
0.084

Decision
WAP

Information

0.213
0.795
0.304
0.385
0.129
0.090
0.104
Source: Author
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Perception
IDV

Perception
PD

0.423
0.159

0.149

6.3.1.4 Validating the Reflective-Formative Second Order Construct (Model A)
Second order construct (i.e. higher order construct or hierarchical latent variable) is a
multidimensional construct that is built upon a number of related first order constructs
(Becker, et al., 2012). There are three key reasons behind the use of a second-order
construct in a structural model. First is to reduce the number of paths within the model, and
therefore, lessen the complexity of the model and make it easy to handle and comprehend
during the analysis process. Second, the existence of high correlations between the
constructs, like collinearity issues make it difficult to establish discriminant validity, which
in turn could result in invalid statistical outcomes, hence, the use of a second order
construct to reduce the problem and generates more reliable results. Thirdly, when the
indicators of a formative construct are strongly correlated to each other (Hair, et al., 2017;
Hair, et al., 2013; Ringle, et al., 2012; Kuppelwieser & Sarstedt, 2014). In the current
study, the second order represents the judgement of EAs regarding the extent to which the
IAF meets the reliance requirements that are proposed by the revised ISA 610. Therefore,
the establishment of the second order construct in this study is theoretically supported by
ISA 610 (Revised 2013). That is, ISA 610 requires EAs to evaluate four factors (i.e.
AQCY, COP, DIA, and OBJ) before placing any reliance on the IAF. Hence, including the
requirements of ISA 610 as individual constructs within Model A of this study will make it
more complicated and difficult to grasp. The type of a second order construct is often
determined on the basis of a related theory and the nature of the relationship between the
first order constructs and their indicators, as well as between the first order construct and
the second order construct (Kuppelwieser & Sarstedt, 2014). Four types of second order
construct can be used to specify the relationships at higher abstraction levels (i.e. reflectivereflective, reflective-formative, formative-formative, and formative-reflective) (Hair, et al.,
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2017). In the present study, the second order construct was modelled as reflectiveformative. This selection is based on ISA 610 and its depiction of how EAs can judge about
the fulfilment of the pre-reliance requirements.
The next step after conceptually operationalising the second order construct is the statistical
estimation. The literature suggests three approaches for estimating the second-order
construct, namely the repeated indicator approach, the hybrid approach, and the two-stage
approach (Becker, et al., 2012; Wetzels, et al., 2009). In the case of using reflectiveformative or formative-formative types of second order construct in an endogenous position
(as in this study), neither the repeated indicators approach nor the hybrid approach is
recommended. This is because these approaches do not allow tracing of the variance in the
second order construct that is caused by other exogenous variables. Hence, the higher
construct, in this case, is formative and fully represented by its first order constructs.
Consequently, the paths from the exogenous constructs to the second order construct will
be not significant (Becker, et al., 2012; Hair, et al., 2013; Ringle, et al., 2012; Wetzels, et
al., 2009). Therefore, it is recommended to use the two stage approach when handling such
types of second order constructs as it allows the exogenous construct to predict the
variances in the endogenous second order construct (Ringle, et al., 2012). Technically, the
first stage of this approach uses the repeated indicators approach for evaluating the
measurement model, including the first order constructs, as well as, to extract the scores of
the first order constructs. These scores then work as direct indicators for the second order
construct in the second stage. At this stage, second order construct is assessed for validity
and reliability issues, and therefore, preparing the model for the structural assessment
(Becker, et al., 2012; Henseler & Chin, 2010). As stated earlier, the evaluation of
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measurement model in the case of reflective constructs differs from the evaluation in the
case of formative constructs (Hair, et al., 2017).
In the current study, all of the constructs are reflectively measured, except for the secondorder construct, which is formatively measured by four reflective first order constructs.
Moreover, the measurement model with the reflective constructs including the first order
constructs was evaluated in the previous sections, following the instructions provided by
Hair et al. 2017. However, at this stage for formative constructs, the second order construct
will be validated and assessed for its reliability. These instructions include evaluating the
convergent validity, collinearity among indicators, and significance and relevance of outer
weights (Hair, et al., 2017).
First: Assessing Convergent Validity of the Second Order Construct
The extent to which a group of measurement indicators is valid in measuring a formative
construct is an important issue that should be taken into consideration when evaluating the
measurement model.

Convergent validity (i.e. redundancy analysis) is often used to

evaluate this concern. In the process, it is recommended to examine the strength of the
correlation between the formative construct and a particular reflective construct (Hair, et
al., 2017). The reflective construct, in this case, is a single item construct that is being
established only for the purpose of evaluating the convergent validity of the formative
construct and it is not part of the study model (Hair, et al., 2017). In the current study, the
recommendation of Hair et al. 2017 were followed by using a reflective “global item” from
the questionnaire; this item recapitulates the quintessence of the underlying formative
construct (i.e. the IAFs of clients meet the requirements of the ISA 610 (Revised 2013)).
However, the process of assessing the convergent validity begins by setting up a
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relationship between the underlying formative construct as exogenous and the reflective
construct that is measured by the “global item” as endogenous. As a rule of thumb, to
establish convergent validity, these two construct should be positively correlated and the
path coefficient of their relationship should be higher than 0.8, which would result in an Rsquare value above 0.64 (Hair, et al., 2017). The result of the bootstrapping performed in
this study revealed a positive correlation between the mentioned two constructs with a path
coefficient of 0.819, as well as, an R-square value of 0.67. Consequently, the convergent
validity was established for the Judgement construct in Model A of this study (i.e.
formative second order construct).
Second: Assessing the Collinearity Issue among the Indicators of the Second Order
Construct
According to Hair et al. (2017), high correlation among two measurement items of a
formative construct indicates the problem of collinearity, or multicollinearity (in case more
than two items are correlated). Such problems can impact the analysis process of PLS-SEM
and negatively influence the computations used to generate weights and significances of the
formative measurement items (Hair, et al., 2013). The variance inflation factor (VIF)
measure is used to examine the level of collinearity. Hence, VIF values for all formative
indicators should be greater than 0.2 and lower than 5.00 (Hair, et al., 2017). In the current
study, Table 6.6 shows that the values of VIF measure are between 1.066 and 1.156.
Therefore, collinearity is not a concern in the underlying formative second order construct
(i.e. Judgement construct).
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Table 6.6: Results of Variance Inflation Factor (VIF) Measure (Model A)
Formative Indicator
VIF

AQCY
COP
1.156
1.066
Source: Author

OBJ
1.145

SDA
1.135

Third: Assessing the Relevancy of Indicators of Second Order Construct
The extent to which each formative indicator contributes in forming a particular construct
reflects the relevance of the indicator in measuring the underlying construct (Hair, et al.,
2017). This relevancy of a formative indicator can be assessed by observing the
significance of the indicator outer weight, which can be obtained through running the
bootstrapping calculations. Then, the indicators with significant outer weights are retained,
while others with non-significant outer weight need more investigation before getting
discarded. Moreover, a researcher should inspect the corresponding outer loading of the
underlying indicators. All indicators with outer loading above the value of 0.5 are generally
retained, regardless of their significances and any indicators that do not meet this criterion
should be removed (Hair, et al., 2017). In this study, the formative second order was
estimated in the second phase of the two-stage approach and formed by four indicators (i.e.
AQCY, COP, OBJ, and SDA). Each indicator represents the score of one of the first order
constructs. However, Table 6.7 shows that the outer weights were significant for all
indicators of the judgement construct, therefore, they were retained for further analysis. At
this stage, it can be said that Model A of the current study has passed the evaluations of the
measurement model and can be introduced for next step of the PLS-SEM analysis.
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Table 6.7: Results of Testing Outer Weights Significance (Model A)
AQCYJudgement
COP Judgement
OBJ Judgement
SDA Judgement

Outer weight
0.167
0.380
0.445
0.305

T-Statistics Value
2.287
3.782
4.077
4.664

P-Values
0.023
0.000
0.000
0.000

Significance Level
P < 0.05
P < 0.001
P < 0.001
P < 0.001

Source: Author
6.3.2

Evaluating the Structural Model A

Since the measurement model has been evaluated, the reliability and validity of the study
constructs and their measurement items were ensured. The next step is to evaluate the
structural model by examining the paths between constructs and testing the related
proposed hypotheses. Hair et al. (2017) proposed a systematic process to evaluate the major
results of the structural model. This process includes: 1) Assessing the structural model for
collinearity issues, 2) Assessing the significance and relevance of the structural model
relationships, 3) Assessing the level of R square, and 4) Assessing the predictive relevance
Q squared and the Q squared effect sizes.
6.3.2.1 Assessing the Collinearity Issue among Predictor Constructs (Model A)
Collinearity problems at this stage are investigated between independent latent variables
(i.e. predictor constructs). The existence of a high level of collinearity makes it difficult to
determine the exact amount of variance in the dependent latent variable that is caused by a
particular predictor variable (Hair, et al., 2010). A VIF measure was earlier used to examine
collinearity issues between the measurement indicators of the second-order formative
construct. At this stage, as recommended by Hair et al. (2017) the same measure is used but
at the predictor constructs level, rather than the indicators level. As mentioned earlier, VIF
value should be between 0.2 and 5.00 in order to ensure the freeness of collinearity among
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predictor constructs. Table 6.8 shows that VIF values are within the acceptable range and
therefore, collinearity is not a problem in the current study.
Table 6.8: Assessment of Collinearity among Predictor Constructs (Model A)
Variance Inflation Factor (VIF) Measure Values
Construct
Information
Judgement
Information
1.084
Judgement
1.084
Perception IDV
1.154
1.237
Perception PD
1.143
1.145
Perception UA
1.013
1.026
Source: Author
6.3.2.2 Assessing the Strength and Significance of the Relationships of Model A
(Hypotheses Testing)
Path coefficients (β) measures the nature and strength of the proposed relationships
between the constructs. The value of path coefficient ranges from -1 to +1. A value above
zero represents a positive relationship in which its strength increases as the value is closer
to 1. Likewise, a value between zero and -1 indicates a negative relationship that is
considered weak when the value is closer to zero. As long as this study employs SmartPLS
software to undertake the PLS-SEM analysis, the significance of path coefficients is
obtained by non-parametric techniques that use bootstrapping calculations with a
recommended 5,000 samples option and based on t-value. T-value higher than 1.65
indicates a significance of the path at the level of P< 0.10. T-value above 1.96 indicates
significance at P< 0.05, and at P< 0.01 if t-value is more than 2.57. Therefore, any value
above the threshold supports an existence of a relationship between constructs that is linked
by a particular path (Hair, et al., 2017; Vinzi, et al., 2010). Table 6.9 presents the
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coefficients and the significances of the paths of the Conceptual Model A that is developed
in Chapter Three.
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Table 6.9: Path Coefficients and their Significances (Model A)

H
H1
H2a
H2b
H3
H4a
H4b
H5
H6a
H6b
H7
H8a
H8b

Direct Effect
Path Coefficient
Path
STDEV T-Value
(β)
-0.158
0.057 2.772***
Perception PD → Judgement
-0.085
0.053 1.604
Perception PD→ Decision WAP
-0.020
0.059 0.347
Perception PD→ Decision DIA
-0.170
0.064 2.670***
Perception UA→ Judgement
-0.248
0.078 3.180***
Perception UA→ Decision WAP
-0.242
0.085 2.847***
Perception UA→ Decision DIA
0.540
0.055 9.818***
Perception IDV→ Judgement
0.296
0.118 2.500**
Perception IDV→ Decision WAP
0.232
0.116 1.997**
Perception IDV→ Decision DIA
0.137
0.071 1.949*
Information → Judgement
0.436
0.122 3.566***
Judgement → Decision WAP
0.480
0.120 4.006***
Judgement → Decision DIA
Source: Author

P-Values

Supported

0.000
0.109
0.229
0.017
0.000
0.000
0.000
0.012
0.046
0.051
0.000
0.000

Yes
No
No
Yes
Yes
Yes
No
No
No
Yes
Yes
Yes

Note: Critical t-values for a two-tailed test are: 1.65* (at P < 0.10), 1.96** (at P < 0.05), and 2.57*** (at P < 0.01).
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The Association between Perception and Judgement (P J)
This study proposed an association between the perception phase and judgment phase of
the Conceptual Model A. This association was predicted based on three hypotheses:
Hypothesis 1 (H1) expects a negative association between EAs’ perceptions of power
distance culture dimension (Perception PD) and their judgement regarding the extent to
which the IAF of their clients meet the pre-reliance requirements of revised ISA 610
(Judgement). This hypothesis was also supported (β = -0.158, significant at P <0.01 as tvalue = 2.772) which implies that the high power distance in Jordan has negative influence
on EAs’ evaluation judgements of the IAF.
Hypothesis 3 (H3) predicts a negative association between EAs’ perceptions of uncertainty
avoidance culture dimension (Perception UA) and their judgement regarding the extent to
which the IAF of their clients meet the pre-reliance requirements of revised ISA 610
(Judgement). The results of the analysis support this hypothesis as it generates a path
coefficient of β = -0.170 that is significant at P < 0.05 (t-value = 2.670).
Hypothesis 5 (H5) expects a negative association between EAs’ perceptions of
individualism culture dimension (Perception IDV) and their judgement regarding the extent
to which the IAF of their clients meet the pre-reliance requirements of revised ISA 610
(Judgement). The results in Table 6.9 indicate a significant path coefficient (β = 0.540, tvalue = 9.818, P < 0.01) that supports the existence of a strong positive association instead
of a negative one. Therefore, it can be concluded that individualism is positively associated
with the extent of the IAF meeting of ISA 610 requirements as judged by EAs.
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The Association between Perception and Decision (P D)
According to the Conceptual Model A (Chapter Three), this study expected an association
between the perception phase and decision phase. Hence, perception and decision phases
were represented by three constructs of culture dimensions and two constructs of reliance
decision, respectively. Three main hypotheses resulted in six sub hypotheses were
developed in order to examine this association. Hypothesis 2 (H2) is about the impact of
power distance on the reliance decision on the IAF and has two related sub hypotheses
(H2a and H2b). the two sub hypothesis were predicting a negative association between
EAs’ perceptions of power distance culture dimension (Perception PD) and their decision to
rely on the IAF through using work already performed by the function (Decision WAP) and
on the IAF through using internal auditors to provide direct assistance (Decision DIA).
However, these two hypotheses were not supported by the results of the analysis, as the
path coefficients were not significant (H2a: β = -0.085, t-value = 1.604, p-value = 0.109;
H2b: β = -0.020, t-value = 0.347, p-value = 0.229). These results imply that H2 is not
supported and power distance has no significant direct impact of reliance decision on the
IAF.
Hypothesis 4 (H4) is related to the relationship between avoidance of uncertainty and
reliance decision and has two sub hypotheses. H4a predicts a negative association between
EAs’ perceptions of uncertainty avoidance culture dimension (Perception UA) and their
decision to rely on the IAF through using work already performed by the function
(Decision WAP). The results were β = -0.248, P < 0.01, and t-value = 3.180, which refer to
a negative association that supports this hypothesis. H4b on the other hand expects a
negative association between EAs’ perceptions of uncertainty avoidance culture dimension
(Perception UA) and their decision to rely on the IAF through using internal auditors to
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provide direct assistance (Decision DIA). The results of the analysis support this hypothesis
as it generates a path coefficient of β = -0.242 that is significant at P < 0.05 with t-value =
2.847, which specifies that EAs use of internal auditors to provide direct assistance is
negatively associated with uncertainty avoidance culture dimension. Accordingly, H4 was
supported by the empirical data of this study.
Hypothesis 6 H6 expects a negative influence of the individualism cultural dimension and
EAs’ decision to rely on the IAF. H6 consists of two sub hypotheses (i.e. H6a and H6b).
H6a predicts a negative association between EAs’ perceptions of the individualism culture
dimension (Perception IDV) and their decision to rely on the IAF through using work
already performed by the function (Decision WAP). The results in Table 6.9 show a
positive path coefficient (β = 0.296, t-value = 2.500, P < 0.05) that does not support this
hypothesis but indicate a significant positive association between individualism and EAs’
decisions to use the work already performed by the IAF. The second sub hypothesis (H6b)
expects a negative association between EAs’ perceptions of individualism culture
dimension (Perception IDV) and their decision to rely on the IAF by using internal auditors
to provide direct assistance (Decision DIA). The results of the analysis do not support this
hypothesis as it generates a positive path coefficient β = 0.232 that is significant at P < 0.05
(t-value = 1.997), which implies that EAs use of internal auditors to provide direct
assistance is positively associated with the individualism culture dimension. Therefore, H6
was not supported and the results reveal a positive association.
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The Impact of Information on Judgement (I J)
As it is illustrated in the Conceptual Model A (Chapter Three), this study hypothesises an
impact of information pertaining to the effectiveness of coordination between EAs and the
IAF as required by revised ISA 315 (Information) on the judgments of EAs regarding the
extent to which the IAF meets the reliance requirement of ISA 610 (Revised 2013)
(Judgement). This impact was predicted by Hypothesis 7 (H7). The path coefficient of the
path represents this hypothesis was significant at p < 0.10 and β = 0.137 with t-value of
1.949. These results suggest a positive impact of information on the judgement phase and
therefore support the proposed hypothesis.
The Impact of Judgement on the Decision Phase (J D)
Hypothesis 8 (H8) proposes a positive impact of EAs judgements about the extent to which
the IAF meets the reliance requirements of the revised ISA 610 (Judgement) on decisions to
rely on the IAF. Two sub hypotheses were formulated based on H8 (i.e. H8a and H8b). H8a
expects a positive impact of the Judgement construct on the decision to rely on the IAF by
using work already performed by the function (Decision WAP). The results in Table 6.9
indicate path coefficient value of β = 0.436 and t-value = 3.566 that is significant at P <
0.01. These results support this hypothesis and confirm the existence of a positive impact of
EAs’ judgement on their reliance decisions. Likewise, Hypothesis 8b (H8b) was intended to
investigate the impact of EAs judgements about the extent to which the IAFs of their clients
meet the reliance requirements of revised ISA 610 (Judgement) on their decisions to rely on
the IAF by using internal auditors to provide direct assistance (Decision DIA). These
results of the analysis support this hypothesis by path coefficient value of β = 0.480 that is
significant at P < 0.01 with t-value = 4.006. These results support the main hypothesis H8
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and confirm the predicted positive impact of EAs evaluation judgements of the IAF on their
decisions to rely on the function.
Total Effects of Predecessor Constructs on the Key Target Endogenous Constructs
The total effect (i.e. indirect effect + direct effect) is used here to examine how strongly
each of the four predicting constructs (i.e. Perception IDV, Perception PD, Perception UA,
and Information) totally influence the key target constructs (i.e. Decision WAP and
Decision DIA) via the Judgement construct. Table 6.10 shows that the total effects were
significant for all of the relationship in Structural Model A. It can be seen that among the
five predecessor constructs, Perception IDV has the strongest total effects on Decision
WAP (β = 0.618), as well as on Decision DIA (β = 0.588), followed by the total effects of
Perception UA on Decision WAP (β = -0.405) and on Decision DIA (β = -0.397). Followed
by total effects of Perception PD on Decision WAP (β = -0.269) and on Decision DIA (β =
-0.248). The lowest total effect was by the Information construct on Decision DIA (β =
0.274) and on Decision WAP (β = 0.293).
Table 6.10: Total Effect and Significances (Model A)
Total Effects
Path Coefficient
STDEV
T-Value
(β)
Information →Decision DIA
0.274
0.065
4.215***
Information →Decision WAP
0.293
0.063
4.651***
Perception IDV→ Decision DIA
0.588
0.068
8.633***
Perception IDV→ Decision WAP
0.618
0.064
9.682***
Perception PD→ Decision DIA
-0.248
0.066
3.758***
Perception PD→ Decision WAP
-0.269
0.062
4.339
-0.397
0.091
4.363***
Perception UA→ Decision DIA
-0.405
0.086
4.709***
Perception UA→ Decision WAP
Source: Author

P Values
0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.000

Note: Critical t-values for a two-tailed test are: 1.65* (Sig at P < 0.10), 1.96** (Sig at P < 0.05), and 2.57*** (Sig at P <
0.01).
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6.3.2.3 Coefficient of Determination R2 (Model A)
The R-square (R2) value is usually used to measure the predictive power of the model based
on the data that is used in the model estimation (i.e. in-sample predictive power). It also
represents the total amount of variance in a dependent latent variable that is explained by
all of the independent latent variables linked to it within the model (Vinzi, et al., 2010). The
value of R square is ranging between 0.00 and 1.00, in which higher level of predictive
power is usually achieved by the higher value of R square (Hair, et al., 2017; Chin, 1998).
In fact, there is no rule of thumb regarding the acceptable value of R square. This matter
significantly differs from one research field to another. For example, R-square value of 0.20
is classified as high in consumer behaviour research, while in research related to customer
satisfaction or loyalty, the acceptable R square value is 0.75 or higher (Hair, et al., 2017).
However, a rough rule of thumb proposed by Hair et al. (2017) states that R-square value of
0.75 can be classified as substantial, the value of 0.50 as a moderate, and value of 0.25 and
lower is considered to be weak. In the current study, Figure 6.3 indicates that the highest
value of R square was for Judgement construct (R2 = 0.67) and the lowest was for the
Decision DIA construct (R2 = 0.469). These results suggest that Model A of this study
explains a moderate amount of variation in EAs’ judgements and decisions, which are
related to the reliance on the IAF, and therefore, it shows acceptable predictive power.
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Figure 6.3: Conceptual Model A: Coefficient of Determination (R2)

Source: Author
6.3.2.4 Assessing the Predictive Relevance of Path Model A
Even though R square value was used as an indicator to assess the predictive power (i.e. insample predictive power) of the model, it is suggested to evaluate the predictive relevance
(out-of-sample predictive power) as well, to assess the extent to which the model is capable
of accurately predicting the data that is not used in the structural estimations (Hair, et al.,
2017). Therefore, Stone Geisser's measure (Q2 value) is often employed (Geisser, 1974;
Stone, 1974) as the value of this measure refers to the extent to which the exogenous
constructs in the path model are relevant to predict and explain the variance in the
endogenous constructs (Henseler, et al., 2009). Hence, the Q2 value can be used only for
reflective and single item endogenous constructs (the Decision constructs in this study). It
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can be obtained using two approaches, namely the cross-validated redundancy approach
and the cross-validated communality approach. However, cross-validated redundancy
approach suits the PLS-SEM technique perfectly and therefore it has been recommended
(Hair, et al., 2017). SmartPLS computes Q2 value by applying the “Blindfolding”
procedures based on this approach. In order to conclude that the path model has predictive
relevance, Q2 should be higher than zero for all of the reflective endogenous constructs
within the model (Hair, et al., 2017). More specifically, Hair et al. (2017, p.184) state that
“as a relative measure of predictive relevance (Q2), values of 0.02, 0.15, and 0.35
respectively indicate that an exogenous construct has a small, medium, or large predictive
relevance for a certain endogenous construct”. In the current study, conceptual model A
involves two reflective endogenous constructs, namely Decision WAP and Decision DIA.
The result of the “Blindfolding” technique shows Q2 values of 0.361 and 0.349 for the
aforementioned two constructs respectively, which implies that these constructs have large
predictive relevance.
6.4 Testing the Proposed Conceptual Model B
This section highlights the evaluation stages of the study’s Conceptual Model B. It also
demonstrates the process of testing the associated hypothesis. These include the evaluation
of measurement and structural models by means of PLS-SEM (Hair, et al., 2017). Figure
6.4 presents the measurement and structural specifications of the study’s Conceptual Model
B. According to the argument that is built on the basis of previous studies and auditing
standards in Chapter Three, EAs reliance on the IAF is assumed to cause a reduction in
audit hours and therefore reduce the audit fees. Model B of this study predicts that the two
type of reliance that EAs place on the IAF positively impacts the extent of reductions in
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audit hours and fees. In addition, this model expects that the impact of the two type of
reliance on audit fees is mediated by the extent of reduction in audit hours. This model
involves four constructs, two of which represent information about the EAs’ use of work
already performed by the IAF (INFO WAP) and the use of internal auditors to provide
direct assistance (INFO DIA). These two constructs were not directly observable; thereby
they have been measured by a number of directly observable indicators. Contrarily, the
other two constructs are judgement about reduction in audit hours (Judgement RAH) and
EAs’ regarding the reduction in audit fees (Decision RAF) that were measured by single
item for each construct as suggested by the literature. As mentioned earlier, the first step
when conducting an analysis under the PLS-SEM technique is to evaluate the measurement
model in order to ensure the reliability and validity of the constructs. The next step is to
then analyse the structural model in order to examine the paths and test the related
hypotheses (Hair, et al., 2017).
Figure 6.4: Measurement and Structural Specifications of the Conceptual Model B

Source: Author
221

6.4.1

Evaluating the Measurement Model B

The same procedures, the rules of thumb, and thresholds that are followed earlier during the
evaluation of Measurement Model A are used at this stage to ensure the reliability and
validity of the constructs and their measurement items. Reliability is assessed by
Cronbach’s alpha (alpha) and composite reliability (CR) measures. Validity, on the other
hand, is assessed using convergent and discriminant validity criterions (Hair, et al., 2017;
Vinzi, et al., 2010). Even though all of the constructs of the Model B are reflectively
measured and it is assumed to be evaluated in the same manner, there were two constructs
(i.e. Judgement RAH and Decision RAF) measured by a single item each and they required
a special criterion of evaluation (Hair, et al., 2017; Sarstedt, et al., 2016). Using SmartPLS
and following the guidelines of Hair et al. (2017), Cronbach’s alpha and composite
reliability were calculated for all the constructs. Table 6.11 shows results of the calculations
which support the reliability of Measurement Model B at the constructs level, as the values
of both measures were within the acceptable range (i.e. Cronbach’s alpha and composite
reliability values are above 0.7). Reliability at the indicators level was also ensured as the
results revealed that the measurement indicators were significantly loaded onto their related
constructs. Hence, all indicators of Model B have outer loading higher than the suggested
threshold value of 0.7 (Hair, et al., 2017). Furthermore, convergent validity was established
(see Table 6.11), since the average variance extracted (AVE) values above the threshold of
0.5 (Hair, et al., 2017), which implies that all constructs of the present study’s Model B are
capable of explaining more than 50% of the variance in their measurement items, on an
average.
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Table 6.11: Constructs Reliability and Convergent Validity (Model B)
Construct

Item

Outer Loadings

Alpha

CR

AVE

INFO DIA

DIA1
DIA2

0.911
0.915

0.800

0.909

0.833

INFO WAP

WAP1
WAP2

0.931
0.827

0.723

0.874

0.776

Decision RAF

RAF

1.000

Single item

Judgement RAH

RAH

1.000
Source: Author

Single item

The next step in the evaluation of validity is to assess the discriminant validity. As stated
earlier in this chapter, this type of validity is assessed at two levels. The first level is
evaluating discriminant validity at the indicator level; this can be achieved by inspecting
the cross loadings among the indicators. Table 6.12 shows that cross loading is not a
concern for Model B since the loadings of all indicators on non-related constructs (i.e. cross
loading) are lower than the threshold value of 0.4 (Chin, 1998; Hair, et al., 2017).
Table 6.12: Outer loadings and Cross Loadings (Model B)

DIA1
DIA2
RAF
RAH
WAP1
WAP2

INFO DIA
0.911
0.915
0.384
0.279
0.370
0.201

Decision RAF Judgement RAH
0.234
0.315
0.132
0.342
0.334
1.000
0.234
1.000
0.324
0.252
0.232
0.195
Source: Author

INFO WAP
0.350
0.272
0.086
0.219
0.931
0.827

The second level of discriminant validity assessment is at the construct level (i.e. FornellLarcker criterion). This is to ensure that the model meets the assumption that the construct
is sharing more variance with its measurement items than with other constructs (Hair, et al.,
2017; Vinzi, et al., 2010). Table 6.13 shows that the square root of AVE value of each
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construct in model B is greater than its correlation with other constructs. Therefore, it can
be concluded that the constructs of model B satisfied the discriminant validity
requirements.
Table 6.13: Fornell-Larcker Criterion (Model B)

INFO DIA
INFO WAP
Decision RAF
Judgement RAH

Fornell-Larcker Criterion
INFO DIA INFO WAP Decision RAF
0.913
0.534
0.881
0.584
0.760
Single item
0.579
0.719
0.734
Source: Author

Judgement RAH

Single item

Reliability and Validity of Single Item Constructs
As mentioned earlier, Judgement RAH and Decision RAF constructs were captured using
single item measures. This choice was based on the literature in which these two constructs
were assessed for reliability and validity. Despite the literature evidence on their tested
reliability and validity, an additional step is taken here to re-ensure the appropriateness of
these two constructs. Since the most widely used measures of reliability (i.e. Cronbach’s
alpha and composite reliability) are computed on the basis of the correlations among the
indicators of an underlying construct (Hair, et al., 2017), these measures cannot be used in
the case of a single item construct (Sarstedt & Wilczynski, 2009). Alternatively, the use of
the classic correction for attenuation formula was suggested by Wanous & Reichers (1996)
to compute the reliability of a single item construct as:

Where

is the correlation between construct x (i.e. single item construct) and y (multi

item construct) which can be obtained from the path analysis results,
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and

are the

reliability of constructs x and y, respectively, in which the reliability of y is the only known
factor.

, on the other hand, represents an estimation of the true correlation between the

constructs, if they were perfectly measured, which is assumed to be 1.00 (Wanous &
Reichers, 1996; Bergkvist, 2015). Therefore, the formula becomes:
=
For Model B of the current study, INFO WAP represents the multi-item construct (y) that is
used to estimate the reliability of the single item constructs (i.e. Judgement RAH and
Decision RAF). Accordingly, the reliability of Judgement RAH and Decision RAF
constructs are calculated by the following two equations, respectively:
=

= 0.67 and

=

= 0.74

These results indicate that the reliability values for the two single item constructs are within
the acceptable range (Cronbach, 1951; Pallant, 2010).
Another suggestion to estimate the reliability of single-item constructs conservatively is by
inspecting the communalities values that are generated by applying factor analysis (Wanous
& Hudy, 2001). Wanous & Hudy (2001) state that the reliability of a single item construct
should be either equal or higher than its communality. In other words, the value of
communality can be considered as a value of reliability measure. In the current study, an
inspection of the communalities for Judgement RAH and Decision RAF constructs revealed
values of 0.695 and 0.722, respectively. Under the assumption that communality value
equals the reliability of an underlying construct, these results provide further evidence that
the single item constructs in this study are satisfying the reliability requirements. Regarding
the validity issue of the single item constructs, Diamantopoulos et al. (2012) indicate that a
single item construct can be applied on the basis of its face validity. In the current study,
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the first version of the questionnaire was reviewed by a number of experts and academics.
Therefore, the face validity for Judgement RAH and Decision RAF constructs was
established in the early stages of this research. Accordingly, it can be stated that Model B,
at this stage, is ready for structural evaluation and further analysis.
6.4.2

Evaluating Structural Model B

After the Measurement Model B has been assessed for reliability and validity issues, this
stage aims at evaluating the structural model through an examination of the paths among
constructs in order to test the related hypotheses. By following the same procedures that are
followed in the evaluation of Structural Model A, and which are proposed by Hair et al.
(2017), the intention at this phase is to: 1) Assess structural Model B for collinearity issues,
2) Assess the significance and relevance of the Structural Model B relationships, 3) Assess
the level of R square, and 4) Assess the predictive relevance Q squared.
6.4.2.1 Assessing Collinearity Issue between Predictor Constructs (Model B)
Collinearity problems make it difficult to determine the exact amount of variance in the
dependent latent variable that is caused by particular predictor variable. The VIF measure
was used to examine collinearity between predictor constructs (Hair, et al., 2010; Hair, et
al., 2017). As mentioned earlier, when the VIF value ranges from 0.2 to 5.00, it indicates an
absence of collinearity problem among predictor constructs. Table 6.14 shows that VIF
values are within the acceptable range and therefore, collinearity is not an issue for Model
B of the current study.
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Table 6.14: Assessment of Collinearity among Predictor Constructs (Model B)
Variance Inflation Factor (VIF) Measure Values
Construct
RAF
RAH
Decision DIA
2.356
3.285
Decision WAP
2.615
2.946
Source: Author
6.4.2.2 Assessing the Significance of the Paths of Model B (Hypotheses Testing)
Based on the Conceptual Model B (Chapter Three), this study expected that EAs’ reliance
on the IAF through using work already performed by the function (INFO WAP) and by
using the internal auditors to provide direct assistance (INFO DIA), will cause a reduction
in the external audit hours and therefore, would reduce the audit fees. It predicts that the
relationship between reliance and reduction in audit fees is mediated by a reduction in audit
hours. Hypothesis 1 of Model B states that “There is a positive association between
information about the extent of EAs’ reliance on the IAF and EAs’ judgements concerning
reduction in external audit work hours that in turn will positively associate with the
decision of reducing external audit fees”. Two sub-hypotheses were developed in order to
examine these scenarios. The first sub-hypothesis (H1a) predicts a mediating effect of
Judgement RAH on the relationship between INFO WAP and Decision RAF. Similarly,
the second sub hypothesis (H1b) expects that Judgement RAH is mediating the relationship
between INFO DIA and Decision RAF. The results in Table 6.15 indicate that the direct
paths, INFO WAP→RAF and INFO DIA→RAF, were not significant which suggests that
the two types of EAs’ reliance on the IAF do not cause any direct reduction in the external
audit fees. On the other hand, the paths, INFO WAP→RAH, INFO DIA→RAH, and
Judgement RAH→Decision RAF were supported, as the results show positive paths
coefficients, β = 0.446 that is significant at P < 0.01, β = 0.207 that is significant at P <
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0.10, and β = 0.560 that is significant at P < 0.01, respectively. Consequently, it can be
concluded that the two types of reliance that EAs place on the IAF directly contributes to
the reduction in external audit work hours. This section represents a preparation for testing
H1a and H1b that are related to the mediating role of Judgement RAH. However, detailed
information on this regard is reported in the subsequent section.
Table 6.15: Path Coefficients and their Significances (Model B)
Path
INFO DIA →Decision RAF
INFO DIA →Judgement RAH
INFO WAP →Decision RAF
INFO WAP →Judgement RAH
Judgement RAH →Decision RAF

Path coefficient (β)
0.115
0.207
0.174
0.446
0.560
Source: Author

T- Value
1.053
1.826*
1.371
4.247***
6.696***

P-Values
0.292
0.068
0.170
0.000
0.000

Note: Critical t-values for a two-tailed test are: 1.65* (Sig at P < 0.10), 1.96** (Sig at P < 0.05), and 2.57*** (Sig at P <
0.01).

6.4.2.3 Testing the Mediation Role of Reduction in Audit Hours
Mediating effects occurs when a construct (e.g. X2) intercedes the relationship among two
constructs (e.g. X1 and X3), where its influence can be either consistent or opposite to the
direction of the simple direct relationship (Eberl, 2010; Hair, et al., 2017). Particularly, Hair
et al. (2017, p.212) describe the mediation role of a construct as “a change in the exogenous
construct causes a change in the mediator variable, which, in turn, results in a change in the
endogenous construct in the PLS path model. Thereby, a mediator variable governs the
relationship between two constructs”. However, a strong theoretical underpinning is
required in order to test for a meaningful mediation role of a particular variable (Hair, et al.,
2017). In the current study, ISA 610 (Revised 2013) and previous studies theoretically
support the mediation role of reduction in audit work hours in transferring the impact of
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EAs’ reliance on the IAF to the audit fees (Felix, et al., 2001; IFAC, 2013). According to
Hair et al. (2017), after ensuring the reliability and validity of the constructs of the
measurement model, the analysis of mediating effects in PLS-SEM should begin with an
examination of the significance of the indirect impact of the independent latent variable on
the dependent latent variable via the mediator latent variable. This examination ascertains
from the beginning if a mediating effect exists or not. Subsequently, the direct impact of the
independent latent variable on the dependent latent variable, without the presence of the
mediator effect, is examined in order to determine the type of the mediator (Nitzl, et al.,
2016). As long as this study uses SmartPLS to undertake the PLS-SEM analysis, the direct
and indirect effects are generated by applying the bootstrapping procedures, rather than the
commonly used Sobel test of mediation (Hair, et al., 2017). Table 6.16 indicates a
significant indirect effect of INFO WAP on the Decision RAF via Judgement RAH with β
= 0.250 that is significant at P<0.01, which indicates an existence of mediating role of
Judgement RAH and therefore supports H1a. Besides, H1b was also supported by the
indirect effect of INFO DIA on the Decision RAF via Judgement RAH was significant at
P<0.10, β = 0.250, which implies that Judgement RAH mediates this relationship as well.
On the other hand, the direct effect of INFO WAP and INFO DIA on Decision RAF were
already examined in the previous sections, and it was identified that they were not
significant (see Table 6.15). Given that the direct effect of independent on dependent is not
significant and the indirect effect, on the other hand, is significant, according to Hair et al.
(2017), these results indicate the existence of “indirect-only mediation” that fully mediates
the relationship between the underlying two constructs (i.e. independent and dependent).
Consequently, it can be argued that EAs’ reliance on the IAF indirectly reduces external
audit fees through reducing the external audit work hours. Another major element is to
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inspect the total effect information that is shown in Table 6.16, in order to determine how
strongly each type of EAs’ reliance on the IAF (i.e. INFO WAP and INFO DIA) influences
Decision RAF, via the mediating of Judgement RAH (Hair, et al., 2017). The inspection
revealed that INFO WAP has the strongest total effect on RAF (β = 0.423, P<0.1), as
compared to the INFO DIA (β = 0.231, P<0.05).
Table 6.16: Indirect and Total Effect on Decision Construct (Model B)
Indirect Effect

INFO DIA →Decision RAF
INFO WAP →Decision RAF

INFO DIA →Decision RAF
INFO WAP →Decision RAF

Path coefficient (β)
0.116
0.250
Total Effect
Path coefficient (β)
0.231
0.423
Source: Author

STDEV
0.064
0.076

STDEV
0.114
0.118

T-Value
1.813*
3.301***

P
Values
0.070
0.001

T-Value
2.029**
3.579***

P
Values
0.043
0.000

Note: Critical t-values for a two-tailed test are: 1.65* (Sig at P < 0.10), 1.96** (Sig at P < 0.05), and 2.58*** (Sig at P <
0.01).

6.4.2.4 Amount of Variance Explained in Endogenous Constructs of Model B
(R2)
The coefficient of Determination (R2) value is employed to examine the predictive power
(i.e. in-sample predictive power) of the model. In addition, R2 measures the amount of
variance that the independent latent variables explain in the dependent latent variables
within the model (Vinzi, et al., 2010). As mentioned earlier, R2 value ranges from 0.00 to
1.00 in which a higher value indicates a higher level of predictive power (Hair, et al., 2017;
Chin, 1998). The same rule of thumb proposed by Hair et al. (2017) that is used in
evaluating Model A is also used in this Section. This rule indicates that R2 values of 0.75,
0.50 and 0.25 are classified as substantial, moderate, and weak, respectively. In Model B of
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the current study, there were two endogenous constructs, Judgement RAH and Decision
RAF. The highest value of R square was for Decision RAF construct (R2 = 0.585) and the
lowest was for the Judgement RAH construct (R2 = 0.396). These results indicate that
Model B explains a moderate amount of variation in the endogenous constructs, and
therefore has an acceptable predictive power.
6.4.2.5 Assessing the Predictive Relevance of the Path Model B
While R2 was used in the previous section to evaluate the predictive power of the model, it
is inappropriate to rely on R2 as a sole indicator for an effective model. In this regard, it has
been suggested to evaluate the predictive relevance (out-of-sample predictive power) of the
model as well (Hair, et al., 2017), which will imply that the model can accurately predict
the data that was not used in the structural estimations. To measure this concern, Stone
Geisser's measure (Q2 value) is often employed (Geisser, 1974; Stone, 1974). The value of
this measure refers to the extent to which the independent latent variables in the path model
are relevant to predict and explain the variance in the dependent latent variables. Hence, the
Q2 value can only be used for reflective and single item endogenous constructs. As stated
earlier, while evaluating Model A of this study, SmartPLS computes Q2 value by applying
the “Blindfolding” procedures, based on cross-validated redundancy approach (Hair, et al.,
2017). Q2 should be higher than zero for all of the reflective and single item endogenous
constructs (Hair, et al., 2017). In this study, the result of the “Blindfolding” technique
indicates Q2 values of 0.377 for Judgement RAH construct and 0.555 for Decision RAF
construct. These results offer empirical evidence that the model is relevant in predicting the
endogenous constructs.

231

6.5 Conclusion
The primary focus of this chapter was on measurement and structural evaluations of the
study’s conceptual models. In the process, SEM-PLS techniques were employed by using
SmartPLS software. The results of testing the Measurement Models A and B were
satisfactory and indicated that the Models meet the requirements of internal consistency
reliability, discriminant and convergent validity, and other quality criteria, which in turn
permits the progress to the next step - the structural evaluation of the study models. This
evaluation is intended to test the hypotheses proposed by each of the conceptual models.
The results of testing hypotheses are reported with the significance levels and all statistics
are needed to justify the confirmation or rejection of the hypothesised relationships among
the constructs.
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Chapter 7 Discussion and Conclusion
7.1 Introduction
The preceding chapter presented the procedures and the results of the measurement and
structural evaluations of the two conceptual models of this study. As previously stated, the
primary objective of Conceptual Model A was to empirically examine the influence of
culture dimensions of EAs on their judgements and decisions, related to the process of
reliance on the IAF. The Conceptual Model B aimed at examining the mediating role of
EAs judgements, concerning the extent of reduction in external audit work hours within the
relationship between their reliance on the IAF and the decision to reduce external audit
fees. According to the findings in the Chapter Six, this chapter discusses the possible
explanations for the results generated by testing the pathways (i.e. hypotheses) of the two
conceptual models. Also, it presents the conclusion of the study. Beyond this introductory
section, Section 6.2 provides a detailed discussion of the results generated by testing
Conceptual Model A. Section 6.3 discusses the results of the structural evaluation of the
Conceptual Model B. Finally, Section 6.4 presents the study conclusion, contributions,
practical implications, limitations and suggestions for future research.
7.2 Discussing the Results of Testing Conceptual Model A
This section aims to answer the study questions (Q1, Q2, Q3 and Q4) and therefore achieve
its objectives that relate to the influences of culture and revision of ISA 315 on the EAs
reliance on the IAF of clients. In the process of examining these influences, eight
hypotheses (H1 – H8b) were developed in Chapter 3 based on Conceptual Model A and
tested in the previous chapter using SEM-PLS techniques. This final stage presents a
detailed discussion of the results and possible explanations for generating these results. The
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discussion is organised on the sub-pathways of the Throughput Model that conceptualised
the culture influence through its influence upon the EAs judgements and decisions
throughout the reliance process on the IAF.
7.2.1

The Influence of Power Distance on External Auditors’ Judgements (P J)

The results of the structural evaluation of Conceptual Model A supports the fact that the
high power distance in Jordan has an inverse association with EAs judgements concerning
the extent to which the IAF of clients meets the reliance requirements proposed by ISA 610
(Revised 2013). To the best of the researcher’s knowledge, this relationship, which was
proposed by H1, has never been examined before. However, this negative association can
be explained in the light of the high power distance influence on the key elements of the
signalling theory (i.e. signaller, signals, and receiver) as employed in this study. As stated
earlier, according to the signalling theory, EAs (receiver) formulate their judgements about
the quality of the IAF (signaller) according to the quality factors proposed by the revised
ISA 610 (signals). In terms of signaller (the IAF), Alzeban (2015) identified that the IAFs
of organisations that operate in high power distance culture are of a low-quality. Likewise,
Sarens & Abdolmohammadi (2009) revealed that a low extent of uniformity of the IAF
practice is more common in jurisdictions characterised by a high level of power distance.
Moreover, Chan, et al. (2003) indicated that less competent personnel are largely found in
high power distance entities. As evident, Jordan scores high on power distance dimension
(Askary, 2006; Hofstede, 2001; Sabri, 2015), and it is anticipated that the IAF will exhibit a
low level of quality and uniformity in practice. Therefore, EAs judgements concerning the
extent of IAF meeting the requirements of ISA 610 (Revised, 2013) can be understood as
being negatively associated with the level of power distance. The situation of IAFs of
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organisations as being low quality in high power distance countries can be explained by the
centralisation of hiring decisions to high authority employees. In other words, this authority
and centralisation of the decision may be used in a manner that results in employing less
competent staff to carry out the internal audit activities. For instance, the intervention of
“wasta”6 and the authority in Jordan may interact and lead the hiring decision to be taken
upon criteria, which are distant from the quality and professionalism requirements (Ali, et
al., 2013).
Moreover, the negative association between power distance and EAs’ judgements regarding
the degree to which the IAFs of clients can be relied upon in accordance with ISA 610
(Revised 2013) can be explained by attracting the influence of the high power distance
culture upon the way in which EAs communicate with the IAF in order to receive signals
about objectivity of the IAF, competence of the IAF, the IAF application of a systematic
and disciplined approach, including quality control, and the adequacy of the IAF work for
the purpose of the external audit (requirements of ISA 610 (Revised 2013)). These factors
cannot be evaluated as required by the standard without the existence of effective channels
of communications between EAs and the IAF. These communications cannot go smoothly
as they are subject to high level of hindrances in jurisdictions that score high on power
distance dimension as the inequality shapes the basis of the social order (e.g. Jordan in the
current study) (Alkailani, et al., 2012; Hofstede, 1984,2001). These hindrances are the
result of the relatively large distance between members with unequal authority in which
EAs with a low level of authority may have no cultural permission to communicate and
question the IAF staff, who have a high level of authority. The results of this scenario will
6

Loewe et al. (2007, p.3) defined wasta as “favouritism which is based on preferential
treatment of relatives, friends, and neighbours or other acquaintances which is a widespread
pattern of social interaction in many parts of the world”.
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lead to a lack of information on what EAs need to formulate their judgement about the
quality of the IAF (Nolder & Riley, 2014; Patel, et al., 2002; Cowperthwaite, 2010).
Therefore, it can be argued that the availability of the information needed to judge about the
extent to which the IAF meets the requirement on ISA 610 (Revised 2013) is negatively
associated with the level of power distance. This, in turn, will negatively influence the
judgement as EAs will not be able to positively judge the quality of the IAF due to this lack
of information.
Furthermore, in a highly centralised organisation (high level of centralisation is a feature of
the majority of Jordanian organisations) the internal audit department will be expected to
carry out instructions from high levels management in the organisation (Abdullatif &
Kawuq, 2015; Shaban, 2014). Whatever expectations interested parties may have, it can be
argued that, in performing of internal audit, high level management can and has the
authority to intervene in order to make sure that the standards being complied are
satisfactory.
7.2.2

The Influence of Uncertainty Avoidance on External Auditors’ Judgements

(P J)
Hypothesis 3 (H3) proposed a negative association between the uncertainty avoidance
cultural dimension and the EAs judgements concerning the extent to which the IAFs of
clients meet the reliance requirements of ISA 610 (Revised 2013). The results of the
empirical test of the Conceptual Model A support this hypothesis and confirm the adverse
influence of uncertainty avoidance. Generating such results from the Jordanian
environment, which has a strong uncertainty avoidance culture, is logical and
understandable. As imposed high uncertainty avoidance is a highly structured working
235

style, it, in turn, creates the need for detailed rules for EAs to be able to formulate their
judgements. However, in the absence of these detailed rules, EAs tend to produce more
conservative judgements in order to minimise any consequences that they expect to incur as
a result of being uncertain on certain matters (Nolder & Riley, 2014). Bik (2010, p.104)
stated that a “rules based approach can result in compliance-driven auditors that focus on
the form of complying with the rule, rather than on the intention and substance behind the
rules. The pressure can become so severe that auditors fear the risk of not meeting the
auditing standards more than they fear the risk of getting the accounts wrong”. In the
process of formulating a judgement about the extent to which the IAFs meet the
requirements of ISA 610 (Revised 2013), EAs are governed by ISA 610, which is a
principle based standard that does not provide detailed rules (Cowperthwaite, 2010).
Basically, this standard lacks detailed steps that could be followed by EAs when evaluating
the quality of the IAF and by which EAs can ensure their compliance with the standard.
They believe that compliance with auditing standards reduces the threat of formulating
overstated judgements (Whittington & Pany, 2015). This argument explains the logic
behind Hypothesis 3, which is being supported in the current study. In this regard, it can be
argued that EAs are more likely to understate the extent of the IAF quality as required by
the revised ISA 610 (i.e. reliance requirements) in order to avoid threats of consequences
that could result by relying on the IAF since EAs are solely responsible for the whole audit
process and its outcomes (IFAC, 2013). Moreover, the lack of information that results from
operating within the Jordanian high power distance environment may increase the degree of
ambiguity and lead EAs to expect more threats of non-compliance with ISA 610 (Revised
2013) when evaluating and relying on the IAF of clients. This suggests that EAs are less
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likely to judge the IAF, as it meets the reliance requirements proposed by the
aforementioned standards.
Moreover, the result of testing H3 can be supported by the results generated by Sarens &
Abdolmohammadi (2009), which indicated that the professionalism of the IAF is adversely
associated

with

the

uncertainty

avoidance

cultural

dimension.

Furthermore,

Abdolmohammadi (2009) identified a negative relationship between uncertainty avoidance
and the IAF’s use of and compliance with the internal auditing standards (i.e. IIA
Standards). In jurisdictions that score high on uncertainty avoidance, it’s common that
employees work with the same companies until retirement (i.e. lifetime employment)
(Hofstede, 2001). The situation in Jordan is that organisations are unable to end the
employment of Jordanian nationals due to the lack of professionalism, as long as the
employee is not committing a criminal act. This can be seen as a protection resulted from
the close-knit relationships between the employer and the employees. Hence, employees
strongly respect the workplace and exhibit a high level of loyalty to their organisations. In
this situation, the focus is on building a strong relationship with high authority people in
order to maintain this employment status rather than emphasising on the competence and
the work related quality factors. Therefore, it’s more likely to find low-quality IAFs in
Jordanian companies that are then judged by EAs as not meeting the quality requirements
of ISA 610 (Revised 2013).

7.2.3

The Influence of Individualism on External Auditors’ Judgements (P J)

The empirical results of the current study did not support Hypothesis 5 (H5) that states
“Individualism is negatively associated with EAs judgements concerning the extent to
which the IAFs of clients meet the reliance requirements of ISA 610 (Revised 2013)”. In
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fact, the results revealed a positive association, which suggests that, where an
organisation’s level of individualism is not high (i.e. collectivism), it is most likely that
EAs will judge that the quality of the IAF is low and fails to meet ISA 610 (Revised 2013)
requirements. Alzeban (2015) found similar results and came to the conclusion that there is
a positive association between the quality of the IAF and individualism as a cultural
dimensional. It further stated that in countries with collectivist culture, it is less likely for
the organisations to have a high-quality IAF. Likewise, Sarens and Abdolmohammadi
(2010) concluded that there was a positive correlation between individualism and internal
audit’s uniformity of practice; with this uniformity rising as the degree of collectivism falls.
The results of the present study clearly present this relationship in the case of Jordan and
demonstrate that where individualism is low, EAs may pass negative judgement on the
IAF’s quality.
Jordan’s increasing economic problems have not brought about changes in Jordanian
society’s collectivist nature, which means that expectations that economic problems will
reduce individuals’ interdependence are confounded. Hofstede concluded on the basis of
the scores of other Arab countries that in Jordan, a social framework of some strength
remains and that this may be more influenced by tribalism, tradition, and social forces that
have been in place for a very long time rather than by any new kind of affluence. At the
heart of Jordanian culture is respect for the family as the centre of the community. The
family patterns formulate the root of an individuals’ behaviour in the circumstances that
he/she may be encountering (Ali, et al., 2013). Family members depend on each other and
are expected to help other family members before outsiders, no matter what the justice of
the case may be, or what are the relative talents of the people involved (see also, Haniffa &
Hudaib, 2007). These forces make the matter of independence relatively difficult. The IAF
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is no different from any other members of Jordanian society and is expected to deviate from
good professional practice rather than to let down a family member. It is simply not
possible to guarantee professional independence when the IAF is unable to resist social
pressure. Given its collectivity, it can be argued that Jordan’s society does not provide soil
in which fully independent IAF can flourish due to the powerful kinship and friendship ties.
7.2.4

The Influence of Uncertainty Avoidance on External Auditors’ Reliance

Decisions (P D)
The results in Chapter 6 indicated that uncertainty avoidance is negatively associated with
EAs reliance decision on the IAF. This result can be supported by the notion that EAs who
belong to societies that score high on uncertainty avoidance are more conservative in their
decisions and seek to minimise the risk of the consequences of their decisions
(Cowperthwaite, 2010; Nolder & Riley, 2014). Therefore, it can be argued that EAs with
less cultural tolerance for ambiguity reduce their reliance on the IAF to the extent that
makes them certain about the audit quality. This is because that EAs bear the sole
responsibility of the audit process and outcomes. Basically, according to ISA 610 (Revised
2013), they are responsible for all of the audit evidence, including the work of the IAF that
they use and this does not waive any part of their responsibilities (IFAC, 2013).
Furthermore, this adverse association between reliance on the IAF by EAs and uncertainty
avoidance cultural dimension can be explained by the fact that EAs in countries that are
characterised by high uncertainty avoidance need detailed rules in order to be comfortable
in decision making and providing conclusions (Cowperthwaite, 2010). Therefore,
generating such results on the basis of Jordanian data is logical and justified. That is, an
external audit in Jordan is conducted according to ISAs, which are principle-based
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standards except for the details that EAs need to satisfy their cultural requirements in order
to make the reliance decisions (Cowperthwaite, 2010; Hofstede, 2001; Obaidat, 2007).
Moreover, previous studies found the trust level between parties to be negatively impacted
by uncertainty avoidance cultural dimension (Elo, 2003; Nolder & Riley, 2014). These
findings may support the results of this study, that is, when the trust level between EAs and
the IAF is at a low level due to the high level of uncertainty avoidance, it is expected that
the reliance and cooperation between the two functions will be low as well.
Accordingly, these results answer part of the study’s Question Number 2 and provide
empirical evidence that supports the following sub-hypotheses:
H4a: “Uncertainty avoidance is negatively associated with EAs decisions to rely on the
IAFs of clients by using work already performed by the functions”.
H4b:“Uncertainty avoidance is negatively associated with EAs decisions to rely on the
IAFs of clients by using internal auditors to provide direct assistance”.
Hence, the empirical results of testing Model A of the current study revealed that the
influence predicted by H4a was stronger than the other expected by H4b. This result can be
explained by the following scenario: ambiguity and therefore, the threat of risky reliance
increases when EAs use work already performed by the IAF. That is, the work is conducted
in the absence of EAs and details about the work may be unavailable while the prevailing
culture required detailed information. Consequently, EAs may consider the reliance on
work already performed by the IAF to be more risky due to the absence of the detailed
information. In contrast, internal auditors provide direct assistance to EAs under reviews
and supervisions, which in turn may reduce the ambiguity about the quality of the IAF
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work. This reduction may also result in EAs being relatively more comfortable to rely on
the IAF in this manner.
7.2.5

The Influence of Power Distance on External Auditors’ Reliance Decisions

(P D)
The empirical results did not support Hypothesis 2 (H2), regarding the negative influence
of power distance on EAs decision to rely on the IAF. This is because the paths
representing the relationships of H2a and H2b were not significant. However, the results of
testing Conceptual Model (A) revealed a significant total effect of power distance on EAs’
reliance decision via their judgement. That is, the evaluation process of the quality of the
IAF as required by ISA 610 (Revised 2013) is negatively influenced by this cultural
hallmark. This influence was predicted by Hypothesis 1 (H1) and supported by the
empirical results, as previously explained in this chapter. Subsequently, this influence is
transferred to the decision stage to impact the extent of reliance that members of audit
engagement would recommend for placement. This relationship can be understood by using
the lens of Throughput Model that clarifies how perception influences the judgement stage,
which then collectively impacts the decision choice (Foss & Rodgers, 2011; Rodgers, 2006;
Rodgers, et al., 2017). Basically, according to the rule based pathway of the model
(P→J→D), EAs analyse and evaluate to judge the quality of the IAF and subsequently
make the reliance decision considering the nature and extent of such reliance. Moreover,
the results of the structural evaluation of Model A revealed that the negative total effect of
power distance on EAs’ reliance decision to use work already performed by the IAF is
stronger than the influence on the decision to use internal auditors of the client as direct
assistants. A possible explanation for this result is that when internal auditors provide the
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direct assistance they must have permissions from the high management due to the high
power distance culture (Hofstede, 2001). This permission may give EAs authority to direct
internal auditors in the manner they prefer. Through this approach, EAs may feel more
comfortable to place reliance in this setting, as they will supervise and review the assigned
work. In contrast, EAs may be less comfortable to rely on work already performed by
internal auditors since the higher power distance could be a barrier to effectively evaluate
the work before the reliance takes place.
7.2.6

The Influence of Individualism on External Auditors’ Reliance Decisions

(P D)
Hypothesis 6 and its sub-hypotheses H6a and H6b were formulated to facilitate examining
the association between individualism and reliance decision on the IAF by EAs. These
hypotheses expect negative association among these constructs. The empirical results did
not support these hypotheses and rather it suggested the existence of a significant positive
association. In other words, a positive association has been identified between
individualism and EAs’ reliance decision on the IAF, either by using already performed
work or by using internal auditors as direct assistants. This result indicates an adverse
impact of collectivism on the reliance decisions of EAs. In fact, generating such results
from Jordan was unexpected on the basis of the assumption that members of society in
collectivist culture are closer knit and excessive cooperation is anticipated (Hofstede,
2001). However, the highly important element of social recognition in collectivism can
explain this negative association. According to Nayeem (2012, p.47), “Social recognition
and status are very important to collectivists, and they are keen to establish their superiority
at the familial, societal or national level”. In this regard, providing a high-quality service to
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the customers is considered to be associated with status and social recognition (Phau, et al.,
2009). Hence, internal auditors are employees, who are perceived to be an advocate for the
company management, which may influence the EAs position of independence in case they
rely on them in obtaining audit evidence (Ahlawat & Lowe, 2004; Bame-Aldred, et al.,
2013; Hajiha & Rafiee, 2011). Accordingly, EAs are more likely to lessen their reliance on
the IAF in order to protect their independence image due to the status and social
recognition they seek. Another major element that could explain the negative relationship
between reliance decision of EAs and collectivism, as revealed by the structural evaluation
of Conceptual Model A, is that the IAF has been found to be at a lower quality in
collectivism countries (Alzeban, 2015). Therefore, it can be comprehended that
collectivists’ EAs place a lower extent of reliance on the IAF since the function does not
meet the quality requirements proposed by ISA 610 (Revised 2013).
7.2.7

The influence of Information on External Auditors’ Judgements (I J)

The empirical results of this study support the Seventh Hypothesis (H7) that states
“Effectiveness of coordination between EAs and the IAF is positively associated with EAs’
judgements concerning the extent to which the IAFs of clients meet the reliance
requirements of ISA 610 (Revised 2013)”. As indicated in Chapter 6, the path that
represents this relationship was significant. In fact, the effectiveness of coordination in this
hypothesis is the result of applying ISA 315 (Revised 2013). Consequently, the result of
testing H7 suggests that the reliance on the IAF related revision that is implemented on ISA
315 contributes to the issue of the IAF being positively judged by EAs as it meets the
reliance requirement of ISA 610 (Revised 2013). This, in turn, may enhance the reliance
process and increase its extent. Hence, the related revision made on ISA 315 requires EAs
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to communicate and utilise the knowledge and understanding of the IAF of the company, in
order to establish an environment in which the evaluations of the IAF that are required by
ISA 610 (Revised) can effectively proceed in case the EAs are willing to place reliance on
the IAF (IAASB, 2013). In fact, the literature review indicates that until now no study has
been conducted to investigate this relationship. This is probably because the revision was
recently made in 2013 and researchers could have just begun to examine this issue. This
result is consistent with the study of Al-Twaijry et al. (2004), who found that the level of
cooperation between EAs and the IAF is dependent upon the quality level of the IAF.
Similarly, in the current study, as the effectiveness of coordination increases, the IAF is
more likely to be judged as having the required level of quality. Therefore, the level of
cooperation will increase (e.g., EAs’ reliance on the IAF). Moreover, based on the results
of testing H7, it can be argued that applying the revised ISA 315 enhances the
communications between EAs and the IAF and help reach the effective coordination
required by the standards, which will not be possible without the existence of effective
communication channels. This argument is supported by Paino et al. (2015) who concluded
that communication barriers adversely influence the reliance of EAs on the IAF.
Furthermore, the indirect effect of the effectiveness of coordination construct on the
decisions of EAs to rely on the IAF was significant. This implies that the positive impact on
EAs’ judgements is transferred to EAs decisions. Therefore, it can be argued that EAs’
effectiveness of coordination with the IAF positively influences their reliance decision, via
their judgement regarding the quality of the IAF. This relationship is supported by the
analytical pathway of the Throughput Model (I→J→D) which as stated in Chapter 3
provides the theoretical explanation for the interaction between the three constructs.
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7.2.8

The Influence of External Auditors’ Judgements on their Reliance Decisions

(J D)
The Eighth Hypothesis (H8) predicted a positive association between EAs’ judgements
concerning the extent to which the IAF meets the requirements of ISA 610 (Revised 2013)
and EAs’ decisions to rely on the IAF. Since the revisions made on ISA 610 introduced a
new type of reliance, this hypothesis consisted of two sub-hypotheses. H8a related to
reliance on work already performed by the IAF. While H8b related to reliance by using
internal auditors to provide direct assistance. The empirical test of Conceptual Model A
supports H8a and H8b and confirms the positive impact of the IAF’s quality on the reliance
decision (H8), which was revealed by all the related past studies (e.g., Bame-Aldred, et al.,
2013; Brody, 2012; Felix, et al., 1998; Felix, et al., 2001; Gramling & Vandervelde, 2006;
Krishnamoorthy, 2002; Suwaidan & Qasim, 2010; Zain, et al., 2015). This support is
provided on the basis of Jordan’s context. What distinguishes the examination of this
relationship in the present study from all of the previous studies is that the previous studies
evaluated the IAF on the basis of factors proposed by the pre-revision ISA 610. However,
this study considered all the revisions made on the evaluation criteria. In other words, the
EAs’ evaluation of the IAF’s application of a systematic and disciplined approach was
taken into consideration in the formulation of judgement about the reliance requirements.
Additionally, EAs’ assessment of the adequacy of the IAF’s work for the purpose of the
external audit was considered as a determinant for the reliance decision as required by the
standard. In the process, this study enriches the literature and provides empirical evidence
on the nature of the impact of the new quality factors that were introduced by the revision.
Moreover, based on H8b, this study examined the relationship between EAs’ judgements
concerning the extent to which the IAF meets the requirement of ISA 610 (Revised 2013)
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and the reliance decision by using internal auditors as direct assistants, which has been not
examined before. However, the present study provides empirical evidence that all of the
factors and their indicators proposed by ISA 610 (Revised 2013) are considered by EAs in
the evaluation of the IAF and influences their decisions to rely on the IAF. This evidence is
based on the measurement evaluation of the Conceptual Model A as the results indicated
that all the factors were properly loaded in the judgement construct. In this regard, the
factors of the revised ISA 610 are the IAF’s objectivity, competence, application of a
systematic and disciplined approach, and the adequacy of its work for the purpose of an
external audit. It is worth indicating that the use of Signalling Theory facilitated the
measurement of EAs’ judgements concerning the quality of the IAF in a setting that takes
into account the entire requirements of ISA 610 (Revised 2013). Furthermore, the
employment of the Throughput Model enabled the tracing of the influence of EAs’
judgements upon their decisions and arrived at the conclusion that EAs’ evaluation
judgments of the IAF are determinants of the reliance decisions.
7.3 Discussing the Results of Testing the Conceptual Model B
The objective of Conceptual Model B was to examine the influence of the reliance on the
IAF by EAs on external audit fees in its natural sequence and occurrence reality.
Hypothesis 1 (H1) was formulated to facilitate the examination of the mediating role of
external audit work hours in transferring the influence of reliance on the IAF to the external
audit fees. This hypothesis resulted in two sub-hypotheses (H1a and H1b) in order to
examine the relationship along with the two types of reliance. The results of the structural
evaluation of this Model provide empirical evidence of the mediating role of external audit
work hours in this relationship and therefore support H1a and H1b. In other words, the
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reliance of EAs on the IAF decreases the work hours needed to accomplish the external
audit, which in turn reduces the external audit fees. In this regard, the confirmation of H1 of
Conceptual Model B provides support to the notion that audit fees are proxy for the
external audit work hours and efforts (Bame-Aldred, et al., 2013; Gramling, et al., 2004;
Lee & Park, 2016). Also, these results support the previous studies that found EAs’ reliance
on the IAF reduces the external audit fees (e.g., Felix, et al., 2001; Prawitt, et al., 2011;
Zain, et al., 2015). Simultaneously, the results of testing H1 do not support the findings of
Suwaidan & Qasim (2010). They found that the IAF contributes to the external audit work
by nearly 10 percent, but this contribution has no impact on the external audit fees based on
the sample of Jordanian EAs. Hence, the present study and the study of Suwaidan & Qasim
(2010) were conducted in the same business environment (i.e. Jordan) but revealed
different results. In this regard, there are a number of differences between the two studies
that might have led to the generation of dissimilar results. First, the study of Suwaidan &
Qasim (2010) was based on pre-revision ISA 610, as well as, prior to the linkage of ISA
315 to the reliance process on the IAF. These revisions, which were reflected in the data
collection instrument of the current study, may have enhanced the extent of reliance placed
by EAs on the IAF to the degree that impacts the external audit fees. Second, Suwaidan &
Qasim (2010) examined the direct relationship between reliance on the IAF by EAs and
external audit fees. The present study, on the other hand, has examined the underlying
relationship based on its occurrence in reality. In other words, the influence of EAs’
reliance on external audit fees was indirectly investigated via the influence of reliance on
work hours of the external audit. However, the result of examining the direct relationship
between EAs’ reliance and external audit fees in the current study was consistent with
Suwaidan & Qasim (2010) since the coefficients for the direct paths representing the
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relationship were not significant. This implies reliance of EAs on the IAF reduces the
external audit work hours, which in turn causes a reduction in external audit fees. Finally,
the study of Suwaidan & Qasim (2010) was conducted at the time when EAs were not
allowed by ISA 610 to use internal auditors as direct assistants and the reliance of EAs was
limited to the use of work already performed by the IAF. Accordingly, this new option of
reliance may contribute to the differences in the results of the two studies. In this regard,
the results of analysing the Analytical Pathway (I→J→D) revealed that the reliance on
work already performed by the IAF contributes to more reduction in external audit fees, as
compared to reliance by using internal auditors for providing direct assistance. This could
be a consequence of the fact that EAs place more reliance on work already performed by
the IAF due to the time limitations that may prevent internal auditors from providing
sufficient direct assistances (Wood, 2004).
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7.4 Conclusion
This study provides empirical evidence on the following elements:
(1) The way in which EAs’ judgements and decisions related to reliance on the IAF, in
accordance with ISA 610 (Revised 2013), can be affected by the cultural dimensions of
avoidance of uncertainty; individualism versus collectivism; and power distance.
(2) The influence of the revisions made on ISA 315 on the EAs’ judgements concerning the
IAF’s quality.
(3) The influence of EAs’ judgements concerning the IAF’s quality as required by the
revised ISA 610 on their decisions to rely on the function.
(4) The influence of reliance on the IAF by EAs upon the external audit fees in its natural
sequence and occurrence reality.
Two conceptual models were developed on the basis of Signalling Theory and the
Throughput Model to theoretically underpin the study and facilitate the process of
achieving its objectives. In addition, the study makes use of Hofstede’s theoretical
framework to operationalise the cultural dimensions. According to the Conceptual Model
A, eight hypotheses were developed and subsequently tested using the SEM-PLS
techniques. The results show a negative association between power distance and EAs’
judgements regarding the extent to which the IAF of clients meets the requirement of ISA
610 (Revised 2013). Particularly, the higher the power distance, the lower will be the
quality of internal audit as judged by EAs (and vice versa). Therefore, less reliance will be
placed by EAs. A negative association was also found between avoidance of uncertainty
and EAs’ judgements and decisions that related to reliance on the IAF in accordance with
249

ISA 610 (Revised 2013). This confirms that evaluation and reliance of EAs on the IAF will
be lower when avoidance of uncertainty is high. A positive association was found between
individualism and EAs’ judgements about the quality of the IAF, as well as, with their
decision to rely on the function suggesting that external and internal auditors’
professionalism as individuals had a strong influence on reliance process. Where internal
auditors act as individuals, rather than as collectivists, they are more likely to seek
improvement in professional practice, as personal promotion becomes more likely in that
case.
The history of Jordan is one of close tribal relationships in the context of an all-embracing
traditional structure and a doctrine that runs through every aspect of life (Ali, et al., 2013;
Muhammad, 1999). Like other similar countries, employment in Jordan is still perceived
more from social factors than from factors that deal with the work itself (Ali, et al., 2013).
This may make the IAF’s responsibility much more challenging to discharge in a way that
allows comprehensive utilisation by EAs. Jordanians also prefer to avoid conflict and
understand what can happen in such a structured, hierarchical society, when someone
decides to go against what is generally expected (Hofstede, 2001). Therefore, there is an
amalgamation of varied cultural inclinations for creating an environment in which the IAF
is not utilised by EAs to the extent that makes it a determinant of external audit fees.
Another major element indicated by the structural evaluation of the Conceptual Model A is
the positive influence of effectiveness of coordination between EAs and the IAF on EAs’
judgement regarding the quality of the IAF, which in turn has a positive influence on the
reliance decision. This effective coordination is the result of applying the revisions made on
ISA 315, which implies that they have contributed in enhancing the reliance process by
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EAs on the IAF of clients. Moreover, the current study confirmed the positive relationship
between the quality of the IAF and the reliance of EAs that was revealed by the previous
studies, however, this time taking into consideration the revised ISA 610. Also, this
positive influence was pointed out on the two types of reliance.
On the other hand, testing of the Conceptual Model B revealed that EAs reliance on the
IAF contributes to a reduction in external audit fees and this reduction is completely caused
by the reduction that occurred in work hours of the external audit due to the reliance placed
on the IAF. This result was inconsistent with the results generated from Jordan by
Suwaidan & Qasim (2010), who found the relationship to be not significant. In this regard,
the possible explanations have been provided for this inconsistency. The current study has
followed the suggestion of Namazi & Namazi (2016) regarding the preference of studying
the relationships in their natural sequences and reality in order to add more credibility to the
generated results. Therefore, the Analytical Pathway of the Throughput Model was
employed to visualise the natural sequence of the influence of EAs reliance on the IAF
upon the external audit fees, and thereby facilitate the statistical testing process.
7.4.1

Theoretical Contributions

With the aim of advancing the literature of EAs’ reliance on the IAF, this study has
developed two testable conceptual models. The Conceptual Model A was developed on the
basis of Signalling Theory embedded in the Throughput Model and tested within the
context of Jordan. This model helps in visualising the reliance process of EAs on the IAF
and facilitates tracing of different factors that may influence the nature and extent of the
reliance. By testing the Conceptual Model A, the following theoretical contributions are
introduced. Firstly, the result revealed by testing this model enriches the literature by
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providing empirical evidence on the influence of three of Hofstede’s cultural dimensions on
the EAs’ judgements and decisions related to the evaluations of and reliance on the IAF in
accordance with ISA 610 (Revised 2013). By providing this empirical evidence, this study
fills the gap in the literature and responds to the call of Bame-Aldred et al. (2013), who
highlighted the need for examining the influence of culture upon the reliance process of
EAs on the IAF. Secondly, the present study has demonstrated the nature of the impact of
the revisions made on ISA 315 upon the EAs’ judgements concerning the quality of the
IAF, and therefore on the reliance decisions. To the best of the researcher’s knowledge, this
relationship has not been examined before, and, hence, the current study advances the
literature in this regard. Thirdly, an update is added to literature by investigating the EAs’
evaluation of the IAF, as well as, the reliance decisions based on the criteria proposed by
ISA 610 (Revised 2013). This is because the literature review indicated that no study has
considered the revisions made on the related auditing standards. Particularly, this study
introduces evidence about the EAs’ inclusion of the new quality factor (i.e. the IAF’s
application of a systematic and disciplined approach) in their evaluation of the IAF for the
reliance purpose. Fourthly, this study demonstrates how EAs incorporate their evaluations
of the adequacy of the IAF’s work for the purpose of an external audit into their judgements
regarding the extent to which the IAF meets the reliance requirement of ISA 610 (Revised
2013).
On the other hand, Conceptual Model B was developed on the basis of the Analytical
Pathway of the Throughput Model. This Model is able to clarify the natural sequence by
which each type of reliance placed by EAs on the IAF reduces the external audit fees. By
testing Model B, this study provides the literature with empirical clarification of the
mediating role of reduction in external audit work hours within the relationship between
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reliance on the IAF and external audit fees. This provides insight into the phenomenon
according to its reality, as well as, contributes to establish strong theoretical underpinning
and therefore, generate more accurate results (Namazi & Namazi, 2016).
7.4.2

Methodological Contributions

This study has added several contributions to the body of knowledge in terms of
methodology. First, this study introduces conceptual models that are developed on the basis
of tested and widely used theory and model (i.e. Signalling Theory and the Throughput
Model) and is subsequently tested using strong and efficient statistical methods. SEM-PLS
techniques were employed to evaluate the conceptual models and therefore test the related
hypotheses. In the light of employing these techniques, the measurements of the constructs,
related to the process of EAs’ reliance on the IAF, are simultaneously evaluated with the
proposed relationships. This provides a thorough approach that is capable of explaining
different stages of the reliance process and how it is influenced by the cultural dimensions,
as well as, the way by which reliance on the IAF reduces the external audit fees. Second,
this study introduces an updated measurements instrument that has been tested for its
reliability and validity to evaluate the quality of the IAF in accordance with ISA 610
(Revised 2013). Hence, the measurements of the IAF’s quality used in the previous studies
were based on the pre-revision standards. Third, this study brings in a tested second order
construct to measure the overall judgements of EAs regarding the extent to which the IAF
meets the reliance requirements of ISA 610 (Revised 2013). This construct combines the
EAs’ evaluation of the IAF’s competence, objectivity, application of a systematic and
disciplined approach, and the adequacy of the function work for the purposes of the
external audit. This combination can enhance the methodological manner of the EAs’
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reliance studies in terms of examining how EAs evaluate the quality of the IAF for the
purpose of relying on its work and assistance, in a setting that tested for its internal
consistency reliability, discriminant validity, and convergent validity. Lastly, this study
takes the advantage of mediation approach analysis to examine the influence of reliance on
the IAF by EAs upon the external audit fees in its reality of occurrence. In the process, it
provides empirical evidence about the use of this robust methodological technique in
examining issues related to EAs reliance on the IAF.
7.4.3

Practical Implications

This study may be of interest to different parties, such as the setters of the ISAs, who would
be aware of how national culture influences the application of ISA 610 (Revised 2013)
when EAs rely on the work or assistance of the IAF. This study provides evidence in this
regard from Jordan, where the culture differs from other countries and from where this
standard originated. Therefore, this study may help the standards’ setters to acquire
feedback regarding the influence of culture on judgements and decisions of EAs that are
built upon the aforementioned standard, which in turn would assist them in setting future
standards. Additionally, this study introduces information about the nature of the impact on
the reliance process by the latest revisions made on ISA 315 that could help the interested
parties in tracking the usefulness of these revisions. Moreover, the current study may also
support auditees in perceiving how EAs evaluate the quality of their IAF, as well as the
nature of the relationship between the extent of reliance and level of quality. Auditees may
also be made aware of the nature and extent of the reliance that EAs place on their IAF, and
how such reliance can be impacted by the prevailing cultural dimensions. Furthermore,
internal auditors may be able to trace the sub-processes of the EAs’ reliance decision in
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order to identify and overcome any obstacles, thereby encouraging more reliance. Finally,
EAs who provide the audit services on an international base would be aware of how the
reliance decision is being made in Jordan and countries with similar culture, which
consequently can assist in identifying the obstacles that they could encounter when they
plan to rely on the IAF.
7.4.4

Limitations and Future Researches

This study discusses EAs’ reliance on the IAF in Jordan, and it should be considered to
what extent its results may be generalised beyond that country’s borders. It is true that
Jordan forms part of the Arab World and is a developing country. However, we should not
lose sight of the fact that Jordan is not one of those Arab countries that have earned a lot of
wealth through their oil deposits. While there are aspects of Jordanian culture that are very
similar to what is found in other Arab countries, Jordan cannot really be seen as
representing the totality, either for Arab countries or for developing nations.
There is also the question of how similar Jordan may be to developed countries. The
likelihood is that few similarities could be shown, as the way the Western world is
structured and their traditions are not remotely similar to Jordanian traditions, or to the
society that those traditions nurture. Therefore, future research can test the conceptual
models of the current study and provide evidence from the context of other developing and
developed countries since the auditing standards governing the reliance process are
internationally applicable.
The research uses quantitative and cross-sectional methods for data collection from one set
of respondents, at one particular time, in Jordan, based on self-reporting surveys. Thus, this
might introduce a common method bias. Even though the questionnaires are based on
255

robust theoretical literature and were cautiously dispersed to EAs, using a wholly
quantitative method is limiting to the ability of having an in-depth view of the subject
matter under investigation, which is usually found in qualitative research. Therefore, this
research methodology is justified as it is based on the efforts of one researcher, this was
subject to constraints by available resources in terms of expense and time. Even though the
research questions have been responded to and the objectives of the study achieved, these
resource limitations need to be recognised. Furthermore, the original version of the
questionnaire was originated in the English language and then translated into Arabic
language which is the first language of the targeted population. Translating the
questionnaire into Arabic language may affect the meaning of the questions that the
researcher intended to ask and therefore impact the responses to those questions. This in
turn may influence the quality of the collected data and the generated results. In this regard,
it is extremely common for a word in certain language to have an equivalent in another
language in terms of being from the same root, but these two words may cover different
areas of meaning in each language due to the differences in culture and traditions. Also,
sometime, a single word in a particular language cannot be translated into an equivalent
single word in the targeted language; it needs to be translated into a sentence in order to get
the same meaning (Saunders, et al., 2012). This study employed the back translation
technique to overcome the above limitations and ensure that the source questions are
rendered in an equivalent meaning in Arabic. Back translation technique is discussed in
details in Chapter 4. Thus, further research might use added, more elaborative methods and
numerous methodologies to triangulate the study’s findings, as well as to understand deeply
the influence of culture on the EA and IAF relationship.
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Moreover, the findings of this study are based on a response sample size of 167. Even
though the PLS-SEM can handle a smaller sample size and provide valid results, there is
less reliability in testing the relationship of multiple latent variables than by using
covariance-based structural equation modelling (SEM). Using PLS-SEM itself presents
limitations. PLS-SEM can impose that multidimensional constructs are an exact linear
combination of its dimensions, which eliminates error indeterminacy by ignoring or
removing the error term. Consequently, it doesn’t remove error bias measurements, factor
correlations are underestimated and factor loadings are overestimated (Hair, et al., 2010).
Moreover, the researcher drawn the sample units based on non-probability sampling
techniques. These techniques have been criticised in terms of producing a lower level of
representativeness of the selected participants to the whole population of the study
comparing to the probability sampling techniques. This in turn may limit the ability to
generalise the research findings to the population (Saunders, et al., 2012). Accordingly,
future research might verify the study’s findings by using a larger sample selected by
probability sampling techniques which permit the use of covariance-based SEM, which in
turn may increase the credibility of the results and enhance the likelihood of its
generalisability.
In this study, the developed conceptual models may not be as comprehensive as they might
have been. This is because there was a reliance on a particular number of latent variables
which functioned as antecedents in predicting the judgements and decision constructs.
Therefore, the antecedents only describe part of the endogenous construct variances.
Although not part of this study, other factors might exert an influence upon EA’s decisions
and judgements. Examples are the legal environment and governance characteristics.
Further, the research models did not take into consideration any moderating effects of
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specific variables such as the EA’s expertise and previous experiences, the litigation risk,
and the inherent risk. Thus, further research might use these suggested variables to increase
the strength of the findings.
As stated earlier, Hofstede’s cultural dimensions are employed in the current study due to
their wide acceptance and widespread use in accounting and auditing research, in addition
to the fact that they are easy to apply and handle. In spite of the fact that these dimensions
are dominant in cultural research, they have been criticised in a number of studies
(Baskerville, 2003; McSweeney, 2002; Schmitz & Weber, 2014; Triandis, 1993 ; Walsham,
2002).
A group of researchers has based their criticisms of Hofstede’s cultural dimensions on
issues related to the researchers’ needs for in-depth investigation of culture when using
these dimensions. For example, Walsham (2002) depicts the work of Hofstede as “crude”
and “simplistic” that fails to deeply examine the culture and provide a deeper insight into it.
The author claimed that Hofstede’s framework deals with culture as a static phenomenon,
while culture, in fact, is changeable as time passes. In this regard, Baskerville (2003)
suggested the use of qualitative approaches as an alternative to Hofstede’s model in order to
deeply investigate cultural matters. Triandis (1993) argued that some of the dimensions
employed by Hofstede are insufficient to examine all aspects of culture and cannot be
generalised. For example, the author claimed that dimensions, such as masculinity versus
femininity, in terms of equality of opportunities should be avoided to ensure a neutral
stance on the gender issue.
Another group of researchers has criticised the methodological approaches adopted by
Hofstede in terms of his selection of the context and sample of the study, as well as, the
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extent to which the results can be generalised based on such context and sample. For
example, McSweeney (2002) stated that the work of Hofstede is based on one company
(i.e. IBM), which might impact the generalisability of the results. In other words,
Hofstede’s research signifies only the culture of the IBM Company, which cannot be
considered a representative for all companies. Further, the author questioned the statistical
validity of the items that form the measurement instrument of Hofstede’s study. Lastly,
Schmitz & Weber (2014) indicated that Hofstede’s results need to be updated since it was
generated a quarter-century before and the world has witnessed rapid changes during that
period, including some values of national cultures. However, even with such criticisms,
Hofstede’s cultural dimensions continue to theoretically underpin a large scale of research
that is published in high ranked journals (Alzeban, 2015; Nolder & Riley, 2014; Patel, et
al., 2002).
Furthermore, there are theoretical models other than Hofstede’s, on the basis of whose
model, this study has measured the national culture. Also, this study has not examined the
influence of all the dimensions suggested by Hofstede and therefore, future research can
include different cultural dimensions, or could find other possible frameworks with varied
perspectives of looking at national culture to use as an extension to this study (see, for
example, Nolder & Riley, 2014 or Bik & Hooghiemstra, 2017).
Lastly, the Throughput Model divides the process thinking into six pathways, and the
present study has only employed three of them to examine the influence of the cultural
dimensions of the process of EAs’ reliance on the IAF. Examining the other pathways can
be a direction for future researches as an expansion to the results of this study.

259

References
Abbass, D. A. & Aleqab, M. M., 2013. Internal auditors’ characteristics and audit fees:
evidence from egyptian firms. International Business Research, 6(4), pp. 67-80.
Abbott, L. J., Parker, S. & Peters, G. F., 2012. Internal audit assistance and external audit
timeliness. Auditing: A Journal of Practice & Theory, 34(4), pp. 3-20.
Abdel Razek, M., 2014. The association between internal auditing function quality and
external audit costs- evidence from Egypt. Research Journal of Finance and Accounting,
5(20), pp. 104-109.
Abdel-Khalik, A. R., Snowball, D. & Wragge, J. H., 1983. The effects of certain internal
audit variables on the planning of external audit programs. The Accounting Review, 58(2),
pp. 215-227.
Abdolmohammadi, M. J., 2009. Factors associated with the use of and compliance with the
iia standards: a study of anglo-culture CAEs. International Journal of Auditing, 13(1), p.
27–42.
Abdullah, K. A., 1982. The audit profession in Jordan and Kuwait: a comparative analytical
study. Dirasat Journal , 9(2), pp. 131-151 .
Adams, J., Khan, H. T., Raeside, R. & White, D., 2007. Research methods for graduate
business and social science students. 1st ed. New Delhi: Vivek Mehra for Response Books.
Ahlawat, S. S. & Lowe, D. J., 2004. An examination of internal auditor objectivity: inhouse versus outsourcing. Auditing: A Journal of Practice and Theory, 23(2), pp. 147-158.
Akerlof, G. A., 1970. The Market for "Lemons": quality uncertainty and the market
mechanism. The Quarterly Journal of Economics, 84(3), pp. 488-500.
Al- Farah, A. R. & AL Shaar, E., 2015. The accounting and auditing profession in jordan:
its origin and development. Developing Country Studies, 5(8), pp. 167-179.
Al Matarneh, G. F., 2011. Factors determining the internal audit quality in banks: empirical
evidence from Jordan. International Research Journal of Finance and Economics , ISSN
1450-2887(73), pp. 99-108.
Al-Awaqleh, Q. A., 2010. The factors that influence the adoption of the international
standards on auditing in Jordan. International Management Review , 6(2), pp. 28-34.
Ali, S., Raiden, A. & Kirk, S., 2013. Wasta in the Jordanian culture: a study in the banking
sector. International Journal of Innovations in Business, 2(6), pp. 529-550.
Aliyu, A. A., Bello, M. U., Kasim, R. & Martin, D., 2014. Positivist and non-positivist
paradigm in social science research:conflicting paradigms or perfect partners?. Journal of
Management and Sustainability, 4(3), pp. 79-95.
261

Aljaaidi, K. S. et al., 2015. An empirical invistigation of determinants associated with audit
report lag in Jordan. Jordan Journal of Business Administration, 11(4), pp. 963-980.
Alkailani, M., Azzam, I. A. & Athamneh, A.-B., 2012. Replicating Hofstede in Jordan:
ungeneralized, reevaluating the jordanian culture. International Business Research, 5(4),
pp. 71-80.
Allen, R. F. & Dyer, F. J., 1980. A tool for tapping the organizational unconscious.
Personnel Journal, 59(3), pp. 192-198.
Alreck, P. L. & Settle, R. B., 1995. The survey research handbook. 2nd ed. s.l.:Irwin.
Al-Twaijry, A. A., Brierley, J. A. & Gwilliam, D. R., 2004. An examination of the
relationship between internal and external audit in the Saudi Arabian corporate sector.
Managerial Auditing Journal, 19(7), pp. 929 - 944.
Alzeban, A., 2015. The impact of culture on the quality of internal audit: an empirical
study. Journal of Accounting, Auditing & Finance, 30(1), pp. 57-77.
Anderson, U. L., Christ, M. H., Johnstone, K. M. & Rittenberg, L. E., 2012. A post-SOX
examination of factors associated with the size of internal audit functions. Accounting
Horizons, 26(2), pp. 167-191.
Archambeault, D. S., DeZoort, F. T. & Holt, T. P., 2008. The need for an internal auditor
report to external stakeholders to improve governance transparency. Accounting Horizons,
22(4), pp. 375-388.
Arel, B., 2010. The influence of litigation risk and internal audit source on reliance
decisions. Advances in Accounting, incorporating Advances in International Accounting ,
26(1), pp. 170-176.
Arens, A. A., Elder, R. J. & Beasley, M. S., 2012. Auditing and assurance services: an
integrated approach. 14th ed. Upper Saddle River(New Jersey): Pearson Education Inc.
Armstrong, J. S. & Overton, T. S., 1977. Estimating nonresponse bias in mail surveys.
Journal of Marketing Research, 14(3), pp. 396-402.
Arnold, D. F. S., Bernardi, R. A. & Neidermeyer, P. E., 2001. The association between
European materiality estimates and client integrity, national culture, and litigation. The
International Journal of Accounting, 36(4), p. 459–483.
Askary, S., 2006. Accounting professionalism – a cultural perspective of developing
countries. Managerial Auditing Journal, 21(1), pp. 102-111.
Babbie, E. R., 1990. Survey research methods. 2nd ed. Belmont: Wadsworth Publishing
Company.
Bailey, J., 2010. Core competencies for today’s internal auditor, report ii, Florida: The
Institute of Internal Auditors.
261

Bame-Aldred, C. W. et al., 2013. A summary of research on external auditor reliance on the
internal audit function. Auditing: A Journal of Practice & Theory, 32(1), pp. 251-286.
World Bank, 2016. Countries/Jordan. [Online]
Available at: http://www.worldbank.org/en/country/jordan/overview
[Accessed 19 January 2017].
Bartlett, J. E. I., Kotrlik, J. W. & Higgins, C. C., 2001. Organizational research:
determining appropriate sample size in survey research. Information Technology, Learning,
and Performance Journal, 19(1), pp. 43-50.
Baruch, Y., 1999. Response rate in academic studies-a comparative analysis. Human
Relations, 52(4), pp. 421-438.
Baskerville, R. F., 2003. Hofstede never studied culture. Accounting, Organizations and
Society , 28(1), p. 1–14.
Basoglu, K. A. & Hess, T. J., 2014. Online business reporting: a Signaling Theory
perspective. Journal of Information Systems, 28(2), pp. 67-101.
Becker, J.-M., Klein, K. & Wetzels, M., 2012. Hierarchical latent variable models in PLSSEM: guidelines for using reflective-formative type models. Long Range Planning, 45(56), pp. 359-394.
Bedard, J. C. & Graham, L., 2011. Detection and severity classifications of Sarbanes-Oxley
Section 404 Internal Control Deficiencies. The Accounting Review , 86(3), p. 825–855.
Bergkvist, L., 2015. Appropriate use of single-item measures is here to stay. Marketing
Letters, 26(3), p. 245–255.
Bhattacharjee, S., Maletta, M. J. & Moreno, K. K., 2016. The role of account subjectivity
and risk of material misstatement on auditors’ internal audit reliance judgments. Accounting
Horizons, 30(2), p. 225–238.
Bik, O. P., 2010. The behavior of assurance professionals- a cross cultural perspective.
Delft, The Netherlands: Uitgeverij Eburon.
Birnberg, J. G., Hoffman, V. B. & Yuen, S., 2008. The accountability demand for
information in China and the US – a research note. Accounting, Organizations and Society,
33(1), pp. 20-32.
Blumberg, B., Cooper, D. R. & Schindler, P. S., 2011. Business research methods. 11th ed.
Boston,MA: McGraw-Hill Higher Education.
Bonner, S. E., 1999. Judgment and decision-making research in accounting. Accounting
Horizons, 13(4), p. 385.
Bordens, K. S. & Abbott, B. B., 2007. Research design and methods: a process approach.
7 ed. s.l.:McGraw-Hill Education.
262

Brandon, D. M., 2010. External auditor evaluations of outsourced internalauditors.
Auditing: A Journal of Practice &Theory, 29(2), p. 159–173.
Brody, R. G., 2012. External auditors' willingness to rely on the work of internal auditors:
The influence of work style and barriers to cooperation. Advances in Accounting,
Incorporating Advances in International Accounting, 28(1), p. 11–21.
Brody, R. G., Haynes, C. M. & White, C. G., 2015. Is PCAOB Standard No. 5 impairing
auditor objectivity?. Current Issues in Auditing, 9(2), p. C1–C7.
Bryman, A. & Bell, E., 2015. Business research methods. 4th ed. Oxford, UK: Oxford
University Press.
Buchholz, R. A., 1977. The belief structure of managers relative to work concepts
measured by a factor analytic model. Personnel Psychology, 30(4), pp. 567-587.
Burnaby, P. A., Abdolmohammadi, M., Hass, S. & Sarens, G., 2009. Usage of internal
auditing standards by companies in the United States and select European countries.
Managerial Auditing Journal, 24(9), pp. 835-860.
Burnaby, P. & Hass, S., 2009. A summary of the global Common Body of Knowledge
2006 (CBOK) study in internal auditing. Managerial Auditing Journal, 24(9), pp. 813-834.
Burns, R. B. & Burns, R. A., 2012. Business research methods and statistics. 1st ed.
London: Sage Publications Ltd.
Burt, I., 2016. An understanding of the differences between internal and external auditors in
obtaining information about internal control weaknesses. Journal of Management
Accounting Research , 28(3), pp. 83-99 .
Burton, F. G., Starliper, M. W., Summers, S. L. & Wood, D. A., 2015. The effects of using
the internal audit function as a management training ground or as a consulting services
provider in enhancing the recruitment of internal auditors. Accounting Horizons, 29(1), p.
115–140.
Campbell, A., 1993. Internal audit reliance in the continuing audit engagement. Internal
Auditing, (Summer): 56-66.
Cassell, C. & Symon, G., 2004. Essential guide to qualitative methods in organizational
research. 1st ed. London: Sage Publications Ltd.
Casterella, J. R., Jensen, K. L. & Knechel, W. R., 2010. Litigation risk and audit firm
characteristics. Auditing: A Journal of Practice & Theory, 29(2), pp. 71-82.
Chadegani, A. A., Mohamed, Z. M. & Iskandar, T. M., 2015. The influence of individual
characteristics on auditors’ intention to report errors. Journal of Economics, Business and
Management, 3(7), pp. 710-714.
Chandler, R., 2014. Auditing and assurance. London: University of London.
263

Chan, K. C., Tong, J. Y. & Zhang, F. F., 2013. Review of quantitative finance and
accounting. Springer US, 41(4), pp. 675 - 694.
Chan, K. H., Lin, K. Z. & Mo, P. L. L., 2003. An empirical study on the impact of culture
on audit‐detected accounting errors. Auditing: A Journal of Practice & Theory, 22(2), pp.
281-295.
Chen, H.-j., Huang, S. Y. & Barnes, F. B., 2007. A cross cultural study of auditor risk
assessment in emerging capital markets. Journal of Applied Management and
Entrepreneurship, 12(2), p. 61.
Chin, W. W., 1998. The partial least squares approach for structural equation modeling. In:
G. A. Marcoulides, ed. Modern methods for business research. Mahwah, NJ, US: Lawrence
Erlbaum Associates Publishers, pp. 295-336.
Chin, W. W. & Newsted, P. R., 1999. Structural equation modeling analysis with small
samples using partial least square. London: Sage Publications.
CIIA, 2015. Internal audit’s relationship with external audit, s.l.: Chartered Institute of
Internal Auditors.
Cohen, J., Gaynor, L. M., Krishnamoorthy, G. & Wright, A. M., 2007. Auditor
communications with the audit committee and the board of directors. Accounting Horizons,
21(2), pp. 165-187.
Cohen, J. R., Pant, L. W. & Sharp, D. J., 1995. An exploratory examination of international
differences in auditors' ethical perceptions. Behavioral research in accounting, 7(1), pp. 3764.
Cohen, L., Manion, L. & Morrison, K., 2000. Research methods in education. 5th ed.
London: RoutledgeFalmer.
Collis, J. & Hussey, R., 2013. Business research a practical guide for undergraduate and
postgraduate students. 3rd ed. s.l.:Palgrave Macmillan.
Connelly, B. L., Certo, S. T., Ireland, R. D. & Reutzel, C. R., 2011. Signaling Theory: a
review and assessment. Journal of Management, 37(1), pp. 39-67.
Cooper, D. R. & Schindler, P. S., 2001. Business research methods. 7th ed.
s.l.:Irwin/McGraw-Hill.
Cowperthwaite, P., 2010. Culture matters: how our culture affects the audit. Accounting
Perspectives, 9(3), pp. 175-215.
Creswell, J. W., 2014. Research design : qualitative, quantitative, and mixed methods
approaches. 4th ed. London: SAGE Publications Ltd..
Cronbach, L. J., 1951. Coefficient Alpha and the internal structure of tests. Psychometrika,
16(3), p. 297–334.
264

Davidson, B. I., Desai, N. K. & Gerard, G. J., 2013. The effect of continuous auditing on
the relationship between internal audit sourcing and the external auditor’s reliance on the
internal audit function. Journal of Information Systems, 27(1), p. 41–59.
Desai, N. K., Gerard, G. J. & Tripathy, A., 2008. Co-sourcing and external auditors’
reliance on the internal audit function, Florida: The Institute of Internal Auditors Research
Foundation (IIARF).
Desai, V., Roberts, R. W. & Srivastava, R., 2010. An analytical model for external auditor
evaluation of the internal audit function using Belief Functions. Contemporary Accounting
Research, 27(2), p. 346.
DeVellis, R. F., 2011. Scale development: theory and applications. 3rd ed. Thousand Okas:
SAGE Publications.
Dezoort, F. T., Houston, R. W. & Peters, M., 2001. The impact of internal auditor
compensation and role on external auditors' planning judgments and decisions.
Contemporary Accounting Research, 18(2), pp. 257-281.
Di Franco, G., 2014. An alternative procedure for imputing missing data based on principal
components analysis. Quality & Quantity, 48(3), pp. 1149-1163.
Diamantopoulos, A. et al., 2012. Guidelines for choosing between multi-item and singleitem scales for construct measurement: a predictive validity perspective. Journal of the
Academy of Marketing Science, 40(3), p. 434–449.
Diamantopoulos, A. & Siguaw, J. A., 2000. Introducing LISREL: a guide for the
uninitiated. London : Sage Publication.
Dillman, D. A., 1991. The design and administration of surveys. Annual Reviews of
Sociology, Volume 17, pp. 225-249.
Dorfman, P. W. & Howell, J. P., 1988. Dimensions of national culture and effective
leadership patterns: Hofstede revisited. Advances in International Comparative
Management, Volume 3, pp. 127-159.
Doupnik, T. S. & Richter, M., 2003. Interpretation of uncertainty expressions: a crossnational study. Accounting, Organizations and Society, 28(1), pp. 15-35.
Eberl, M., 2010. An application of PLS in multi-group analysis: the need for differentiated
corporate-level marketing in the mobile communications industry. in: V. E. Vinzi, W. W.
Chin, J. Henseler & H. Wang, eds. Handbook of Partial Least Squares Concepts, Methods
and Applications. Heidelberg: Springer, pp. 487-514.

265

E-government, 2017. The Hashemite Kingdom of Jordan: The Official Site of the Jordanian
e-Government. [Online]
Available at:
http://www.jordan.gov.jo/wps/portal/!ut/p/b1/04_SjzQ3MzY1MDMw1Y_Qj8pLLMtMTyz
JzM9LzAHxo8ziwyy9LcK83Q0N3ANMjAw8vSx8wswNTY0NAo30g1Pz9HOjHBUB81
F6tw!!/
[Accessed 18 January 2017].
Elizur, D., Borg, I., Hunt, R. & Beck, I. M., 1991. The structure of work values: a cross
cultural comparison. Journal of Organizational Behavior, 12(1), pp. 21-38.
Elo, M., 2003. National culture and its impact on trust and cooperation in international
business networks: some empirical evidence from a Greek-Finnish business network.
Lugano, IMP Annual Conference.
Endaya, K. A., 2014. Coordination and cooperation between internal and external auditors.
Research Journal of Finance and Accounting, 5(9), pp. 76-80.
Felix, J. L., Gramling, A. A. & Maletta, M. J., 2005. The influence of non-audit service
revenues and client pressure on external auditors' decisions to rely on internal audit.
Contemporary Accounting Research, 22(1), pp. 31-53.
Felix, W. J., Gramling, A. & Maletta, M. J., 2001. The contribution of internal audit as a
determinant of external audit fees and factors influencing this contribution. Journal of
Accounting Research, 39(3), pp. 513-534.
Felix, W. L., Gramling, A. A. & Maletta, M. J., 1998. Coordinating total audit coverage:
the relationship between internal and external auditors. Altamonte Springs: The institute of
Internal Auditors Research Foundation.
Field, A., 2013. Discovering statistics using IBM SPSS statistics. 4th ed. London: SAGE
Publications Ltd.
Fleming, D. M., Chow, C. W. & Su, W., 2010. An exploratory study of chinese accounting
students’ and auditors’ audit-specific ethical reasoning. Journal of Business Ethics, 94(3),
p. 353–369.
Fornell, C., 1982. A second generation of multivariate analysis: methods. Vol. 1 ed. New
York, USA: Praeger.
Foss, K. & Rodgers, W., 2011. Enhancing information usefulness by line managers’
involvement in cross-unit activities. Organization Studies, 32(5), p. 683–703.
FSB, 2014. Archives - IAASB - International Auditing and Assurance Standards. [Online]
Available at: http://www.financialstabilityboard.org/source/iaasb/
[Accessed 24 April 2015].
Garson, G. D., 2016 . Partial least squares (PLS-SEM). 2016 Edition. Asheboro, NC 27205
USA: Statistical Associates Publishing.
266

Gefen, D., Straub, D. & Boudreau, M.-C., 2000. Structural equation modeling and
regression: guidelines for research practice. Communications of the Association for
Information Systems, 4(7).
Geiger, M. A. & Spurrell, A. L., 1997. Auditor judgment confidence: direct evidence for
the process view. Accounting Enquiries, 7(1), pp. 69-124.
Geisser, S., 1974. A predictive approach to the random effect model. Biometrika , 61(1),
pp. 101-107.
Ge, L. & Thomas, S., 2008. A cross-cultural comparison of the deliberative reasoning of
canadian and chinese accounting students. Journal of Business Ethics, 82(1), p. 189–211.
Gilbert, N., 2001. Researching social life. 2nd ed. London: Sage Publications Ltd.
Glover, S. M., Prawitt, D. F. & Wood, D. A., 2008. Internal audit sourcing arrangement and
the extemal auditor's reliance decision. Contemporary Accounting Research, 25(1), pp.
193-213.
Gramling, A. A., 1999. External auditors' reliance on work performed by internal auditors:
influence of fee pressure on this reliance decision. Auditing: A Journal of Practice and
Theory, Volume 18, pp. 117-135.
Gramling, A. A., Maletta, M. J., Schneider, A. & Church, B. K., 2004. The role of the
internal audit function in corporate governance. Journal of Accounting Literature, 23(1),
pp. 194-244.
Gramling, A. A. & Myers, P. M., 2006. Internal auditing's role in ERM. The Internal
Auditor, 63(2), pp. 52-54.
Gramling, A. A. & Vandervelde, S. D., 2006. Assessing internal audit quality. ProQuest
Business Collection, 21(3), pp. 26-33.
Gray, D. E., 2013. Doing research in the real world. 3rd ed. s.l.:Sage Publications.
Greener, D. S., 2008. Business research methods. ISBN 978-87-7681-421-2 ed. s.l.:Ventus
Publishing Aps.
Guba, E. G. & Lincoln, Y. A. L., 1994. Competing paradigms in qualitative research. In: N.
K. Denzin & Y. S. Lincoln, eds. Handbook of qualitative research. Thousand Oaks: SAGE
Publications, pp. 105-117.
Haenlein, M. & Kaplan, A. M., 2004. A beginner’s guide to partial least squares analysis.
Understanding Statistics, 3(4), p. 283–297.
Hair, J. E., Hufit, G. M., Ringle, C. M. & Sarstedt, M., 2017. A primer on partial least
squares structural equation modeling. PLS-SEM. 2nd ed. USA: SAGE Publications.
Hair, J. F. J., Black, W. C., Babin, B. J. & Anderson, R. E., 2010. Multivariate data
analysis. 7th ed. s.l.:Pearson Prentice Hall.
267

Hair, J. F., Money, A. H., Samouel, P. & Page, M., 2007. Research methods for business.
West Sussex: John Wiley & Sons Ltd.
Hair, J. F., Ringle, C. M. & Sarstedt, M., 2013. Editorial partial least squares structural
equation modeling: rigorous applications, better results and higher acceptance. Long Range
Planning, 46(1), pp. 1-12.
Hajiha, Z. & Rafiee, A., 2011. The impact of internal audit function quality on audit delays.
Middle-East Journal of Scientific Research, 10(3), pp. 389-397.
Hardies, K., Breesch, D. & Branson, J., 2011. Male and female auditors' overconfidence.
Managerial Auditing Journal, 27(1), pp. 105 - 118.
Harlacher, J., 2016. An educator’s guide to questionnaire development, Washington, DC:
The National Center for Education Evaluation and Regional Assistance.
Haron, H., Chambers, A., Ramsi, R. & Ismail, I., 2004. The reliance of external auditors on
internal auditors. Managerial Auditing Journal, 19(9), pp. 1148-1159.
Heil, O. & Robertson, T. S., 1991. Toward a theory of competitive market signaling: a
research agenda. Strategic Management Journal, 12(6), pp. 403-418.
Heine, S. J., Lehman, D. R., Markus, H. R. & Kitayama, S., 1999. Is there a universal need
for positive self-regard?. Psychological review, 106(4), pp. 766-794.
Henseler, J. & Chin, W. W., 2010. A comparison of approaches for the analysis of
interaction effects between latent variables using partial least squares path modeling.
Structural Equation Modeling, 17(1), pp. 82-109.
Henseler, J., Ringle, C. M. & Sarstedt, M., 2015. A new criterion for assessing discriminant
validity in variance-based structural equation modeling. Journal of the Academy of
Marketing Science, 43, pp. 115–135.
Henseler, J., Ringle, C. M. & Sinkovics, R. R., 2009. The use of partial least squares path
modeling in international marketing. Advances in International Marketing, 20, pp. 277-319.
Hichem, K., 2016. Hofstede’s cultural dimensions in accounting research: a review.
Meditari Accountancy Research, 24(4), pp. 545 - 573.
Higson, A., 2009. Effective financial reporting and auditing: importance and limitations. in:
Qfinance: the Ultimate Resource. London: Bloomsbury Publishing and Qatar Financial
Centre Authority, pp. 284-286.
Hofstede, G., 1984. Culture’s consequences: international differences in work-related
values. Newbury Park, CA: Sage.
Hofstede, G., 2001. Cultures and organizations: Software of the mind. New York :
McGrawHill.

268

Hofstede, G., 2015. [Online]
Available at:
https://www.google.co.uk/url?sa=t&rct=j&q=&esrc=s&source=web&cd=17&ved=0ahUK
EwjokJbXt67RAhVD94MKHf36DHwQFghrMBA&url=http%3A%2F%2Fgeerthofstede.c
om%2Fwp-content%2Fuploads%2F2016%2F08%2FIndulgence-vs-Restraint-in-10minutes-2015-09-05.pptx&usg=AFQjCNHLyFmLJ
[Accessed 6 January 2017].
Hofstede, G., Hofstede, G. J. & Minkov, M., 1991. Cultures and organizations: software of
the mind. Vol. 2 ed. London: McGraw-Hill.
Hoos, F., Kochetova-Kozloski, N. & d'Arcy, A. C., 2015. The importance of the chief audit
executive's communication: experimental evidence on internal auditors' judgments in a
‘two masters setting’. International Journal of Auditing, 19(3), p. 166–181.
Hughes, S. B., Sander, J. F., Higgs, S. D. & Cullinan, C. P., 2009. The impact of cultural
environment on entry-level auditors’ abilities to perform analytical procedures. Journal of
International Accounting, Auditing and Taxation 18 (2009) 29–43, 18(1), pp. 29-43.
IAASB, 2013. Handbook of international quality control, auditing,review, other assurance,
and related services pronouncements, New York: International Federation of Accountants.
IFAC, 2012. Basis of ISA Adoption by Jurisdiction. [Online]
Available at: https://www.ifac.org/system/files/uploads/MBD/Basis-of-ISA-Adoption-byJurisdiction-August-2012.pdf
[Accessed 20 August 2016].
IFAC, 2009. International Standard on Auditing 610, New York: International Federation
of Accountants.
IFAC, 2013. International Standard on Auditing 610 (Revised 2013), New York:
International Federation of Accountants.
IIA, 2015. Chartered Institute of Internal Auditors What is internal audit. [Online]
Available at: https://www.iia.org.uk/media/1462847/What-is-internal-audit.pdf
[Accessed 17 December 2016].
IIA, 2015. International Professional Practice Framework (IPPF). s.l.:Chartered Institute
of Internal Auditors.
IIA-Jordan, 2017. The Institute of Internal Auditors Jordan. [Online]
Available at: https://institutes.theiia.org/sites/jordan/about/Pages/default.aspx
[Accessed 21 January 2017].
ITIM-International, 2017. Geert Hofstede. [Online]
Available at: https://geert-hofstede.com/jordan.html
[Accessed 25 January 2017].

269

JACPA, 2017. Jordanian Association of Certified Public Accountants. [Online]
Available at: http://jacpa.org.jo/en-us/aboutjacpa/missionandvision.aspx
[Accessed 20 January 2017].
James, K. L., 2003. The effects of internal audit structure on perceived financial statement
fraud prevention. Accounting Horizons, 17(4), pp. 315-327.
Johnson, P. & Duberley, J., 2000. Understanding management research an introduction to
epistemology. 1st ed. London: SAGE Publications Ltd.
Kabajeh, M. A. M., Al Shanti, A. M., Dahmash, F. N. & Hardan, A. S., 2012. Informational
content of auditor’s report and its impact on making decisions fromlenders and
management’s view in the Jordanian industrial public firms. International Journal of
Humanities and Social Science, 2(14), pp. 93-103.
Kaiser, H. F., 1974. An index of factorial simplicity. Psychometrika, 39(1), pp. 31-36.
Kamau, C. G., Nduati, S. K. & Mutiso, A. N., 2014. Exploring internal auditor
independence motivators: Kenyan perspective. International Journal of Economics,
Finance and Management Sciences, 2(2), pp. 132-137.
Kaplowitz, M. D., Hadlock, T. D. & Levine, R., 2004. A comparison of web and mail
survey response rates. Public Opinion Quarterly, 68(1), pp. 94-101.
Kline, R. B., 2011. Principles and practice of structural equation modeling. 3rd ed. 72
Spring Street, New York, NY : The Guilford Press.
Kock, N., 2015. Common method bias in PLS-SEM: a full collinearity assessment
approach. International Journal of e-Collaboration, 11(4), pp. 1-10.
KPMG, 2009. The Case for Sourcing Internal Audit. [Online]
Available at:
http://www.kpmg.com/US/en/IssuesAndInsights/ArticlesPublications/Documents/iarcsinternal-audit-sourcing.pdf
[Accessed 30 March 2015].
Krishnamoorthy, G., 2002. A multistage approach to external auditor's evaluation of the
internal audit function. Auditing: A Journal of Practice & Theory, , 21(1), pp. 95-120.
Krishnamoorthy, G. & Maletta, M., 2016. The contingent effects of board independence
and audit committee effectiveness on internal audit reliance: a pre-SOX perspective.
International Journal of Accounting and Finance, 6(1), pp. 62-85.
Krishnaswamy, K. N., Sivakumar, A. I. & Mathirajan, M., 2006. Management research
methodology: integration of principles, methods and techniques. 1st ed. India: Pearson
Education .

271

Kroeber, A. L. & Kluckholn, C., 1952. Culture: A critical review of concepts and
definations,. [Online]
Available at: http://www.pseudology.org/Psyhology/CultureCriticalReview1952a.pdf
[Accessed 03 January 2017].
Kuppelwieser, V. G. & Sarstedt, M., 2014. Applying the future time perspective scale to
advertising research. International Journal of Advertising, 33(1), pp. 113-136.
Lee, H.-Y. & Park, H.-Y., 2016. Characteristics of the internal audit and external audit
hours: evidence from S. Korea. Managerial Auditing Journal, 31(6/7), pp. 629 - 654.
Leung, K., 1987. Some determinants of reactions to procedural models for conflict
resolution: a cross-national study. Journal of Personality and Social Psychology, 53(5), pp.
898-908.
likert, R., 1932. A technique for the measurement of attitudes. Archives of Psychology,
22(140), pp. 1-55.
Lin, K. Z. & Fraser, I., 2008. Auditors' ability to resist client pressure and culture:
perceptions in China and the United Kingdom. Journal of International Financial
Management and Accounting, 19(2), pp. 161-183.
Lin, S., Pizzini, M., Vargus, M. & Bardhan, I. R., 2011. The role of the internal audit
function in the disclosure of material weaknesses. The Accounting Review , 86(1), pp. 287323.
Liu, C.-L. & Lai, S.-M., 2012. Organizational complexity and auditor quality. Corporate
Governance: An International Review, 20(4), pp. 325-368.
Loewe, M. et al., 2007. Favouritism on the business climate: a study on Wasta in Jordan.
German Development Institute (DIE), 30, pp. 1-211.
Mala, R. & Chand, P., 2015. Judgment and decision-making research in auditing and
accounting: future research implications of person, task, and environment perspective.
Accounting Perspectives, 14(1), pp. 1-50.
Maletta, M. J., 1993. An examination of auditors' decisions to use internal auditors as
assistants: the effect of inherent risk. Contemporary Accounting Research, 9(2), pp. 508525.
Maletta, M. J. & Kida, T., 1993. The effect of risk factors on auditors' configural
information processing. The Accounting Review, 68(3), pp. 681-691.
Mann, N. r., 1989. The keys to ecxellence: the story of deming philosophy. 3rd ed. Los
Angeles: Prestwick.
Marais, M. et al., 2009. Usage of Internal Auditing Standards and internal auditing
activities in South Africa and all respondents. Managerial Auditing Journal, 24(9), pp. 883898.
271

Mardini, G. H., Crawford, L. & Power, D. M., 2012. The impact of IFRS 8 on disclosure
practices of Jordanian listed companies. Journal of Accounting in Emerging Economies,
2(1), pp. 67-90.
Margheim, L. L., 1986. Further evidence on external auditors' reliance on internal auditors.
Journal of Accounting Research, 24(1), pp. 194-205.
Marschan-Piekkari, R. & Welch, C., 2004. Handbook of qualitative research methods for
international business. Massachusetts USA: Edward Elgar Publishing.
Maylor, H. & Blackmon, K., 2005. Researching business and management: a roadmap for
success. s.l.:Palgrave Macmillan.
May, T., 2001. Social research issues, methods and process. 3rd ed. Buckingham: Open
University Press.
McSweeney, B., 2002. Hofstede’s model of national cultural differences and their
consequences: A triumph of faith – a failure of analysis. Human Relations, 55(1), pp. 89–
118.
Messier, W. F. J., Reynolds, J. K., Simon, C. A. & Wood, D. A., 2011. The effect of using
the internal audit function as a management training ground on the external auditor's
reliance decision. The Accounting Review, 86(6), pp. 2131-2154.
Mihret, D. G. & Admassu, M. A., 2011. Reliance of external auditors on internal audit
work: a corporate governance perspective. International Business Research , 4(2), pp. 6779.
Monecke, A. & Leisch, F., 2012. SEM-PLS: structural equation modeling using partial
least squares. Journal of Statistical Software, 48(3), pp. 1-32.
Morris, M. W. et al., 1998. Conflict management style: accounting for cross-national
differences. Journal of International Business Studies, 29(4), p. 729–747.
Muhammad, G., 1999. The tribes of Jordan at the beginning of the twenty-first century.
s.l.:Jamʻīyat Turāth al-Urdun al-Bāqī.
Munroa, L. & Stewart, J., 2010. External auditors’ reliance on internal audit: the impact of
sourcing arrangements and consulting activities. Accounting and Finance, 50, pp. 371–387.
Munro, L. & Stewar, J., 2011. External auditors' reliance on internal auditing: further
evidence. Managerial Auditing Journal , 26(6), pp. 464 - 481.
Mushtaha, S. M., 2013. The relationship between internal and external auditor: perspective
of the external auditor - case study Gaza strip. Journal of Al-Azhar University, 15(2), pp.
409-438.
Namazi, M. & Namazi, N.-R., 2016. Conceptual analysis of moderator and mediator
variables in business research. Procedia Economics and Finance , Volume 36, p. 540–554 .
272

Nayeem, T., 2012. Decision-making styles of individualist and collectivist automobile
consumers in Australia. International Journal of Business and Management, 7(16), pp. 4455.
Nelson, M. & Tan, H.-T., 2005. Judgment and decision making research in auditing: a task,
person, and interpersonal interaction perspective. Auditing: A Journal of Practice &
Theory, 24( s-1), pp. 41-71.
Nitzl, C., Roldan, J. L. & Cepeda, G., 2016. Mediation analysis in partial least squares path
modeling: helping researchers discuss more sophisticated models. Industrial Management
& Data Systems, 116(9), pp. 1849-1864.
Nolder, C. & Riley, T. J., 2014. Effects of differences in national culture on auditors’
judgments and decisions: a literature review of cross-cultural auditing studies from a
judgment and decision making perspective. Auditing: A Journal of Practice & Theory,
33(2), p. 141–164.
O’Donnell, E. & Prather-Kinsey, J., 2010. Nationality and differences in auditor risk
assessment: a research note with experimental evidence. Accounting, Organizations and
Society, 35(5), p. 558–564.
Obaidat, A. N., 2007. Auditors compliance with International Standards on Auditing
(ISAs): evidence form Jordan. Journal of Social Sciences, 3(4), pp. 185-189.
Oppenheim, A. N., 2000. Questionnaire design, interviewing and attitude measurement.
New Edition ed. London: Bloomsbury Publishing.
Paino, H., Razali, F. M. & Jabar, F. A., 2015. The influence of external auditor's working
style, communication barriers and enterprise risk management toward reliance on internal
auditor's work. Procedia Economics and Finance, 25, pp. 151-155.
Pallant, J., 2010. SPSS survival manual a step by step guide to data analysis using SPSS.
4th ed. Berkshire: Open University Press McGraw-Hill Education.
Patel, C., Harrison, G. L. & McKinnon, J. L., 2002. Cultural influences on judgments of
professional accountants in auditor–client conflict resolution. Journal of International
Financial Management & Accounting, 13(1), pp. 1-31.
Patel, C. & Psaros, J., 2000. Perceptions of external auditors’ independence: some crosscultural evidence. The British Accounting Review, 32(3), p. 311–338.
Peter, J. P., 1979. Reliability: a review of psychometric basics and recent marketing
practices. Journal of Marketing Research, Volume XVI, p. 6‐17.
Phau, I., Teah, M. & Lee, A., 2009. Targeting buyers of counterfeits of luxury brands: a
study on attitudes of Singaporean consumers. Journal of Targeting, Measurement and
Analysis for Marketing, 17(1), p. 3–15.

273

Pike, B. J., Chui, L. & Martin, K. A., 2016. External auditors’ involvement in the internal
audit function’s work plan and subsequent reliance before and after a negative audit
discovery. Auditing: A Journal of Practice & Theory, 35(4), p. 159–173.
Pilcher, R., Gilchrist, D., Singh, H. & Singh, I., 2013. The interface between internal and
external audit in the Australian public sector. Australian Accounting Review , 23(4), pp.
330-340.
Pineno, C. J. & Gelikanova, E. V., 2010. Obstacles to the implementation of international
auditing standards. Las Vegas, ASBBS.
Pizzini, M., Lin, S. & Ziegenfuss, D. E., 2015. The impact of internal audit function quality
and contribution on audit delay. Auditing: A Journal of Practice & Theory, 34(1), pp. 2558.
Podsakoff, P. M., MacKenzie, S. B., Lee, J.-Y. & Podsakoff, N. P., 2003. Common method
biases in behavioral research: a critical review of the literature and recommended remedies.
Journal of Applied Psychology, 88(5), pp. 879-903.
Podsakoff, P. M., MacKenzie, S. B. & Podsakoff, N. P., 2012. Sources of method bias in
social science research and recommendations on how to control it. Annual Review of
Psychology, 63(1), pp. 539-569.
Polites, G. L., Roberts, N. & Thatcher, J., 2012. Conceptualizing models using
multidimensional constructs: a review and guidelines for their use. European Journal of
Information Systems, 21, pp. 22-48.
Power, M. K. & Gendron, Y., 2015. Qualitative research in auditing: a methodological
roadmap. Auditing: A Journal of Practice & Theory, 34(2), pp. 147-165.
Prawitt, D. F., Sharp, N. Y. & Wood, D. A., 2011. Reconciling archival and experimental
research: does internal audit contribution affect the external audit fee?. Behavioral
Research in Accounting , 23(2), p. 187–206.
Prawitt, D. F., Smith, J. L. & Wood, D. A., 2009. Internal audit quality and earnings
management. The Accounting Review, 84(4), pp. 1255-1280.
Pucheta-Martinez, M. C. & De Fuentes, C., 2007. The impact of audit committee
characteristics on the enhancement of the quality of financial reporting:an empirical study
in Spanish context. Corporate Governance: An International Review, 15(6), pp. 1394-1412.
Rachev, S. T., Stoyanov, S. V. & Fabozzi, F. J., 2011. Risk and uncertainty. Vol. 211 ed.
s.l.:John Wiley & Sons.
Rahahleh, M. Y., 2010. Regulating the profession of internal auditing in Jordan. European
Journal of Economics, Finance and Administrative Sciences, 20(1), pp. 162-180.
Ramamoorti, S., 2003. Internal auditing: history, evolution, and prospects. Altamonte
Springs: The Institute of Internal Auditors.
274

Ramamoorti, S. & Siegfried, A. N., 2016. Promoting and supporting effective
organizational governance, Florida: The Institute of Internal Auditors Research Foundation
(IIARF).
Ringle, C. M., Sarstedt, M. & Straub, D. W., 2012. A critical look at the use of PLS-SEM
in MIS Quarterly. MIS Quarterly , 36(1), pp. iii-xi.
Rodgers, W., 1999. The influences of conflicting information on novices and loan officers'
actions. Journal of Economic Psychology, 20, pp. 123-145.
Rodgers, W., 2003. Measurement and reporting of knowledge based assets. Journal of
Intellectual Capital, 4(2), pp. 181-190.
Rodgers, W., 2006. Process thinking: six pathways to successful decision Making.
Lincoln(Nebraska): iUniverse.
Rodgers, W., Choy, H. L. & Guiral, A., 2013. Do investors value a firm’s commitment to
social activities. Journal of Business Ethics, March.113(2).
Rodgers, W. & Gago, S., 2004. Stakeholder influence on corporate strategies over time.
Journal of Business Ethics, 52(4), pp. 349-363.
Rodgers, W. & Housel, T. J., 2004. The effects of environmental risk information on
auditors’ decisions about prospective financial statements. European Accounting Review,
13(3), p. 523–540.
Rodgers, W., Simon, J. & Gabrielsson, J., 2017. Combining experiential and conceptual
learning in accounting education: a review with implications. Management Learning, 48(2),
p. 187–205.
Rodgers, W., Soderbom, A. & Guiral, A., 2014. Corporate social responsibility enhanced
control systems reducing the likelihood of fraud. Journal of Business Ethics.
Rodgers, W. & Thomas, J., 1998. Pre-planning analysis for effective loan decisions. The
Journal of Bank Cost & Management Accounting, 11(2), p. 47.
Rose, A. M., Rose, J. M. & Norman, C. S., 2013. Is the objectivity of internal audit
compromised when the internal audit function is a management training ground?.
Accounting and Finance 53 (4), pp. 1001-1019.
Ryan, B., Scapens, R. W. & Theobold, M., 2002. Research method and methodology in
finance and accounting. 2nd ed. London: Academic Press Limited.
Sabri, H., 2015. Designing the structure in similar cultures: a comparative study between
Japan and Jordan. International Journal of Business and Management , III(4), pp. 124-144.
Saidin, S. Z., 2014. Does reliance on internal auditors’ work reduced the external audit cost
and external audit work. Procedia - Social and Behavioral Sciences, 164, pp. 641 – 646.

275

Sarens, G. & Abdolmohammadi, M. J., 2009. Cultural dimension and professionalism and
uniformity of internal auditing practice. s.l., CAAA Annual Conference 2010.
Sarstedt, M. et al., 2016. Estimation issues with PLS and CBSEM: where the bias lies.
Journal of Business Research, 69(10), pp. 3998-4010.
Sarstedt, M. & Wilczynski, P., 2009. More for less? a comparison of single-item and multiitem measures. Die Betriebswirtschaft, 69(2), pp. 211-227.
Saunders, M., Lewis, P. & Thornhill, A., 2012. Research methods for business students. 6th
ed. Essex CM20 2JE: Pearson Education Limited.
Schein, E. H., 1990. Organizational culture. American Psychologist, 45(2), pp. 109-119.
Schmitz, L. & Weber, W., 2014. Are Hofstede's dimensions valid? a test for measurement
invariance of uncertainty avoidance. Interculture Journal, 13(22), pp. 11-26.
Schneider, A., 1985. The reliance of external auditors on the internal audit function.
Journal of Accounting Research, 23(2), pp. 911-919.
Schneider, A., 2009. The nature, impact and facilitation of external auditor reliance on
internal auditing. Academy of Accounting and Financial Studies Journal, 13(4), pp. 41-53.
Schneider, A., 2010. Analysis of professional standards and research findings to develop
decision aids for reliance on internal auditing. Research in Accounting Regulation, Volume
22, pp. 96-106.
Scotland, J., 2012. Exploring the philosophical underpinnings of research: relating ontology
and epistemology to the methodology and methods of the scientific, interpretive, and
critical research paradigms. Canadian Center of Science and Education, 5(9), pp. 9-16.
Sekaran, U. & Bougie, R., 2010. Research methods for business a skill building approach.
5th ed. West Sussex: John Wiley & Sons Ltd.
Shawa, H., 2017. The Institute of Internal Auditors Jordan (IIA Jordan). [Online]
Available at: https://institutes.theiia.org/sites/jordan/news/Pages/chairmans-message.aspx
[Accessed 21 January 2017].
Shook, C. L., Ketchen, J. D. J., Hult, G. T. M. & Kacmar, K. M., 2004. An assessment of
the use of structural equation modeling in strategic management research. Strategic
Management Journal, 25(4), pp. 397–404.
Sim, M., 2009. National culture effects on groups evaluating internal control. Managerial
Auditing Journal, 25(1), pp. 53-78.
Smith, A. & Hume, E. C., 2005. Linking culture and ethics: a comparison of accountants’
ethical belief systems in the individualism/collectivism and power distance contexts.
Journal of Business Ethics, 62(3), pp. 209–220.

276

Smith, D., 2015. A Sign of Hope: Culture, Perception, & Reality. [Online]
Available at: http://thisisagoodsign.com/culture-perception-reality/
[Accessed 26 January 2017].
Sobh, R. & Perry, C., 2006. Research design and data analysis in realism research.
European Journal of Marketing, 40(11/12), pp. 1194-1209.
Spence, M., 1973. Job Market Signaling. The Quarterly Journal of Economics, 87(3), pp.
355-374.
Spence, M., 2002. Signaling in retrospect and the informational structure of markets. The
American Economic Review, 92(3), pp. 434-459.
Stefaniak, C. M., Houston, R. W. & Cornell, R. M., 2012. The effects of employer and
client identification on internal and external auditors’ evaluations of internal control
deficiencies. Auditing: A Journal of Practice & Theory, 31(1), p. 39–56.
Stone, M., 1974. Cross-validatory choice and assessment of statistical predictions. Journal
of the Royal Statistical Society. Series B (Methodological), 36(2), pp. 111-147.
Suwaidan, S. M. & Qasim, A., 2010. External auditors' reliance on internal auditors and its
impact on audit fees: an empirical investigation. Managerial Auditing Journal, 25(6), pp.
509-525.
Sweeney, B., Arnold, D. & Pierce, B., 2010. The impact of perceived ethical culture of the
firm and demographic variables on auditors’ ethical evaluation and intention to act
decisions. Journal of Business Ethics, 93(4), p. 531–551.
Tabachnick, B. G. & Fidell, L. S. .., 2007. Using multivariate statistics. 5 ed. Boston:
Pearson/Allyn & Bacon.
Temme, D., Kreis, H. & Hildebrandt, L., 2006. PLS path modeling – a software review.
Institute of Marketing, Humboldt-Universität zu Berlin, Germany, SFB 649 Discussion
Paper (JEL-Codes: C31, C87, M31 ).
Thnaibat, A. A. & Shunnaq, B. K., 2010. External auditor's assessment of the internal audit
function in the light of implementation of the International Standard on Auditing No.(610):
Analytical study from the point of view of the external and internal auditors in Jordan.
Jordan Journal of Business Administration, 2(2).
Tong, X. & Bentler, P. M., 2013. Evaluation of a new mean scaled and moment adjusted
test statistic for SEM. NIH Public Access, 20(1), pp. 148-156.
Triandis, H. C., 1993 . Collectivism and individualism as cultural syndromes. CrossCultural Research, 27(3 & 4), pp. 155-180.
Tsui, J. S., 1996. Auditors' ethical reasoning: some audit conflict and cross cultural
evidence. The International Journal of Accounting, 31(1), pp. 121-133.

277

Tuttle, B. & Taylor, M. H., 2006. The Willingness of Auditee Personnel to Convey Negative
Information to Internal Versus External Auditors. [Online]
Available at: http://papers.ssrn.com/sol3/papers.cfm?abstract_id=925927
[Accessed 12 March 2015].
Tweed, R. G. & Lehman, D. R., 2002. Learning considered within a cultural context.
confucian and socratic approaches. American Psychologist , 57(2), pp. 89-99.
UKEssays, 2015. Global Business Cultural Analysis Jordan Theology Religion Essay.
[Online]
Available at: https://www.ukessays.com/essays/theology/global-business-cultural-analysisjordan-theology-religion-essay.php
[Accessed 23 January 2017].
Veal, A. J., 2005. Business research methods: a managerial approach. 2nd ed.
s.l.:Addison-Wesley Longman.
Vinzi, V. E., Chin, W. W., Henseler, J. & Wang, H., 2010. Handbook of partial least
squares concepts, methods and applications. London : Springer .
Walsham, G., 2002. Cross-cultural software production and use: a structurational analysis.
MIS Quarterly, 26(4), pp. 359-380.
Wanous, J. P. & Hudy, M. J., 2001. Single-item reliability: a replication and extension.
Organizational Research Methods, 4(4), pp. 361-375.
Wanous, J. P. & Reichers, A. E., 1996. Estimating the reliability of a single-item measure.
Psychological Reports, 78, pp. 631–634.
Ward, D. D. & Roberston, J. C., 1980. Reliance on internal auditors. Journal of
Accountancy, pp. 62-73.
Weber, E. U. & Hsee, C., 1998. Cross-cultural differences in risk perception, but crosscultural similarities in attitudes towards perceived risk. Management science , 44(9), pp.
1205-1217.
Weber, E. U., Hsee, C. K. & Sokolowska, J., 1998. What folklore tells us about risk and
risk taking: cross-cultural comparisons of American, German, and Chinese proverbs.
Organizational Behavior and Human Decision Processes, 75(2), pp. 170–186.
Weber, E. U. & Morris, M. W., 2010. Culture and judgment and decision making: the
constructivist turn. Perspectives on Psychological Science, 5(4), pp. 410–419.
Wetzels, M., Odekerken-Schröder, G. & Oppen, C. v., 2009. Using PLS path modeling for
assessing hierarchical construct models: guidelines and empirical illustration. MIS
Quarterly, 33 (1), pp. 177-195.
Whittington, R. & Margheim, L., 1993. The effects of risk, materiality, and assertion
subjectivity on external auditors' reliance on internal auditors. Auditing: A Joumai of
Practice and Theory, 12(1), pp. 50-64.
278

Whittington, R. & Pany, K., 2015. Principles of auditing & other assurance services. 20th
ed. s.l.:McGraw-Hill Education.
Williams, C., 2007. Research methods. Journal of Business & Economic Research, 5(3),
pp. 65-72.
Williams, S. E., 2016. Analysis: Jordan struggles to keep economic fires burning. [Online]
Available at: http://www.middleeasteye.net/news/analysis-lights-are-about-go-out-jordan-slong-suffering-economy-2060454736
[Accessed 20 January 2017].
Wood, D. A., 2004. Increasing value through internal and external auditor coordination.
The Institute of Internal Auditors Research Foundation.
Wright, G. N. & Phillips, L. D., 1980. Cultural variation in probabilistic thinking:
alternative ways of dealing with uncertainty. International Journal Of Psychology, 15(1),
pp. 239-257.
Wu, M.-Y., 2006. Hofstede’s cultural dimensions 30 years later:a study of Taiwan and the
United States. Intercultural Communication Studies , XV(1), pp. 33-42.
Yamamura, J. H., Frakes, A. H., Sanders, D. L. & Ahn, S. K., 1996. A comparison of
Japanese and U.S. auditor decision-making behavior. The International Journal of
Accounting, 31(3), p. 347–363.
Yates, J., Lee, J.-W. & Bush, J. G., 1997. General knowledge overconfidence: crossnational variations, response style, and “Reality”. Organizational Behavior and Human
Decision Processes, 70(2), p. 87–94.
Yates, J., Lee, J.-W. & Shinotsuka, H., 1996. beliefs about overconfidence, including its
cross-national variation. Organizational Behavior and Human Decision Processes, 65(2),
p. 138–147.
Yates, J. et al., 1998. Cross-cultural variations in probability judgment accuracy: beyond
general knowledge overconfidence?. Organizational Behavior and Human Decision
Processes, 74(2), p. 89–117.
Zain, M. M., Zaman, M. & Mohamed, Z., 2015. The Effect of internal audit function
quality and internal audit contribution to external audit on audit fees. International Journal
of Auditing, 19(3), p. 134–147.
Zikmund, W., 2003. Business research methods. 7th ed. Ohio: Thomson South Western.
Zikmund, W. G., Babin, B. J., Carr, J. C. & Griffin, M., 2010. Business research methods.
8th ed. Ohio: Thomson South Western.

279

Appendix A

281

Appendix B

281

Appendix C
Business School

Dear Participant,

I am currently studying for a PhD in Accounting at Hull University Business School in the
UK, under the supervision of Professor Waymond Rodgers. The aim of the study is to
examine the influence of culture upon external auditors’ reliance on internal audit function
of clients, as well as the impact of such reliance on external audit work hours and fees.
This, however, will not be achievable without contributions from external auditors.
Therefore, I would be grateful if you could spare some of your valuable time to complete
the enclosed questionnaire. I guarantee that all completed questionnaires will be dealt with
in strictest confidence and will be treated anonymously.
Yours sincerely,
Ibrahim Albawwat

The contact details of the researcher:
Ibrahim Albawwat
Hull
United Kingdom
Email: I.E.Albawwat@2014.hull.ac.uk
Email: Al_bawwat2009@yahoo.com
Mobile: +447443085847

The contact details of the research
supervisor:
Professor Waymond Rodgers
Hull
United Kingdom
Email: w.rodgers@hull.ac.uk
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Somewhat disagree

Neutral

Somewhat agree

Agree

Strongly agree

1. The internal audit function is adequately and appropriately
resourced relative to the size of the entity and the nature of its
operations.
2. There are established policies for hiring, training and assigning
internal auditors to internal audit engagements.
3. The internal auditors have adequate technical training and
proficiency in auditing. For example, the internal auditors possess a
relevant professional designation and experience.
4. The internal auditors possess the required knowledge relating to
the entity’s financial reporting and an applicable financial reporting
framework.
5. The internal audit function possesses the necessary skills (for
example, industry-specific knowledge) to perform work related to
the entity’s financial statements.
6. The internal auditors are members of relevant professional bodies
that oblige them to comply with the relevant professional standards,
including continuing professional development requirements.
7. The organizational status of the internal audit function, including
the function’s authority and accountability, supports the ability of the
function to be free from bias, conflict of interest or the undue
influence of others to override professional judgements.
8. The internal audit function reports to those charged with
governance or an officer with appropriate authority.
9. The internal audit function is free of any conflicting
responsibilities, for example, having managerial or operational
duties or responsibilities that are outside the internal audit function.
10. Those charged with governance oversee employment decisions
related to the internal audit function, for example, determining
appropriate remuneration policy.
11. There are no constraints or restrictions placed on the internal
audit function by management or those charged with governance, for
example, in communicating the findings of the internal audit
function to the external auditor.
12. The internal auditors are either members of relevant professional
bodies and their memberships obligate their compliance with
relevant professional standards relating to objectivity, or their
internal policies achieve the same objectives.

Disagree

The following statements are made about the competence and
objectivity of the internal audits of organizations. Considering the
internal audit functions of clients in your previous engagements with
their financial statement audits, please indicate your level of
agreement with each statement by circling one of the response
options, which range from strongly disagree (1) to strongly agree (7).

Strongly disagree

Section A
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Somewhat disagree

Neutral

Somewhat agree

Agree

Strongly agree

13. There were existence and use of documented internal audit
procedures or guidance covering such areas as risk assessment,
work programmes, documentation, and reporting.
14. The nature and extent of the documented internal audit
procedures or guidance were commensurate with the size and
circumstances of the entity.
15. The internal audit function had appropriate quality control
policies and procedures, for example, those policies and
procedures in ISQC that would be applicable to an internal audit
function (such as those relating to leadership, human resources
and engagement performance).
16. There were quality control requirements in the standards set
by the relevant professional bodies for internal auditors.
17. There is a periodic external quality assessment of internal
audit function (at least once every five years).
18. The work of the internal audit function had been properly
planned, performed, and documented.
19. The work of the internal audit function had been properly
supervised and reviewed.
20. Sufficient appropriate evidence had been obtained to enable
the internal audit function to draw reasonable conclusions.
21. The conclusions reached by the internal audit function were
appropriate to the circumstances.
22. The reports prepared by the internal audit function were
consistent with the results of the work performed.
23. Discussions between external and internal auditors take place
at appropriate intervals throughout the period.
24. The external auditor informs the internal audit function of
significant matters that may affect the function.
25. The external auditor is advised of and has access to relevant
reports of the internal audit function.
26. The internal audit function informs the external auditor of
any significant matters that come to the attention of the function
when such matters may affect the work of the external auditor.
27. External and internal auditors have a shared mission
encompassing the financial statement audit.

Disagree

Considering the internal audit functions of clients in your
previous engagements with their financial statement audits,
please indicate your level of agreement with each statement by
circling one of the response options, which range from strongly
disagree (1) to strongly agree (7).

Strongly disagree

Section B
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33. Based on your recommendations concerning reliance on internal
audit functions, would you suggest a reduction in the audit hours
already budgeted for audit work?
34. Will your audit firm reduce audit fees due to the reliance placed
on the internal audit functions of clients?
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Strongly agree

32. Will you recommend that your firm rely on the internal audit
functions of clients to provide direct assistance for tasks requiring
objective evidence, for example, a test of controls over revenue
recognition (i.e., a relatively simple task)?

Agree

31. Will you recommend that your firm rely on the internal audit
functions of clients to provide direct assistance for tasks requiring
subjective evidence, for example, substantive evaluation of revenue
recognition (i.e., a more complex task)?

Somewhat agree

30. Will you recommend that your firm rely on the internal audit
functions of clients by using work already performed by functions
for tasks requiring objective evidence, for example, a test of controls
over revenue recognition (i.e., a relatively simple task)?

Neutral

29. Will you recommend that your firm rely on the internal audit
functions of clients by using work already performed by functions
for tasks requiring subjective evidence, for example, substantive
evaluation of revenue recognition (i.e., a more complex task)?

Somewhat disagree

28. The internal audit functions of clients possess a sufficient level
of quality.

Disagree

Considering the internal audit functions of clients in your previous
engagements with their financial statement audits, please indicate
your level of agreement with each statement by circling one of the
response options, which range from strongly disagree (1) to strongly
agree (7).

Strongly disagree

Section C
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Strongly agree

49. Jobs are individually designed to maximize autonomy.

Agree

40. It is important to have job requirements and instructions
spelled out in detail so that employees always know what they
are expected to do.
41. Managers expect workers to closely follow instructions and
procedures.
42. Rules and regulations are important because they inform
workers what their organizations expect of them.
43. Standard operating procedures are helpful to employees on
the job.
44. Instructions for operations are important for employees on
the job.
45. Members assume that they are independent of the
organization and believe that it is vital to bring their unique
skills and abilities to the organizations.
46. Employees develop short-term relationships and change
companies at their own discretion.
47. Organizations are primarily interested in the work that
employees perform and not their personal or family welfare.
48. Important decisions tend to be made by individuals.

Somewhat agree

39. Managers should not delegate important tasks to employees.

Neutral

38. Employees should not disagree with management decisions.

Somewhat disagree

35. Managers should make most decisions without consulting
subordinates.
36. It is frequently necessary for a manager to use authority and
power when dealing with subordinates.
37. Managers should seldom ask for the employees’ opinions.

Disagree

The following statements are about cultural dimensions. Please
indicate your level of agreement with each statement by circling
one of the response options, which range from strongly disagree
(1) to strongly agree (7).

Strongly disagree

Section D
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Section E
Please complete this section by circling one of the response options, which are numbered from 1
to 4.
50. What is the highest educational qualification you hold?
1. Diploma or lower

2. Bachelor

3. Master

4. PhD

51. What is the professional certificate you hold?
4. Other (please
list)...............................................
52. How many years of experience do you have as an external auditor?
1. CPA

2. JCPA

3. ACCA

1. Less than 2 years

2. 2-4 years

3. 5-10 years

4. More than 10 years

53. What is the total number of employees at your audit firm?
1. 1-9

2. 10-49

3. 50-249

4. 250 and above

Thank you very much.
Your participation and contribution are highly appreciated.
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