CHAPTER 6

CONCLUSION (,}
6.1 Introduction Q

This chapter gives an overview of the entire study, discusses’the conclusions
that explain respondents’ perceptions of the variou Zrch 'varlables and
emphasizes the findings' implications for theoretical meth do I|terature

The chapter also explains how audit quality in Pal n munici |e#s _@Tectly

impacted by auditor characteristics, audit rltut\ effeq/‘veness of
municipal internal control. Furthermore dera&'ﬂon ect o%t;‘p.reme Audit
Institutions on the relationship betwe'\ dit quali d itéﬁerminants which
they selected by this study. BeS| at, the Ig(\9 the direct effect of
selected dimensions of au ty 9ter ants, Q‘Rh as auditor Ethics,
Independence, Competen A it : d|t Slze Internal Auditing,
Accounting Basis, an%, ;IRe I ﬂonbt)n Audit Quality. This chapter
discusses the I|m|t S and gﬁl’lons for future researchers in this
field, and prese th inal ' udy

6.2 T Findi eSt

current study's m@éal is to provide evidence on the determinants of
a% lity in Palestinian municipalities. The discussions and findings of the analysis
reported in Chapters Four and Five, are summarized in the following

&ubsectlons

240



6.2.1 The Auditor Characteristics and Audit Quality
The researcher had developed the first hypothesis of the study an
supporting hypotheses with regard to the first research question and to fulfi first

objective of this study regarding the influences of auditor charac@é@s and its

dimensions, Ethics, Independence, and Competence, on the audit quality. H1: Auditor

Characteristics (ACH) has significant positive effect on A dMIity (AQ). The
relationship between ACH and AQ was found to be si xt.ar'd positive. The
of ACH in.t ydit team
ditor gthics ir‘je‘&@‘gce,
o% efor%‘ﬁ;e results

positive relationship indicates that the increase in the

in audit engagement of the municipalities in terms
and competence will result in an increase in

nd co\on positi Vzr~elationships

between the selected dimensions of A%E}he AQ. améﬂhe auditor ethics
such as high reputation, honesty, @Hltegrity \\i.ngre e;éAQ in municipalities.
N,

Independence of auditor in minéppe!?ance I inggga?e the AQ by increasing
the trustworthiness of the Liirs ith T d fi@l statements, also, the high

level of education, kn Jexperience o aublil-ebmreases the AQ.
L7 &
622 The Auwéh

!
The r cher h orﬁd &%’second hypothesis of the study and two
o
supporti theses }egar he second research question and to fulfill the

v

secm@ective of this study rding the influences of audit firm attributes and its
e

\Sons, audit fees, and audit firm size on the audit quality. H2: Audit Firm

d ibutes (AFA) has significant positive effect on Audit Quality (AQ). The
I

ationship between AFA and AQ was found a small positive correlation which

indicates that AFA is something that increases the level of AQ. The positive
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relationship indicates that the increase in the level of AFA in terms of Audit Fees (AF)
and the Audit Firm Size (AFS) will result in an increase in the level of AQ. Th

the results support the study hypotheses (H2a and H2b) and confi \ltive
relationships between the selected dimensions of AFA and the AQ. W&@'ﬂple, AF
may reflect the amount of auditors’ efforts in the audit engagement R:?increase the

AQ in municipalities. Also, the AFS reflects the variety expe ieMuditors in many
tc

fields and more responsible auditors which increases the AQui muricipality.
NY.
6.2.3 The Effectiveness of Municipal Internal C and Audi uﬁli@
The researcher had developed the thir hesis %o stud@%d three

supporting hypotheses with regard to the th% rc uh and@sl.flll the third
objective of this study regarding the @ of effectiveness unicipal internal
control in the municipalities and i enm@r iting, accounting basis,
and laws and regulations on A%\ queﬁlty u Eff \eness of the Municipal

Internal Control (EMIC) h |calvt e eff n Audit Quality (AQ). The
d A

relationship between % E}UHd all positive correlation which
“
t incidases the level of AQ. The positive

4
indicates that E&‘Q\somef \m
relationship in att m{l}e evel of EMIC in terms of IA, AB, and

i
LR will res I n in ease tHe lE.Je of AQ. Therefore, the results support the
ks

(Haa,bJ nd H@and confirm positive relationships between the

seleﬂ@mensmns of EMI(@H the AQ. For example, the existence and more
eE IA increase the compliance with established criteria and lead to more
i

study hypo

é ent business operations including issuing reliable financial statements, and 1A
an make the external auditing more efficient particularly, when there is a cooperation

between the external auditors and internal auditors, and the external auditor can use
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the reports of internal audit as audit evidence according to the auditing standards. The
accounting basis is considered the foundation the accounting records, theref?ﬁe
nature of the accounting basis affecting the reliability and the reIevancy@ncial
reports which considered the inputs of the auditing process, therefore, m&iit quality
will increase if the accounting basis was effective and efficient. AWUIL shifting
from cash accounting to accrual accounting will improve “audit quality in
municipalities because accrual accounting is more effiCi m lproduces more
comprehensive and useful financial reports. Also, the e nce o eha(ida‘pplicable

laws and regulations, as well as greater compliance

these law: d'rg&ﬁrl;‘;)ns,

will improve audit quality in municipalities, b isstater he@—errors or

fraud, will be at a minimum, allowing the e% auditor to~detect a&i.sstatements

in the financial statements and repor\e el (éﬁpervision on the
AN

municipality. cq \T
S
6.2.4 The Moderating R Mlsr e audi
rela

%,

d fo @th research question about the
4 ¢ &
moderation role of supremel tstituti n the relationship between the audit
quality and its determinan 'tors’(tj(jﬁ'dracteristics, audit firms’ attributes and
¢
effectivenes %nici | int aléoﬁrjo . Also, the result of the study related to the
% NN
fourth o% and rglatedsthree h)\ﬁheses as the following:

i

\uality (AQ) and Auditor Characteristics (ACH). The result of the study shows

& the moderation effect of the SAls on the relationship between the AQ and the
C

H is positive effect, because the SAls affect indirectly on the ACH through

The results of t which

upreme Audit Insr.\bt(Jtions (SAI) moderates the relationship between
N

controlling the ToR of audit services which required specific characteristics in
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candidate auditors, and monitoring the process of tendering of acquiring audit
services. Yv

H4b: Supreme Audit Institutions (SAI) moderates the relations@/veen
Audit Quality (AQ) and Audit Firm Attributes (AFA). The study resulst that the

moderation effect of the SAls on the relationship between the AQ the AFA is

negative effect, because the SAls monitor the process of ten ermacquiring audit
ti

services that heavily depending on the audit price co iti ness' This leads to
reducing audit fees to their minimum, and this matter he audltor
to exercise the required professional care, whic @negaﬂ ely o tlie &Qalty of
the audit. Y*

H4c: Supreme Audit Institutions (S m erat Iatlon@';q)etween the

Audit Quality (AQ) and the Effective f aunlupal al (@rol (EMIC) in the

municipality. The result of the stu WS tha er t;{ ffect of the SAIs on
the relationship between the MICq S sig u:ant \posnive effect, because
SAls focus on compliance d , Whi s extent of the compliance of

L lr tlons and current regulations

the municipalities wi able I d i
4 ¢ &
encourage municipahities to us'a \Pua acco g rather than cash basis. SAls also
arnéﬁ’ome improvements to the laws and

regulations e by reV|e ing' tter}n at the level of updating these laws and
&e

typically sugg

N
Il a8 ho com@ with them, which leads to making municipal

mtem&)ntrols more eﬁect@(/vhlch increases the quality of auditing, and this

@m SAls positively affect the relationship between the AQ and the EMIC.
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6.3 Contributions of the Study

The current study provides data on the factors of audit quality in munici
by establishing a complete framework of audit quality. This framework{a the
public interest theory to analyze the positive direct correlations betweENit quality
and chosen factors and their dimensions, which can influence th&eﬁee of audit
quality in municipalities. Furthermore, this study takes into account the moderating
influence of supreme audit institutions on the relationshi X;atjdit quality and
its factors. According to the previous audit quality studieSypresen edWier 2, this
study distinguishes itself by introducing new aspect ected fo audit iug{t}such
as the dimensions of the effectiveness of in ntrol 4in opiqg/‘zgountries'
municipalities. \, {\T

In addition to the audit qua\%aatures, tud@akes theoretical,

methodological, and Managerial@jribution\&%is g@d in the following

subsections. q
\% &
' S

6.3.1 Literature Co%(ns

4 2
This study mwovidel ntrilggnQ to the audit quality literature as
follows: & &
| Q\ Ml PP,

to measurdaudit @ ty and provide a comprehensive model for
N

First, EE
audit q% mugi i is, ths-laudy collected valuable data from Palestinian

murjﬁties that opened officially to external auditing in 2011 in addition to SAls.
G
@ng to the researcher's knowledge, this is the first study to look into audit

& ty in Palestinian municipalities as perceived by accountants and internal auditors
ho are involved in and familiar with the audit process, inputs, outputs, outcomes,

and the context of the audit quality environment.
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Second, the study enhanced the audit quality literature by investigating new
aspects of audit quality such as the effectiveness of municipal internal control i
dimensions of the internal auditing, the accounting basis, and the applica@ and
regulations for the municipalities and their environment. These comp ay have

been examined separately in previous studies, but to the best owe.researcher's

knowledge, no prior study examined them as audit quall factors in the

municipalities.

Third, the public interest theory is used in this“study as) th Eheory to
explain the relationship among the variables of the y includin hel r@zing
role of the SAIs on the relationship between it quafit its ,er@minants

which they are chosen to be in the stuw el. d\cco ing tq@:rbest of the
udal

sed the Inté&s theory as main

(7]
&
6.3.2 Theoretical Contribu%ﬁ ¥ \A
The study's unigue SZ stems'f %

’

¢

jhb @«elopment of a comprehensive
theoretical framewo@t vi i e m(‘)‘t portant determinants of high audit
quality in muni@s. T

e

yieI{c‘;&Qeveral theoretical contributions, which
are described ‘uv:
&
First, ubli‘o Interests' T is used first time to explain the relationships

b
betvxeehau it quality as a deg%sje.nt variable and selected audit quality factors in
\

Nalities as public sector organizations in Palestine. These organizations are

ently audited by governmental bodies, as is in the most developing countries in
e

region, but in Palestine, municipalities are opened to external auditing by MOLG

who encourages the municipalities to issue yearly audited financial statements in order
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to be credible for government and the foreign donors who provide grants to

municipalities. Therefore, most municipalities entered in audit engageme

of

o

external auditors according to the study's findings which show t@
respondents had experience with external auditing in the last f@&ars. This
intervention by the government (MOLG) is the core of the Publictinterest Theory.

This study as best knowledge of the researcher is first st dmoys the Public
kz

Interest Theory as part of the suggested conceptual fram f au'jiting quality in
the municipalities. \d
B
- _ _ Y
Second, the findings of the study confirmed validated ws&g the
that{ v fal%&—pondents

rtmen@s.o, the study

mentioned that their municipalities have i
d Z@b of them use the

shows that 33.9% of the respondents \%ccrual basi
g@sing of establishment

modified accrual basis and mixed %nting%e :
ru%e i 3

Public Interest Theory. For example, the stud

of internal auditing departme icipatities, aqé?ransition from the cash

&

basis to the accrual accour@ﬂectr enti% f the government according
to the Public Interest S
g b 4 &)
Third, the Pubhi Interesti \tw an eéiéainthe effect of the SAls on the audit
quality in the gmunieipalities, 'use ,tu&/using of the SAls auditing in the

¢

municipaliti s(@esen the vé'rmagj?al intervention to strengthen the internal
\
control éa{to/k
anthy

inclédin e i al auditing, accounting basis and reliable

acc information syste\n(,)\ahd the compliance with the applicable laws and
‘$&Jns. The study shows that most municipalities have experience with SAls
uditing which reached to 92% among the respondents. Moreover, the study shows

Q\t the SAls moderate positively the relationship between the audit quality and the

auditor’s characteristics and the effectiveness of municipal internal controls, but
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negatively moderate the relationship between the audit quality and the audit firm’s

attributes. T
6.3.3 Methodological Contributions A

This study has implications for research methodology Wa?sessmg the
independent variables, moderator variable, and their impact_on t audlt quality as
dependent variable. The measurements of these variable gf:J to have good
validity and reliability in organizational research. THhis, stud Ws to the
methodology by validating these measurements in nt context ' _\

The measurements for the independent W en% es %Ws study,
entopri tudm%&bcause these

which total 39 items, were adapted frow

instruments and their items were usw)aer nationSwstrict @procedures were

required to ensure that they were su for use Wa t;(l\an context through the

N
validation of these items. Howée reﬂ1a dl n@rator variable measures

were tested in the pilot study usi SP]
iabl

that the application M and
addition to thes surement dy é(uews the annual reports of SAIs in
Palestine wh|c he lat I|t|es in order to support of result of

perceptlo 0 fect fthe i§ rodza] the relationship between the audit quality

ini
e vaI est of the 11 items showed

lt e parameters of the study. In

and its dt inants;._a ?or s aracterlstlcs audit firm attributes, and the

m&ass of municipal mte%ﬁél control in the Palestinian municipalities. As a

r t, is study examines the effect of the moderator role of SAls on the relationship

& een audit quality and its determinants using both secondary and primary data.

Also, the study used the Smart PLS 3 software in statistical analysis of the result

of the questionnaire, according to Hair et al., (2017) who encouraged social sciences
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researchers to use Smart PLS 3 because it is a newer, more powerful, and often more

flexible statistical method, and estimates data with little or no bias. Yv
6.3.4 Managerial Contributions A
According to result of the study which depicted all relations g the study
variables, several practical contributions can be useful for several s as follows:
First, the study can help the audit profession laters T developing a
comprehensive audit quality framework for the pu ector, iw the audit
]
quality factors that were chosen, as well as loo at other ne qJClI\ ality
attributes. b X
Y

Second, the study will be helpful fg\the, an@?e\t()f t@Os and the

governance bodies in evaluating the @ and th ose 6‘&)e3t professional

auditors who can provide high gaudit qual \&e% /{Pﬂs study provides a

comprehensive model for the q@ the Audit ices ocusing on the inputs of
&
the audit process. \ Afv \A
Third, audit firrr%;er to yvés@ountants and internal auditors

i \fﬂq cy. this perception is known to audit

ectiv{éwategies to satisfy your clients, allowing
| . - .
r doromotion and service provision strategies, and
i . .
|ty,.§‘howmg them to retain the clients and strengthen

their maxket position. \'Y.
- S

\ourth, because the study suggested a comprehensive framework for audit
‘%q .

ty while considering the municipalities environment, it will assist the municipal

qulator (MOLG) in reviewing its regulations related to the appointment of external

auditors and the issuance of audited financial statements. Furthermore, the study may
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benefit the government and legislative parties in reviewing and imposing internal
audit laws and regulations; adopting relevant accounting basis; and expandw'me
activities of the SAls in all Palestinian municipalities. (’}
Fifth, this study related to case of opening the municipalities to aécgl auditing
in Palestine; this is a new case in Arab countries or may in the Middle East region.
The findings of this study may help other decision make ste countries in
evaluating this case and take actions to implement so mgs' of this study,

particularly the use of accrual accounting basis instea cash agis{rdenhancing
the role of internal auditing in the municipalities.¢ ' _\C}
Sixth, policymakers in municipalities rm% ore@gre of the

an '
audit process's input and output when deciding on'the e

the engagement,
and they can use the findings of this s& E aeach a fai
its considering the technical issues %he amo \f\&

S
mquz? of external auditing and

it a Lﬁ'nent that takes in
O

o

r,@dit fees. Furthermore,
the policymakers learn about f SAls in
X

tern ditor, for example, may use

how they can influence the MOCI .
the SAIs' reports as %tence
4

effectiveness of i t&@lconti

N
e DL
<l B
G &
6.4 LQa/ ns a stion@r Future Research

Yv
&study has some Iin@bns, as always when doing research, which should

b Xidered when interpreting the findings. These limitations provide a few
@ rtunities for future research to consider:
First, to the best of the researcher’s knowledge, this study is limited because of

the lack of studies related to external auditing quality factors in the municipalities in

}cﬁto@in assessing audit risk and the

nici@s. As a result, auditing fees will
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developing countries, particularly the role of SAls on the audit quality. It is the first
study conducted in Palestine and the Middle East region on examination of th?!u
of effectiveness of municipal internal control and the effect of moder@le of
SAls on the external audit quality in the municipalities. As a result, m&esearch is

needed to confirm the findings of this study. ?

Secondly, it must be acknowledged that there are co traiNJn what can be
inferred from a perceptual-based survey because responde nmi‘ity may make it
difficult for them to provide unbiased feedback. This t hap en,kﬁ]r\df[‘ance, if a
respondent chooses to support his interests by provid specific re n*. .\C—}Y‘

Third, this study is limited in that it consi pecif{ inar@/‘ﬁc auditor

N

impo predictor of

characteristics. Because auditor characteristics are t

external audit quality, other determi%ﬁ)n as audi our@gender, or other
characteristics should be consider@sfuture \ﬂg @Kion, future research
N

could look at other aspects of %m attﬂbute nd th ectiveness of municipal

internal control, such as w: \ohloa’, ificial ir@ence, technology level, and
audit firm culture. (z l Q-
e 1

Finally, this lQQLexamir one f. &o’r as a moderator of the relationship

between the independent vari ' thee}&iendent variable in the study model, but
¢

other factori:%as public e ction @c?overnance bodies, political, economic, and

NN
environgientalNfactors, may/act as @erators on these relationships. Future research

could loek into these factors a@dw they affect audit quality in municipalities.

3
N
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6.5 Recommendations

Following the audit quality literature review and empirical study findi
following recommendations may be appropriate to solve problems in imp@yj udit
quality in public sector organizations, specifically Palestinian municip&ﬂk

First, the study recommends the Palestinian Audit Professiochil and the

Palestinian Association of Certified Public Accountants to add thMAS and related
educational material to the Profession Exam require nd 'equire specific
auditing training courses from who want to prov audi SWIO PSOs,

"X
particularly municipalities. { ' _\C}
Second, MOLG is advised to revise and ?ﬁ e terms ere@ToR) for

NN

hiring external auditors for local governmeft, units’ (LGUs) 'nclud@‘gudit quality

factors discussed in this study, partic@ auditor cter@!, which must be

consider in any audit team designat@sconduc \m& ;@'ﬁng. Furthermore, the
2
revision of the ToR must incl to eOaIua the technical offer, as well as the

&
audit period, auditor tenn mthe'
may provide. %z

urance s@s that the external auditors
’ 4 b o &

N
Third, munwanag vise Qolget from all candidates for auditing
at

the municipalit\ nicm-? 'rior &}Sﬁe financial offer for assessment. This
Qrs)o i

r the mun |pﬂit tochoose external auditors who are qualified
N

makes it poss i
and cap%kprodu‘t' h-quality audits without having to base its decision to

e

accept ah,audit offer primarily enaudit fees.
S
%\urth, audit firms are advised to use the findings of this study to evaluate their
&' ies and procedures in order to meet the requirements of audit quality as perceived
accountants and internal auditors who are always involved and active in the

evaluation of audit bidding and the audit firms who participate in audit bids.
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Five, legislative parties are encouraged to conduct a thorough review of
municipal laws and regulations in order to bring them more in line WlthYm
changes in accounting principles and audit processes, such as using Xcrual

accounting basis and mandating the municipalities to issue am& financial

statements yearly during specific period. ?

Sixth, municipalities' managements are recommended_to loy competent
bel

internal auditors and conduct training courses for t expertise with

environment of the municipality, cooperative with th tern and SAIs
auditors, and to be able to provide consulting es to ma erﬁe@ the
municipality. Y*

Finally, SAls are advised to obtal state,@:g and other

external audit reports in order to mlnwalr efforts, 0t|@ﬂUﬂlClp&|ltleS to
hire competent auditors, and to er@sge an '%r %ﬁernal auditors to be

q
committed with the ToR of au Qe
S"

[ S

6.6 Concluding “' )
a‘;'

The study r’e@) the T ity th provided by audit firms in order to
understand the most tiflue s th se and improve the audit quality in the

mun|C|paI iti s rese rchf d{ hr, ecactors and their dimensions that have direct

signific |ve relati ips | ncmg the audit quality: auditor characteristics

wmw&nsmns of ethics, in@ﬁdence, and competence; audit firm attributes with

ns of audit fees and audit firm size; and the effectiveness of municipal

:: nal control with dimensions of internal auditing, accounting basis, and applicable
ws and regulations. Furthermore, in order to conduct a more thorough investigation,

one moderator variable, supreme audit institutions, was considered in this study. The
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findings revealed that supreme audit institutions moderate positively the relationship
between auditor characteristics and audit quality, as well as the relationship twmw
the effectiveness of municipal internal control and audit quality, b@erate
negatively the relationship between audit firm attributes and audit quahlity:

To the best of researcher’s knowledge, this study is one of'the few studies
conducted in developing countries especially in the Arab cou trm a focus on the
quality of external auditing in the municipalities to exam rX; trat have impact
on improvements and prediction of the audit quality in muni iwherefore,

AR
this study contributed to an expanding research strea the audit Ii'y@dding
the Palestinian municipalities’ accountants internal ors’\&gfspective.

et

ticutarly Mimstry of Local

Government as regulators of muni@ and th Iest@‘r Association of
Certified Public Accountants and t)%ditingﬁ?{‘n )Q%il as regulators of the
audit profession have to consié fino‘?ngs IS <'3.(:'-"‘:rch for evaluating and
improving the audit qua@he ' IC sector anizations particularly the

o =
municipalities. % \fbj"éyo

Thus, decision and policy makers in estine p
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