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11 Introduction
This study aims to evaluate the external audit quality i Nunlmpalltles of
Palestine, which are the most important public sector orga igs in ‘he country, and

to assess the audit quality attributes based on the p ctive) o tants and

internal auditors, who are the main participants in t

ounting i m‘ﬂ&ﬁfgystem

|t% ain @7[ quality

aoﬁeris , au Vzr.n attributes,

oveé% study aims to

b{\mlatlonshlps between

and are in constant, direct contact with ext
attributes selected by this study include additor
and the effectiveness of municipal %ontrol

explore the effect of supreme aud itut |ons o

these attributes and audit quali

High audit quality bo%g Ilcirﬁ{te ancial statements issued by
government accounta% e
unmodified audit on, p% en t||| weaken if corruption remains
(Kusumawati &, Syamsuddi Co n and scandals in the public sector

¢ (,3

organizatio nked to th n!grnel_/c ntrol system, which is at the heart of the
account%t'c

corr i0n when they reform ic-sector accounting by adopting the International

Ver, even If' ernment agency receives an

ies fa |t|ng'<F ocedures. The governments can reduce the

ector Accounting Standards (IPSAS) or the accrual accounting basis

6 drado-Ballesteros et al., 2019).



In addition to the secondary data about the audit quality, the study employed the
survey design to obtain the perception of accountants and internal auditorsv'ﬂle
Palestinian municipalities on the extent of quality of the external audi@i the
degree of responsiveness of auditors to their needs, as well as it quality
attributes that make auditors more credible and efficient in audit engagements. The
data are analyzed using the SmartPLS 3 software. thy provides a
comprehensive model for audit quality and its thre tn nts of auditor
characteristics (ethics, independence, and competence);%audit fi mWEes (audit
icipal inter C(#]W@]Y;t is

he_ Cémmittée o %onsoring
J

SO)\ integrated @S;nal control
framework, such as internal audit, aN flna basis, an pl@‘e with applicable

I d lations. \> S\
aws and regulations CO \ T $
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1.2 Research Backgrouqq\ i¥$
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Audit firms usual financial alidit, o@pllance audit, performance audit
4 $ &
(Jeppesen et al., &%nd otr nce n-assurance services (Arens et al.,
ice

2017). These s

fees and audit firm size); and the effectiveness of

consistent with the components and objecti

b

Organizations of Treadway Commissio

' iIity(eéﬂ' trustworthiness to the client's financial

ay
f : e)
information rts, making_th ﬁore_lj ful and beneficial for decision makers and
other u{z/ e

profit_orynon-profit organiza@ including non-government organizations (NGOs)

( i & Samour, 2012). More recently, they started to serve public sector
rgani

zations (PSOs) in some countries (Johnsen, 2019). For example, in Palestine,

\ - - - - -
pendent )(ate V;'_('eiﬁnal audit firms provide their services to for-

e Policy Paper to Develop Mechanisms for Directing and Monitoring the Work of

Local Authorities in July 2011 mentioned that the Palestinian municipalities have



given the option for voluntary external audit beside the internal auditing and the
auditing of SAls by the Palestinian Ministry of Local Government (MOL

recommended all the municipalities for external auditing, but did not @blt as
compulsory issue (MOLG, 2011). Moreover, MOLG issued a new Leﬂkvernment
Units Financial Regulation No. (11) of year 2019 without reRirTg from the
municipalities to provide audited financial statements. To supportand encourage the
municipalities to hire external auditors and issuing the a '%Ia cial statements,

the Municipal Development and Lending Fund (MDL par o}‘MQé conducts

periodical assessment of all Palestinian municipa

to deter ie'thfie)%zgof

Sessmen desQ/Yt—rics such

: ed, Méé.encourages

government contributions to the municipalities:

o

as the release of two years of audited financial st

all municipalities to audit their financ@wents an in @‘r to receive extra

n

government contributions. Moreo(eﬁﬂost 0 $ [ @onors of Palestinian
N

municipalities require the audii%l stafémen ust{oé?zom).

An external auditor t a}co:[ 'nantgetatements audit and provides

his opinion on the acc c fairness of he'fin@ial statements (Hay & Cordery,
F &

2018) in a standj@writteln \ﬂ\ eporg;be client may either come from the

public or priva% r (J ' 19)(:}%@ majority of PSOs offer fundamental

[
services like %ruct e (ro s,éri@)e , public buildings, parking), energy, water,
Y

sewage Areatment, hga othe&ervices (Avis et al., 2018; Besley & Ghatak,

%

201@3@ critical services a:e\)sfrovided in Palestine by PSOs, particularly the local
N

}ment units (UNDP 2009), and the importance of these services has made the

takeholders of PSOs to be interested in the credibility and transparency of the

formation reports of the PSOs, particularly the financial statements, hence the

importance of external audit (Yamamoto & Kim, 2019). For example, the



management, as one of the central stakeholders of the PSOs, is interested in the
positive public’s perception of the credibility of the financial reports. Conse )
the management requires a reliable independent auditor who offers top@gj\dudit
services (Hay & Cordery, 2018). Likewise, citizens who pay taxes vie audits as
crucial because they want to know where their money is going and mr it is being
used in an efficient, effective, and economical manner (Bojkoyska ., 2019).

Most audit firms strive to deliver high-quality audit \Y\:a'positive impact
on financial decisions in order to keep their current clients,and c pWones (Al

oy
et al., 2019). High audit quality will give more ass e thatthe i’e@ncial

reports are reliable, credible, and high quali a, 2019), the@ﬁre some

L A

udit ty is defined

debates on the definition of audit quality ng

by DeAngelo (1981) as the Iikelihoo&%aa auditor

error in the client's accounting sﬁ%. Lowe\TTR%t @007) mentioned that
jﬁy N

according to the Governmental%wtabi ity Office (G(ﬁ@ (1986), audit quality is

and g%erms of the contract for the

l:glit@lity is a three-part process of

eco Qe and disclose an

defined as adherence to professional l

audit in question (V% g, 2023).
]

examining the suitability of th

éozedures in relation to the determined

objectives; conformity of ac@?es with the planned activities; and

effectivenes e acflvitie a&ilt\&% the stated objectives (Woodhouse, 2003).

T %&meﬁt f ‘yernalag%it services by the municipalities in Palestine is

governed, by procurement Iaw\@d related regulations and instructions. The MOLG

h \n issued in 2016 a guideline on how the municipalities can prepare price
& ation to hire an external auditor. The auditor must be recorded in the Palestinian
ssociation of Certified Public Accountants (PACPA), which adopts the International

Standards of Auditing (ISA) in its bylaw (Hassan, 2016). These instructions require



large municipalities to announce a public tender in a public newspaper about its plan
to appoint an external auditor for specific years. After a lengthy tendering proc

municipality selects an auditor based on its evaluation of the financial @nical
offers of the potential auditors. Small municipalities or village counci distribute
price quotations to many auditors to select the best auditor t satisfies the
requirements of the MOLG’s instructions, particularly the te thd professional

requirements. Nonetheless, in general, audit fee is im fetermining the

successful audit tender (Elder et al., 2015). \d‘

From the start of the twenty-first century, the been fincr ir‘; f\ Y;ess
dit gf) ent %‘Eﬁding in
\fram@xs, and the

ive <"Y.md efficiency of

about the importance of SAls, given that

accordance to relevant laws and regulations,"acc

approved budget. Furthermore, their atigi evajat

public sector programs (Bojkovska{t% 2019; _bﬂ\iﬂgxon

]
w
—
=
D

;@'?\., 2019). According to
N

World Bank report of year e majority»of co es have national audit

agencies like SAIs in place Mare L rge of a@g the financial statements of
public sector instituti Ztavson S ds‘tréqb'ZOlB) and these agencies carry
- ol
I, 2

out performance i (Carrir' y g& All types of auditing, including
financial, perf@, a 'lanc \%ddit, are typically provided by SAls
¢
(Johnsen, 20 % 4 (j)
NN
Thé palstinianNatiofd thor

Au ty (PNA) created a SAI in 1994 when it issued

v

Prewl Decree No. 22 of@94 to set up the General Audit Institution (GAl),
N

f \M by the Act No. 17 of 1995 on the General Audit Institution, and the Financial

ndvAdministrative Control Bureau (FACB) Act No. 15 of 2004. Article 31(10) of the

ACB Act No. 15 of 2004 states that local government units (LGUs), including

municipalities, village councils, and other entities, shall be under the jurisdiction of



the FACB. At the end of 2019, there were 571 LGUs under the jurisdiction of the
FACB in addition to 4,671 other PSOs. However, in the same year, the

released 125 audit reports, most of these reports were compliance audit, @udlt
reports related to LGUs that made up 50.4 percent of the total FACB (FACB,
2019). But this percentage reached 51.08% in 2018 when FAC ¥u~ed 139 audit
reports, 71 of them related to LGUs. All of these reports reHY. ompliance audit

except three reports were related to financial and complia b t there were no

reports related to only financial or performance audit Weans that

LGUs constitute most of the FACB’s audit repo r public tl‘S @ that

compliance audit type is the most common ty ditingﬁ e@—es under

the FACB. For example, in 2019, the shar f compli itw Y’;) while the

remainder was shared among finan aud (11%),

financial and compliance audit (%(FAC

rm@audit (8%), and

g@ver, FACB receives

yearly numerous complalnts handled %z)@\t)mplaints 82 of which
were related to LGUs (FA [ 019 B received 200 complaints,
45 of which were re GUs and FAC@mployees visited 37 LGUs for
auditingand 91 L wollov' e co nts (FACB, 2019).

annuall es the ffectlveness of the operating activities in most

In addltlo o B, othe y under the MOLG that performs audit
as a SAlL n e G!neral rtrcj? of Control and Guidance (GDCG). GDCG
LG d examines the extr%t-’ to which they comply with the general acts,
r%! ns, budgetary announcement, instructions, policies, and procedures issued

pproved by the MOLG and other relevant legislative bodies. In addition, GDCG

Qlows up the complaints of the interested parties.



In addition to external auditors and SAls, some municipalities, particularly large
ones, practice voluntary internal audit. MOLG through the Policy Pawwr
Developing Mechanisms for Directing and Monitoring the Work of Loca ities
in July 2011 encourages all municipalities to establish an internal aumth in their
organizational structure. This type of audit is performed by the ermes (internal
auditors) of the entity (Dimitrova & Paneva, 2019). Internal atidit examines the
effectiveness and efficiency of the operating activitie Y:PFOS, and it is
considered as part of the organization’s governance mechamism ( Ianl., 2019).

B
accounting,) biit _@/ are
odified acc@— basis by

are;r\sta rd ché;z;f accounts,

guidance of transition to full accrual ¥asis, ad manua ed Qfor how to apply

the accrual basis accounting. Thou@?se fau!\tM/e G;Kﬁ\available since 2004,
iSaccou

N
but the cash basis accounting remai omnﬂ)n. A ordingﬁ?Sabri (2010), 85 percent
Dy m%jx

&
of municipalities in Palesti cas @ and according to Albuhaici
(2013), 100 percent of i i;Iities in the Gaza Szha used cash basis accounting, but

&y

the MOLG Annual ﬂ@rmanf for éﬁw revealed that 30 municipalities of
130 in the Wesu@e th asi %é means that the accrual basis is used by
@

i
23% of thes %cipal ies ( OL&S, éﬂ)) The Local Government Units Financial

Most municipalities in Palestine use cash

encouraged by the MOLG and donors to swit

providing various tools such as accounti

- \ - - - -
Regulat 1) 0ff1998 ‘as bass&)n cash basis, but the new Financial Regulation

No m 2019, did not state require specific accounting basis. Accordingly, the
Y

@alities are allowable to use accrual basis, cash basis, or both. As a result, the
c

6 unting basis and financial process are not consistent across municipalities.
The keystone of public sector governance is the internal control system (ICS)

(Reginato et al., 2016), who helps PSOs to enhance their efficiency, effectiveness,



transparency, accountability, and compliance with laws and regulations, as stated in
COSO’s internal control framework (Sari, 2018). ICS encompasses various eIT
such as internal audit, organizing personnel, record keeping, reporti ans
procedures, policies, and supervision (Sari, 2018), and the function ICS are
significantly influenced by size of the organization (Reginato et al., 2?»'

MOLG is the governmental regulator for the municipal'tiMalestine, and its
interventions in the municipalities are represented throu 2;1 ment of public
laws and regulations which control and influenCey, most o.bez{tds‘ in the

ent interv i(#\ _r{a}vr:ave

be dic in d{t)g} as well

is study nv\the cond @;{r with title
literature review. \% O

The subsequent sections of chapter %a Z ﬂ\as follows: problem
':E"" y N

statement, research questions a%ctlveg,

\0 &
and contributions of the stu rgant of the%q‘@dy.
T N
4 ¢ &
1.3 Problem Statément ' N (J
According,to 21-/%’ the audit process in PSOs always adds

l
value to the |hl repibrts, afg the aﬁ} rs are regarded as key players in providing

municipalities, including the audit process. This go

incurred according the public interest theory whi

as other main concepts and variables of

signifiganc the study, justifications

trustwo y credible C|a ements (Ismail et al., 2019). However, the
Pal SAIs publish nume\@s/wolatlons each year, including allegations of fraud
% ption. For example, the FACB’s annual report of 2018 mentioned many
Q tions through its audit and complaints follow-up in 65 LGUs, including 48
unicipalities. These violations reached more than 644, some of them involved

suspicions of corruption and misappropriation, so many customized audit reports were



created and forwarded to relevant authorities in order to pursue legal action against the
violators (FACB, 2018). The violations and the deficiencies continued in

reach 466 deficiencies in 35 LGUs, including 19 municipalities (FACB 2@& of
these municipalities have appointed external audit firms who issued Lﬂ&fled audit
report for these municipality. This problem continued in mcreasmgw next years

to reach more than 1180 violations are founded in the FACB’s ann report for 2022

i iz:e as a motivation
s of w audltlng,

| O

audit drepor Wh@?—they are

st imﬂ)ort @. ities in West

Bank in Palestine since 2012 to 2020, a.BI:B city in't rth @ffnallah city in the

related to local units in 51 audit reports (FACB, 2022).

for this study by raising the questions about the usefu

and how to measure audit quality in these municipali
The reviewing process of previous e

available on the municipalities’ websites o e

center, and Hebron city (the city o h’s mes ?Ab @r peace be upon him)

in the south revealed that Ram He&on |pa use accrual basis since
2008, while Nablus still sh d @se municipalities received
unmodified audit rept%s ite of lr “ér iolations in the three cities as
FACB's (SAl of P ine) Is nnu% ort for 2018. Accordingly, the audit
reports of theseyCiti nt f measurement of audit quality and its
factors beca %/ are tand rgpctb(?nd have not sufficient details for all issues
related % s of the a d fmq}klal statements, and they are prepared according

\

cordlng to the Terms of Reference (ToR) for employing external auditors in
tinian municipalities and the instructions of SAls, the external auditors must
repare and send a detailed report of the audit notes to the municipality management

(management letter). Municipal management discussed this letter with external



auditors and related personnel including the accountants and internal auditors, in order
to justify these deficiencies. The management letter is confidential but avail

the SAIls when they want it, and their contents are known to the main acc@%x and
internal auditors. According to the nature of the auditors’ reports (starrﬂ%port) and
the confidentiality of the management letters make the researchers UWO use these
reports to measure the audit quality. Additionally, the acmudit quality is
imperceptible both before and after an audit is conducted Yg:ni' 2011), and the
auditors' efforts during an audit engagement are invisib the aIME)onatella

. X
s have used aﬁe@ost

s< ' SO\/‘@F private

meaiure audi lity and has

et al., 2019). Therefore, the majority of the previous

>

of audit quality to measure the audit g

organizations. Because each proxy is an W

some limitations, they are not entirel evant and vali

they are used individually or collectively. The\pxﬁ%'

elements of inputs, outputs, or.auéi ocesQ(Ve 1202

asu %f audit quality if
©

@@\either related to the
N
@aynor et al., 2016; Bell,

et al, 2015; DeFond & Zh 5&4) l
uch asiresta ménﬁ@scretionary accruals, and issuing

private sector as direct%
“

going concern opiniﬁq&re notl e to&_municipalities, particularly when the
'sgm

municipality U\ cas i 'acco r&fdg. Accordingly, this study uses the
¢

perception ‘@acco ntants, and 'Qtje al auditors on the audit quality in the
\
ek e

munici%
unly

acc s and internal au@’ in a single study as respondents in Palestinian

xa@mine audié}uality and its factors. The including of both
%'palities in developing countries distinguishes this study from others.

There are many difficulties are facing the researchers in measuring the audit

uality in the municipalities through reviewing the audit reports or using direct

proxies encourage the researchers to use the perception of one or more groups of the

10



stakeholders (accountants, internal auditors, users, external auditors) of audit quality
and its determinants. Most studies have examined, developed, and derive i
quality attributes from the perspective of auditors and users of t@'\s?hncial
statements, but a few of them have considered the perspective of tants and
internal auditors, who directly operate the accounting information SyStem and issue
the financial statements and used them to demonstr tew accountability,
transparency, and to be a basis of the budgetary proc yrc.elr) et al. (1992)

examined the audit quality perspective of the auditors, users and t arers, and

"X
they found that understanding of the perspectiv both fusers ar’d @arers

regarding audit quality becomes critical in an i Iy% itive cli%gg.
Most prior studies on audit quality fagze audilg:ivate sector

organizations, particularly public co les. n contras re iéﬁck of studies on

audit quality in PSOs (Harris et aI.,@? particE\y&Egt‘e q@i-palities which differ
né' fiv cq@r
&

N
from for-profit firms in their es, ethigs, e, regulators, operating

procedures, financial an Mti:l ocesses, ?ernance bodies, laws and

regulations, stakehold , and the eff ti\!/en@ of internal controls (the COSO

4
integrated framewaork), whic tll:N menﬁm may vary among municipalities. In

Palestine, some, munieipaliti

i
¢
internal audit,”bud others do ot.’S@ municipalities are still using cash basis

Iish(é,‘épecialized department or section for
NN
account% others hav ansitiq&d to accrual basis. Moreover, compliance with
laws,andregulations may dif@?};ng the municipalities because it depends on the
c X&)f the governance body and the suitability and adequacy of those regulations,
G ell as the severity of fines and penalties for their violation.
Supreme Audit Institutions (SAIls), independent government audit entities,

perform audit (compliance and performance) for all PSOs (Johnsen, 2019). In



Palestine, FACB audits some municipalities according to a prepared plan of audit due
to the limited capabilities and resources of the FACB. Therefore, the FACB n?ﬂ!s
external auditors (CPAs) who audit the public organization to meet all @\Sﬁonal
conducts and applicable ethics in the auditing of governmental organﬂ&\s, and to
inform FACB for any deficiencies found in any entity under the aum)reover, the
SAls use the external audit reports and monitor how the m%p. y engaged with

the external auditor, also, the external auditors may use t rep')rts and depend

on them in audit process. This indicates that there is a ection SAIs and
external auditors that could have an impact on the racy of th uqlt \/IOUS
research has not looked into the effect of a m od varia NE on the

relationship between external audit qual fa rs wTd ernal Vit~quallty in

Palestinian municipalities. Moreove ements @Esearcher on the

specific theory can explain effectlv e lin %ﬂ?ﬁu t,qhallty and independent
audit quality factors. ‘% 6

The study aims to fill a ature @exammmg audit quality in
the r,

Palestinian municipaliti ersp tive their accountants and internal
4 ¢ &
ti rI\ ite~d tribu

auditors through we to them in order to address the
highlighted the gesea add o the auditors’ characteristics and audit
firms’ attrib S(De stu y 6 he effects of new factor of audit quality,

‘\
such as CtIVPﬁ S Pume@ internal control and the moderating effect of

SAIAhe relationships be@ﬁ audit quality and the selected factors of auditor

C ristics, audit firm attributes, and the effectiveness of the municipal internal

Gm



1.4

Research Questions and Objectives

According to the research problem, the study formulates the following qﬂ?ms

that related to external audit quality which known audit quality in this stwq

1.
2.

3.

1.5 Aificance of the Stu@’

What is the relationship between auditor characteristics and au ity?

What is the relationship between audit firm attributes and audit@uality?

What is the relationship between the effectiveness of nicipal internal
control and audit quality? z '
Do SAIls moderate the relationship betwee e audit and its
"X
determinants of auditor characteristic@ firm Jattri teh _{% the
s N~
N

effectiveness of municipal internal cont

To answer the research questions, the&nnﬂme\e foIIq@Xj~ objectives:
To investigate the relations men audi har@istics and audit
AN

N

quality. (') \

To investigate the relatiﬁ%etwegn auds 'rm(v ibutes and audit quality.
To investigate the r mip ew%z‘eg eness of municipal internal
7S
£

lationship between the audit

—9

\is study is important for Palestine, because PSOs are relatively new.

hamsieh et al. (2013) reported that the Palestinian National Authority (PNA) was

Qablished in 1994 after the Oslo Accords in 1993 in West Bank and Gaza. PNA

started with the establishment of necessary administrative frameworks for ministries

13



and governmental entities without adequate controls, procedures, and financial
legislations. Numerous resolutions, instructions, and circulars were issued tc?me
the financial system and apply rules to direct and monitor government rgv and
expenditures, as well as to publish financial regulations and guidelinef&rrent and
capital expenditure. However, Palestine is still under the Israeli occupgation and faces
numerous financial and economic difficulties, therefore Palesinﬁ@/el government,

LGUs, and NGOs depends heavily on foreign aids for its iture's (Risheq et al.,

2023). This implies that these institutions must adhere e terms of their financial
‘X

donors, particularly the preparation of financial ents faudit b@ernal

auditors within the parameters established by t portinﬁ zatiqlg—(CIark et

al., 2023). \/ o\\ {\T

The study emphases on the atdi quaity in th nic@lies as the most
n

important PSOs in Palestine, WhiCV@Sassifie \a?ve pint country, while most
By N
studies have largely concentrz‘%udit’aualit in pr{io@ sector organizations in
'n\ u%]

CT Leventis, (2013) and Gustavson and

developed countries. Accoq: z
Sundstrém (2018), onlw searches have éxa@!ed the factors of audit quality in

2 s

&
PSOs. Most studiewudit‘q e caréfed' out in developed countries, while
similar researcl—@lopi ies r r%fn lacking (Ismail et al., 2019; Johnsen,

2019; Mattei 2022). In eIzIO{l.JJ | their accountability to their stakeholders,

Y
superiorggav menmlbb_g%s or-tﬁ? public sector organizations provide general
X

pur@nancial statements au}ﬁemonstrate how the funds are used in providing
N

S Xto beneficiaries in the public sector organizations (Brusca et al., 2019). The

G unting information system in public sector organizations does not concentrate on

chieving the profits but on the effectiveness of service provision to the public

(Brusca et al., 2018). Therefore, the financial accounting information system in the



public sector entities is based on a specific accounting framework for public sector
accounting standards (Gamayuni, 2019). These standards may vary by cou

each one has unique conditions and financial reporting objectives. The s uses
on the unique environmental characteristics of the public sector ﬁ*larly the
Palestinian municipalities, may expected to influence on the audityquality and its
determinants, these characteristics as follow: laws and regulations,*eompliance audit,
performance audit, operation plan and related financ aYg.et,'supreme audit
institutions, political pressure, looking to hire external itors nw Ihei‘rziees
mﬁe@dies‘
jon, tt@g\—/vnership
ctor, @gc')me studies

revealed that the nature of ownerswats audit ity é'hababsah, 2019).

Political factors, such as the strengt@e oppo\m%rti schanges in mayors who
3&7 N
is appointed by public election%he superio overzg%?[, and the distribution of

ity of PSO audits (Cohen et

government grants, may al e
al., 2013). Even so, as%;a and Pane (20L®f0und that there is little research
4
qual PSOs.

on the effects of p m\factor's: %
The |mp ncevef th alltyd}%dy increases after the downfall of large
companle tfl su JEn(j)cmd Arthur Andersen (Saputra, 2015; Singh
, the,gr

through bids, source of funds and government grantSissuperiof go

strategies, and specific accounting standards a ces. I

pu'%/ate

of public sector organizations is not clear4as in the

et aI 2 9 reg rs and their codes of conduct (Knechel, 2016).
Inte t aI Ethics Standard@bard of Accountants (IESBA) has issued the

I n onal Code of Ethics (IFAC, 2018) to guide auditors in performing audit
Q ities (Mohamed et al., 2013). Regulators refer to this code to oversee the
erformance of auditors (Chiu et al., 2017) and to guarantee that the audit processes
are performed with an acceptable level of quality (Knechel, 2016). The compliance of

15



auditors with related laws, audit regulations, and professional codes of conduct,
among other factors, contribute to high audit quality (Cordery & Hay,vﬁ;
McGowan et al., 2019). But the question of whether the audit quality h@uved
with more audit professional regulations, remains difficult to answer, ere is no
agreement among researchers about how to state and measure audit ‘guality (Hussein
& Hanefah, 2013). This may lead to expectation gaps bMat factors can
determine and measure audit quality in all audit engage mh r the private or
public sector. The study tries to examine selected somefactors awgty in the

Palestinian municipalities by using the audit quality

tion of th c*u@'s‘z;md

the internal auditors. This type of perception and@eases its

importance, because the accountants inthe

responsible on the misstatements t&e )inancial

management as in the private se%There 0 e?ac
N
auditors need independent pasrti asss.!?t th credib@ their reports in order
&
n

demonstrate the financial pasitio fthl i alitie@the regulators, and show the
Cn

accountability and the%

the ub'icsah! for the interested parties. Also,
"
the Audit firms may“efer to t

basis to enhanc% udi
#
studied the e(e@

)Q nts and the internal

cy fo

4
M on of.the/accountants and the other users as a

y (T@J&ﬁ et al., 2010). And some studies have

Gy

e_njd internal auditors on audit quality in private

NN
and pub% rs particul the m&ﬁcipalities in developed countries, e.g., Behn, et

al. (199%), Pandit (1999), Bo@al. (2008), and Takiah et al. (2010), but this study

\h’s perception in Palestinian municipalities as the first study in this field. The
t

on or acco ta‘tS

G does not select to examine the perception of the external auditors and the
uditors of the SAls, because the audit quality perception of these groups depending

on the nature of audit procedures that performed in the auditing process, and they



always accept to provide reasonable assurance instead of absolute assurance, but the
accountants and internal auditors as preparers and users of the financial

observe all audit process, communicate continuously with audit teams, i@with
audit quality as a whole, and they expect from the audit process to ide correct
financial statement, therefore their perception is more benefit for regulators of
audit profession and audit firms in improving the audit profesig%. achieving more

In addition to the audit quality perception of th ount nWe internal

@
jews the re tsl o‘f\@z; in
pp@ of ;@%éption of

audit quality.

auditors in the Palestinian municipalities the study

the effect of the SAls role on the relationsl'\t? ee it qua@gm the main
audit quality factors; auditor’s c%}' ics, au méﬁbu‘tes, and the

effectiveness of internal control in ﬁ%alesti@n?cip Ij.@s. And the study uses
the SmartPLS 3 software in sta%anal is ofithe I‘ES@: the questionnaire, this
software estimates data wi m&or 1as.y Hair eél. (2017) encouraged social
sciences researchers t&z:rtPLsr;Jf‘tkesbs% a newer, more powerful, and
often more flexible statistical n]e \:"\ %C}/

gap erning the selected determinants of the

¢
quality of eﬁ% audit in ic;pa@e of Palestine, these determinants includes
r t

N
new fa% ed fo }iveneé\of municipal internal controls (internal audit,

accounting basis, and laws and\c%gulations) and the moderation role of SAIs between

a%\ality and audit quality factors (auditor characteristics, audit firm attributes,

3 ffectiveness of municipal internal controls).

D



1.6 Justifications of the Study

The study introduces many benefits for different parties, such the audltw
literature, audit profession regulators, audit firms, municipalities m@ents,
MOLG, the government and the legislative bodies, and the SAls. Th increases
the audit quality literature through examining new factors of the audit quality as the
elements of the effective internal control and the role of the SAls e audit quality
in the municipalities. Also, the study discusses the aud Ry.ln the developing

countries which they have limited studies in this asp arti UM Palestlne

which faces difficult political circumstances an knesses of t & omlc

resources. Also, the study uses the public inter yin e)fp ining th rvgatlonshlp

[ dered@E’ relevant in
the public sector. The study can be us&%ajdit profeSsien re rs in developing

between the audit quality and its attributesfthis

a comprehensive audit quality fra k for th | tp@'ncludmg current new
\
selected attributes, and Iookm ewoattrlb es o quallty. The study will

n
be helpful for the management o heeI rnance bodies in evaluating

the audit bids and th% the best pr esglo@'audltors who can provide high
audit quality. The anest‘g

audit quality, thi

\Q ounta é(vand internal auditors' perceptions of
ion gﬁown to audit firms, it assists them in

developing e stfategie§ t0 sejal your clients, allowing audit firms to

differen % ir pr ‘gnd se&e provision strategies, and improve their audit

sery, ality, allowing the@etam clients and strengthen their market position.

\b the study will suggest a comprehensive framework for audit quality while

& idering the PSOs environment, it will assist the municipal regulator (MOLG) in
v

lewing its regulations related to the appointment of external auditors and the

issuance of audited financial statements. Furthermore, the study may benefit the

18



government and legislative parties in reviewing and imposing internal audit laws and

regulations; adopting relevant accounting bases; and expanding the activities?'ﬂe

SAls in all Palestinian municipalities. (ﬁ\
1.7 Organization of the Study ?

This study is organized into six chapters as the following:
Chapter One presents an introduction and back Zon 'he research in
addition to the research problem statement, questi objecti nificance,
]

Y'
justifications and contributions, and organization of t dy. ' .\C—}
Chapter Two discusses the review literat ud%’ d ot@rconcepts
of the study. It covers the environmel\of, SOsy th ticalﬁework, the

importance of audit quality and %Bvitions,

Furthermore, this chapter discusse@sauditor \Amge
effectiveness of the municipa%l coﬂtrol, nd S(A§?Moreover, this chapter
explains how the researc@hes SMUB@, and how the conceptual
framework is develop% ly, th; lhap r blis&bses and summarizes some prior

:
studies on audit quality. l \ %é}/
Chapter Three scrihi? 'esea <‘t‘nethodology, the measurement of the

¢
study variab!e% research d |g{ I\@Ea)ver, it describes the population and sample
N
selectio taveollecti analysis, model fit analysis, research structure models
s S
and 0 develop the quesh@re and pilot study.

apter Four presents analysis of survey response, construct measures, data

D

res ‘ﬁd determinants.
O

ies, “audit firm attributes,
&

creening, common method bias, and the measurement model. Moreover, this chapter

iscusses and explains the descriptive statistics, and analysis of annual SAIs reports.



Chapter Five presents an analysis and explanations of the results of the study
through the discussion of the Structural Models-Stage 2 of SEM and the exa?hg
direct effect hypotheses-structural model 2. (’}

Finally, Chapter Six presents the study's primary findings Il as the
implications and limits of the study, as well as research accomplishments. This

chapter includes suggestions for further research. Lastly, a ie I conclusion is

.o

| S
The following Table 1.1 summarizes the nc% i |tion§?f-terms
T
—
7

offered.

1.8 Conceptual Definition of Terms

&4

Table 1.1: Concept Mltions fT
# The Term \:' , The ition /~"
1 Auditor Indicators of the’ auditor's ity, t6 carry out a high-

€ ICs competence and

Characteristics quality % inclu
indepgn (i Ing c%auditors are taken into
consi n (Dickinset al., 20 )

X

2 Audit Firm Attributes ibutes, dit feg&and audit firm size, are inputs
ofithe auditprocess thatsinelicate audit quality (Omer et al.,
% ).
3 Effectiveness of e eq@ nt's" fa‘tegy for ensuring that operations are
St

Municipal Inter, N p nd suceessful, financial reporting is correct,
Control and_laws.@nd re ions are followed (Younas & Kassim
2 (o)

4  Supreme 3.‘\ INational érganizations in charge of monitoring the use of
Institution flinds and the effectiveness and integrity of
m processes and policies (Hay & Cordery,

pu
% g
'S Atﬂl ).
5 A:!!'t ity (AQ) dit qyality as the auditor's capacity to identify and

di misstatements, adhere to ethical and professional
standards, and/or satisfy investor needs (Dickins et al.,
2018).

Ethics is a system of moral standards or ideals serves as

%ditor Ethics
0 both the glue that holds society together and is necessary

for a society to function in organized activities (Alvin et al.
(2017).
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Table 1.1, continued

# The Term The definition
7 Auditor Independence as a notion comprising of two compon ntsi.
Independence independence in appearance and independence of ncN in

etal., 2017).
8 Auditor Competence generally refers to the auditor’s capability to do
Competence tasks seriously and in accordance with profes tandards
(Abbott et al., 2016).

9  Audit fees Audit fees reflect the level of audit efforts that'the audit firm
will expend on the audit engagement, ;v! negotiated
bilaterally between the audit firm a e Iient' (Yebba &
Elder, 2019).

10 Audit firm size  Audit firms are classified into thr ain Iasgg%ze:
international firms (Big 4), national or regional fi s,'ar@acal
(small) firms. Alvin et al. S& | _ﬁ’)

11 Internal Internal auditing as one ent of the'intgrnal coqtrol

omp
Auditing system implemented bywmmns anagemen the
purpose of evaluating, examining, closi e
effectiveness of it nr?tﬁd con?r%l
(Chalmers et ax, imitro
by a

12 Accounting Method is usgd by acctounting s S tQ\record financial
Basis transactions mmarizeeu ©Over time (Ahmed & Al-
Kake, 2019): o :'u Yy S
o
13 Lawsand Laws lationSsipclude all Q-rders of superior

Regulations aut :&nd ators of thegft’s industry (Zuarub &
Abaalal, 15).‘[ : %
14 The Public mtegzz{:or was &IOped from conventional
réepr

Interest Theory, concepti esen %ﬁ/edemocracy and the role of
\gvernrﬁent enact regulations (Christensen, 2010).
N

Y
C\ : O
1.9 Sun@'
wpter hés cugsedt?e research problem, questions, and objectives. It
N
ha\

QD
>
@D
e
©
~

58,

I §
ined the significaf'lé9 of this study, as well as its motivations and

ations. This study aims to examine the determinants of external audit quality in

005, particularly the municipalities in Palestine. This chapter has also presented

briefly about the auditing process in the municipalities, and the motivations and the
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of the study provides an overv

of the study. Finally, the organization

tification

jus
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