CHAPTER 5 T

MULTIPLE REGRESSION ANALYSIS AND THE RESUL%

5.1 Introduction Q

Chapter Five discusses multiple regression analysis and_presents the results of

the study. To achieve this objectives, two structural mod %:re]ated in order to

examine 11 hypothesized direct effects and 3 hypothesized dw‘ffects by

the significanc c&@?;)ath

q% pen%m'variable
X

racte\rist (ACH),~ Audit Firm

Attributes (AFA), Effective Munitw&rnal Co (E@), Ethics (ET),
Independence (IN), Competency (CMj Audit\&ﬁ&& ,,@dit Firm Size (AFS),
a

\
Internal Auditing (1A), Accounti is (A%), WZE?L&?Regulations (LR). This

using SmartPLS 3 to perform a path analysis and te

coefficients for each proposed path as follows;

and these independent variables, Audi

chapter discusses the stru@odT stage 2 % M, examining direct effect
hypotheses - structur% I ami rjg' m@eration effect hypotheses, and

examining direct‘e@/pothis - gel 2.
&
5.2 Structu@del - $ta 25:‘&%“
T%%d'pripby)y m%%\S\EM analysis is the structural equation model.

Afte& easurement mod{[)\has been verified, the structural model can be

1, e

r Nted by defining the connections between the constructs.

S
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Details on connections between the variables are provided by the structural
model. It demonstrates the precise details of the interaction between indew
(exogenous) and dependent (endogenous) variables (Hair et al., 2006; HO@

The overall model fit is first evaluated, followed by the size] tion, and
significance of the hypothesized parameter estimates, as shown byythe one-headed
arrows in the path diagrams (Hair et al., 2006). The final stage involwed the validation
of the study's structural model, which was based on the pr mat'onship between
the variables identified and assessed. \d‘

In this study, the structural models were estim sing the P te‘:h.rk@‘g'and

researc the%érThe two

rchdhypotheses Iig@zﬁ Table 2 -1
are discussed in the following sub-sec&, é
AN

. o
5.2.1 Examining Direct Effe thests - S tura@odel 1

bootstrapping with 1000 replications to exami

structural models that were created to test

In the structural model m dir, eﬁg@rom Auditor Characteristics
(ACH), Audit Firm Attri ZAFA) I\d E ec{i\e@ss of Municipal Internal Control
4 ¢ &
(EMIC) on Audit ity ( Q)l \e~e( in&%(i}., H1, H2 and H3 respectively).
The struckl del the é@kt effects of the hypothesized variables
¢
as the SmartP%node/ isp

ure 5.1 and Appendix 8.

D
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&19 the direct effects of the hypothesized variables
S

arized in the Figure 5.2.
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Figure 5.2: Results of Direct Effcwthes [

The value of R? for Audit @jv (AQ) \o% ,QE indicates 81.3% of
)sy N

variations in Audit Quality (A plair%d by: suthrio dictors (i.e, ACH, AFA

Y

and EMIC). The R2 value @ L an satis'ﬁthe requirement for the 0.19
cut off value as recom% y (Wz/. e (}Hin@%).

The value of w AUW (AQ&& 0.629, far greater than zero which
refers to predic@van modﬁ’ suggested by Chin (2010). In sum, the

a1 pred
model exhi cceptable fi héh@ ictive relevance.

N
indida the m&el’s goodness of fit measure (GOF) was 0.763,

Y-

refe&o a large goodness@ of the model as recommended by Wetzels et al.,
(

0 GOF =+/0.813*0.717 =0.763

T

(5.1)
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The current structural model's SRMR value with 95% confidence interval was
0.043, indicating good fit as the threshold value should be less than 0.08 (Haiw'mv
2014). (;

The result of this study showed that the RMStneta Value was 0: ithin the
acceptable range of 0.1 and 0.14 as recommended by Henseler et al. W

The estimated coefficient parameters are then used to testhe hypothesized
direct effects of the variables addressed in Table 2.1. X.l

lshows the path

coefficients and the results of examining hypothesized t effe ts\d

Table 5.1: Hypothesized Direct Effects of the tructs in a|'|vm&a 1
950/
Path Std Std. t- . P/VI \Kypothems
Beta Deviation value va Iue Result

ACH>AQ 0438 0040  11.109 @Jess 6]517 401 Ses HL

Supported
AFA>AQ  0.200™  0.049 4077N
H3*:

0.102 0. 0. 0@ 2623 H2"
\ Supported
EMIC>AQ 0.348™ 0048 7. 1 000 0. 437 Q210 3.083 ;

A Supported
*p< 0.05, **p< 0.01, ***p< 0.001 v A )
‘% ‘&
\ A Source: Smart PLS3
As can be seen |% 1, al'l‘l%t.tjelle @stlcally significant because their

:
p-values were bewhre@‘& 5 for dard significance and their t-values
were greater t 1.645 'Hl, and H3 direct effect hypotheses were

confirmed. p h a Iy c{ng re discussed in relation to the direct effect
\
uctufa §J 1 m'l@following subsections.

hypoth%
&

5%\ The Relationship Between the Auditor Characteristics and the Audit
Quality

0 As shown in Table 5.1, the t-value and p-value of Auditor Characteristics

(ACH) in predicting Audit Quality (AQ) were 11.109 and 0.000, respectively. It
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means that the chance of getting a t-value as large as 11.109 in absolute value is
0.000. In other words, the regression weight for Auditor Characteristics (ACH
prediction of Audit Quality (AQ) is significantly different from zero at the@}sﬁevel.
Furthermore, the confidence intervals bias corrected 95% did not sh intervals
straddling a 0, lower level of 0.358, and upper level of 0.517. TRe standard path
coefficient was 0.438, indicating that the relationship was p%‘ means that for
S CI—'), Audit Quality

every one standard deviation increase in Auditor Characte

(AQ) increases by 0.438 standard deviations. Further 2 was indicating
B

n Audit ity E@Y:Nas

Auditér cten@\?.c's (ACH)

N WX

h w‘as tha 5 threshold.

Thus, single source bias is not a signi‘\ﬁ@blem wi da

be said to be free of collinearity. cq \T /<\

N,
These findings show thaué i ditoQ(aaracteristics (ACH) has
significant positive effect D@ .
= 0.358, 95%UL-CI = (gs 1.

&
é rted; B = 0.438, 95%LL-ClI
The significantypositive
the level of AQ4ln other wi )
o !
team indivi S characteristi h£ i
- - \ -
result |% tent W vious@Jdles (ALBeksh, 2016; Knechel et al. 2013;
Y-
Haeﬂ,g&l and Agustin ZO@Ghristensen et al., 2016; Schroeder et al., 1986;

%\em et al., 1992). This finding is also supported by the of Public Interest Theory,

that the effect size of Auditor Characteristics (A
significant. The findings also revealed that the

in predicting Audit Quality (AQ) was 2.

(@]

¢/

d the model can

Qe

omn@ént of external of auditors with the audit

reaé?sed audit quality in the municipalities. This

& h proposes that municipal management must follow laws and regulations which
quire specific characteristics of auditors such as independence, experience auditing

public sector organizations, and compliance with general ethics.
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As a result, it is recommended that municipalities to implement some
procedures to hire audit firms based on the characteristics of audit staff and tow

specific attributes of the audit team through the assessment of the audit t{%ﬁstory

records. A

5212 The Relationship Between the Audit Firm Attr and the Audit

Quallty l
As shown in Table 5.1, the t-value and p-value 0 dit Fi Wes (AFA)

in predicting Audit Quality (AQ) were 4.077 and{#especti ely. | mfar{.@at the
chance of getting a t-value as large as 4.077 in \% .000. In ofﬁEr words,
the regression weight for Audit Firm Atm'&:\ he pr@n of Audit
Quality (AQ) is significantly diﬁer\g%a zero a

0. Ob‘ﬁevel of p-value.

Furthermore, the confidence mterv S bias corr \0\9¥/0 |gifst show any intervals
ﬁi‘ N

straddling a 0, lower level o%and ﬂpper evel &@98 The standard path

coefficient was 0.200, indicating“that nship@s positive. It means that for
nA

every one standard de%{crease

(AQ) increases by .200 sta‘w

it FirghyAttributes (AFA), Audit Quality
iatio <<1£urthermore 2 value was 0.082,
indicating that e t Si 2 on s&udlt Quality (AQ) was small effect size.
The flndlngs veal d tha Y, IEj?Audlt Firm Attributes (AFA) in predicting

Audlt | t Q) was 2. whueé\was less than the 5 thresholds.
e results demonstra@vthat H2 (H2: Audit Firm Attributes (AFA) has
S nt positive effect on Audit Quality (AQ)) is supported; p = 0.200, 95%LL-CI

02, 95%UL-CI = 0.298, t > 1.645, p < 0.001, VIF < 5, f> = 0.082.

0 A small positive correlation indicates that AFA is something that increases the
level of AQ. In other words, the high attributes of audit firm affect positively the audit
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quality in the municipalities. This result is consistent with previous studies (Alareeni
2019; Yebba & Elder, 2019; Omer et al., 2016; Elder et al., 2015; Boon et al., :
This finding is also supported by the Public Interest Theory, which p@%& that
municipal management must follow laws and regulations requiring sy&attrlbutes
of audit firms, such as the minimum number of audit team and their @Xperiences, and

selecting the best financial audit offer with considering the competency of the audit
firms. z l

As a result, it is recommended that municipalitieSsmplement rocedures
L

to hire audit firms based on their reputation, and t istence of e p{rig@ and

sufficient auditors. Y. \f \/‘T

5213 The Relationship Betw ;ﬁe,Effectiv of@nicipal Internal
Control (EMIC) and t@%ditq ) ,(‘\

_ N,
As shown in Table 5.1, aIue'&nd

&

ue e Effectiveness of the

Municipal Internal Control Em in preditti Aud@%ality (AQ) were 7.106 and
0.000, respectively. It%y; the gmj of g@?g a t-value as large as 7.106 in
absolute value is O.len oth«i }T;l‘al he r%g ion weight for the Effectiveness of
the Municipal @Co

significantly G\F&nt fom‘ Zero

EMIC) i prediction of Audit Quality (AQ) is
interval%krrectyd 50/‘}1i

0.2@ upper level of 0.43\2;731; standard path coefficient was 0.348, indicating

tE\ relationship was positive. It means that for every one standard deviation
increa

!
dat &%70.001 level. Furthermore, the confidence

NN
n ow any intervals straddling a 0, lower level of

se in the Effectiveness of Municipal Internal Control (EMIC), Audit Quality

QQ) increases by 0.348 standard deviations. Furthermore, 2 was 0.210, indicating

that the effect size of Effectiveness of Municipal Internal Control (EMIC) on Audit
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Quality (AQ) was medium. The findings also revealed that the VIF of the
Effectiveness of Municipal Internal Control (EMIC) in predicting Audit Qualirv)
was 3.083, which was less than the threshold of 5. Thus, single source (k% ot a
significant problem with the data, and the model can be said to be free inearity.
These results demonstrated that H3 (H3: Effectiveness of the icipal Internal

Control (EMIC) has significant positive effect on Audit Quality ( is supported; B
<.

= 0.348, 95%LL-Cl = 0.242, 95%UL-CI = 0.437,t> 1.6 0'1, VIF <5, f2 =

0.210. \d

"X
The medium positive correlation indicates tha IC moderate ibc‘r@s the

nicipal IC nY6| affects
p\ Y

ult isé;;istent with

eF (%‘ Zhang, 2014).
&)

AQ level. In other words, the high effectivene

positively the audit quality in the mun%

previous studies (Yebba & Elder, 20\ >garaet al.

Also, this result supports the publio@sest theo \vhgh g@‘ses that the municipal

N,
government regulator requira% the“mun' ipal qu;?agement to implement
effective internal controls, m in[ itin Q}J an appropriate accounting
ZI ws and'r

system, and adhere to% icable J eghhtions that govern all municipal
qd &
activities. \ ' 8 %(J
Is re

As a result, i1 r d t}éﬁunicipalities implement and maintain

#
effective in &Dontr S, an thft eét(;e?]al auditors examine the internal controls
il N
compon@t{} unig

speeifically the internal auditing, financial accounting

Y.
systﬂﬁd applicable laws an ulations.
i

GE Examining Moderation Effect Hypotheses
This study also investigated the moderating effects of Supreme Audit

Institutions (SAI) as a moderating variable on the relationship between the Auditor
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Characteristics (ACH) as independent variables and Audit Quality as dependent
variable (H4a), Audit Firm Attributes (AFA) as independent variables ant?ﬂ\"\
Quality as dependent variable (H4b), and Effectiveness of Municipal Int@ntrol
(EMIC) as independent variable and Audit Quality as a dependent van&%c)

To confirm that a third variable has a moderating effect on'the relationship

between the independent variables and dependent varial nature of the
relationship should change as the moderating variabl alues hange This is
accomplished by including an interaction effect in the | and ew w eth

or not such an interaction is significant. ES\ _S
When using this analysis, all predictors tandafdi ce tr&'to make

subsequent interpretations easier and to a vaq@ ro

& West, 1991). This was accompllsh\%btracting

respective mean and then d|V|d|n result

arity (Aiken

L@'\/arlable from its

s,u@d variable's standard

deviation. After that, the cante%catoﬂ: product w Iculated and used as an

indicator of the latent interaction ct of@ interaction term on the DV

rmL
should be significant% rmin R%r'thabn oderator effect is significant.

According Aiken a est (1 Q;eatmg plots for each interaction was

c
=
)

used to demons nflue n the correlation between the predictor
and outcom Ie T erefo f‘uré?means must be generated in order to graph

the integactio etWPJ h ﬁrlableé\)ne divides the independent variable (low and

hlg)ﬂ.Athe moderating vanat@“(low and high) into two levels and crosses them to

OEE ur cell means. The term "low" refers to one standard deviation below the
G , While "high" refers to one standard deviation above the mean.

he structural model with interaction terms to investigate the moderation effects of the

SAls as the SmartPLS 3 model is portrayed in Appendix 9.
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Figure 5.3 depicts the results of moderation effect hypotheses in structural

model 1. T
Auditor Characteristics Supreme Audit \
(ACH) Institution (SAI)11
H4a=0.105"

Audit Firm Attribute
(AFA)

Audit Fees (AF) 2

——— R*=0.832 Q'=0629
> Audit Quality

(AQ) 8

Audit Firm Size (AFS) 2

==}
=
o
I
=
=

Effectiveness of the _—
Municipal Internal _—
Control (EMIC) B _—

Internal Auditing (IA) 2 -

Accounting Basis (AB) 3

% rce: Smart PLS3
Figure 5.3: Results of Modert’hctﬁ?es ilqjctural Model 1
@ f )

The R? value for Audi\ (AQ) wa .8'32<8trlch was greater than the
K%
Chin (1998) cut off value o?& ccarding.to hir@lO), the value of Q? for Audit

Quality (AQ) was 0.%7 h is
predictive releva@modil’s\ness é‘e measure (GOF) was 0.772 which is

relatively Iarge.% MR‘ Iﬁ}j‘{ﬁan the threshold of 0.08. The RMSiheta
2, Q

.erl t@'zero and indicates the model's
&

fl&%
value W&S% thin the acc taﬁl@ge of 0.1 and 0.14.
in Tdb

A 2, sthe erating effects of the Supreme Audit Institutions

(SAAlructural model 1 W@nvestigated. The path coefficient was additionally

us\assess each interaction term's impact on the dependent variable.

q Table 5.2 demonstrates that all paths were statistically significant because their
-values were below the threshold for statistical significance of 0.05 and their t-values

were greater than 1.645. The hypotheses H4a, H4b, and H4c regarding the moderation
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effect were thus supported. The following section discusses the path analysis results in
relation to the moderation effect hypotheses in structural model 1. T

Table 5.2: Examining Results of Hypothesized Moderation Effecti%l

95% 95%

Std Std t- p- 5 ypothe5|s
Path Beta  Deviation value value LLI ULI f A Result
ACH*SAIDAQ  .105° 049 2103 .034 9 z Haa:
0 Supported
o H4b:
* -
AFA*SAI2>AQ 167 .060 2.735 .006 2 4 004 Y& .256 Supported
* H4c:
*
EMIC*SAIAQ 121 .058 2.057 .038 .015 . 9 1500 Supported
*p< 0.05, **p< 0.01, ***p< 0.001
'Smazj\‘ET_SC%
’ ‘Z‘

52.21  The Moderating Role of SAls l:We'!n he~Auditor C@ﬁcteristics

and Audit Quality c
As shown in the Table 5.2, the m m@t upreQAudlt Institutions

(SAI) on the relationship betwee or C s cs é” H) and Audit Quality

(AQ) was statistically S|gn|f espite~ef exi tenc <§rmtervals straddling a 0,

because the t-value is E n 1. 45 theéélue is less than the standard

significant level of 0.0 ficient ,!OQQ'[- value = 2.103; p-value = 0.034).

The f2 value was 0 mdiclting

threshold o Njem nstra
Audit Insti mod rate? rel&dnshlp between Auditor Characteristics and

Audit was sup tred; [3 =105, 95%LL-CI = -0.009, 95%UL-CI = 0.192, t >

all eIQ size. The VIF was 1.874, less than

rQe Egmcollmearlty Thus, H4a (H4a: Supreme

0.05, VIF <5, f2 =
|gure 5.4 shows the line chart effect of Auditor Characteristics (ACH) on Audit

allty (AQ) at low and high level of Supreme Audit Institutions (SAI).
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@ 4.5
T 4
£
E 35 | Moderator
- —&— Low Supreme Audit
5 3 Institution (SAI)
Z
2.5 —l-High Supreme Audit
Institution (SAl)
2 -
1.5
1 T 1

Low Auditor High Auditor
Characteristics (ACH)  Characteristics (ACH)

%}' 3 Soutte: Smart PLS3

Figure 5.4: Effect of ACHM Low and High Léve) of SAI

\ L9
A
The two lines in Figure 5.4 catefla po 't'qe re@\ship between Auditor
u Ii%;Th.e\g‘N{) lines were not parallel,
implying the presenceOf a gderatiorieffe . H r, the relationship was steeper
&
(i ,e Audit Institutions (SAI) compare to the low
level. As a result, Ttuis possibte to eanclud t the Supreme Audit Institutions (SAI)
X | (O - : .
moderates th&d’ nship Bet rrALéc-ﬁjtbr Characteristics (ACH) and Audit Quality

(AQ). I@hat wti e i@}:t of Auditor Characteristics (ACH) on Audit

s
Qualit is stronger at hig@/els of Supreme Audit Institutions (SAI).

N
;ﬁwﬂs result consistent with the findings of an examination of the annual audit
r

ts of the Palestinian SAls (FACB and GDCG), in which they did not mention

Characteristics (ACH) and Am

and thus greater for high level

Oect notes and recommendations about the auditor characteristics in municipalities,

but because all external auditor hiring processes are subject to FACB auditing,
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municipalities will be more commitment with the ToR of hiring external auditors. In
addition, FACB issued audit standards for auditors who audit publicw
organizations; these standards outlined some of the auditors' characer'ys and
behaviors. Furthermore, the SAls may assist external auditors in ev ing internal
control in the municipalities and motivating them to detect violatm applicable

laws and regulations that have a direct impact on the finangial statements' fairness.

Therefore, the SAls encourage the municipalities to hire alities auditors who
increases the audit quality in these municipalities. \d
]
4
| .S
5.2.2.2  The Moderating Role of SAls be e AudityFi A@ﬁtes and

N
Audit Quality \, 0\ {\T

As shown in the Table 5.2, the eration effect pre@%udit Institutions
(SAI) on the relationship between it Firm \ﬁhges ,KF%) and Audit Quality
N

(AQ) was statistically signific here’\Nere oa’nterqé.‘l? straddling a 0, because

the t-value is greater than Bd thesp-value is§(<h,an the standard significant
level of 0.05 (coeﬁiciq*.:-o.lfl; t- aIbeQ.735; p-value = 0.006). The f 2
value was 0.065, indigating sn]a \ﬂ“;: sizeéléeQVIF was 2.256, less than threshold
of 5 and demaqpstr fr \N:;'colli@ﬁy. Thus, H4b (H4b: Supreme Audit
Institutions@tes e‘re io‘sh'e} etween Audit Firm Attributes and Audit
Quality% pporpqay?r-o.l@S%LL-u = -0.254, 95%UL-CI = -0.004, t >

1.6%_&0.01, VIF <5, f2 = 0.085.
atss

\iigure 5.5 shows the line chart effect of Audit Firm Attributes (AFA) on Audit

Giity (AQ) at low and high level of Supreme Audit Institution (SAI).
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@ 4.5 -
S .
)
g 35 - Moderator
—&—Low Supreme Audit
= 3 | B A ! p
=3 / Institution (SAI)
Z
2.5 —-High Supreme Audit
Institution (SAI)
2 -
1.5 A

1 T 1
Low Audit Firm Attribute High Audit Firm Attribute
(AFA) (AFA)

\‘? Surce: Smart PLS3
Figure 5.5: Effect AFAsn AQ t Lo dHigh Level of SAI
&

As shown in Figure 5.5 wo I|n indicated ag&tlve relationship between

3

Audit Firm Attributes (AF u ’

e two lines were not parallel
which implied the ex%of moderatio f&/ he relationship, however, was
steeper and thus &ﬁ?\[m t \, reme Audit Institutions (SAI) when

compared to Ng evel. lt@ld be concluded that Supreme Audit

Institution Al negativ
Attrlb ) and' QuaIiQ%(?AQ) It means the positive effect of Audit Firm

@es the relationship between Audit Firm
(AFA) on Audit Quality (AQ) is stronger for lower level of Supreme Audit

|ons (SAl).

o This finding is consistent with the findings of an examination of the annual audit

reports of the Palestinian SAls (FACB and GDCG), which did not include any

recommendations or notes about the audit firm attributes, such as audit fees or audit

222



firm size. As previously stated, all external auditor hiring processes are subject to
FACB auditing. As a result, municipalities will be more compliant with the

hiring external auditors, which states the size of the audit team but not t@firm
size. Also, the audit fees always stated by bidding procedures Whic)*ontrol by
specific laws and regulations, these procedures lead to the least audityfees which may

affected on the auditors’ efforts and decreased the audit q IWSO, the external
auditor may use the audit reports of the SAIs as audit e gandl helping him in
evaluating the audit risk and the effectiveness o int nz!ﬂ\Qdol in the
"X

municipalities. This is leading to make the cost of iting mare r oﬁa d at
minimum level. Therefore, SAls affect negati n t% ' hip\b/meen the
audit quality and audit firm attributes. \, 0\ %\Y.
5.2.2.3  The Moderating Role Q%\Is bet \mn% f@i«/eness of Municipal

N

- S

N

Internal Control a@it QLQI tyo u
o N
As shown in Table 5,2, al gh't an i@'\/al straddling a 0, the effect

of Supreme Audit In% (SAI)! inte ctlo@l Effectiveness of Municipal
S 2
poeualty (¥

Internal Control (EMIC) on A y ( % tatistically significant because of

having t-value @.64 le b@ﬂ the standard significant level of 0.05
b0z o

wn

A2%; t- v

(coefficient
indicati %I effyctbd

4

dem@e free from coll@;ﬁ Thus, H4c (H4c: Supreme Audit Institutions
Ns the relationship between Effectiveness of the Municipal Internal Control

!
e& 2&(5"7" p-value = 0.038). The 2 value was 0.029,

N
he@‘rF was 2.500, less than threshold of 5 and

andyAudit Quality) was supported; B = 0.121, 95%LL-Cl = -0.015, 95%UL-CI =

217,t>1.645, p < 0.05, VIF < 5, f2 = 0.029.
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Figure 5.6 shows the line chart effect of Effectiveness of Municipal Internal

Control (EMIC) on Audit Quality (AQ) at low and high level of Supremw

Institutions (SAI). \
P

5 4
45 -
o
< .
= Moderator
= 35 4
g, —&#—Low Supreme Audit
- 3 | Institution (SAI)
2
= ——High Supreme Audit

2.5 - Institution (SAl)
2 )
1.5
1+ T
Low Effect of Effectiveness High Effect of Effectiveness
of the Municipal Internal of the Municipal Internal
Control (EMIC) Control (EMIC )
" Source: Smart PLS3
Figure 5.6: Effec IC 1n A Low@ High Level of SAI
1

As shown in ure

‘tw.g es m(%tted a positive relationship between
ontro (é}/\ IC) and Audit Quality (AQ). The two

a%@ustmg of moderation effect. However, the

|

Effectiveness of pal
lines were no I ich i
relations |p stee an h S g@r for high level of Supreme Audit Institutions
(SAmp re to the low Iev@ence it could be concluded that Supreme Audit

ns (SAI) positively moderates the relationship between the Effectiveness of
-

icipal Internal Control (EMIC) and Audit Quality (AQ). It means the positive

Qect of Effectiveness of Municipal Internal Control (EMIC) on Audit Quality (AQ)

is stronger for higher level of Supreme Audit Institutions (SAI). This result is

224



consistent with the findings of an examination of the annual audit reports of the
Palestinian SAIls (FACB and GDCG), in which they mentionedw
recommendations and notes related to effective internal control and the @5 tors
of internal control, including internal auditing, accounting bases (the f ion of the

accounting system), and compliance with applicable laws and regulations, directly or

indirectly. This means that by strengthening internal control a dwerminants, such
iK

as internal auditing, accounting bases, and complian relivant laws and

audi qlw
o
| &
5.2.3 Examining Direct Effect Hypotheses H\I“o b

regulations, the audit of SAls in municipalities enhance

Y
The structural model investigated direct ﬁusa ffects@ thics (ET),
Independence (IN), Competency (C udit Fees Au@ﬁirm Size (AFS),

Internal Auditing (1A), Accountin%is (AB ,\'&ga @ Regulation (LR) as

\
independent variables on Audi% (A(S} as ende&;@riable were investigated
in this study hypotheses (HJQX:H, H2a, H2b, $ 3b and H3c respectively).
t

The structural m% esting the d ect ef@ts of the hypothesized variables
4

'3
in structural mode% th@m_ Bﬁl is portrayed in Figure 5.7 and
Appendix 10. & {Q
Y
(f} / ‘?: S

T
—
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rdctural moGel fer testing the direct effects of the hypothesized variables
N

in str I i

model 2 is summﬁﬁ(%d in Figure 5.8
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Auditor Characteristics
(ACH)

Ethics (ET) 6 -

~—~_
Independence(IN)6 || 'Hfa %

1 Hipe 013

= 0_]49._‘

Competency (CM) 7 |-

km}”c': 0'156“""- e

Audit Firm Attribute B ‘*‘::Z;_‘:‘::_: . RI-0814 Qi=062
(AFA) — : :
Audit Quality
(AQ) 8

Audit Fees (AF) 2

H2a=0.112"

Audit Firm Size (AFS) 2 ——H=0l04 ///.—;

Effectiveness of the -
Municipal Internal \1\. _// P /
Control (EMIC) w7
" 0.\'5\ e

7 L *p< 005, **p< 0,01, ***p< 0.001
/,./“ - 0.\11 Dotted lines denote insignificant impact

Accounting Basis (AB) 3 /'/ ///,‘\1
‘ \v ~
V ﬁrce: Author
Figure 5.8: Resu@Structur el 6&

Internal Auditing (I1A) 2

—~
-

Laws and Regulation (LR) 3

-

2
?/

T A
The R? value for Audit Qdalit ) , v@ was higher than the
17}
.Bhe

Chin, (1998) cut off value of & valu for Aﬁ@it Quality (AQ) was 0.629,

N
which is far greater than Ro and r} lths el's predictive relevance, as
10)

suggested by Chin (20 he ngss,of fit (GOF) was 0.764, which is

(@]
/2
&

&

quite high. The SRM as_0.036,/whic s less than the 0.08 threshold. The

AN
RM Stheta Valugwas'@;12 V\I%I‘?'%(ﬁé&ble range of 0.1 and 0.14.

ers are then used to test the hypothesized

z;g%/

—_
—t
=
@D
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=
@D
o
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—
job)
=
@D
N
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o
o
D
/o
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—
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Table 5.3 displays the [ﬁh coefficients and results of examining hypothesized

ffects in structural model 2.

&,
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Table 5.3: Hypothesized Direct Effects of the Constructs in Structural Model 2

[0) 0,
Path Std Std - p ?_SL/O ?JSL/O £ wvig H s
Beta Deviation value value Result

ci__al =
ET>AQ  0.149° 0064 2456 0020 0032 0281 0.027 4.4:7 Corted

INDAQ 0163 0070 2293 0019 0025 0300 0033 4 HLD"
Supported
SVEYN 0.058 2.731 0.007 0.042 0.279 0.035 H1.c"
Supported
AF>AQ  0112° 0055 2116 0044 0002 0218 0.0 99 _H2an
Supported
AFSSAQ  0104° 0052 2976 0045 0005 0200, O, 2584 H2b"
Supported
IASAQ  0121° 0051 2294 0018 0019 0216 O dorg  H3a"
Supported
H3.b*:

AB->AQ 0.131" 0.063 2.019 0.039 0.007 0.2 0.02

*p< 0.05 , **p< 0.01, ***p< 0.001 |

X
\ ource; Smart PLS3
NS

i nifi@“as their p-values

were below the standard significan(yjel of 0.0Xﬂgv gs above the threshold of
% ﬁ y N

1.645. Thus, the direct effect es bu H%G?Za, H2b, H3a, H3b and

; *Supported
LR>AQ  0.127 0056 2297 0.023 oms%ii 0.028 3161 _:é@porte d

As shown in Table 5.3, all pat ere sStatisticall

5

H3c were supported. The Mg SL ns discus results of path analysis in

relation to the direct e these‘s‘ bff‘t‘ukah&del 2:
&
N\ QO

N
am!%.OZO, respectively. It means that the chance of

gettbgkt-value as large as{%% in absolute value is 0.020. In other words, the
X)n weight for Ethics (ET) in the prediction of Audit Quality (AQ) is

>
c
=
o
<
>
<
=
)
&
o

ificantly different from zero at the 0.05 level of p-value. Furthermore, the
onfidence intervals bias corrected 95% did not show any intervals straddling a O,

lower level of 0.032, and upper level of 0.281. The standard path coefficient was
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0.149, indicating that the relationship was positive. It means that for every one
standard deviation increase in Ethics, Audit Quality (AQ) increases by 0.149 sw
deviations. Furthermore, f2 value was 0.027, indicating that the effect siz@%\? on
Audit Quality (AQ) was small effect size. The findings also revealed‘ﬂkwe VIF of
Ethics in predicting Audit Quality (AQ) was 4.457, which was ‘léss than the 5
threshold and demonstrated free from collinearity. \,

These results demonstrated that Hla (H1la: Ethics h; significant positive

effect on Audit Quality (AQ)) is supported; p = 0.149, L-C :WS%U L-CI
]
=0.281, t>1.645, p < 0.05, VIF <5, 2 = 0.027. ' 0}
=
The significant positive relationship indi at_audi ics \ii/%'ritical to

in \
increasing the level of audit quality. In other words,

mitm@ external of
auditors with the audit team individual’s Ethics ha

edéﬁit quality in the
municipalities. This result is consis@sith prev\S*stj'

o))

w
[72]

@"‘d and DeZoort 2001;
N
Blay et al., 2019; ALBeksh, %nech@l et .M201a§.a!aeridistia and Agustin,
N %j NG
eP

u Interest Theory, the MOLG

2019; Christensen et al., ZQGE. coli
required from the au% gistered in e'audb‘professional regulators and has

2 s

good reputation Wtion \t.h To hiring external auditors in the
municipalities. & {Q
e D, M

Asar SGP,) is resommehdedl ttet} e profession regulator establish procedures
é: N

plian general ethics and international accounting ethics

stan and that municipalities¥implement some procedures to hire a high-profile
ok

a \ﬁm with ethical audit teams.
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5.2.3.2 The Relationship Between the Auditor Independence and the Audit

Quality
According to Table 5.3, the t-value and p-value of Independe@d) in
predicting Audit Quality (AQ) were 2.293 and 0.019, respectively. I s that the

chance of getting a t-value as large as 2.293 in absolute value is 0.019In other words,
the regression weight for Independence (IN) in the prediction fMQuality (AQ) is
significantly different from zero at the 0.05 level of YF'thhermore, the
confidence intervals bias corrected 95% did not sho intervals.st d‘ling ao,
ndard [pat o@‘f@vwas
. It mea t for\/YT/ery one
NN

standard deviation increase in Independen\(y , Audit lity ( increases by

0.1632 standard deviations. Furtherm\ ;!\/’ue was 0.033, ind@‘mg that the effect

size of 0.033 on Audit Quality (AQ% small e\c{\%e. jg\ﬁndings also revealed
N

uali Q qncf% 4.313, which was less

that the VIF of Ethics in predigti udit?g

lower level of 0.025, and upper level of 0.300. T

0.1632, indicating that the relationship was

than the 5 threshold and de h(edl_1 ro colli% y.
; #‘H‘ib@ependence (IN) has significant
s sup &;t‘gd; B =0.1632, 95%LL-Cl = 0.025,

5, VIR5, 2 = 0.033.

d that
4

These results de

positive effect on Atdit Qualitr
95%UL-Cl =0.300, t>1.6

The s Icant positiv eIJtiocs)h p indicates that auditor independence is
critical % singst PI of uﬁh quality. In other words, the commitment of
exte@dltors with indeper@ée either for the audit firm or audit team individuals
hassincreased audit quality in the municipalities. This result is consistent with previous
tudies (Ismail et al., 2019; Kyriakou & Dimitras, 2018a; Hardies et al., 2016;

ardies et al. 2016; Junaidi et al., 2016; Knechel, 2016; Octavia and Widodo 2015;

and Bouhawia et al., 2015; Elder et al., 2015; Francis, 2011; Francis, 2004; Ruiz-
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Barbadillo et al., 2004; Ashbaugh et al., 2003). According to the Public Interest
Theory, the MOLG required independence auditors for the municipalities in T
achieve high audit quality. (;

As a result, it is suggested that profession regulators establis lines and

standards for auditor independence and determine which services‘the auditor can

provide to his client. \,

5233 The Relationship Between the Auditor pet cWhe Audit
]
Quality { | -f’\v
According to Table 5.3, the t-value -Value of Co eten@f(CM) in

predicting Audit Quality (AQ) were 2.73]4Kd} 07, \ively.@:gms that the

chance of getting a t-value as large as %absolute IS @‘7 In other words,
the regression weight for Competer@SM) in @txudit Quality (AQ) is

significantly different from Zfe‘he 605 | of ¢p-value. Furthermore, the
_%;j;

confidence intervals bias correc 95’/ o@ny intervals straddling a 0,

lower level of 0.042, {an er level of .27‘9.@% standard path coefficient was
4 2 <‘{
0.156, indicating th.&he relzi'\ghiq asgy ive. It means that for every one
standard deviati Mase '\:;wmnaej,ﬁé\udit Quality (AQ) increases by 0.156
!
¢
standard deviati Furthermofe, ¥ v I(J'(g/vas 0.035, indicating that the effect size of

NS
0.035 on %aliw }vas s@ﬁ effect size. The findings also revealed that the
VIFﬁmpetence in predicti{a)j;dit Quality (AQ) was 3.755, which was less than

t shold and demonstrated free from collinearity.

Q These results demonstrated that Hlc (H1c: Competency (CM) has significant

ositive effect on Audit Quality (AQ)) is supported; p = 0.156, 95%LL-Cl = 0.042,

é)%f/

95%UL-CI = 0.279, t > 1.645, p < 0.05, VIF < 5, f2 = 0.035.
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The significant positive relationship indicates that auditor competence is critical
to increasing the level of AQ. In other words, the commitment of external auavno
continuous education, understanding the client industry, and gaining e@%ﬁce in
auditing and accounting-related fields has increased audit quality.‘* result is
consistent with previous studies (Ismail et al., 2019; Kyriakou & Bimitras, 2018a;
Hardies et al. 2016; Junaidi et al., 2016; Knechel, 2016; Oc avhm Widodo 2015;
and Bouhawia et al., 2015; Elder et al., 2015). Accor Y;]el Public Interest
Theory, the MOLG required some qualities must be in the auwimd audit
ities. | .ST
tors ad pro&/&—ures and

team to be eligible for external auditing in the munici

It is advised that as a result, professio

policies necessary to guarantee the presence ifi auditoé\g;urthermore,

municipalities need to hire people kﬁae expert
organizations, particularly municipﬁ% \T

a '<fng public sector
O

S

> S
onshin e & .
5234 The Relationship Betweenyt Fee@wd the Audit Quality
According to Ta%te t-val]e an p-&/&l@% Audit Fees (AF) in predicting
4 2
Audit Quality (AQ)% .11|6 .044, % tively. It means that the chance of

getting a t-valug®as™large 167in ab e value is 0.044. In other words, the
i
regression WG%OI’ 0. 44‘i efpntf)l&on of Audit Quality (AQ) is significantly

: % N : :
dlfferen% ro art b‘yf eve@f p-value. Furthermore, the confidence intervals
cte

95% did not sho ‘{/.intervals straddling a O, lower level of 0.002, and
N
Nvel of 0.218. The standard path coefficient was 0.112, indicating that the
r

ionship was positive. It means that for every one standard deviation increase in
udit Fees, Audit Quality (AQ) increases by 0.112 standard deviations. Furthermore,

f 2 value was 0.026, indicating that the effect size of 0.026 on Audit Quality (AQ) was

D

bias co
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small effect size. The findings also revealed that the VIF of Audit Fees in predicting
Audit Quality (AQ) was 2.599, which was less than the 5 threshold and demow
free from collinearity. (’}

These results demonstrated that H2a (H2a: Audit Fees (AF) ignificant
positive effect on Audit Quality (AQ)) is supported; p = 0.112, 95¥L-CI = 0.002,
95%UL-Cl = 0.218, t > 1.645, p < 0.05, VIF < 5, 2 = 0.026. \,

The significant positive relationship indicates that t ant f the audit fees
almost reflects the auditor efforts in auditing process. mor ew‘the audit
is consiste V\‘trlfg/i‘ous
eFond’ Z\jﬁ Carson

process, the better the quality of the audit. This r
studies (Yebba & Elder, 2019; Hardies et al.,

et al.,, 2013; Francis & Yu, 2009; Gei amap\z . Thi dlng is also

which propos t m@pal management

must follow Law of Public Purch en hlrl—h.g_ de r,Q}nmg the auditor fees,

particularly the municipalities %ﬂ \”Ith ndeqé@ or quotation processes.
Accordingly, it is advised t \m r'C S Tirst ev@ the technical aspects of the
audit offers before ev. c financial

fe'rs @rder to determine which auditor

is best suited to prO\oﬂKhlgh al' ' at @ble audit fees.
/\ &
5235 Iatlo shi t\&aeb Audit Firm size and the Audit Quality

supported by the Public Interests The

A o to Table the Iue and p-value of Audit Firm Size (AFS) in

i Audlt Quality (AQ@efe 2.976 and 0.045, respectively. It means that the

CE f getting a t-value as large as 2.976 in absolute value is 0.045. In other words,
h

Q egression weight for 0.045 in the prediction of Audit Quality (AQ) is significantly
fferent from zero at the 0.05 level of p-value. Furthermore, the confidence intervals

bias corrected 95% did not show any intervals straddling a 0, lower level of 0.005, and
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upper level of 0.200. The standard path coefficient was 0.104, indicating that the
relationship was positive. It means that for every one standard deviation incn?"m
Audit Firm Size (AFS), Audit Quality (AQ) increases by 0.104 standar(@\jaions.
Furthermore, 2 value was 0.022, indicating that the effect size of ©" on Audit
Quality (AQ) was small effect size. The findings also revealed tha@ IF of Audit
Firm Size (AFS) in predicting Audit Quality (AQ) was 2.584, whi as less than the
5 threshold and demonstrated free from collinearity. Y l

These results demonstrated that H2b (H2b: it Fi kSKMAFS) has
B

Yw

significant positive effect on Audit Quality (AQ)) is rted; = 0. 4‘ @L-CI
=0.005, 95%UL-Cl = 0.200,t> 1.645,p < 0.0 5124 \Y
The significant positive relationship 4mdicates t audi Vz~size (AFS)

S r@wore experienced

ﬁ}ity requirements. This

equals higher audit quality. Because rge_company

staff in many fields and many alterr%s to nﬁa?d-

N
result is consistent with previ ies, Alare |(4(201QF3eported that many past

-

&
studies confirmed the positi Mecl etween aum\ffirm size and audit quality.
This conclusion is als% ed by the T e‘gﬂyvbublic Interests, which contends
’ &

to la d regulations requiring a minimum

that municipal man ent mL's
number of audi@ vari 'cialtiazﬁﬁ'f the audit team in accordance with the
classificatio sﬂw) mun cip:;:% 4 (J

X

, It IS rec ends&hat municipalities hire audit firms that have a

sufficient number of auditors @{iiverse experience in a variety of areas.

6 .6 The Relationship Between the Internal Audit and the Audit Quality

According to Table 5.3, the t-value and p-value of Internal Auditing (IA) in

predicting Audit Quality (AQ) were 2.294 and 0.018, respectively. It means that the
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chance of getting a t-value as large as 2.294 in absolute value is 0.018. In other words,
the regression weight for 0.018 in the prediction of Audit Quality (AQ) is signi

different from zero at the 0.05 level of p-value. Furthermore, the confide(c;'s vals
bias corrected 95% did not show any intervals straddling a 0, lower le .019, and
upper level of 0.2161. The standard path coefficient was 0.121, ian that the
relationship was positive. It means that for every one standard deviation increase in
Internal Auditing, Audit Quality (AQ) increases by 0 mn(iard deviations.
Furthermore, 2 value was 0.027, indicating that the t siz WOn Audit

X
Quality (AQ) was small effect size. The findings als aled that the If @ernal

Auditing in predicting Audit Quality (AQ) 9, whic Ie%mn the 5
threshold and demonstrated free from collinearity; é\v

These results demonstrated thatkglﬁ}: Interna itir@%) has significant
positive effect on Audit Quality ( iS SUppo .@95%LL-CI = 0.019,

>
95%UL-Cl = 0.2161. t > 1.645 05, VIE <5 = o.&z@

The significant positiﬁmons ip*indicates t xistence of internal auditing

in the municipality Iea%x ease the lev ‘gf a@quality. This result is consistent
4
ari et at, \IS\ eFogélQZhang, 2014).
Iso by @%F’ublic Interests Theory, which proposes

that municisi%age ent i

N
separat% partment ’intern{\auditing, and other classes of municipalities are

Yw
recqm&ded by MOLG to\@fé internal auditors, and all municipalities must

with previous studi

This finding

i
thgla@zﬂnunicipality as class (A) must establish a

e% audit committee in the governance council.
Q As a result, it is recommended the municipalities to hire experienced auditors,
n

d implement training programs to make them more qualified in internal audit, and it

235



recommended the external auditors to cooperate with the internal auditors in order to

facilitate the auditing process in the municipality. Yv

5.2.3.7 The Relationship Between the Accounting Basis and tha-Mt Quality

According to Table 5.3, the t-value and p-value of Account@!sis (AB) in
predicting Audit Quality (AQ) were 2.019 and 0.039, respectivw means that the
chance of getting a t-value as large as 2.019 in absolute v mg In other words,

the regression weight for 0.039 in the prediction of A uality,(AQ) isgignificantly
B

different from zero at the 0.05 level of p-value. Fu%uore, the conf e’c&@e vals
bias corrected 95% did not show any intervals straddling a 0,fower level %‘Q’.‘OlS, and
upper level of 0.236. The standard path $\:t &‘as\Sl, ir@oa‘qng that the
relationship was positive. It means t)\&@ery one ard @Qﬂtion increase in

Accounting Basis (AB), Audit QU%AQ) i \asqs%y &é&.standard deviations.
N
that

Furthermore, 2 value was 0.0 icatirg effgg)size of 0.022 on Audit

&

Quality (AQ) was small effk&ize.lT revealed that the VIF of

ngs
Accounting Basis (A%;icting udit UHI@Q) was 4.229, which was less
4 2
than the5thresholdwe on‘s M\ efr@linearity.
These re mmo d¥that gv (H3b: Accounting Basis (AB) has
- \ ¢ !
significant po%effe on iQu Fl't? (AQ)) is supported; p = 0.131, 95%LL-CI
= 1.@p <0.05, VIF < 5, f2=0.022.

X

is significant positive @)lallonship indicates that the transferring from using
N

o))

—h

=0.015,95%WL-CI ?

D
w
b

t Naccounting basis will increase the audit quality in the municipalities. In other

s, the accountant and internal auditor in the municipalities perceived that the
Qounting basis affects the audit quality, particularly when the municipality moved to
use the accrual accounting basis. This result is consistent with previous studies
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(Ademola et al., 2020; Cuadrado-Ballesteros et al., 2019; DeFond & Zhang, 2014)
This finding is also supported by Public Interests Theory and the Thew'vr
Stakeholders. When MOLG requires municipalities to issue financial r@n an
accrual basis, these reports can meet the needs of the various stakeholders:

As a result, municipalities are advised to use accrual accountingiin order to issue

relevant financial statements to all stakeholders in the municipalm

5238 The Relationship Between the Laws and®Regulatio he Audit

L
Quality é I _@\T
According to Table 5.3, the t-value and p-valu&”of Laws.an egg@%ns (LR)

N

respectively. eans that the

is (@9 In other words,

in predicting Audit Quality (AQ) were 2.29%?.02

chance of getting a t-value as large as\gﬁabsolut
the regression weight for 0.023 ir@spredict \of\%w @Regulations (LR) is
N

significantly different from Zﬁe‘he 05 | o£§9alue. Furthermore, the
confidence intervals bias corm 95 \ﬁ;;éo@ny intervals straddling a 0,

%@e standard path coefficient was

lower level of 0.015, fan er Ieverof .2

o
0.127, indicating thhe relati I wasgg ive. It means that for every one
standard deviati mase i

o’

0.127 standar jations. Furthermorg, 2 value was 0.028, indicating that the effect
. %' : N
size of% Audit Qu

as small effect size. The findings also revealed
that ‘he&l of Audit Fees i\ icting Audit Quality (AQ) was 3.161, which was

%

v

dR tions, Audit Quality (AQ) increases by

)

=]

I }M the 5 threshold and demonstrated free from collinearity.

0 These results demonstrated that H3c (H3c: Laws and Regulations (LR) has
g

nificant positive effect on Audit Quality (AQ)) is supported; p = 0.127, 95%LL-CI

=0.015, 95%UL-CI = 0.236, t > 1.645, p < 0.05, VIF < 5, f2 = 0.028.
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The significant positive relationship indicates that the existence and compliance
with the applicable laws and regulations increase the audit quality. This r
consistent with previous studies (Yebba and Elder 2019; Brusca et al., ¥ This
finding is also supported by of Public Interests Theory, which propose?&ﬁunicipal
management must follow the applicable laws and regulations that ruledall activities in
the municipalities. \/

As a result, it is advised that municipalities comply g:pp‘icable laws and
regulations and conduct ongoing monitoring of them. over,jit w:j that the

regulators of the audit profession and the municipal make fevisi zind_\ﬁﬁating

\ T
5.3  Summary of Chapter Five \ é
Two structural models were @Sd in or \Nga n,(}i hypothesized direct
lh;z N
effects and 3 hypothesized mén effects. se (3:9% carried out by using
SmPLS 3.0 to perform a hnahr' n testinig*}e significance of the path
(

'3 -‘0

According to &Qndmgf, 1 di Qge/ffect hypotheses put forward were

coefficients for each p ath.

supported. But QQ itor 'stics the most important factor in predicting
Audit Quali %o th re;ul of’the-motleration analysis, the effects of the Auditor
Charact |$and j'\qugg tive .s\of Municipal Internal Control on the Audit
Quali ere stronger at high@els of Supreme Audit Institutions, while the effect
% Audit Firm Attributes was stronger at lower levels of Supreme Audit
ttutions. In other words, the effect of Audit Firm Attributes on Audit Quality was

antively moderated by Supreme Audit Institutions, while the positive effects of

Auditor Characteristics and Effectiveness of Municipal Internal Control were
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ult, all three of the proposed moderation

ly moderated by SAI. As a res

positive

ed.

nfirm

hypotheses were co
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