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The International standard on Auditing (ISA) 610, using the work of
internal audit allows the external auditors to use internal audit’s work and use
internal auditors as assistants. But the external auditors have to evaluate internal
audit function by themselves. The self-evaluation causes uncertainty in using IAF’s
work and using internal auditors as assistants. The prior studies identify that the
three determinants of IAF quality are objectivity, competence and work
performance. This study argues that the quality assurance report (QAR) help
increase external auditors’ reliance decision. Moreover a paper posits that the
internal control environment is also related to the external audits’ judgment. The
paper manipulates the QAR rating into generally conform, partially conform and no
report and classifies the internal audit (IA) report rating into satisfactory versus
partial satisfactory. The 1A report is represented an internal control of company
while the QAR is presented quality of IAF. For the main predictions, the study
forecasted that the effect of the internal audit report type on the likelihood to use
IAF’s work for control testing/substantive/and use IA as assistant are conditional
upon the QAR rating The experiment results mostly support the predictions where
the dissertation found that the external auditors were willing to use IAF’s work in
good internal control environments than poor internal control environments. The
finding indicates that internal control environments is an addition determinant of
external auditors’ reliance decision. Additionally the external auditors who receive
generally conform QAR have greater likelihood to use IAF’s work than those who
receive partially conform and no QAR. This result confirms that the QAR help
increase external auditors’ reliance decision. However, the finding highlights the
potential reliance error in no QAR condition as they have bias against the IAF’s
work. The external auditors treat a quality of IAF in no QAR condition as poor as
partially conform QAR condition. The incorrect reliance of auditors can cause over
and under audit work, leading to ineffectiveness or inefficiency of audit
engagement.
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1. Introduction

1.1 Motivation

In order to manage the scarcity of resources of the external auditors and
improve audit effectiveness, The International Standards on Auditing 610 (ISA 610)
“Using the Work of Internal Auditors”, revised in 2013, allows the external auditors
to rely on an internal audit function’s work (hereafter IAF) and this coordination
between the two parties increases the effectiveness of internal audit Sox Section 404
or compliance processes of company (Lin, Pizzini, Vargus, & Bardhan, 2011). The
reliance decision is not only beneficial to the client in terms of audit fees reduction
but it also give external auditors more time to perform additional testing in other
significant areas. Currently, the external auditors’ reliance on IAF’s work has been an
interesting topic for researchers where many of them have focused on the
determinants of the reliance decision. There are three principle factors which affect the
external auditors’ assessment of the |1AF, namely competence, objectivity, and work
performance (Desai, Roberts, & Srivastava, 2010); DeSimone and Abdolmohammadi
(2016); (A. A. Gramling, Maletta, Schneider, & Church, 2004); Maletta (1993). Then
Bame-Aldred, Brandon, Messier, Rittenberg, and Stefaniak (2013) and Malaescu and
Sutton (2015) study about the consequences of the reliance decision. Only a few
studies have been carried out about how the decision making happens or how bias in
decision making affects the external auditors’ reliance decision.

The important link between IAF and the external auditors is the internal audit
report. There has been only one study which has focused on the interaction between
internal audit report type and senior level internal audit’s reporting relationship
towards internal audit’s fraud risk judgment (Boyle, DeZoort, & Hermanson, 2015).
Their study classified the internal audit report types by assurance level and descriptive
characteristics. They found that the difference of grading reports and level of assurance
affects reliance decisions of external auditors but they did not cover the topic of using
the IAF’s work. The first experimental study allows us to understand how QAR rating
and internal audit report rating affects the external auditors’ judgment and whether
external auditors have bias in using IAF’s work and using IA as assistant or not.

In terms of material internal control weakness, the reliance decision is contingent on
whether the prior’s experience with the IAF was satisfactory. Malaescu and Sutton
(2015) identify that the material weakness of the previous year causes less reliance to
use the TAF’s work. The dissertation predicts that external auditors who receive a
satisfactory internal audit report will have greater likelihood to use IAF’s work and TA
as assistant than those who receive partial satisfactory internal audit report. Not only
the internal control condition related to reliance’s decision but the quality of IAF also
contributes to the reliance’s decision of external auditors. Then the experiment
manipulates the QAR rating into three levels that are generally conform, partially
QAR and no report. The study speculates that the external auditors will decrease
likelihood to use IAF’s work and use IA as assistant sequentially from generally
conform, no report and partially conform QAR. Combining the QAR and the IA



report rating together, a research predicts that the effect of the former on the
likelihood to use IAF’s work and use IA as assistant are conditional upon latter. The
control testing, substantive testing and using 1A as assistant are the three dependent
variables that were investigated in first experiment.

The experiment results mostly support the predictions. The mean of likelihood to use
IAF’s work in good internal control condition is greater than poor internal control
condition. Moreover, the main effect of QAR was statistically significant. The
interaction effect between rating of the IA report and rating of QAR is statistically
significant which means the external auditors’ likelihood to use IAF’s work for
substantive testing and use IA as assistant depends on the control condition and
quality of IAF. However the interaction effect was not statistically significant for
control testing. In addition, contrast testing reveals that the likelihood to use IAF’s
work and use 1A as assistant in no report condition was not statistically different from
partially conform QAR condition. The result implies that the external auditors
evaluate IAF’s quality of no report condition as poor as the partially conform QAR
condition. The findings highlight to the audit profession that the external auditors are
bias against the IAF’s work.

The incorrect reliance level could cause more than necessary and less necessary audit
work. Therefore, the audit firms should consider an appropriate policy for the auditor

in charge who is responsible for making the decisions. The wrong decision does not

only affect the external auditors, but under reliance also increases unnecessary audit
work, leading to higher audit fees for the clients. On the contrary, the over-reliance

decision can reduce audit’s quality. The second experiment investigates how the
different levels of QAR rating affect the external auditor’s judgment. The IIA’s
Quality Assessment Manual (2017) evaluates the overall conclusion from an attribute
section (unrelated to work performance) and performance section (related to work
performance) which could result in three difference ratings (Generally conforms,
partially conform and does not conform). However, from another classification, the
QAR is divided into two main parts in the report which are the overall conclusion and
opportunity for improvement. As the QAR pattern does not clearly follow the
standards or manual guide, the report users may misuse QAR.

The proposed prediction is built from salience bias (Kahneman & Tversky, 1972).
The paper predicts that external auditors who receive the QAR will decrease their
likelihood to use internal auditors as assistants sequentially from generally conforms
QAR, partially conforms and unrelated to work performance QAR, no QAR and
partially conforms and related to work performance QAR. The QAR provides
independent assurance to external auditors, it should be useful for enhancing the
reliance level of using IAF’s work and using internal auditors as assistants. Moreover,
Maletta (1993) finds that the most important factors considered when internal auditors
are used as the assistants are the objectivity, competence, and work performance of
the internal auditors themselves, the three factors in which QAR is representing. The
generally conforms QAR has the top rating for IAF’s quality so it should have highest
influence. The partially conforms QAR is treated as a control weakness which likely
makes the external auditors’ decision-making process more difficult as they may
believe that control weakness is still existing. However, the partially conforms QAR
can be caused by attribute session and/or performance session. The no charter issue in



the attribute session is represented as being unrelated to work performance of IAF
while the unapproved change in audit plan issue in performance section is represented
as being related to work performance of IAF. In this study it was predicted that the
likelihood to use IAF’s work and to use the internal auditors as assistants in unrelated
to work performance condition will be higher than related to work performance
condition. The no QAR is an unknown assurance of IAF. This paper puts in the
middle between related and unrelated to work performance condition.

The second experimental results mostly support the predictions except for no charter
QAR condition in which this study found a bias in using the QAR where the external
auditors decrease the willingness to use IAF’s work and using internal auditors as
assistants from generally conforms QAR, no QAR, partially conforms and unrelated
to work performance QAR and partially conforms and related to performance QAR
condition. The overall conclusion which gave a big overall picture of the IAF, plays
an important role in decision making rather than detailed information which explains
why they received the conclusion. The likelihood of using IAF’s work and using
internal auditors as assistants in no charter condition significantly lower than what
was given in the prediction as they ignore the fact that no charter is unrelated to the
work performance of the IAF. The external auditors who are faced with this condition
may not utilize an efficient audit or over auditing for their engagement. The client
may receive additional or unnecessary audit fees as R. K. Elliott and Korpi (1978)
and Felix, Gramling, and Maletta (2001) found a negative association between audit
fess and the contribution of IAF to external auditors. Additionally, the contrast
analysis confirms that the external auditors feel that no charter condition and
unapproved work performance condition are the same which shows that the external
auditors have bias in using internal auditors as assistants. The contrast effect
additionally confirms that external auditors who receive generally conforms condition
have a greater likelihood to use internal auditors as assistants than those who receive
no report. The QAR helped reduce the uncertainly of the work performance of the
IAF.

1.2 Research Objectives

This study investigates the five following objectives and the significant importance of
the theoretical and practical aspects for external and internal auditors as follows.

1. To test whether the level of QAR rating has value relevant to external
auditor’s decision regarding the likelihood to use internal auditor’s work and
use A as assistants or not.

2. To test whether internal audit report has value relevant to external auditor’s
decision regarding the likelihood to use internal auditor’s work and use IA as
assistants or not.

3. To examine the interaction effect between internal auditor report and the level
of QAR rating toward external auditor’s judgment.

4. To examine whether the level of QAR rating effect toward external auditors’
judgment or not.

5. To test whether external auditor has salience bias against the likelihood to use
internal auditor’s work and to use internal auditors as assistant or not.



1.3 Research Questions

The qualitative interview performed has brought up many unanswered
questions from practitioners in the audit industry. Hence, this research aims to answer
the five questions listed below.

1. Does a the level of QAR rating have value relevant to external auditor’s
decision regarding the likelihood to use the internal auditor’s work and use IA
as an assistant?

2. Does an internal audit report have value relevant to external auditor’s decision
regarding the likelihood to use the internal auditor’s work and use IA as
assistant?

3. Does the internal audit report and the level of QAR rating jointly affect

external auditor’s judgment?

Does the level of QAR rating affect external auditor’s judgment?

Does external auditor has salience bias against the likelihood to use the
internal auditor’s work and to use IA as an assistant?

ok~

1.4 Conceptual Framework
Experiment: 1

External
auditor
judgments

v

An internal
audit report

type

The level of
QAR rating

- Likelihood to use IA’s

work at test of control stage
- Satisfactory - Likelihood to use IA’s_
- Partial - Generally Conform \sAtlggr;l; at substantive testing
satisfactory - Partial Conform - Likelihood to use 1A as
- No report (control assistant
group)

Figure 1: Conceptual Framework of the first experiment

The original framework is derived from Boyle et al (2015) which study how difference type of internal audit report
effect to internal report users. This framework adds the level of QAR as additional variable to study the interaction
effect between these two variables toward external auditor’s judgement.



Experiment 2: Hold internal audit report constant: satisfactory condition.
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Figure 2: Conceptual Framework of the second experiment

1.5 Research Design

A 2 x 3 between-subjects design was employed for the first experiment. The
independent variables include an internal audit report type (satisfactory and partial
satisfactory) and a level of QAR rating (generally conforms, partially conforms and
no report). The QAR normally can be classified into three categories however in this
study, the ‘does not conform’ category is not included. This is because the ‘does not
conform’ category is difficult to find in listed companies or big firms. The no report
condition is used in order to simulate the current practice. So in this experiment, a
level of QAR rating is classified into three levels, generally conform, partially
conform and no report, due to the fact that the QAIP process has recently been
established. According to Vassiliou (2016) finds that 96% receive generally conforms
and remaining approximately 4% are partially conforms. It is less than 1% receive
does not conform.

The participants included various ranks ranking from manager to partner
auditor level as these are samples of the population who frequently make decision at
the planning of control testing stage. The estimated number of participants is one
hundred and twenty auditors from the Big Four in Thailand. They are then randomly
assigned to the six conditions. The study also have four manipulation-check-questions
to ensure that they understand the material correctly.

The second experiment employed a 1 x 4 between-subjects design included as
a forth experimental conditions to test the hypotheses. Participants were randomly
assigned to difference QAR rating (generally conforms, partially conforms due to no
charter opportunity for improvement, partially conforms due to unapproved change in
audit plan and no report), as independent variables. The estimated number of
participants is eighty auditors from the Big Four. Again the participants are those with
rank from manager to partner.



1.6 Contribution and Limitation

Practical Contribution

In the first experiment, the current standard ISA 315 and ISA 610 only suggest the
external auditors to read internal audit report but the evaluation on whether to use
internal audit function’s (IAF’s) work is based on their own professional judgments.
This uncertainty of professional judgment may include bias and/or reluctance to use
IAF’s work. Three main determinants namely competence, objectivity and work’s
performance, affect the reliance decision of the external auditors. The QAR from
external assessors help increase reliance level of IAF quality as it is ensured by
independent parties. This study suggests external auditors to use QAR as a tool to
evaluate IAF. When external auditors rely on low quality IAF’s work, there will be an
impact on the quality of audit working papers. There is a potential that external
auditors will over-reliance on no QAR internal audit function which results to poor
quality of audit work. In the other word, the external auditors may not detect material
control weakness which affect the financial misstatement. In contrast to over-reliance,
the external auditors also under-reliance due to no information about IAF’s quality.
This study propose a new procedure to reduce uncertainty of IAF’s quality.

Secondly, the dissertation introduces a new audit procedure that external auditors
should use in the audit risk evaluation. The findings suggest that the external auditors
should carefully use the internal auditor report together with the QAR. The new
procedure will help reduce potential over-reliance bias where the external auditors are
not able to detect material control weakness. Additionally, the suggestion will reduce
under-reliance bias and reduce over audit budget.

Lastly, the dissertation contributes to the burning issue of using internal auditors as
assistant. Not many countries have used internal auditors to provide direct assistant,
especially Thailand. The QAR increases the reliance level in using internal auditors.
The result shows practitioners that they should consider using internal auditors to
assist in the test of control in order to spend more time in the high risk area auditing.
This new process will help increase audit quality.

In the second experiment, the research points out concerns about how difference level
of QAR rating play important role for QAR report users. The external auditors must
carefully use QAR as some issues, which unrelated (related) to work performance of
IAF, can be found in the opportunities for improvement section. This resulted in
inappropriate evaluation on internal audit function of the company and the under
(over) of the internal audit’s work.

Theoretical contribution

The first experiment illustrates the joint effect between the internal audit report type
and overall conclusion QAR rating. The results show that satisfactory internal audit
report plays an important role to external audit’s willingness to use IAF’s work and
use [A as assistants. The external auditors are willing to use IAF’s work and IA as
assistant in satisfactory 1A report than in partial satisfactory 1A report. The previous
literature identified only three determinants (DeSimone & Abdolmohammadi, 2016),
(Desai et al., 2010), (A. A. Gramling et al., 2004) and (Maletta, 1993) which is related
to external audits’ reliance decision. This study add new determinants which is
internal control of the company that is report in internal audit report. The study also
adds to the existing literature of Munro and Stewart (2010) by creating additional
variables of internal report type which replaces the source of internal audit’s function.




Additionally the research reveals that QAR rating affects likelihood to use IAF’s work
and IA as assistants. Lastly, the dissertation also identifies a type | and a type Il bias
of auditor’s judgment.

The second experiment studies to the salience bias which states that sometimes people
may ignore the information as people pay attention to the overall conclusion or big
picture while ignoring the details inside that particularly report. The external auditors
who receive partially conform QAR reduce their likelihood to use IAF’s work and use
IA as assistants. It is because the external auditors does not notice that the issue is
unrelated to work performance. It presents that external auditor have Dbias
phenomenon when using IAF’s work and use IA as assistant from misread QAR. The
research addresses the effect while hold the satisfactory internal audit report constant
how difference level of QAR rating affect to external audit’s judgment though three
auditing procedures.

Limitation

The study has two limitations. The first limitation is the availability of QAR.
Some external auditors cannot access to QAR which depends on client’s policy
whether the audit committee allows external auditors to access the report or not. Thus,
the proposal procedure of this study may not apply in above situation. The next
limitation is the level of content in internal audit report and QAR. In the experiment 2,
the likelihood to use internal audit’s work depends on the level of content in internal
audit report because the risk level or material weakness topic related to external
auditor’s judgment. This study aims to focus only the high risk level (Revenue
account). The other risk level or other content of QAR may not apply to this
framework which the study explains in Chapter 2.
1.7 Organization of the Study
The remainder of the study is as follows. Section two provides review of relevant
literature, theoretical development, and hypotheses development while, section three
offers information regarding participants, research design and experimental materials
and procedures. This is followed by section four, which describes the manipulation

check and results. Section five provides additional analysis. The last section concludes
the dissertation.



2. LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT

2.1 The International Standard on Auditing number 610

The ISA 610 (revised 2013) utilizes the specific work and documentations of
the internal auditors by allowing the external auditors to use the work performed by
the IAF and use the internal auditors as assistants. The previous version of ISA 610
allows external auditors to use internal auditors’ work in a specific restrictive matter
to gather audit evidence for external auditors. An example of the traditional tasks that
internal auditors can assist includes obtaining an understanding of the companies’
internal control by performing tests of control and substantive testing for an external
auditor (Munro & Stewart, 2010). However, there are many restrictions specified in
ISA 610 that do not allow internal auditors to perform certain tasks such as the
confirmation process (J. Bierstaker, Abbott, Caster, Parker, & Reckers, 2011). The
comments from participating committee members emphasize that the revised 2013
version does not explicitly address that the work is adequate to support the proposed
reduction in the extent of testing for external auditors (J. Bierstaker et al., 2011). The
above points and examples gave rise to uncertainty and variety in using the IAF’s
work. The external auditors have to evaluate IAF by themselves.

Another important highlight of ISA 610 underscores that, while using internal
auditors” work, the responsibilities and risks of external auditors are not to be
mitigated. Paragraph 4 of ISA 610 specifies that “The external auditor has sole
responsibility for the audit opinion expressed, and that responsibility is not reduced
by the external auditor's use of the work of the internal audit function in obtaining
audit evidence or use of internal auditors to provide direct assistance on the
engagement”. This paragraph emphasizes the degree of uncertainty on using internal
auditors’ work. The external auditors have to evaluate the risks and benefits regarding
their reliance on or direct assistance from internal auditors’ work. Therefore, external
auditors’ reliance decisions have been hot topics in the research stream.

2.2 The determinant of external auditor reliance on internal audit function.

From literature reviews, many studies have used three principle factors which
affect external auditors’ assessment of internal audit function, namely competence,
objectivity, and work performance (DeSimone and Abdolmohammadi (2016), Desai
et al. (2010), A. A. Gramling et al. (2004) and Maletta (1993)). The definition of
competence is “The education level and profession experience of the internal audits”
(Farkas & Hirsch, 2016); objectivity is defined as “an unbiased mental attitude that
allows internal auditors to perform engagements in such a manner that they believe in
their work product and that no quality compromises are made” (The Institute of
Internal Audit, 2017); work performance is described as the evidence of internal
audit’s effort, execution of internal audit plan, and quality of corporate
governance(Desai et al., 2010).

Later, a summation model and organized framework of external auditors’
reliance on IAF is proposed by (Bame-Aldred et al.,, 2013). This consists of
environmental factors affecting IAF, IAF factors affecting external auditors’ reliance
on the IAF, nature and extent of external auditor reliance on IAF, and outcome effects
of external auditor reliance on the IAF. The new factor that is addressed identity while
the other three are from previous literatures. Together, there total of four IAF factors
that are related to reliance’s decisions.



Not only the majority of studies are about main contributing factors of IAF

factors that affect external auditor’s reliance, but also there are some studies of other
factors such as working style and communication, inherent risk, sourcing arrangement
and audit delay as well. Maletta and Kida (1993) find that auditors rely more on
internal auditors when the control risk was low compared to conditions where the
control risk was high. These findings corresponds with the manipulation of
“satisfactory” and “partial satisfactory” internal audit report condition in experiment
1. The satisfactory case refers to low internal control risk and the partial satisfactory
case refers to high internal control risk. Moreover, (Paino, Razali, & Jabar, 2015)
address that working style and communication barriers have a significant effect on the
reliance level of external auditors. Later, (Peters, Abbott, & Parker, 2012) find that
internal audit function assistance is negatively associated with external audit delay.
Additionally, (Glover, Prawitt, & Wood, 2008) identify that external auditors equally
weigh in-house and out-sourced for low inherent risk cases. On the contrary, for high
inherent risk cases, the external auditors rely on objective tasks rather than subjective
tasks. Moreover, Messier Jr, Reynolds, Simon, and Wood (2011) find that using
internal audit functions as a management training ground (MTG) are associated with
higher audit fees. They also find additional evidences that internal audit functions that
are used as MTG are competent but less objective compared to non-MTGs.
According to literature reviews, most research papers focus on the direct relationship
between internal audit functions and external auditors but only a few studies examine
the internal audit report and external quality assurance report which form the
intermediate link between external auditors and internal auditors. The setting of
linkage from internal audit function through internal audit report and QAR and then
external auditors is similar to the current practice of external auditors. Only Boyle et
al. (2015) study the interaction between internal audit report type and senior level
internal audit’s reporting relationship towards internal audit’s fraud risk. However,
their study classified internal audit report types by assurance level and descriptive
characteristics. The difference of grading reports and level of assurance affects
reliance decisions of external auditors. Additionally, the material control weakness
disclosed from internal auditors increases the likelihood of detecting material control
weakness by external auditors. The material weakness disclosure is positively
associated with the internal audit function practice of grading audit engagements. The
coordination between external auditors and internal auditors increase the effectiveness
of Section 404 compliance processes (Lin et al., 2011). Moreover, the failure to report
internal control’s material weaknesses also reduces external auditors’ willingness to
rely on internal auditors’ work (Farkas & Hirsch, 2016). Hence, the opportunity for
improvement detail type in the QAR will affect the external auditor’s judgment. Very
few researches have been conducted to examine the QAR type effect on the reliance
decisions of external auditors using experimental methods. Most of studies are based
on survey methodology which is easier to obtain information but the survey
methodology cannot answer how auditor makes decision.

2.3 Quality and improvement program and the quality assessment report
(QAR).

The practice guide of IIA’s International Profession Practices Framework
(IPPE) (March 2012) defines quality assurance and improvement program (QAIP) as
“An ongoing and periodic assessment of the entire spectrum of audit and consulting
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work performed by the internal audit activity. ........... If the assessments’ results
indicate areas for improvement by the internal audit activity, the chief audit executive
(CAE) will implement the improvements through the QAIP.” It is a conformance to
have a QAIP to evaluate the performance of internal audit functions, but there is no
punishment by most regulators from all over the world for those who do not have a
QAIP. Thus, the implementation rate of QAIP from a global survey is less than 50%
of the total listed companies (J. O’Loughlin & Swauger, 2016, Sep). The later survey
of the Global internal audit Common Body of Knowledge (CBOK) released the
survey results in the volume of September 2016, stated that the implementation rate
increased to 71%: 34% is fully implemented and 37% is in the process of
implementation. The growing trend of QAIP implementation confirms the importance
of this program.

However, the QAIP is relevant to the international standards for the
Professional Practice of Internal Auditing section 1300 series. The QAIP assessment
also covers all aspects of internal audit functions’ activities. There are two types of
QAIP assessment, Internal QAIP assessment and External QAIP assessment. They
also have a cost-effective method by utilizing an internal assessment QAIP from
independent parties. The quality assessment report (QAR) is classified into three
scales: (The institute of internal auditor’s quality assessment manual for the internal
audit activity, 6" Edition) does not conform, partially conforms, and generally
conforms. This research uses these scales for the manipulation type or rating of the
QAR.

Even with the low rate of implantation and the new introduction of QAIP, there are
already some research papers about QAIP. DeSimone and Abdolmohammadi (2016)
inform that QAIP is another way to gain respect from management, audit committees,
and all stakeholders including external auditors. Their survey found that regulators,
board members, senior management and CAEs’ internal audit are under-performing.
They believe that external assessment is a mechanism to upgrade their performance.
Additional research supports that having QAIP in place means having an internal
audit who functions in an active role in corporate governance (Sarens,
Abdolmohammadi, & Lenz, 2012). From the best of my knowledge, there is no
research which studies the link between the QAR and external auditor’s judgment.
2.3.1 The link between QAR and external auditors

The internal auditors’ quality assessment manual for the internal audit activity,
on the 6" Edition, revealed a survey which informed us that the top three shareholders
are executive management, audit committee, and the board of directors. The fourth
stakeholder, which this paper focuses on, is the external auditors. QAIP’s procedure
includes an interview of the external auditor for the evaluation of achieving
coordination with other assurance providers and coordination of an audit plan
( Internal audit standard section 2050). These steps of QAIP will help ensure
coordination between external auditors and internal auditors for the audit planning
and reduce duplicated works.

Examination of identity, competence, objectivity and quality of work can be
done by either external auditors themselves or by internal/external assessment through
the QAR (Bame-Aldred et al., 2013). Moreover, Sarens et al. (2012) found a positive
effect for having QAIP in place and having the internal audit function in an active role
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in corporate governance. Focusing on quality improvement programs is an important
factor for changing the internal auditor’s role M. Elliott, Dawson, and Edwards
(2007). From prior literature, it was addressed that QAIP is a contributing factor for
the performance of the internal audit function, thus, QAIP is a newly introduced
mechanism to help external auditors evaluate factors which affect the reliance
decisions when using IAF work or using IAF direct assistance. Therefore, this
experiment aims to answer whether the QAR has valuable relevance to external
auditors for making the decision to use IAF work or to use internal audit auditors to
provide direct assistance.
2.3.2 The benefits of QA reports to external auditors

The credibility framework of Maksymov (2015) uses a definition by Hovland,
Janis, and Kelly (1953) which stated that credibility has two components: competence
and trustworthiness. The QAR can help external auditors to evaluate the internal
audit function on external assessors’ credibility. The determinants of the perception of
credibility relies on many factors, including task difficulty, familiarity with the
examinee, and the examinee’s attempt to prevent the possible problems. Hun Tong
Tan and Shankar (2010) provide evidence that a reviewer gives better performance
ratings to congruent preparer’s memos with their initial opinions. The results are
moderated by the extent of belief that the reviewer weighs whether it is alignment
with their superior’s preference or not. Moreover, the sourcing arrangements of the
internal audit function also affects objectivity, however, not on the perception of
competence (Glover et al., 2008). These two examples show that the determinants of
competence evaluation affect the external auditors’ perception of others’ credibility.
The competence and trustworthiness show favorable findings by the average manager
of the outstanding seniors’ memos compared to those with unrevealed memos (Hun
Tong Tan & Jamal, 2001). Hence, the QAR is the contributing factor that may help
increase the external auditors’ reliance on internal auditor function.
2.4 Internal audit report

The purpose of including the internal report is to simulate the situation that
external auditors face in the real working environment. At the planning stage, the
external auditors need to obtain information of a company and coordinate with the
IAF (Pike, Chui, Martin, & Olvera, 2016). The external auditors always request an
internal auditor report from the audit committee in order to revise audit plan if there is
any material weakness present or not. Next, the external auditors will evaluate the

control risk of the company. The 1A (2009) issued a practical guideline for

formulating and expressing internal audit opinion by providing the relevant ideas, the
scope of the work, and the degree of expressing an opinion. The guideline suggests

that internal auditors can express opinions on two levels: the macro level as an overall
level and the micro level for an individual audit assignment. They can also apply
scales such as tier grading or tier grading with scales from the appendix of the
practice guideline. In this research study, we used the former, which is the most
popular scale. The study uses the tier grading scale based on the practical guideline
and the PWC annual report for PricewaterhouseCooper (2016, June) to manipulate the
scale between satisfactory, partial satisfactory and unsatisfactory.
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However, the study excludes unsatisfactory conditions because the case
material is a listed company which follows the law and regulations from the Stock
Exchange of Thailand and the Office of the Securities and Exchange Commission
strictly requires good corporate governance and authorized external auditors. There
are four parties who are required to be involved in the preparation of listing
information; financial advisors, external auditors, internal auditors and the audit
committee. The preparation requires two years’ worth of internal audit reports ( The
Stock Exchange of Thailand, 2018, Sep 15) Hence, it is nearly impossible to obtain
unsatisfactory conditions of control for a listed company present in the stock exchange
market. Therefore, this study will only focus on satisfactory and partial satisfactory
conditions.

The material weakness disclosures from internal audit reports increases the
likelihood to detect these flaws by external auditors. The disclosure of material control
weakness has been positively associated with the IAF in the practice of grading audit
engagements and in external-internal auditor coordination, suggesting that these
activities increase the effectiveness of the Section 404 compliance processes (Lin et
al., 2011). On the other hand, the failure to report internal control material weakness

reduces the external auditors’ willingness to rely on internal auditors’ work (Farkas &
Hirsch, 2016).

2.5 Hypothesis development

2.5.1 Hypothesis development for test of control procedure

The first experiment investigate three-step-procedure which is control testing,
substantive testing and is used as assistant, similarly in Munro and Stewart (2010).
They find that the external auditors have been using internal auditors more for
evaluating internal controls than for substantive testing or as assistants. Later, Pike et
al. (2016) find that external auditors’ involvement at the planning stage increased
reliance decision to rely on internal audits’ work. They point out important issues that
reduce uncertainty in the quality of IAF. The increased reliance level transforms to
lower performance on the tests of auditors” work and reduced audit budget hours
compared to that of no involvement. However, there is a potential of failure to
evaluate the quality of IAF which is similar to the failure of detection of internal
control deficiencies from management strategy in prior literature. Management uses
many strategies to convince external auditors to realize the strength of internal audit’s
function (Farkas & Hirsch, 2016). In order to use IAF’s work, the external auditors

have to select which accounts should rely on IAF’s work. Then they will check what
the risk level is to the account and evaluate the internal control risk of the company
according to ISA 315. The external auditors will review the internal audit’s reports to
evaluate whether there is any material weakness present or not. Hence, they will be
aware of the material weakness from internal audit’s report.

Furthermore, deZoort and Salterio (2001) suggest that external auditors
decrease reliance level on internal audits’ work due to the number of incentives that
internal auditors have to be bias on their reports. They also inform that it might be
because external auditors are reluctant to reduce their testing beyond a minimum
threshold. The finding implies that sometimes external auditors perform over-auditing
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in order to comply with auditing standards, or they may have bias against quality or
other factors towards internal audits’ work. According to an archival summary of A.
A. Gramling et al. (2004), important issues such as what is the appropriate reliance
level and what are the consequences of over-reliance and under-reliance were
mentioned. Should they test, should they not test, should they over-test or under-test?
Are they testing at the minimum threshold? The mixed literature reviews still cannot
answer the extent which external auditors perform after reliance on IAF’s work. Thus,
building from issues in using the QAR as previously mentioned in the effect of
information section combine with issues in appropriate level of reliance decision, this
leads us to the research hypothesis.

There are two types of internal audit report, satisfactory and partially
satisfactory. For the satisfactory case, it means that no material control weakness is
found or the company has good internal control while the partially satisfactory case
means there is at least one material control weakness found or the company has poor
internal control. In terms of material internal control weakness, the reliance decision
is contingent on whether the prior’s experience with the IAF was satisfactory. The
external auditors evaluate the control risk as high when internal control of the
company is not good while they will evaluate the risk as low when the internal control
of the company is good (ISA 315). Additionally, Malaescu and Sutton (2015) identify
that the material weakness of the previous year will cause less reliance to use the
internal audit function.

In the past, it was very difficult to receive the internal audit report of the
current years. However, the auditing time period and technology has been developed
in the hope of speeding up the delivery time. From the interview of audit partner
from one of big four firms regarding the development stages of dissertation. He
informed that sometimes the auditors receive the SOX audit report, which is one type
of internal audit report, at the planning stage as the SOX procedure is under the audit
cycle that the company regularly performs submission to the head office. However,
the study notes that the material case using the current year of internal auditor report
could be a limitation for interpretation of non-SOX audit companies and some delay
internal audit report companies. The study aims to put the appropriate time period
where both reports can be used.

The dissertation posits that the external auditors who received satisfactory
internal auditor report will have a greater likelihood to use internal audit’s work than
those received partially satisfactory internal auditor report. Additionally, the external
auditors who received conformed QAR will have a greater likelihood to use internal
audit’s work than those received partially conformed QAR. The predictions align with
the ISA 315 which states that “Identifying and Assessing the Risks of Material
Misstatement through Understanding the Entity and Its Environment”. The companies
which have poor quality of internal control will be classified as having high internal
control risk and the companies which have good quality of internal control will be
classified as having a low internal control risk. Moreover, the literature also found
that the reliance on internal audit’s decision by external auditor is a function of
client’s government structure, management characteristic, account risk, and inherent
risk (Bame-Aldred et al., 2013). Therefore, the external auditors who face with low
internal control will have a greater likelihood to use internal audit’s work than those
who faced with a high internal control risk. The research also predicts that when
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external auditors use internal audit report together with QAR, the effect of internal
auditor report type on likelihood to use internal auditor’s work will be conditional
upon the QAR type.

H1.1: External auditors who received satisfactory internal auditor report will
have a greater likelihood to use internal audit’s work than those who received
partially satisfactory internal auditor report for control testing.

H1.2: External auditors who receive QAR will have likelihood to use internal
audit’s work at test of control decreases sequentially from generally conform QAR
rating, no QAR and partially conform QAR rating.

H1.3: The effect of internal auditor report type on likelihood to use internal
auditor’s work for the control testing is conditional upon QAR rating.

Likelihood to L . .
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Figure 3: The expectation of likelihood to use internal auditor’s work for test of
control procedure.

This experiment aims to detect type I and type II error in the auditor’s
judgment as they are making the decision based on the internal audit report and QAR.
Based on literature review, type | and type Il error of external auditor’s judgment
include those mentioned by Barnes and Renart (2013) Barnes (2004) and Barnes and
Renart (2014). The first literature of Barnes (2004) discovers that there is a
transactional cost of on-going concerns that the opinion causes bias. However, the
direction of type | and type Il error depend on the bargaining power of external
auditors. Later, over-conservatism and unjustified inclination are additional factors
that were found to have led to type | and type Il error (Barnes & Renart, 2013).

The study posits that the effect of internal auditor report type on the likelihood to use
internal auditor’s work is conditional upon the QAR rating. In a partial satisfactory
internal audit report compared to the conformance QAR condition, the former could
have type I error bias as external auditors are not willing to use internal auditor’s
work even when provided with a good-quality work as a result of poor internal control
of company. On the contrary, satisfactory internal audit report compared to partial
conformance QAR rating, could have type Il error bias by using poor quality of work
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performed by internal auditors which lead to not being able to detect the material
weakness of internal control.

2.5.2 Hypothesis development for substantive testing.

This part partially replicates the aim from Munro and Stewart (2010)’s study
which found that the external auditors use internal auditors more for the test of control
than for substantive testing. The likelihood to use internal auditor’s work for the test
of control is higher than for the test of details. However, previous studies did not
include the company’s internal control condition into their study. Therefore, the
research adds additional variable of company’s internal control through internal audit
report.

The dissertation posits that external auditors who received satisfactory internal
audit report will have a greater likelihood to use internal auditor’s work for
substantive testing than those who received partially satisfactory internal audit report.
This is because partially satisfactory internal audit report implies internal control
weakness and the external auditors may want to perform audit tasks by themselves.
Similarly to the above discussion of control testing, the previous literatures found that
the reliance on internal audit decision of external auditor is a function related to the
client’s government structure, management characteristic, account risk, and inherent
risk (Bame-Aldred et al., 2013). Thus, the external auditors who received conformed
QAR will have a greater likelihood to use internal auditor’s work for the substantive
testing more than those who received partially conformed QAR. Lastly, the
hypothesis predicts that the effect of internal audit report type is conditional upon
QAR rating.

H2.1: External auditors who received satisfactory internal auditor report will
have a greater likelihood to use internal auditor’s work for the substantive testing
than those who received partially satisfactory internal auditor report.

H2.2: External auditors who receive QAR will have likelihood to use internal
audit’s work for substantive testing decreases sequentially from generally conform
QAR rating, no QAR and partially conform QAR rating.

H2.3: The effect of internal auditor report type on likelihood to use internal
auditor’s work for the substantive testing is conditional upon QAR rating.
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Figure 4: The expectation of likelihood to use internal auditor’s work for substantive
testing.
2.5.3 Hypothesis development for using internal auditors as assistants.

According to ISA 610 that allows external auditors to use internal auditors as
assistants but under direct supervision, the external auditors have to consider three
important factors competence, objectivity, and work performance (Desai et al., 2010;
DeSimone & Abdolmohammadi, 2016; A. A. Gramling et al., 2004; Maletta, 1993).
These three factors can be evaluated from the QAR. The previous literatures found
that when the external auditors decide to use internal auditors as assistants, control
strength of the company was insignificant to the reliance decision. Thus, the internal
audit report type (satisfactory compared to partially satisfactory) will not impact the
decision to use internal auditors as assistants and thus internal audit’s report type is
not factor for the use of an internal audit as an assistant Maletta (1993) . The most
important factors are objectivity, competence, and the work performance of internal
auditors themselves — which are not related to the internal control of companies. Thus,
the hypothesis posits that the external auditors who received conformed QAR will
have a greater likelihood to use internal auditors as assistant than those who received
partially conformed QAR.

However, previous findings are opposite to the practical environment as there
are several issues that should be concerned such as nature of audit tasks, inherent risk
and control risk (Maletta, 1993). Maletta (1993) found that only the high inherent risk
impacts the auditors’ decision to use internal auditors as assistants as it interacts with
the internal audit’s objectivity and work performance. In practice, when external
auditors make the decision to use internal auditors as assistants, the company’s
environment is an additional factor that interacts with the three criteria. Thus, the
research adds internal audit report as a representative of the company’s environment.
This environment is similar to real-life situation where the external auditors first
evaluate the internal control risk and then consider which tasks can the internal
auditors be used as assistants.

The study illustrates that the external auditor who received satisfactory
internal audit report will have a greater likelihood to use internal auditor as assistants
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than those who received partially satisfactory report. This hypothesis builds on ISA
315 which states that satisfactory internal audit report leads to low internal control
risk. When the internal control risk is low, the external auditors will have a low
possibility of facing internal control’s weakness. Thus, the potential to use internal
auditors as assistant is higher in this type of report than the partially satisfactory
internal audit report. Moreover, the study also expects that the effect of internal report
type on the likelihood to use internal auditors as assistant is conditional upon the QAR
rating.

H3.1: External auditors, receiving satisfactory internal auditor report, have greater
likelihood to use internal auditors as assistants than those, receiving partial
satisfactory internal auditor report.

H3.2: External auditors who receive QAR will have likelihood to use 1A as an
assistant decreases sequentially from generally conform QAR rating, no QAR and
partially conform QAR rating.

H3.3: The effect of internal auditor report type on likelihood to use internal auditors
as assistants is conditional upon QAR rating.

Likelihood to o . .
A" Prediction of opportunity to use IA as an assistant

Yse lA's

work
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Figure 5: The expectation of likelihood to internal auditors as assistants.

Experiment 2:
2.6 The effect of salience bias

In second experiment, this study focuses on QAR pattern and QAR rating. The
dissertation aims to answer whether the external auditors’ judgment is bias regarding
to variety style/pattern of QAR or the difference of rating or not. The research uses
the salience bias effect to explain how difference level of QAR rating affects to the
external auditors’ judgment. The salience bias refers to making an uncertainty
judgment on the basis of “reflects the salient features of the process by which it is
generated”(Kahneman & Tversky, 1972). Moreover, the prior study documents that
people ignore base rates, neglect sample size, overlook regression toward the mean,
and misestimate conjunctive probabilities (Tversky & Kahneman, 1973). Joyce and
Biddle (1981) reported that auditors underutilized base rates relative to normative
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(Bayesian) standards, but that auditors did better than student subjects. Additionally,
this study benchmarks QAR to management forecast which has readability effect
which have been documented in auditing literature such as H.T. TAN, Ying Wang,
and Zhou (2014) and H.-T. Tan, Wang, and Zhou (2014) and W. B. Elliott, Jackson,
Peecher, and White (2013). One important factor that contributes to the subsequent
judgment is the experience of the subject. The sophisticated and unsophisticated
investors react differently to news written using positive and negative language.
Additionally, the disclosure readability also influences the investor’s judgment. Only
when readability is low can a positive language disclosure leads to a higher earning
judgments for unsophisticated investors (H. T. TAN et al., 2014). Moreover,
readability also associates with the consistency effect as when the benchmark
performance is inconsistent, high readability of positive trend performance leads to
favorable investor’s performance judgment. On the contrary, for negative trend, high
readability leads to poorer investor’s performance judgment. However, the effect is
smaller when the benchmark performance condition is consistent (H.-T. Tan et al.,
2014).

Furthermore, investors’ decisions have been popularly explored in terms of
language effect. The effect of vivid and pallid languages on investors’ judgment has
been studied by Hales, Kuang, and Venkataraman (2011). They found that investors
who are faced with preference consistency will be sensitive to the vivid and pallid
languages but are not sensitive when the preference is inconsistent. Additionally, W.
B. Elliott et al. (2013) states that prompting investors attributed to its source is
affected by subsequence judgment. Investors who receive in-explicit positive
Corporate Social Responsibility (hereafter CSR) performance condition estimates
higher fundamental value than explicit positive CSR performance condition. Investors
who receive in-explicit negative CSR performance responses lower for fundamental
value than explicit negative CSR performance.

For this study a presentation of QAR can infer similarly as a presentation of
management forecast disclosure or disclosure of CSR performance which has the
potential of a language bias effect similar to the previously mentioned literature. The
overall conclusion of QAR is categorized into three types from internal auditing
standard but it does not has a standard pattern of disclosure as same as the
management forecast’s pattern. Interestingly, the overall conclusion can explicitly be
seen in the report or in a high readability form. However, the details of information or
opportunity for improvement are written in in-explicitly or less readability form. The
researcher aims to find whether the external auditors can detect information in the
QAR from explicit area and in-explicit area or not. Thus, the in-explicit information is
included under the opportunity for improvement section while explicit information is
in the conclusion section. In order to detect whether the external auditors can detect
explicit and in-explicit information or not, the study selects material related and
unrelated to external audit’s activity as independent manipulation for detailed
information while conformance and partial conformance manipulation as independent
manipulation for explicit information.
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2.7 Hypothesis development

2.7.1 Control testing and the opportunity for improvement of QAR

As earlier mentioned that QAR has two important sections which are over all
conclusion and opportunity for improvement. The level of overall conclusion obtains
from The IIA’s Quality Assessment Manual, which clearly classify into three level
(generally conform, partially conforms and does not conform). However the
remaining of QAR pattern has not clear state from the standards or manual guide. The
IIA’s Quality Assessment Manual separates a summary result of QAR into two parts
which are attribute section and performance section. The performance section is
mainly related to work performance of internal audit function. The attribute section is
not directly related to work performance but related to competency and objectivity. In
order to able to separate the effect of opportunity for improvement, this study limits
attribute section only unrelated to work performance which describe in limitation. The
no written charter is represented opportunity for improvement in attribute section
while the unapproved change in audit plan is represented opportunity for
improvement in performance section. The company has charter of IAF but they do not
have written charter which does not related to IAF’s work performance.

Based on my review of public disclosure QAR (the world intellectual property
organization (2014) and the external quality assurance regent report of the University
of California by Baker Tilly International (The University of California, 2013) also
found that the opportunity for improvement is the area for describing why the
company received partially conform rating. Thus this study limits the opportunity for
improvement only for describing a reason of partially conforms rating. The study note
as limited scope because in practical, there is a possibility that the company can
receive many opportunity for improvement issues but this study only scopes one topic
in order to prevent confounding effect. The experiment 2 holds satisfactory internal
audit report condition constant. The study posits that the external auditors who receive
QAR will decrease the likelihood to use IA’s work sequentially from generally
conforms, partially conforms and no charter, no QAR and partially conforms and
unapproved change in audit plan. The generally conforms is a top rating of QAR
rating. The partially conforms and no charter opportunity for improvement is not
related to work performance. For this condition, the external auditors should not
reduce reliance level of use IAF’s work if it is not related work performance. The next
condition is no report. This treatment aim to simulate current practice. The external
auditors will face with uncertainty to use IAF’s work. The last condition is partially
conforms and unapproved change in audit plan. This condition is directly related to
work performance which result to least reliance level to use IAF’s work.

H4.1: The effect of internal auditor report type on likelihood to use IAF’s work for
control testing is conditional upon QAR rating.

H4.2: The external auditor who receives QAR will decrease the likelihood to use
IAF’s work for control testing sequentially from generally conforms, partially
conforms and unrelated to work performance, no QA report and partially conforms
and related to work performance
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Figure 6: The expectation of likelihood to use IAF’s work at test of control.

2.7.2 Substantive testing

Substantive testing is an audit procedure that examines the financial
statements and supporting documentation to see if they contain errors. These tests are
needed as evidence to support the assertion that the financial records of an entity are
complete, valid, and accurate. There are many substantive tests that an auditor can use
such as issue a bank confirmation to test ending cash balances, observe the period-end
physical inventory count and physically match fixed assets to fixed asset records
(Steven Bragg, 2017). There are two type of substantive testing which are analytical
procedure and test of details. Pasewark and Strawser (1992) indicate that auditors
believe that performing preliminary analytical procedure has a significant reduction in
the work for substantive tests of details; however, the reduction in conditional upon
analytical procedure were performed.

The research has to divide audit procedure into two stages because the prior
findings of Munro and Stewart (2010) who find that the reliance level to use internal
audit’s work in the test of control is higher than substantive testing. On the contrary,
Whittington and Margheim (1993) find that the materiality is not significant when the
reliance decision to substantive testing procedure. Some studies find that external
auditors rely on IAF work for both test of control and substantive testing (Margheim
(1986);Audrey A Gramling (1999)) The predictions based on the substantive testing
procedure results are similar to those from the test of control procedure. The study
predicts that the external auditors who receive QAR will decrease the likelihood to
use [A’s work sequentially from generally conforms, partially conforms and no
charter, no QAR and partially conforms and unapproved change in audit plan.
Moreover, the effect of internal auditor report type on likelihood to use internal
auditor’s work is conditional upon QAR rating for the substantive testing procedure.

H5.1: The effect of internal auditor report type on likelihood to use IAF’s work for
substantive testing is conditional upon QAR rating.

H5.2: The external auditor who receives QAR will decrease the likelihood to use
IAF’s work for substantive testing sequentially from generally conforms, partially
conforms and unrelated to work performance, no QAR and partially conforms and
related to work performance.
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Figure 7: The expectation of likelihood to use IAF’s work at substantive testing.

2.7.3 Using internal auditors as assistants.

Professional standard ISA 610 not only allows the use of IAF work, but also
guides external auditors to consider the use of internal auditors to provide direct
assistance because of the benefits of lowering the cost and increasing the efficiency.
Peters et al. (2012) support that using internal auditors as assistants can reduce audit
delay. They give two supportive points: to alleviate personal shortages/staffing
pressures faced by external auditors and to help expertise in the client experience. The
first benefit of using internal auditors for assistance is that internal auditors face less
client pressure as they only work for one company and hence they do not have as
many clients as external auditors do. The less client pressure is a contributing factor to
the higher turnover rate in the auditing industry. Audit firms can better utilizes client’s
resources during this scarcity of external auditors. The second benefit is that internal
auditors have a more client-specific-experience and this benefit is also noted by Peters
et al. (2012). Client-specific-experience refers to having an in-depth knowledge about
a company’s culture, chain of command, and information sources. Felix et al. (2001);
(Peters et al., 2012) also found that using internal audit as assistance is negatively
associated with the audit fees.

Although the use of internal auditors as assistants bring about many benefits,
there are also several issues that should be concerned such as the nature of audit tasks
and inherent risk. Maletta (1993) states that the use of internal auditors as assistants
based on the strength of an audit test should be a function to indicate the quality of the
internal auditors, regarding their competence and objectivity. In other words, when
using low quality internal auditors to perform audit work, the overall quality of audit’s
work will be lower due to the presence of less reliable data in working papers from
unqualified staff. Additionally, his main study investigates the impact of inherent risk
on auditors’ decisions to use internal auditors as assistant. He finds that not only do
high inherent risks impact the auditors’ decision to use internal auditors as assistants,
but also it can compromise internal audit’s objectivity and work performance.
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Additionally, Munro and Stewart (2010) indicate that external auditors are more likely
to use in-house internal auditors as assistant for substantive testing.

Furthermore, Maletta (1993) finds that when external auditors decide to use
internal auditors as assistants, control strength was insignificant to the reliance
decisions. The most important factors considered are objectivity, competence, and
work performance of internal auditors themselves — which are unrelated to the internal
control of the companies. Thus, the first experiment include internal audit report type
in order to capture the relationship between the external auditor and the QAR in order
to reconfirm to Maletta (1993).

The dissertation specifies which part of the audit procedure in which will be
assisted. It is because Peters et al. (2012) mentions that internal auditors are placed
with low level audit staff, who are usually inexperienced, leading to them being able
to perform the tests of control procedure but they will find it difficult to manage
analytical procedure and some parts of the testing details. Therefore, the study follows
Peters et al. (2012) by scoping only tests of control procedure for internal auditors to
be assisted in the last dependent question. The last prediction is that the reliance level
of using internal auditors as assistants decreases according to QAR type. The
dissertation predicts that the external auditor who receives QAR will decrease the
likelihood to use IA as an assistant sequentially from generally conforms, partially
conforms and no charter, no report and partially conforms and unapproved change in
audit plan. Additionally, the effect of internal auditor report type on likelihood to use
internal auditor’s work is conditional upon QAR rating for using IA as assistant.

H6.1: The effect of internal auditor report type on likelihood to use 1A as assistant.is
conditional upon QAR rating.

H6.2: The external auditor who receives QAR will decrease the likelihood to use IA
as an assistant sequentially from generally conforms, partially conforms and
unrelated to work performance, no report and partially conforms and related to work
performance.
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Figure 8: The expectation of likelihood to use internal auditors as assistants.
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3. RESEARCH METHOD
Experiment 1:
3.1 Participants

The experiment had one hundred and eighty-six auditors from three of the big
four firms in Thailand. The number of participant is obtained by using G-power
analysis according to Jacob Cohen (1969). The minimum requirement for sample size
equal to 99 participants but this dissertation obtained participants greater than
minimum requirement. Participants were ranked from manager to audit partners. The
auditors completed the case during the firm training session. 65% were audit
managers, 19% was made up of audit senior managers, 16% were audit directors and
remaining comprised audit partners. It was approximately proportioned at 68% female
and 32% male auditors. 95% of the participants in this experiment are CPA which
represents the majority of auditors and most of them have experience in auditing
listed companies.

For pilot testing, this research choose Master of Accounting Program students
from Chulalongkorn Business School and Thammasat Business School. It is
appropriate to use master degree students because most of students have at least one
year experience from audit firm, graduated in Bachelor of Accounting and enrolled
advance auditing course or seminar in auditing course. The pilot participants also
perform knowledge testing, but only those who pass 50% of the test will be included
in the result. The questions obtained from the auditing text book (2016) chapter
question session. For Big 4 auditors do not need to test knowledge testing as those
people need to comply with firm standard. The big 4 firms have company standard
which are required an employee to pass standard level before entry to firm.

The participants in experiment 1 cannot join in experiment 2 as they will have
order effect of knowledge and recall memory about the case. The researcher ensure by
running each experiment matching with level of auditor training. Each level of auditor
will be tested only one time.

3.2 Design and Manipulations

3.2.1. Research Design

The study employs a 2 x 3 of between-subject. The design includes a sixth
experimental condition to test the hypotheses. Participants are randomly assigned to
QAR rating (Generally conforms, partially conforms and no report), and Internal audit
report (Satisfactory vs Partial satisfactory) as independent variables. There are six
conditions presented in Table 1.

Table 1: Classification of Groups in Each Treatment Condition

QA’s report rating

Internal audit report.

Satisfactory

Partial satisfactory

Generally Conforms

Satisfactory and
generally conforms
(SC)

Partial satisfactory and
generally conforms
(PC)

Partially Conforms

Satisfactory and
partially conforms
(SP)

Partial satisfactory and
partially conforms
(PP)
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No report Satisfactory and no Partial satisfactory and
report no report
(SN) (PN)

SC is a group of participants who received a satisfactory internal audit report
and generally conforms QAR rating treatment conditions.

PC is a group of participants who received a partial satisfactory internal audit
report and generally conforms QAR rating treatment conditions.

SP is a group of participants who received a satisfactory internal audit report
and partially conforms QAR rating treatment conditions.

PP is a group of participants who received a partial satisfactory internal audit
report and partial conform QAR rating treatment condition.

SN is a group of participants who received a satisfactory internal audit report
and no QAR treatment condition.

PN is a group of participants who received a partial satisfactory internal audit
report and no QAR treatment condition.

3.2.2 Independent Variable Manipulations
Both independent variables are tested using between-subjects manipulation.

The QAR rating is manipulated as “conforms”, “partially conforms” and “no report”.
The internal audit public website that the organization used had an external quality
assurance by IlA quality service in 2014, and received 96% of generally conformance
opinion. The remaining are partial conforms but only a few of nonconformance
opinions (J. O’Loughlin & Swauger, 2016, Sep). The majority of opinions are that of
conformance and second proportion is partial conformance but this experiment has a
drop of “nonconformance” opinion from the study. It is because our setting is a listed
company, which has very low potential to obtain “nonconformance”. The internal
audit function has an opportunity to perform internal assessment annually. They will
have opportunity to improve themselves from internal assessment issue before
performing external assessment. As the external assessment is very costly, thus most
of internal audit functions are sure that they will receive benefit of QAIP. The no
report group is included in this study because the research aim to comparison with
current practice.

The “conforms” condition provides the overall conclusion that “internal audit
program systems are in conformance with The IIA’s International Standards for the
Professional Practice of Internal Auditing (Standards), the Code of Ethics, and the
Trading Public Company Limited Internal Audit Manual”. The “partial conforms”
condition states that the “internal audit program system are in partially conformance
to the Standards and Code of Ethics, and the Trading Public Company Limited
Internal Audit Manual”. The case is adapted from the external quality assurance
service report of 1A quality service which was presented to the world intellectual
property organization in April 2014 and the external quality assurance of regent report
of the University of California in 2013 by Baker Tilly International.

The internal audit report type is manipulated as satisfactory and partial
satisfactory which states about the finding of credit controller did not sign off
approval before adding new customer into the system. The manipulation of internal
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audit report type is adapted from Malaescu and Sutton (2015),Boyle et al. (2015) and
PricewaterhouseCooper (2016, June) . The study selects “credit controller did not sign
off approval” because it does not have direct value of misstatement to the financial
statement. However, it is a weakness that designed control cannot prevent error. The
trade receivable account will be impacted for consideration of allowance for doubtful
debt of those unapproved customers.

3.2.3 Dependent variable

After the background and the operationalization of the two manipulations, the
participants are asked to make decisions on three dependent variables. The three
dependent variables are the likelihood to use internal audit’s work for test of control
procedure, the likelihood to use external audit works for substantive testing procedure
and use internal auditors as assistants. According to Munro and Stewart (2010)
capture tests of control, substantive testing and using internal auditors as assistants
from manipulate souring of internal auditors. They also find that external auditors use
internal audit’s work for testing of control procedure more than substantive testing. So
| capture the reliance level from their study.

The first dependent variable is likelihood to use internal auditors’ work at test
of control procedure for revenue cycle of the year 2017 which is the same as Knapp
and Knapp 2001 using an 11-point scale (where 0 = no risk, 5 = moderate risk and 10
= extensive high risk).

The second dependent variable is likelihood fo use internal auditors’ work at
substantive testing for revenue cycle of the year 2017 which is measured similarly to
Knapp and Knapp (2001), using an 11-point scale (where 0 = no reliance, 5 =
moderate reliance and 10 = extensive reliance).

The last dependent variable is likelihood to which you would use internal
auditors to provide direct assistant for revenue cycle of the year 2017 Knapp and
Knapp (2001). The 11-point scale is used for the participants’ response (where 0 = not
likely at all, 5 =Neutral and 10 = extremely likely).

3.3 Materials

The internal audit report used in this study are adapted from Boyle et al.
(2015), Internal audit report from PricewaterhouseCooper (PricewaterhouseCooper,
2016, June) and quality assurance report from Baker Tilly review of the University of
California’s office of Audit assurance (The University of California, 2013). The issue
in QAR is adopted from J. O’Loughlin and Swauger (2016, Sep). The study uses
material in Thai version for collection data from participants. Hence the material is
back translation testing from Thai to English.

All participants present with the same company’s background information and
partial financial statement. The company has good financial position and positive net
cash flow. Then each treatment will receive internal audit report of revenue cycle
from the audit committee for the period ending 1 July 2016 — 30 June 2017. Secondly
each treated will receive a QAR from the independent assessors for the period ending
1 Jan 2017 — 31 March 2017. Bhattacharjee, Maletta, and Moreno (2016) found that
low risk of material misstatement account has no effect on reliance level of external
auditors on internal audits’ work. The auditors increase reliance level when account
subjectivity across moderate misstatement risk. However, when misstatement risk
reached higher level, it has negative effect to internal audit reliance decision of
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external auditors. However J. L. Bierstaker and Wright (2001) inform that the
revenue cycle is designed to have a moderate risk level. But according the auditing
standard ISA 315, the revenue account is a high risk account. None the less, in this
study classifies revenue account as high risk account according to ISA 315. The study
assume base on revenue account is a common misstatement risk account that normally
subjective to fraud risk account.

The case study is developed specifically for this study and is pilot tested with
Master of Accounting program students who have an auditing background or
currently work as auditors. The pilot participants are ensured that they are not
replicated with main testing. The case is reviewed by an external audit partner, two
external auditors and two internal audit managers for realistic practical applications.
Moreover the material also approved by The Ethics Review Committee for Research
Involving Human Research Subject, Health Science Group, Chulalongkorn University
approved case number 128.1/61 to ensuring internal validity.

3.4 Experimental Procedures

At the beginning of the experiment, participants are informed of the purposes
of the study and provide opportunity to leave the experiment if they are not willing to
perform the study. Then participants are required to sign consent forms to ensure
voluntary participation. First the research give them knowledge about the QAR for
about five minutes. Then participants were randomly assigned to each treatment
condition. They receive two envelopes. The instruction informs them to consequently
open envelop 1 and envelop 2. The first envelop (Appendix 1) consists of background
information of the company, a financial statement, a internal audit report and a quality
assurance report and dependent variable questions. After participants finish answering
the first envelop questions, they are asked to return the first envelop before opening
the second envelop. The second envelop is for the manipulation check. There are four
manipulation check questions. Then participants answer demographic questions. After
finishing the last envelop, they will receive they received a small gift for their
participation. The overall study should take about 20-30 minutes to complete the task.

Figure 9: Experimental Design 1
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envelop 1 | | envelop 2 |
1A report QA report
manipulation manipulation
Conforms
. Partial
Satisfactory
conforms
Background ﬁ
information No report Answer
and financial questions Answer Answer
statement about manipulati demographic
dependent on check questions

% Conforms variables

Partial Partial
Satisfactory conforms
No Report

Experiment 2:
3.5 Participants

The experiment had one hundred and three auditors from three of the big four
firms in Thailand. The number of participant is obtain from power analysis using G-
power analysis according to Jacob Cohen (1969). Participants were ranked from
manager to audit partners. The auditors completed the case during the firm training
session. 65% were audit managers, 18.4% was made up of audit senior managers,
8.7% were audit directors and remaining comprised audit partners. It was
approximately proportioned at 75% female and 25% male auditors. 72% of the
participants in this experiment are CPA which represents the majority of auditors and
most of them have experience in auditing listed companies.

3.6 Design and Manipulations

3.6.1 Research Design

The study employed a 1 x 4 between-subjects design included as a forth
experimental conditions to test my hypotheses. Participants were randomly assigned
to satisfactory internal auditors’ report, and QAR rating (generally conforms, partially
conforms due to no charter opportunity for improvement, partially conforms due to
unapproved change in audit plan and No report), as independent variables. There are
four conditions presented in Table 2.

Table 2: Classification of Groups in Each Treatment Condition

Internal QA report type
auditor’s Conform | Partially Partially No report
report type conforms due | conforms and

to unrelated related to work

to work performance

performance
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Satisfactory | Conform, | Partially Partially No report,
Satisfactor | conforms due | conforms due to | Satisfactory
y to unrelated to | related to work
work performance,
performance, | satisfactory (NS)
(CS) Satisfactory (RS)
(US)

CS is a group of participants who received satisfactory internal auditor’s
report and generally conforms QAR rating treatment condition.

US is a group of participants who satisfactory internal auditor’s report and
partially conforms QAR rating due to no charter treatment condition.

RS is a group of participants who satisfactory internal auditor’s report and
partially conforms QAR rating due to unapproved change in audit plan treatment
condition.

NS is a group of participants who received satisfactory internal audit’s report
and do not receive QAR treatment condition.

3.6.2 Independent Variable Manipulations
Both dependent variables are tested using between-subjects manipulation.

2 (13

The quality assurance report rating is manipulated as “conforms”, “partial
conforms due to no charter”, “and partial conforms due to unapproved change in audit
plan” and “No report”. I use dummy variable as 1 conform QAR, 2 as partially
conform QAR and 3 as no report. The “conforms” condition provides the overall
conclusion that “internal audit program system are conformance with The IIA’s
International Standards for the Professional Practice of Internal Auditing (Standards),
the Code of Ethics, and the Trading Public Company Limited Internal Audit Manual”.
The “partial conforms” condition states that the “internal audit program system
partially conforms to the Standards and Code of Ethics. The external assessment
identified opportunities for further improvement, of which the details are provided
below”. There are two level of partially conforms as QA manual check list has two
part which are attribute section and performance section. The partially conform in
attribute section is described as “No charter” Then the partially conform in
performance section is described as “Unapproved change in audit plan” which related
to two topics in section of Standard 2020 Communication and approval and 2240
Engagement Work Program: changes in the audit plan without the approval from the
audit committee. There are two topics of partial conforms condition which are “the
locations of physical count of inventories at the period end were changed without
approval” and “The audit cycle was change from fixed assets cycle to payroll cycle”.
This part obtains from the first experiment manipulation. The last condition is no
quality assurance report which the study uses as a control group. The material details
are provided in appendix 3 and appendix 4. The material is adapted from Baker Tilly
review of the University of California’s office of Audit assurance (The University of
California, 2013).

3.6.3 Dependent Variable

After the background and the operationalization of the two manipulations, the
participants are asked to make decisions on three dependent variables. The three
dependent variables are the likelihood to use internal audit’s work for test of control



29

stage, the likelihood to use internal audit work’s for substantive testing and using
internal auditors as assistant. The study also adds reduction audit hour’s variable
according to Maletta and Kida (1993) and Felix et al. (2001). Munro and Stewart
(2010) capture test of control, substantive testing and using internal auditor as
assistant from manipulate souring of internal auditors. | repeat the same measurement
as Munro and Stewart (2010).

The first dependent variable is likelihood to use internal auditors’ work at test
of control procedure for revenue cycle of the year 2017 which is the same as Knapp
and Knapp (2001) using an 11-point scale (where 0 = no risk, 5 = moderate risk and
10 = extensive high risk).

The second dependent variable is likelihood to use internal auditors’ work at
substantive testing for revenue cycle of the year 2017 which is measured similarly to
Knapp and Knapp (2001), using an 11-point scale (where 0 = no reliance, 5 =
moderate reliance and 10 = extensive reliance).

The last dependent variable is likelihood to which you would use internal
auditors to provide direct assistant for revenue cycle of the year 2017 Knapp and
Knapp (2001). The 11-point scale is used for the participants’ response (where 0 = not
likely at all, 5 =Neutral and 10 = extremely likely).

3.7 Materials
The experimental material used in this study was adapted from Boyle et al.
(2015), and internal audit report from PricewaterhouseCooper

(PricewaterhouseCooper, 2016, June). The case informs reader that the company has a
good financial position and a positive net cash flow. Each treatment received a
satisfactory and partial satisfactory internal audit report of revenue cycle from the
internal audit function which is under the supervision of the audit committee for the
period 1 July 2016 — 30 June 2017. The study used a Thai version of the material for
the data collection from participants. Additionally, the material is back translated from
Thai to English and review the consistency of both languages by two experienced
auditors from one of big four firm. Moreover, J. L. Bierstaker and Wright (2001)
informed that the revenue account is designed to have a moderate risk level. But
according the auditing standard ISA 315, the revenue account is a high risk account.
None the less, in this study classifies revenue account as high risk account according
to ISA 315. The study assume base on revenue account is a common misstatement
risk account that normally subjective to fraud risk account.

The case study is developed specifically for this study and was performed a
pilot test with students in master of accounting program who have an auditing
background or currently work as auditors. The pilot participants were excluded from

the main test to ensure that they were not replicated with the main testing. The case
was reviewed by an audit partner and two audit managers in order to ensure the
realistic and practical application.

3.8 Experimental Procedures

At the beginning of the experiment, participants were informed the purposes
of the study and were provided the opportunity to leave the experiment any time if
they were not willing to perform the study. Then participants were required to sign
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their names on the consent form to ensure their voluntary participation. Then they
were randomly assigned to each treatment condition where they received two
envelopes. The study instructed them to sequentially open envelop 1 and followed by

envelop 2. The first envelop consisted of background information of the company,
financial statement, and internal audit report and dependent variable questions. After

the participants finished answering the first envelop, participants were then asked to
return the first envelop to the researcher before opening the second envelop. The

second envelop consists of two questions regarding to manipulation checks. Then the
participants answered some demographic questions. After completing task in the
second envelop, they received a small gift for their participation. The overall study
took about 20-30 minutes to complete.

Figure 10: Experimental Design 2
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4. Results

4.1 Manipulation Checks

With respect to the internal audit report rating, we asked participants two
questions. First, they were asked what the type of internal audit report that you have
read. Second, they were asked what the internal control level of company is. Next,
with respect to the QAR rating, we asked participants two questions as well. First,
they were asked what the type of QAR that you have read. Second, they were asked
whether QAR has recommendation and improvements or not. The participants who
fell both of questions in each category, were excluded from this experiment. In
experiment 1 and 2, the results showed that as many as 73.81% and 87.29%
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respectively of the participants answered at least one of questions correctly. These
results reveal that participants understand the company’s internal control condition
and performance of IAF.

4.2 Test of Hypotheses of experiment 1
4.2.1 The likelihood of using IAF’s work for control testing

This paper conducted an analysis on the participant’s likelihood of using the
IAF’s work at control testing. The results are shown in table 3, with panel A
containing descriptive statistics with panel B presenting an independent t-test, panel C
showing a two-way ANOVA and panel D displaying contrast testing. A graphical
summary of the result of the participants’ likelihood to use IAF’s work for control
testing is shown in figure 11. Panel A reveals the mean (S.D) of likelihood to use
IAF’s work for control testing in satisfactory internal audit report conditions and
generally conform QAR rating, partially conform QAR rating and no QAR rating are
equal to 7.00 (1.90), 4.68 (2.88) and 4.70 (3.04) respectively. In contrast to
satisfactory IA report condition, the partial satisfactory internal audit report condition
has a lower mean of likelihood to use an IAF’s work in every condition. The partial
satisfactory internal audit report and generally conform QAR rating, partially conform
QAR rating and no QAR condition were equal to 4.60 (2.76), 3.59 (2.85) and 3.96
(2.82) respectively. The total number of participants was equal to 186 participants.

In panel B, the independence t-test displays the mean of likelihood to use an
IAF’s work for control testing in satisfactory internal audit report conditions is higher
(Msatisfactoty = 5-63 VS. fpartial satisfactory = 4.00, t-stat = 3.96, p-value = 0.000++)
than in partial satisfactory internal report conditions. The results are consistent with
H1.1 and align with ISA 315. The findings confirm that the external auditors who are
faced with a satisfactory 1A report will have a greater likelihood to use an internal
audit’s work than those who are faced with a partial satisfactory IA report. Moreover,
our results are supported by Maletta and Kida (1993) who find that auditors rely more
on internal auditors when the control risk is low compared to the conditions where
there is a high control risk. This finding adds an addition determinant factor to the
reliance model which previously had only competence, objectivity, and work
performance (Desai et al., 2010; DeSimone & Abdolmohammadi, 2016; A. A.
Gramling et al., 2004; Maletta, 1993). The research found that the internal control of
the company contributed to the external auditors’ reliance level. The external auditors
are willing to use an IAF’s work more in a good internal control condition
(satisfactory IA report).

In this study, the partially conform QAR identifies the control weakness of an
IAF’s work which causes a reduction in reliance of an IAF’s work according to
Malaescu and Sutton (2015). They identify that the material weakness of the previous
year will cause less reliance to use the internal audit function. H1.2 predicts that the
external auditors who receive a QAR will have a likelihood to use an IAF’s work for
control testing which decreases sequentially from generally conform QAR, no QAR
and partially conform QA report rating. The result in panel B is partially consistent
with the prediction from H1.2. It shows that external auditors who receive a generally
conform QAR rating have a higher (.uGenerally conform = 5.93 vs. Hpartially conform
4.06 (untabulated), t-stat = 3.99, p-value = 0.000) likelihood to use IAF’s work for
control testing than a partially conform QAR rating. Moreover, the mean of likelihood
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to use an IAF’s work for control testing of generally conform QAR rating is higher
(Hgeneratly conform = 5.93 VS. U no repore = 4.32 (Untabulated, t-stat = 3.08, p-value =
0.001) than with no QAR condition. However, the no QAR condition and partially
conform QAR condition is not significantly different (i yorepore = 4.32 VS.
Kpartially conform = 4.06, t-stat = 0.49, p-value = 0.315) in the mean of likelihood to
use an IAF’s work for control testing. The paper concludes that the trend of likelihood
to use IAF’s work for control testing decreases when going from generally conform
QAR to no QAR and partially conform QAR. However, the last two conditions are
not statistically different in terms of the mean of likelihood to use IAF’s work.
Therefore, the external auditors treat no QAR condition as the same level as partially
QAR rating. This finding gives rise to a concern of non-utilization of the IAF’s work.
The additional explanation can be found in contrasting session.

The no QAR condition, raise an interesting point. deZoort and Salterio (2001)
suggest that external auditors decrease reliance level on internal audits’ work due to
the number of incentives that internal auditors have to be biased to on their reports.
They inform us that when the external auditors are faced with uncertainty, they are
reluctant to reduce their testing beyond a minimum threshold. They may perform
over-auditing in order to comply with auditing standards, or they may have bias
against quality or other factors towards the internal audits’ work. The no QAR
condition shows that when the external auditors do not know about the IAF’s quality,
they decrease their willingness to rely on IAF’s work. This condition may cause over
auditing and audit delay.

Next, we investigate the interaction effect between an IA report and a QAR.
Figure 11 shows the pattern of the results. Panel C reveals that the main effect of an
IA report (F-stat = 12.16, p-value = 0.000) and QAR (F-stat = 7.44, p-value = 0.001)
is statistically significant as mentioned above. However, the interaction effect is not
statistically significant (F-stat =1.59, p-value = 0.207). The result is inconsistent with
the H1.3 prediction. The external auditors do not perceive a differentiation in the
[AF’s quality between reading the IA report and QAR for control testing. For this
reason, the dissertation performed additional analysis of contrast testing in panel D to
understand why the external auditors’ willingness is different among each condition.

The contrast testing results show that if the study holds a satisfactory 1A report
constantly, the likelihood to use an IAF’s work which generally conforms to QAR
condition is higher than partially conforms QAR (t-stat = 3.54, p-value =0.000) and
no report condition (t-stat = 3.22, p-value = 0.001). In contrast to satisfactory IA
reports, the likelihood to use IAF’s work in partial satisfactory IA reports is not
statistically different among each condition except for generally conform versus
partially conform condition (t-stat = 1.56, p-value = 0.060). Therefore, the result
partially supports the prediction of H1.3 where the effect of the internal auditor report
type on likelihood to use an IAF’s work is conditional upon the QAR rating for the
control testing. The comparison between generally conform QAR and partially
conform QAR in both satisfactory IA report and partial satisfactory IA report are
significantly difference. Furthermore, the research concludes that the generally
conform QAR helps increase the likelihood to use an IAF’s work for control testing
while the partially conform QAR helps prevent the external auditors from over-
reliance decision.
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As we mentioned earlier about potential of type | errors and type Il errors,
they could happen to external auditors. When the external auditors are faced with
uncertainty of no QAR condition. This finding confirms that external auditors are not
willing to use internal auditor’s work even they are in good or poor internal control of
that company (satisfactory 1A report and partial satisfactory IA report). The likelihood
to use IAF’s work in partially conform and no report is not statistically difference in
both 1A report conditions (t-stat = -0.02, p-value = 0.490 and t-stat = -0.54, p-value
= 0.296). The client will lose opportunity to utilize IAF’s work. The external auditors
can spend more time in other significant areas.

From another perspective, the study holds the generally conform QAR rating
and partially conform QAR constantly, the external auditors are willing to use IAF’s
work more (t-stat = 3.62, p-value = 0.000*, t-stat =1.70, p-value = 0.045,
respectively) in satisfactory 1A report condition than partial satisfactory 1A report
condition. If the external auditors know the quality of IAF, the likelihood to use IAFs
work is the same between satisfactory IA report and partial satisfactory 1A report.

Table 3: the likelihood to use IAF’s work for control testing
(Dependent Variable = the likelihood to use IAF’s work for control testing #)
Panel A: Descriptive statistic - Mean (Standard Deviation) and number of
participants?

Satisfactory ~ Satisfactory Satisfactory  Partial Partial Partial
and and. and ho satisfactory satisfact_ory satisfactory
generally partially report and and partially and no report

Condition  conforms conforms conforms (PP)

generally
conforms (PN)
(SC) (5P) (SN) (PC)
Mean 7.00 4.68 4.70 4.60 3.59 3.96
Standard -, 4, 2.88 3.04 2.76 2.85 2.82
Deviation
N 37 31 23 30 41 24
Panel B: Independence t-test
No.  Description Mean t.statistic p-value®
difference
1 Satisfactory vs Partial satisfactory 1.62 3.96 0.000***
IA report
2. Generally conform vs. Partially 1.87 3.99 0.000***
conform QAR
3. Generally conform vs. No QAR 1.61 3.08 0.001***
4. Partially conform vs. No QAR 0.26 0.49 0.315
Panel C: Two -way ANOVA
Source df Type 11l Sum Mean Square F p - value.
of Squares

Corrected Model 5 258.48 51.70 7.11 0.000***
Intercept 1 4022.72 4022.72 552.84  0.000***
IA report 1 88.49 88.49 12.16 0.001***
QA report 2 108.29 54.15 7.44 0.001***
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IA report * QA 2 23.16 11.58 1.59 0.207

report

Error 180 1309.75 7.28

Total 186

Panel D: Contrast effect testing

Source Mean t-statistic p-value®
difference

The effect of satisfactory IA report

Generally conform vs. Partially conform 2.32 3.54 0.000***

Generally conform vs. No report 2.30 3.22 0.001***

Partially conform vs. No report -0.02 -0.02 0.490

The effect of partial satisfactory 1A report

Generally conform vs. Partially conform 1.01 1.56 0.060*

Generally conform vs. No report 0.64 0.87 0.193

Partially conform vs. No report -0.37 -0.54 0.296

The effect of generally conform QAR (SC

vs PC) 2.40 3.62 0.000***

Satisfactory vs. Partial satisfactory
The effect of partially generally conform
QAR (SP vs PP)

Satisfactory vs. Partial satisfactory 1.09 1.70 0.045**
The effect of no QAR (SN vs PN)
Satisfactory vs. Partial satisfactory 0.74 0.937 0.175

This table presents descriptive statistic and test of H1.1 — H1.3 for experiment 1, where we use 2 x 3
between-subjects design and manipulate (1) Internal audit report rating and (2) Quality assurance report
rating.

& The participants were asked to specify the likelihood to use IAF’s work at control testing using an 11-
point (0-10) Likert scale, where 0 and 10 respectively denote not at all likely and extremely likely.
Total likelihood is 100%.

® One-tailed equivalent.

*** ** and * respectively denote the 1%, 5% and 10% significance levels.
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Figure 1. The likelihood level of external auditors using IAF’s work for control testing.
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This figure plots the participants” mean of the likelihood level to use IAF’s work for control testing.
Participants were asked to provide their likelihood of using IAF’s work in one of six conditions. The
two factors (Internal audit report rating x QAR rating) are crossed in a 2 x 3 factorial design
experimental result in above figure.

4.2.2. The likelihood to use an IAF’s work for substantive testing

The next procedure is the substantive testing. This dissertation separates
control testing and substantive testing because the extent of work is different as
mentioned in the literature review section so the paper expects that the results
between the two procedures should be different. Moreover, the previous findings of
Munro and Stewart (2010) reveal that the external auditors are willing to use an IAF’s
work more for control testing than substantive testing. Panel A displays the
descriptive statistic, standard deviation and number of participants in each condition.
An average mean of likelihood to use IAF’s of substantive testing is lower than the
average mean of likelihood to use IAFs work of control testing (isypstantive testing =
2.46 VS. Ucontrol testing= 4.80 (untabulated), t-stat = 12.03, p-value = 0.000). The
result confirms the prior study of Munro and Stewart (2010) where the external
auditors are willing to use IAF’s work for control testing more than substantive
testing.

Next, the research tests H2.1, which posits that the external auditors who
received a satisfactory internal auditor report will have a greater likelihood to use an
internal auditor’s work for the substantive testing than those who received a partial
satisfactory internal auditor report. Panel B of table 4 illustrates that the mean of
likelihood to use IAF’s work for substantive testing in satisfactory internal audit
report conditions is approximately 0.61 higher (usqtisractory = 5.63 Vs.
Upartial satisfactory = 4.00 (Untabulated), t-stat = 1.76, p-value = 0.040) than in
partial satisfactory internal audit report conditions. The result is consistent with
condition (partial satisfactory IA report). The result aligns with Maletta and Kida
(1993) and the previous section findings regarding the control testing procedure.

H2.2 predicts that the external auditors who receive a QAR will have a
likelihood to use an internal audit’s work for substantive testing which decreases
sequentially from generally conform QAR rating, no QA report and partially conform
QAR rating. Panel B of table 4 reveals that the mean of likelihood to use IAF’s work
for substantive testing in generally conforms QAR conditions is greater
(.uGenerally conform = 3.30 vs. Hpartially conform = 201 (untabulated), t-stat = 3.21, p-
value = 0.001) than in partially conforms QAR conditions. Moreover, the result
shows that the external auditors who receive generally conform QAR condition have a
higher (tgeneratty conform = 3-30 VS. Uy, report= 1.94 (untabulated), t-stat = 3.02, p-
value = 0.001) likelihood to use IAF’s work for substantive testing than those in no
QAR conditions. Lastly, the result shows that there is no difference (uyo repore = 1.94
VS. Upartially conform =2.01, t-stat = -0.19, p-value = 0.425) in likelihood to use
IAF’s work for substantive testing between partially conform QAR conditions and no
QAR conditions. Therefore, this study concludes that the trend of the likelihood to use
an IAF’s work for substantive testing decreases from generally conform QAR to no
QAR and partially conform QAR respectively. However, the last two conditions are
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not statistically different in relation to the mean of likelihood to use an IAF’s work.
Therefore, the result is partially consistent with our prediction in H2.2 and Malaescu
and Sutton (2015). The external auditors in substantive testing also treat no QAR
conditions as the same level as partially conform QAR conditions during substantive
testing. The client who does not have QAR may explore audit delay and non-utilized
IAF’s work.

Panel C shows that the interaction effect is statistically significant (F-stat =
5.24, p-value = 0.006). The result is consistent with our prediction H2.3. Figure 12
shows the pattern of the results. We conclude that the effect of internal auditor report
type on likelihood to use internal auditor’s work for the substantive testing is
conditional upon the QAR rating. The finding is supported by previous literature,
which found that the reliance on the internal audit decision of an external auditor is a
function related to the client’s government structure, management characteristic,
account risk, and inherent risk (Bame-Aldred et al., 2013). Our finding points out that
the reliance decision is related to the 1A report rating and QAR rating. Both reports
represent the internal control of company of the quality of the IAF’s work.
Next the research performs additional analysis of contrast effect testing. When the
study holds the satisfactory 1A report constant, the generally conform QAR rating
versus partially conforms QAR rating (t-stat=4.31, p-value = 0.000*) and generally
conforms QAR rating versus no QAR condition (t-stat = 3.91, p-value = 0.000) are
statistically different in the mean of likelihood to use an IAF’s work for substantive
testing. The results inform that the QAR helps increase the likelihood to use IAF’s
work for substantive testing in satisfactory IA report conditions. In contrast to
satisfactory IA reports, the partial satisfactory IA report condition is not different
among every condition of QAR rating. The results of substantive testing are similar to
the results of control testing. Again, the no QAR condition of satisfactory 1A report
has the potential for under-reliance bias. The external auditors reduce their reliance
level from unknown quality of work (no QAR) to the same level of partially conform
QAR. While holding satisfactory IA report constant, the comparison between partially
conform QAR and no QAR show that the mean of likelihood to use an IAF’s work for
substantive testing is not different (t-stat = -0.03, p-value = 0.487). The external
auditors may perform over auditing and the client may receive utilized audit fees.

Table 4: the likelihood to use IAF’s work for substantive testing
(Dependent Variable = the likelihood to use IAF’s work for substantive testing )
Panel A: Descriptive statistic - Mean (Standard Deviation) and number of
participants?

Satisfactory ~ Satisfactory  Satisfactory Partial Partial Partial
and and and no satisfactory  satisfactory  satisfactory
. generally partially report and and and no report
Condition .
conforms conforms generally partially
conforms conforms (PN)
(SC) (SP) (SN) (PC) (PP)
Mean 4.16 181 1.83 2.23 2.17 2.04
Standard
. 2.52 1.99 1.72 2.09 2.36 251
Deviation

N 37 31 23 30 41 24
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Panel B: Independence t-test

No. Description Mean t.statistic p-value®
difference

1 Satisfactory vs. Partial 0.61 1.76 0.040***
satisfactory IA report

2. Generally conform vs. Partially 1.29 3.21 0.001***
conform QAR

3. Generally conform vs. No QAR 1.36 3.02 0.001***

4. Partially conform vs. No QAR -0.08 -0.19 0.425

Panel C: Two —~way ANOVA

Type 11 Sum Mean

Source df F-statistic p-value
of Squares Square
Corrected Model 5 138.85 27.77 5.49 0.000***
Intercept 1 1003.15 1003.15 198.57 0.000***
IA report 1 9.00 9.00 1.78 0.184
QA report 2 64.31 32.15 6.36 0.002***
IA report * QA 2 53.02 26.51 5.24 0.006***
report
Error 180  909.30 5.05
Total 186
Panel D: Contrast effect testing
Source Mean t-statistic p-value®
difference

The effect of satisfactory IA report
Generally conform vs. Partially conform 2.35 4.31 0.000***
Generally conform vs. No report 2.33 3.91 0.000***
Partially conform vs. No report -0.02 -0.03 0.487
The effect of partial satisfactory 1A report
Generally conform vs. Partially conform 0.06 0.12 0.454
Generally conform vs. No report 0.19 0.31 0.378
Partially conform vs. No report 0.13 0.22 0.412
The effect of generally conform QAR (SC vs
PC) 1.93 3.49 0.000***

Satisfactory vs. Partial satisfactory

The effect of partially generally conform

QAR (SP vs PP) -0.36 -0.68 0.248
Satisfactory vs. Partial satisfactory

The effect of no QAR (SN vs PN)

Satisfactory vs. Partial satisfactory -0.21 -0.33 0.371

This table presents descriptive statistic and test of H2.1 — H2.3 for experiment 1, where we use 2 x 3
between-subjects design and manipulate (1) Internal audit report rating and (2) Quality assurance report
rating.

@ The participants were asked to specify the likelihood to use IAF’s work at substantive testing using an
11-point (0-10) Likert scale, where 0 and 10 respectively denote not at all likely and extremely likely.
Total likelihood is 100%.

b One-tailed equivalent.

**x ** and * respectively denote the 1%, 5% and 10% significance levels.
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Figure 12:: The likelihood level of external auditors using IAF’s work for substantive testing.

This figure plots the participants” mean of the likelihood level to use IAF’s work for substantive
testing. Participants were asked to provide their likelihood of using IAF’s work in one of six conditions.

The two factors (Internal audit report rating x QAR rating) are crossed in a 2 x 3 factorial design
experimental result in above figure.

4.2.3. The likelihood of use internal auditors as the assistants.

The last audit procedure that was conducted in the first experiment, used
internal auditors as assistants. In table 5 panel A, it shows a descriptive statistic of
mean, standard deviation and the number of participants. The study found that a
satisfactory IA report and a generally conform QAR has the highest (isatisractory =
5.62) of mean of likelihood to use IA as assistants. The lowest mean
(Usatisfactory and partially conform = 3.17) Of likelihood to use IA as assistants was
with the partial satisfactory IA report and partially conform QAR condition. Panel B
describes the independent t-test between satisfactory 1A reports and partial
satisfactory IA reports. The result presents that the external auditors who receive a
satisfactory 1A report have a higher (usqatisractory = 4-82 VS. Upartial satisfactory =
3.86 (untabulated), t-stat = 2.39, p-value = 0.009) likelihood to use IA as assistants
than those who receive a partial satisfactory IA report. The finding is consistent with
the prediction H3.1 which state that the external auditors, receiving a satisfactory
internal auditor report, have a greater likelihood to use internal auditors as assistants
than those receiving a partial satisfactory internal auditor report. This finding adds a
new consideration factor to existing literature. The previous findings inform that when
external auditors decide to use internal auditors as assistants, control strength of the
company was insignificant to the reliance decision (Maletta, 1993). This dissertation
identifies that the internal control of company is also important to reliance’s decision.

H3.2 predicts that the external auditors who receive a QAR will have a greater
likelihood of using an IA as an assistant decreases sequentially from generally
conform QAR rating, no QAR and partially conform QAR rating. In table 5, the
results of panel B show that the mean of likelihood to use IA as assistants in generally
conform QAR conditions is insignificantly higher than partially conform QAR
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condition (Ugeneraity conform = 418 VS. Upartiaity conform 422, t-stat = 1.20, p-value
= 0.116) and no QAR condition (Ugeneraity conform = 478 VS. g repore 3.87, t-stat
= 1.69, p-value 0.047). Additionally, there is no difference (upartiaiiy conform = 4.22
VS. o repore = 3.87, t-stat = -0.67, p-value = 0.254) in the mean of likelihood to use
an 1A as an assistant between partially conform QAR and no QAR condition. The
finding is partially consistent with the H3.3 prediction. The likelihood to use an IA as
an assistant decrease from generally conform QAR to partially QAR and no QAR.
Surprisingly the no QAR condition has a lower likelihood level than partially conform
QAR. It is because the external auditors are faced with uncertainty about the IAF’s
quality as they do not receive assurance reports from independent assessors. This
dissertation classifies this event as a potentially of under-reliance bias. In the case of
the IAF’s quality being good but the external auditors are unsure about the IAF’s
quality, the external auditors may decide to perform work by themselves. It can cause
over-performed audit work and non-utilized audit work.

H3.3 posits that the effect of the internal auditor report type on the likelihood
to use internal auditors as assistants is conditional upon the QAR rating. Figure 13
shows the pattern of the results. In panel C, the two ANOVA presents that the main
effect of IA reports is statistically significant (F-stat = 6.05, p-value = 0.015) while
the main effect of QARSs is not statistically significant (F-stat = 1.24, p-value =
0.293). Both of the main effect results align with the above mentioned H3.1 and H3.2.
The interaction effect between IA reports and QARs is statistically significant (F-stat
= 3.16, p-value = 0.045). It implies that the external auditors perceive a
differentiation of an IAF’s quality and internal control condition between each
condition.

Then this dissertation performed a contrast analysis to understand how 1A
reports and QAR ratings interact with each other. In satisfactory 1A report conditions,
the external auditors who receive generally conform QAR have a higher likelihood to
use an IA as an assistant than those who receive partially conform QAR and no QAR

(.uSatiSfactory,Generally conform = 5.62 vs. .uSatisfactory,Partially conform4-031 t-stat =
2-411 p-value = 0.009 and /’LSatisfactory,Generally conform = .62 VS.
Usatisfactory,No repore= 4.61and t-stat = 1.01, p-value 0.080 respectively). However,
the partially conform QAR and no QAR conditions are not statistically (t-stat = -0.77,
p-value = 0.220) different in the mean of likelihood to use IA as assistants. The
generally conform QAR condition compared to no QAR condition prove that a QAR
increases reliance decisions to use an IA as an assistant. Moreover, it also tells that
without a QAR, the company may lose the opportunity to reduce audit fees, audit
delay (Peters et al., 2012). This is a potential under-reliance decision error.

Next if the study holds partial satisfactory 1A report constant, the likelihood to
use IA as assistant of external auditors who receive generally conform QAR is not
statistically different than those who receive partially conform QAR and do not

receive QAR (.uPartial satisfactory,Generally conform 3.73 VS.
AuPartialsatisfactory,Partiallyconform4-36 t-stat ='0-97’ p-value = 0-167) and

(.uPartial satisfactory,Generally conform =3.73 vs (#Partial satisfactory,No report = 3-17:
t-stat =0.76, p-value = 0.233). Lastly, in poor internal control conditions the QAR
does not help increase the reliance decision of an external auditor to use IA as
assistants. Interestingly, this study finds that no QAR conditions have a higher
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(.uSatisfactory,No report =4.36 vs. Upartial satisfactory,No report = 3-17’ t-stat = 1-721 p-
value = 0.043) mean of likelihood to use IA as assistants than in partially conform
QAR conditions. If the company does not have a QAR, the external auditors wrongly
evaluate the IAF’s quality. In a poor quality IAF, the external auditors may receive
poor working papers from the IAF. They could suffer an over reliance decision.
Another important comparison is between satisfactory 1A report conditions vs. partial
satisfactory IA report conditions while holding generally conform QAR constant. The
mean of likelihood to use IA as assistants with generally conform QAR and
satisfactory IA report condition is higher (usatisfactory,enerally conform = 95.62 VS.
Hpartial satisfactory,Generally conform = 3.73, t-stat = 2.84, p'Value = 0-003) than
generally conform QAR and partial satisfactory IA report conditions. The result
confirms that the internal control of company influences the external auditors’
reliance decision.

Table 5: the likelihood to use IA as assistants
(Dependent Variable = the likelihood to use IA as assistants ?)
Panel A: Descriptive statistic — Mean (Standard Deviation) and number of
participants®

Satisfactory Satisfactor Satisfactory Par_tial Par_tial Par_tial
and y an.d and no report satisfactor satlsfactpry satisfactory
Condition generally partially y and and partially and no report
conforms conforms generally conforms
conforms (PP) (PN)
(C) (SP) (S (PC)
Mean 5.62 4.03 4.61 3.73 4.36 3.17
Standard -, 2.99 291 2.99 2.74 2.58
Deviation
N 37 31 23 30 41 24
Panel B: Independence t-test
No. Description Mean t.statistic p-value®
difference
1 Satisfactory vs. Partial 0.96 2.39 0.009***
satisfactory IA report
2. Generally conform vs. Partially 0.56 1.20 0.116
conform QAR
3. Generally conform vs. No QAR 0.94 1.69 0.047**
4. Partially conform vs. No QAR -0.35 -0.67 0.254
Panel C: Two -way ANOVA
Type 1l Sum Mean F- .
Source af of Squares Square statistic Sig.
Corrected Model 5 109.47 21.89 2.98 0.013***
Intercept 1 3223.79 3223.79 438.99 0.000***
IA report 1 44.42 44.42 6.05 0.015***
QA report 2 18.14 9.06 1.24 0.293
IA report * QA 2 46.47 23.23 3.16 0.045**
report
Error 180 1321.86 7.34

Total 186
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Panel D: Contrast Tests
Source Mean t- p-value®
difference statistic

The effect of satisfactory IA report

Generally conform vs. Partially conform 1.59 241 0.009***
Generally conform vs. No report 1.01 1.41 0.080*
Partially conform vs. No report -0.58 -0.77 0.220
The effect of partial satisfactory 1A report

Generally conform vs. Partially conform  -0.63 -0.97 0.167
Generally conform vs. No report 0.56 0.76 0.233
Partially conform vs. No report 1.19 1.72 0.043**
The effect of generally conform QAR (SC

vs PC) 1.89 2.84 0.003***

Satisfactory vs. Partial satisfactory

The effect of partially generally conform QAR

(SPvs PP) -0.33 -0.51 0.303
Satisfactory vs. Partial satisfactory

The effect of no QAR (SN vs PN)

Satisfactory vs. Partial satisfactory 1.44 1.82 0.035**
This table presents descriptive statistic and test of H3.1 — H3.3 for experiment 1, where we use 2 x 3
between-subjects design and manipulate (1) Internal audit report rating and (2) Quality assurance report
rating.
2 The participants were asked to specify the likelihood to use A as an assistant using an 11-point (0-10)
Likert scale, where 0 and 10 respectively denote not at all likely and extremely likely. Total likelihood
is 100%.
® One-tailed equivalent.
*** ** and * respectively denote the 1%, 5% and 10% significance levels.
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Figure 13:The likelihood level of external auditors using internal auditors as assistants.

This figure plots the participants’ mean of the likelihood level to use internal auditors as assistant.

Participants were asked to provide their likelihood of using internal auditors as assistants in one of six
conditions. The two factors (Internal audit report rating X QAR rating)are crossed in a 2 x 3 factorial

design experimental result in above figure.
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4.3 Test of Hypotheses of experiment 2

4.3.1 The likelihood of using an IAF’s work for control testing

H4.1 expects that the effect of the internal auditor report rating on likelihood
to use an internal auditor’s work is conditional upon the QAR rating for control
testing. The results of panel B in table 6, show the interaction effect of the QAR rating
and satisfactory internal audit report is statistically significant (F-stat = 3.80, p-value
= 0.013). The finding is consistent with the H4.1 prediction. The external auditors are
willing to use IAF’s work for control testing and depends on the QAR rating. Then
the study further investigates the directional effect among each condition in H4.2.

H4.2 illustrates that the external auditor who receives a QAR will decrease the
likelihood to use an IAF’s work at control testing sequentially from generally
conforms, partially conforms and no charter, no QA report and partially conforms and
unapproved change in audit plan. The results of panel C in table 6, display the
contrast testing and it is consistent with the prediction H4.2. The external auditors
perceive that the generally conforms is a top QA report rating. It has the highest
(UGeneralty conform = 5.64) mean of likelihood to use IAF’s work for control testing.
Then the study compares generally conforms QAR conditions to no QAR conditions
to prove whether a QAR helps to increase the external auditors’ willingness to use an
IAF’s work or not. The results present that the mean of likelihood to use IAF’s work
in generally conforms QAR conditions is not different to no QAR condition
(UGeneratly conform = 9.64 VS. Uno repore = 5.30 t-stat = 0.41, p-value = 0.34). For
using IA as assistant at control testing, the external auditors do not perceive a better
quality 1AF from reading a QAR. The QAR does not help increase the likelihood to
use an IAF’s work which is inconsistent with the previous findings of the first
experiment.

Next the study compares generally conforms QAR condition to partially
conform and no charter condition to evaluate whether the external auditors perceive
the difference between the QAR rating or not. The result in panel C of table 6,
presents that the mean of likelihood to use IAF’s work for control testing in generally
conforms QAR is different from partially conform and no charter ((tgeneraity conform
= 5.64 VS. (Upartially conformno charter = 3-89, t-stat = 2.31, p-value = 0.012*). It
means the external auditor perceives a difference between the ratings of the QAR. The
next comparison is between generally conforms conditions versus partially conforms
and unapproved change in audit plan conditions. The research finds that the mean of
likelihood to use an IAF’s work for control testing in generally conforms conditions is
higher than partially conforms and unapproved change in audit plan conditions
(:uGenerally conform = 5.64 vs. Hpartially conform unapproved change — 3.41, t-stat =
2.92, p-value = 0.002*). This dissertation additionally compares partially conforms
and no charter conditions to partially conforms and unapproved change in audit plans.
The outcome was very surprising. The mean of likelihood to use 1A as assistant for
the control test in partially conforms and no charter condition is not different from
partially conforms and unapproved change in audit plan (partiaity conform no charter=
3.89 VS. Upartially conform unapproved change = 3-41, t-stat = 0.63, p-value = 0.264).
The external auditors perceive the same quality in the IAF’s work between the two
partially conforms QAR conditions. The partially conforms and no charter in
opportunity for improvement section is not related to work performance. For this
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condition, the external auditors should not reduce the reliance level of using the IAF’s
work if it is not related to work performance. The no charter QAR condition has type
| error bias. Another comparison is no QAR and partially conform and no charter. The
results illustrate the difference in mean of likelihood to use IAF’s work for control

testing (.uPartially conformmno charter = 3.89 vs. UNo report = 5-30’ t-stat = '1-69, p-
value = 0.047**). The outcome reveals the type | error bias as well. It confirms that
the external auditors ignore detailed information which explains control weakness is
unrelated to work performance. The clients will lose the opportunity to utilize the IAF
and external auditors.

Furthermore, the research finds potential type Il errors in no QAR conditions
compared to partially conform and unapproved changes in audit plans. The mean of
likelihood to use IAF’s work for no QAR conditions is different from partially
conform and unapproved changes in audit plan conditions
(.uPartially conform unapproved change = 3.41 vs. Uno report = .30, t-stat = -2.26, p-
value = 0.013%*). It shows that the external auditors who do not receive a QAR, do not
know the quality of work and they may over rely on the IAF’s work from a poor
quality IAF. This is a type Il error.

This study notes that the pattern of satisfactory and no report condition
between experiment 1 and 2 are different. The two alternative explanations are the
external auditors’ conservatism and the different in firm characteristic. In Thailand,
the audit partners have to sign off on behalf of themselves but some countries the
audit partners sign off on behalf of firms. Carcello and Li (2013) found that a
significant decline in abnormal accruals and the likelihood to meet an earnings
threshold after the enforcement of audit partner sign off their name instead of firm.
Moreover, they find a significant increase in the incidence of qualified audit reports
and in earnings informativeness. The audit partners are more conservative if they have
to sign off in auditor’s report. The experiment 2 does not have any partner level
participated in experiment. So it is possible that the increasing in likelihood to use
IAF’s pattern in experiment 2 is because of audit partner conservatism.

Another alternative explanation is firm preference or firm characteristic. The
descriptive result shows that there is no firm A in experiment 1 while there are
approximately 40% of firm A in experiment 2 which caused higher mean in
likelihood to use IAF’s work. However, this study does not further interview firm A
to obtain the reason whether the firm has special policy to use IAF’s work or they are
familiar with using IAF’s work than other firms.

Table 6: the likelihood to use IAF’s work for control testing
(Dependent Variable = the likelihood to use IAF’s work for control testing #)
Panel A: Descriptive statistic - Mean (Standard Deviation) and number of
participants?

Unrelated to Related to

Condition Conforms  work work No report
performance  performance

Mean 5.64 3.89 3.41 5.30

Standard 2.49 2,62 3.20 3.06

Deviation

N 28 28 27 20
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Type 111 Sum

Source df Mean Square F-statistic  p-value
of Squares

Corrected 3 91.90 30.63 3.80 0.013***
Model
Intercept 1 2100.21 2100.21 260.61 0.000***
QA report 3 91.90 30.63 3.80 0.013***
Error 99 797.83 8.05
Total 103 2989.00

Panel C: Contrast Tests
Source Mean t-statistic  p-value®
The effect of QAR rating difference
Generally conforms vs. No report 0.34 0.41 0.340
Generally conforms vs. Partially 1.75 2.31 0.012***
conforms: Unrelated to work
performance
Generally conforms vs. Partially 2.23 2.92 0.002***
conforms:
Related to work performance
Partially conforms: Unrelated to work  0.48 0.63 0.264
performance vs. Partially conforms:
Related to work performance
Partially conforms: Unrelated to work  -1.41 -1.69 0.047**
performance vs. No report
Partially conforms: -1.89 -2.26 0.013**

Related to work performance vs. No

report

This table presents descriptive statistic and test of H4.1 — H4.2 for experiment 2, where we use 1 x 4 between-subjects design and
manipulate (1) Satisfactory internal audit report rating and (2) Quality assurance report rating.
2 The participants were asked to specify the likelihood to use IAF’s work at control testing using an 11-point (0-10) Likert scale,
where 0 and 10 respectively denote not at all likely and extremely likely. Total likelihood is 100%.

® One-tailed equivalent.

**% ** and * respectively denote the 1%, 5% and 10% significance levels.
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Figure 14:The likelihood level of external auditors using IAF’s work for control testing.

This figure plots the participants’ mean of the likelihood level to use IAF’s work for control testing.
Participants were asked to provide their likelihood of using IAF’s work in one of four conditions. The
two factors (satisfactory internal audit report rating x QAR rating) are crossed in a 1 x 4 factorial design
experimental result in above figure.

4.3.2. The likelihood of using an IAF’s work for substantive testing

Panel A of table 7 displays descriptive statistics of the mean of likelihood to
use [AF’s work for substantive testing, standard deviation and the number of
participants. We find that surprisingly, the no QAR condition has the highest mean of
likelihood to use IAF’s work. However, among the three of procedures that we tested
in our study, the substantive testing had the lowest score. H5.1 posits that the effect of
the internal auditor report rating on the likelihood to use the internal auditor’s work is
conditional upon the QAR rating for the substantive testing. The results of panel B
show that the mean of the participant’s likelihood to use IAF’s work for substantive
testing is not different among each condition (F-stat = 1.84, p = 0.145) or the
interaction effect is not significant. The external auditors do not perceive the different
levels of IAF’s quality from reading the QAR and this does not impact their
willingness to use IAF’s work for substantive testing. The result is inconsistent with
perdition H5.1. However, the alternative explanation could be the external auditors
are willing to use IAF’s work for control testing more than substantive testing. In
good internal control condition (satisfactory IA report), the reduction of work from
using IAF’s work may not significant to auditor’s judgment. The explanation is
consistence with finding of Munro and Stewart (2010). Figure 15 shows the pattern of
the results.

H5.2 predicts that the external auditors who receives a QAR will decrease the
likelihood to use the IA’s work at substantive testing sequentially from generally
conforms, partially conforms and no charter, no QAR and partially conforms and
unapproved change in audit plan. In panel C, the contrast effect reveals that generally
conforms QAR conditions have mean of likelihood to use IAF’s work for substantive
testing which is different from partially conforms and no charter conditions

(:uGenerally conform = 3.07 vs. .uPartially conformno charter — 2-111 t-stat = 1-42’ p-
value = 0.079), no QAR (Ugeneratty conform = 3.07 VS. lyo report = 3.40, t-stat = -
0.44, p-value = 0.330) and partially conforms and unapproved change in audit plan
conditions (.uGenerally conform = 3.07 vs. :upartially conform unapproved change 2-00, t-
stat= 1.56, p-value = 0.060). Thus, the result of panel C is partially consistent with
the H5.2 prediction. However, the contrast testing raises an interesting point which is
potential for a type II error. The mean of likelihood to use IAF’s for substantive
testing between no QAR versus partially conforms and unapproved change in audit
plan conditions (ﬂpartially conformunapproved change =2 vs. Uno report = 3.40, t-stat
= -1.89, p-value = 0.032**) are statistically different. The finding informs us that
when the external auditors who does not receive QAR may over rely on poor quality
IAF work. This is a type II error bias from over reliance on IAF’s work.

The study additionally identifies a readability issue in using a QAR. The
contrast testing indicates that there is no difference in the mean of likelihood to use
the IAF’s work for substantive testing for partially conforms and no charter conditions
versus partially conforms and unapproved change in audit plan
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(.uPartially conformno charter =211 vs. ,upartially conform unapproved change = 21 t-stat
= 0.16, p-value = 0.438). The partially conforms and no charter QAR condition does
not relate to the performance of the IAF while the partially conforms and unapproved
change in audit plan is directly related to the IAF’s performance. The perception of
quality of IAF in no charter conditions is higher than unapproved changes in audit
plan. However, the external auditors do not perceive the difference in IAF’s quality
between the two conditions because they ignore the detailed information. The finding
is similar to W. B. Elliott et al. (2013) which found that investors who receive
inexplicit positive CSR performance conditions estimate a higher fundamental value
than explicit positive CSR performance conditions. Investors who receive inexplicit
negative CSR performance responded with lower fundamental values compared with
explicit negative CSR performances. The investors are bias in decision making. The
external auditors pay attention to the overall conclusion of partially conforms QAR,
but they ignore the explanation of unrelated to work performances.

Table 7: the likelihood to use IAF’s work for substantive testing
(Dependent Variable = the likelihood to use IAF’s work for substantive testing )
Panel A: Descriptive statistic - Mean (Standard Deviation) and number of
participants®

Unrelated to  Related to

Condition Conforms  work work No report
performance performance
Mean 3.07 2.11 2.00 3.40
Standard Deviation 2.51 2.62 2.35 2.70
N 28 28 27 20
Panel B: One -way ANOVA
Type Il Sum Mean F-
Source V¢ 01}/ gquares Square statistic p-value
Corrected Model 3 35.54 11.85 1.84 0.145
Intercept 1 706.19 706.18 109.69 0.000***
QA report 3 35.54 11.85 1.84 0.145
Error 99 637.34 6.44
Total 103 1365.00
Panel C: Contrast effect testing
Source Mean difference t- p-value®
The effect of QAR rating statistic
Generally conforms vs. No report  -0.31 -0.44 0.330
Generally conforms vs. Partially ~ 0.96 1.42 0.079*
conforms: Unrelated to work
performance
Generally conforms vs. Partially ~ 1.07 1.56 0.060*
conforms:

Related to work performance
Partially conforms: Unrelated to 0.11 0.16 0.438
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work performance vs. Partially

conforms:

Related to work performance

Partially conforms: Unrelatedto ~ -1.29 -1.74 0.042**
work performance vs. No report

Partially conforms: -1.40 -1.87 0.032**
Related to work performance vs.

No report
This table presents descriptive statistic and test of H5.1 — H5.2 for experiment 2, where we use 1 x 4
between-subjects design and manipulate (1) Satisfactory internal audit report rating and (2) Quality
assurance report rating.
2 The participants were asked to specify the likelihood to use IAF’s work at substantive testing using an
11-point (0-10) Likert scale, where 0 and 10 respectively denote not at all likely and extremely likely.
Total likelihood is 100%.
® One-tailed equivalent.
**x ** and * respectively denote the 1%, 5% and 10% significance levels.
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Figure s The likelihood level of external auditors using IAF’s work for substantive testing.

This figure plots the participants’ mean of the likelihood level to use IAF’s work for substantive
testing. Participants were asked to provide their likelihood of using IAF’s work in one of four

conditions. The two factors (satisfactory internal audit report rating x QAR rating)are crossed ina 1 x 4
factorial design experimental result in above figure.

4.3.3. The likelihood of use internal auditors as the assistants.

This paper conducted an analysis of variance (ANOVA) on the participant’s
likelihood of using internal auditors as assistants as the main dependent variable. The
result, as shown in table 2, with panel A containing a descriptive statistic and panel B
presenting two-way ANOVA, which is consistent with the prediction from hypothesis
H6.1. The mean of the participant’s likelihood to use internal auditors as assistants is
significantly different among each conditions (F-stat = 4.369, p-value = 0.006). The
external auditors perceive the different levels of IAF’s quality from reading QAR and
this impacts their willingness to use internal auditors as assistants

H6.2 predicts that the external auditor who receives QAR will decrease the
likelihood to use IA as assistants sequentially from generally conforms, partially
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conforms and no charter, no QAR and partially conforms and unapproved change in
audit plan. The contrast effect in panel C shows that it is partially consistent with the
predictions from H6.2. The mean of likelihood to use internal auditors as assistants in
generally conforms QAR condition is significantly greater than those who receive no
report condition (Ugeneraity conform = 6 VS. Hno repore = 4.5, t-stat = 2.01, p-value =
0.023). It implies that QAR helps to increase external auditors’ confidence level to
use internal auditors as assistants. The mean of likelihood to use internal auditors as
assistants in generally conforms QAR is significantly greater than both partially
conforms to related condition and unrelated to work performance condition (mean =

UGenerally conform =6 vs. .uPartially conformunapproved change = 4! t-stat = 2-93! p-
value = 0.002 and ,uGenerally conform =6 vs. ,uPartially conformno charter = 3-741 t-stat
= 3.29, p-value = 0.001, respectively). In contrary to generally conforms QAR
condition, the mean of likelihood to use internal auditors as assistants for both of
partially conforms condition are not significantly different to the earlier predictions
(.uPartially conformno charter — 4vs. Hpartially conform no charter = 3.74, t-stat = 0.37,
p-value = 0.353). The indifference of mean in both of partially conforms QAR
condition points out an important issue of bias in using QAR. The external auditors
cannot detect the difference in IAF’s performance or IAF’s quality from partially
QAR condition and pay attention to the overall conclusion which clearly states the
partially conform conclusion. They cannot detect the detail of information being
disclosed where the issue is unrelated to work performance. They could potentially
perform over auditing in partially conforms and unrelated to work performance issue
condition. It implies that sometimes the external auditors ignore detailed information
and they focus only on the overall conclusion of the QAR which aligns with the
salience bias theory. The contrast effect reveals that the mean of likelihood to use
internal auditors as assistant in partially conforms and unrelated to work performance
condition is not significantly different in terms of the likelihood level to use internal
auditors as assistant than those who receive no report condition
(.uPartially conform unapproved change ~ 4 Vs. fiyo report = 4.5, t-stat = -0.67, p-value =
0.252).

The last comparison of the mean likelihood to use internal auditors as
assistants between no report condition and partially conforms and related to work
perform condition is insignificantly different (upqrtiaiiy conform unapproved change =
3.7T4 VS, Uno report =4.5, t-stat = -1.01, p- value =0.157). It implies that the company
may have had a good performance internal audit function but when they did not
provide QAR, the external auditors may evaluate the internal audit function as poor as
partially conforms to related performance condition. The company may also receive
unnecessary additional audit fees, in comparison to those companies which have good
internal audit function assurance. The figure 16 shows the pattern of the results.
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Table 8: the likelihood to use 1A as assistant
(Dependent Variable = the likelihood to use IA as assistant ?)
Panel A: Descriptive statistic - Mean (Standard Deviation) and number of
participants®

Unrelated to
Condition Conforms work

Related to work No

performance performance report
Mean 6 4 3.74 4.5
Standard Deviation -2.31 -2.46 =277 -2.67
N 28 28 27 20
Panel B: One-way ANOVA
Type 111 Sum Mean F- i
Source df of Squares Square statistic P value
Corrected Model 3 85.02 28.34 4.37 0.006%++
Intercept 1 2099.66 2099.66 323.69 0.000%=
QA report 3 85.02 28.34 4.37 0.006%++
Error 99 642.18 6.49
Total 103 2881.00
Panel C: Contrast effect testing
Source Mean t- p-value®
The effect of QAR rating difference statistic
Generally conforms vs. No report 1.50 2.01 0.023+*
Generally conforms vs. Partially 2.00 2.93 0.002x+
conforms: Unrelated to work
performance
Generally conforms vs. Partially 2.26 3.29 0.002 %=
conforms:
Related to work performance
Partially conforms: Unrelated to work 0.26 0.37 0.353
performance vs. Partially conforms:
Related to work performance
Partially conforms: Unrelated to work -0.50 -0.67 0.252
performance vs. No report
Partially conforms: -0.76 -1.01 0.157
Related to work performance vs. No
report

This table presents descriptive statistic and test of H5.1 — H6.2 for experiment 2, where we use 1 x 4
between-subjects design and manipulate (1) Satisfactory internal audit report rating and (2) Quality
assurance report rating.

2 The participants were asked to specify the likelihood to use IA as an assistant using an 11-point (0-10)
Likert scale, where 0 and 10 respectively denote not at all likely and extremely likely. Total likelihood
is 100%.

® One-tailed equivalent.

*** ** and * respectively denote the 1%, 5% and 10% significance levels.
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PREDICTION OF LIKELIHOOD TO
INTERNAL AUDITORS AS ASSISTANTS
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Figure e The likelihood level of external auditors using internal auditors as assistants.

This figure plots the participants’ mean of the likelihood level to use internal auditors as assistants.
Participants were asked to provide their likelihood of using internal auditor as assistants in one of four
conditions. The two factors (satisfactory internal audit report rating x QAR rating)are crossed ina 1 x 4
factorial design experimental result in above figure.

5. ADDITIONAL ANALYSIS

5.1 Experience

This part is an additional analysis which obtained the data from experiment 1
and pilot testing.

5.1.1 Experiences Effect

This study additionally aims to understand how the affect and the cognition
influences the judgments of more or less experienced external auditors. Previous
behavioral research in accounting focuses on the effects of working experience on the
performance in the accounting setting but the prior studies’ results are mixed
direction. Glover (1997) and V. B. Hoffman and J. M. Patton (1997) find that less
experienced auditors are sensitive to irrelevant information while the more
experienced auditor are the opposite. Russo, Meloy, and Wilks (2000) and Smith and
Kida (1991) confirm that experience helps reduce bias in decision making. Hamilton
and Wright (1982) find that the level of experiences and consensus, cue weighting,
self-insight are not significant correlation. Our experimental study allows us to
understand how experiences and internal audit report rating affects the external
auditors’ judgment and whether external auditors have bias in using IAF’s work for
control testing or not.

The experiment investigates a test of control procedure, which is similar to
Munro and Stewart (2010). They found that the external auditors have been using
works of internal auditors more for evaluating internal controls than for substantive
testing or as assistants. However, their study does not incorporate the different levels

of internal control condition and experiences of external auditors into research. This
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paper aims to find how the different levels of internal control condition play an
important role in determining the external auditors’ judgment. The internal audit report
IS a representative of internal control condition. This paper manipulates internal audit
reports at two levels, satisfactory and partial satisfactory. For the satisfactory case, it
means that no material control weakness was found or the company has good internal
control while the partial satisfactory case means there is at least one material control
weakness found or the company has poor internal control. In terms of material internal
control weakness, the reliance decision is contingent on whether the prior’s
experience with the 1AF was satisfactory (Malaescu & Sutton, 2015). The external
auditors evaluate the control risk as high when internal control of the company is not
effective while they will evaluate the risk as low when the internal control of the
company is effective. The predictions align with the ISA 315 which covered the topic
“Identifying and Assessing the Risks of Material Misstatement through
Understanding the Entity and Its Environment”. Moreover, the literature also found
that the reliance on the internal audit’s decision by the external auditor is a function of
the client’s government structure, management characteristic, accounting risk, and
inherent risk(Bame-Aldred et al., 2013). So this paper posits that the external auditors
who receive a satisfactory internal audit report will have likelihood to use IAF’s work
for test of control greater than those who receive a partial satisfactory internal audit
report.

Ha: The external auditors who receive the satisfactory internal audit report will have
likelihood to use IAF’s work for test of control greater than those who receive partial
satisfactory internal audit report.

This study additionally aims to understand how the affect and the cognition
influences the judgments of more or less experienced external auditors. Glover (1997)
and V. Hoffman and J. Patton (1997) find that less experienced auditors are sensitive
to irrelevant information while the more experienced auditor are the opposite. Russo et
al. (2000) and Smith and Kida (1991) confirm that experience helps reduce bias in
decision making. Moreover experienced auditors are able to perform critical and
specific tasks and discount irrelevant information while novices generally do not have
this ability. The more experienced auditors can ignore irrelevant affective information
and determine the correct decision (Bhattacharjee et al., 2016). Moreover, Farmer,
Rittenberg, and Trompeter (1987) find that inexperienced auditors are likely to agree
with a client’s preferred accounting treatment than experienced auditors. Furthermore,
Abdolmohammadi and Wright (1987) suggest that awareness of the potential adverse
consequences of audit judgment increased through experience. As the more
experienced auditor can detect irrelevant information and are able to focus on critical
information, they should have the potential to use the IAF’s work more than less
experienced auditors. Therefore, the current study predicts that the more experienced
auditors will have greater likelihood to use IAF’s work for control testing than less
experienced auditors.

HDb: The more experienced auditors will have a greater likelihood to use IAF’s work
for control testing than the less experiences auditors.
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5.1.2 The effect of internal audit report rating and level of experience.

Putting together the information regarding the company’s internal control
condition and the amount of experience the external auditors have, the research
predicts that the effect of the experience level of external auditors on the likelihood to
use IAF’s work for control testing is conditional upon the internal audit report rating.
Moreover, the study performed additional analysis by the level of the external
auditors’ experience. We can make a prediction on the directional effect for the more
experienced external auditors where the likelihood to use IAF’s for control testing of
external auditors who receive satisfactory internal audit report will be greater than
those who receive partial satisfactory internal audit report. On the contrary, the less
experienced auditors will be indifferent in the likelihood to use IAF’s work for test of
control regardless of companies’ internal control.

Hc: The effect of the experience level of auditors on the likelihood to use IAF’s
work for control testing is conditional upon the internal audit report rating.

Hd: The less experienced auditors are willing to use IAF’s work for control
testing regardless of internal control environment.

He: For more experienced auditors, the likelihood to use IAF’s work for
control testing at good internal control environment, are greater than poor internal
control environment.

PREDICTION OF THE LIKELIHOOD TO USE IAF'S
WORK
AT CONTROL TESTING

Satisfactory Partial satisfactory

LESS EXPERIENCES MORE EXPERIENCES

LIKELIHOOD TO USE IAF'S WORK
(9]

Figure 17 The prediction of likelihood level of external auditors using IAF’s work for control testing.

5.2 Research methodology
5.2.1 Participants

The experiment had seventy-five participants from two of the big four firms
and a university in Thailand. 64% were female and 36% were male. 60% were more
experienced auditors and 40% were less experienced. The more experienced

participants were ranked from manager to audit partners who had more than seven
years’ experience in the auditing profession and most of them have experience in
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auditing listed companies. They were asked to voluntary participate during office
training. The less experienced participants were master degree students who had less
than three years’ experience in auditing profession and they were asked to voluntary
participate after class. The experiment took about 20-30 minutes.
5.2.2 Research Design and manipulation

The study employed a 2 x 2 between-subjects design included in the four
experimental conditions to test the hypotheses. Participants were randomly assigned
to be a subject of the internal auditors’ report (satisfactory internal audit report and
partial satisfactory internal audit report), with their experiences (more experience and
less experience) as independent variables. There are four conditions presented in Table
9

Table o: Classification of Groups in Each Treatment Condition

Internal auditor’s Experiences
report rating

More Less

Satisfactory More, Satisfactory )MS( | Less, Satisfactory) LS(

Partial satisfactory More, Partial satisfactory | Less, Partial satisfactory
YMP( )LP(

MS is a group of participants who has more experiences and receive
satisfactory in the internal auditor’s report treatment condition.
LS is a group of participants who has less experiences and receive satisfactory
internal auditor’s report treatment condition.

MP is a group of participants who has more experiences and receive partial
satisfactory internal auditor’s report treatment condition.
LP is a group of participants who has less experiences and receive partial satisfactory
internal audit’s report treatment condition.

5.3 Results

5.3.1 Manipulation check
With respect to the internal audit report rating, we asked participants two
questions. First, they were asked what the type of internal audit report that you have

read. Second, they were asked what the internal control level of company is. The
participants who fell both of questions, were excluded from this experiment. The
results showed that as many as 93% of the participants answered at least one of
questions correctly. These results reveal that participants understand the company’s
internal control environment.
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5.3.2 Test of Hypotheses

This paper conducted an analysis of variance (ANOVA,) on the participant’s
likelihood of using the IAF’s work at control testing as the main dependent variable.
The results are shown in table 10, with panel A containing a descriptive statistic, panel
B presenting independence t-test, panel C showing two-way ANOVA and panel D
displaying a contrast testing. The panel A reveals the mean and standard deviation of
participants’ likelihood to use the IAF’s work and the total number of participants in
each condition. Then, the panel B shows the mean of participant’s likelihood to use
the IAF’s work which received a satisfactory internal audit report greater (t= 1.80, p =
0.077++) than those who received a partial satisfactory internal audit report. The result
IS consistent with our prediction of Ha and confirms that the internal control of
company affects the external auditors’ decision to use the IAF’s work. The external

auditors perceive the different levels of the companies’ internal control environment
from reading the internal audit report and this impacts their willingness to use the
IAF’s work. Moreover our result is supported by Maletta and Kida (1993) who find

that auditors rely more on internal auditors when the control risk was low compared to
condition where there is high control risk. Our finding adds additional determinant

factor to reliance model which previously had only competence, objectivity, and work
performance (Desai et al., 2010; DeSimone & Abdolmohammadi, 2016; A. A.
Gramling et al., 2004; Maletta, 1993). The research finds that internal control of the
company is contribute to external auditors’ reliance level. The external auditors are
willing to use IAF’s work more in good internal control environment (satisfactory 1A
report).

However, the main effect of the level of experience regarding the external
auditors in using the IAF’s work is not significantly different (t= 0.18, p = 0.860)
between the less experienced and the more experienced auditors. It means the
experience itself does not affect the reliance decision of external auditors, which is
inconsistent with our prediction Hb. Even this research finds that the level of
experiences effect is not significant. Many studies find mixed results and mixed
direction of experience effects. For example, Farmer et al. (1987) find that the

experienced auditors are less likely to agree with client’s preference than
inexperienced auditors. However, we roughly conclude that the evaluation process of

using IAF’s work does not only use experiences but it has to consider internal control
environment as well.

Next, panel C shows an interaction effect between the level of experiences and
level of internal audit report rating. The resulting statistic is consistent with our

prediction Hc and presents that at least one of the mean related to the participant’s
likelihood to use the IAF’s work is significantly different (f = 7.81, p = 0.007) among

the groups. It interprets that both, experience level and internal control rating, plays an

important role in the external auditors’ reliance decision to use the IAF’s work for
control testing. We additionally ran contrast testing in order to investigate what

difference the internal control of company makes on the external auditors’ judgment.
Panel D, illustrates that the prediction Hd is confirmed. The mean of the less
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experienced participants’ likelihood to use IAF’s work is indifferent (t = -0.81, p-=
0.423) between a satisfactory level internal audit report and partial satisfactory internal
audit report. The contrast testing of the less experienced group revealed an interesting
point. We find that in the good internal control environment, the less experienced
external auditors were reluctant to reduce their testing beyond a minimum threshold
because they were not familiar with planning decisions. The finding is consistence
with deZoort and Salterio (2001) which informed that external auditors sometimes
perform over-auditing in order to comply with auditing standards, or they may have
bias against quality or other factors towards the internal audits’ work.

The last comparison of the mean likelihood of more experienced auditors to
use the IAF’s work between satisfactory internal audit report condition and partial
satisfactory internal audit report condition was significantly different (t= 3.67 p =
0.001+#. It implies that the more experienced external auditors are willing to use IAF’s
in a good internal control environment than a poor internal control environment. The
benefit of having correct reliance on the IAF’s work is to reduce an external audit
delay (Peters et al., 2012). Moreover, the external audit could use the time saved from
relying on IAF’s work on other significant areas. The external auditors evaluate the
control risk as high risk when the internal control of the company is ineffective while
they will evaluate the risk as low risk when the internal control of the company is
effective (ISA 315). Poor internal control environment is related to high internal
control risk and potential of fraud which could decrease the external auditors’ reliance
level. The more experienced auditors rely less on IAF’s work in poor internal control
environment which is consistent with Abdolmohammadi and Wright (1987) and
Bhattacharjee et al. (2016) and our prediction He.

Table 10: the likelihood to use IAF’s work for control testing
(Dependent Variable = the likelihood to use IAF’s work for control testing ?)
Panel A: Descriptive statistic - Mean (Standard Deviation)

More

More Less experiences, Less
experiences, experiences,  Partial experiences,
Condition Satisfactory Satisfactory  satisfactory Partial
satisfactory
MS) LS (LP)
(MP)
Mean 6.6786 53529 39412 6.3077
Standard 5 5455, 353449 270348 265784
Deviation
N 28 17 17 13
Panel B: Independence t-test
No. Description Mean t-statistic p-value=
difference
1 Satisfactory vs Partial satisfactory 121 1.80 0.077

IA report
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2. Less experiences vs More 012 0.18 0.860
experiences
Panel C. Two -way ANOVA
Source df Type 111 Sum Mean = Sig
of Squares Square

Corrected Model 3 86.25 28.75 3.80 0.014=
Intercept 1 215566 215566 28464  0.000%
Experience 1 470 470 0.62 0433
IA report 1 13.80 13.80 182 0.181
Experience * 1 59.19 59.19 781 0.007=
IAreport

Error 71 537.70 757
Total 75 3055.00

Panel D: Contrast effect testing
No. Comparison Mean t p-value*
difference statistic
1 Less experiences, Satisfactory 095 081 0423
)LS( vs Less experiences, Partial
satisfactory) LP(
2. More experiences, Satisfactory 273 367 0.001 %+

YMS( vs More experiences,
Partial satisfactory )MP(

**x ** and * respectively denote the 1%, 5% and 10% significance levels.

LIKELIHOOD TO USE IAF'S WORK

AT CONTROL TESTING

—4¢— Satisfactory Partial satisfactory

/

LIKELIHOOD TO USE IAF'S WORK
(9]

LESS EXPERIENCES

6.6786
6.3077

6
5.3529

3.9412

MORE EXPERIENCES
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Figure s The likelihood level of external auditors using IAF’s work for control testing.

This figure plots the participants’ mean of the likelihood level to use IAF’s work for control testing.
Participants were asked to provide their likelihood of using IAF’s work in one of four conditions. The
two factors (Internal audit report rating x level of experience) are crossed in a 2 x 2 factorial design
experimental result in above figure.

5.4. Conclusions of additional analysis

In this study, we conducted an experiment to investigate how the internal audit
report rating interacted with different levels of experience. Our two primary
predictions were that the less experienced auditor were willing to use the IAF’s work
for control testing regardless of the internal control environment and the more
experienced auditors were willing to use the IAF’s work for control testing depending
on the internal control environment. The results of the experiments were mostly
consistent with our predictions. The likelihood of using the IAF’s for control testing
from the less experienced auditors were indifferent between the good and poor
internal control environments. It implies that the less experienced auditors had bias in
using the IAF’s work. The good internal control environment and good quality work
from IAF should be able to reduce the redundant audit works but the less experienced
auditor cannot distinguish such different quality. They may perform an over audit
work and utilize unnecessary audit budget hours. In the poor internal control
environment, the less experienced auditors could potentially perform under audit
works as they may over rely on the IAF’s work in a high risk internal control
condition. In contrast to the less experienced auditors, the more experienced auditor
are willing to use the TAF’s work for control testing in a good internal control
environment than in a poor internal control environment. This result aligns with the
ISA 315 and prior literature. In the good internal control environment, the external
auditors are willing to use the IAF’s due to low internal control risk. The coordination
between the external auditors and internal auditors increases the effectiveness of the
Section 404 compliance processes (Lin et al.,, 201 1). It also reduces delay of an
external audit work and audit budget hours. However, when the internal control is
poor, the more experienced external auditors set a high risk of internal control and this
decreases the external auditors’ reliance level. Additionally, this study has a theoretical
contribution by identifying an internal control environment of company and auditor’s
experience as the additional determinants of external auditors’ reliance decision.

Some limitations of this study could be addressed in the future research as we
only scoped revenue account testing in the experiment. It is very interesting to
investigate how external auditors react to different areas such as expenditure account
or inventory account. Moreover, the paper determines that the IAF is good quality and
they perform audit work according to internal audit standard. The difference in quality
level of the IAF could also affect the external auditor’s reliance decision. This
research is only suitable for companies who have an internal audit function and an
internal audit report.
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6. CONCLUSION

6.1 Conclusion

This study investigates whether and how IA reports and QAR affect external
auditors’ likelihood to use IAF’s work and use IA as assistants. In the first
experiment, the IA report was manipulated into a satisfactory IA report and a partial
satisfactory 1A report, and the QAR was manipulated into a generally conform QAR
rating, partially conform QAR rating and no QAR. The second experiment constantly
holds a satisfactory 1A report while it manipulated the QAR at four levels which were
generally conform QAR rating, partially conform QAR with un-related to work
performance, partially conform with related to work performance and no QAR. Both
participants’ experiments were equivalent to or above audit manager from three of the
big four firms. The main instrument was a set of case materials and questionnaires
designed to investigate the willingness of using the IAF’s work and IA as assistants
with an 11-point Likert scale. There were three dependence variables; using IAF’s
work for control testing, using IAF’s work for substantive testing and using IA as
assistants.

In the first experiment, the results showed that the external auditors were
willing to use the IAF’s work or use an IA as an assistant more in satisfactory 1A
report conditions than a partial satisfactory 1A report. The internal control of a
company is an additional determinant of the reliance decision. Moreover, this study
finds that the external auditors have a likelihood to use the IAF’s work and IA as
assistants in generally conform QAR ratings higher than partially conform and no
QAR. However, the no QAR condition is not statistically different from the partially
conform QAR rating. The finding presented the type | error and type Il error from
under-reliance and over-reliance of the IAF’s work. The external auditors who did not
receive QAR, treated IAF as poor performance as IAF which receive partially
conform QAR. In this case, the company lost the opportunity to utilize IAF while the
external auditor may perform over unnecessary audit work. The research additionally
investigated the interaction effect between IA reports and QAR ratings. Only the
control testing’s interaction was not significant. The contrast test revealed that in the
satisfactory 1A report condition, the generally conform QAR helped increase the
likelihood to use the IAF’s work and use IAs as assistants. The QAR does not help
increase the external auditor reliance decision in partial satisfactory 1A condition.
Besides that, the external auditors treat no QAR conditions in the same level as
partially conform QAR ratings. The clients who do not have QAR lose the
opportunity to utilize 1AF. They may experience audit delays and unutilized audit
fees.

Moreover the dissertation re-confirmed to the previous work of Lois and
Jenny (2011) which indicates that the external auditors are willing to use IAF’s work
for control testing greater than substantive testing. This dissertation added to literature
that the external auditors are also willing to use 1A as an assistant. The average mean
of likelihood to use IAF’s work for control testing is at the same level of the average
mean of likelihood to use IA as an assistant.

In the second experiment, the research holds satisfactory IA report constantly.
It is because the result in experiment 1 already confirmed that the external auditors are
willing to use IAF’s work and to use IA as an assistant more in satisfactory IA report
condition greater than partial satisfactory 1A report condition. In this experiment, the
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study aimed to understand how the non-standardized pattern of QAR report may
cause bias in using QAR. The partially conform QAR was separated into unrelated to
work performance and related to work performance. The unrelated to work
performance condition was a no charter for IAF while the related to work
performance condition is an unapproved change in the audit plan. The research
investigated whether the external audit ignored detailed information and focused only
on the overall conclusion or not. The results presented the declining trend where the
external auditors decreased their likelihood to use IAF’s work from generally conform
QAR rating to partially conform QAR with unrelated to work performance, partially
conform QAR with related to work performance and no QAR. Nevertheless, the
answer informs that there is no difference in willingness to use IAF’s work between
partially conform QAR with related to work performance and partially conform QAR
with unrelated to work performance. The finding points out that external audits ignore
detailed information of the issues in partially conform QAR. The external auditors
under relied on the IAF’s work. Additionally, the external auditors over relied on the
IAF’s work which do not provide QAR.

6.2 Implication

This study has implications for audit field as it identifies an additional
determinant factor to the reliance’s decision model. The previous studies identified
only objectivity, competency and work performance (Desai et al., 2010; DeSimone &
Abdolmohammadi, 2016; A. A. Gramling et al., 2004; Maletta, 1993). Moreover
Maletta (1993) informed that the inherent risk of a company is related to the external
auditor’s decision to use an IA as an assistant. This study informed that the internal
control of a company is also an additional important factor. It contributed to the
external auditors’ willingness to use the IAF’s work or using IAs as assistants. The
external auditor should evaluate the internal control of company through IA reports
before making a decision.

Next, this research also addresses the interaction effect between IA reports and
QARs. The external auditors evaluate both of these together when evaluating the
IAF’s quality. The generally conform QAR helped increase the likelihood to use the
IAF’s work and IAs as assistants while the partially conform QAR give a notification
of poor IAF quality. The external auditors decrease their likelihood to use the IAF’s
work after reading partially conform QAR. The external auditors who do not receive a
QAR, they perceive uncertainty over the IAF’s quality. Then they treat the IAF’s
quality of no QAR status as the same level as the partially conform QAR rating status.
The findings inform that the external auditors are faced with type | and type Il bias of
auditors’ judgment.

For practical contribution, the experiment introduces a new audit procedure by
adding a step of QAR evaluation. The findings suggest that the external auditors
should carefully use the internal auditor report together with the QAR. The new
procedure will help reduce potential type Il errors where the external auditors are not
able to detect material control weaknesses. The over-reliance decision will impair
audit quality. Additionally, the suggestion will reduce type | errors which is under-
reliance decision of auditor. It will impact over audit budgets and un-utilization IAF’s
work. This new process will help increase the audit quality and encourage the use of
the IAF’s work and IAs as assistants.
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The second experiment was conducted to test the salience bias theory. The
research addressed the effect while holding the satisfactory internal audit report
constant with how the different levels of QAR rating affect the external audit’s
judgment. The study informed that the external auditors have bias in the evaluation of
the IAF’s work and using IAs as assistants. They ignore the detailed information and
focus only on the overall conclusion. The findings suggest that the external auditors
should carefully use the IA report together with the QAR. The new procedure will
help reduce potential type Il errors where the external auditors are not able to detect
material control weakness.

6.3 Limitation and Future Research

| acknowledge some of limitations in my study. First, this study focused on
material control weakness on revenue accounts which has only one single account in
the income statement. The prior study of Bhattacharjee et al. (2016) found that the
low risk of material misstatement accounts has no effect on the reliance level of the
external auditors on the internal audits’ work. This study has investigated how high-
risk levels affect the external auditors’ reliance decision. The future research may
investigate other accounts to understand how the different levels of risk affect the
external auditors’ reliance decision.

Secondly, this research classified QAR into related to work performance
(unapproved change in the audit plan issue) and unrelated to work performance (no
charter issue). The internal audit standard has many issues which can be manipulated
to study. The different findings of each chapter of the internal audit standard may
affect the external auditor’s reliance decision. The future research may investigate
other sections in the internal audit standard.

Moreover, please note that the QAR is required to conduct at the minimum of
every five years. So some auditing period may not have current year QAR available
for the external auditors or the QAR recommendation point has already been
corrected in current period. The external auditors should carefully use QAR.

Additionally, the QAR may address many topic in one report but this study
selects only one topic. It is because the research wan to prevent confounding effect of
more than one factor manipulation. The future research may investigate by holding
one factor constant and adding addition factor in order to see the incremental effect.
Lastly, another literature stream such as Lin et al. (2011) also found that material
control weakness disclosures have positive relationship with the external auditor
coordination. It is interesting to investigate whether the positive relationship between
the two parties can help increase the external auditors’ reliance decision or not.
However, this dissertation is driven from Lin et al. (2011) and Malaescu and Sutton
(2015) which found that the IAF’s quality has negative relation to material control
weakness. If there are a lot of material control weaknesses that mean low quality of
IAF. The external auditors will rely less on IAF’s work. Thus, the derived hypothesis
from another side may provide different results.
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8. Appendix
8.1 Appendix 1: Experimental material 1 (Thai)
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8.2 Appendix 2: Experimental Material 1 (English)

MANUINT 2 pnasmudingudmsumsnaassi 1
ENVELOP 1

Document no........ccccoe......

INSTRUCTIONS

Thank you for participating in this study. The
purpose of this study is to investigate how external auditors rely on internal auditors’
work through internal audit reports and the confidence in using internal auditors as
assistants under direct supervision. There are no right or wrong answers to the
questions you will be asked in this stud y.

For the purposes of this study, assume that you are_an auditor in charge of a
Trading Public Company Limited called “the entity” or “the Company”. This study
consists of two parts.

Part 1 contains background information and financial information about Trading
Public Company Limited.

Part 2 contains additional information about the internal audit report and the quality
assurance report from independent assessors.

After part 2, you will be asked to provide judgment about Trading Public Company
Limited. The case information you will receive is not intended to include all the
information that would be available for you to make decisions. However, for the
purposes of this study, base your judgments on the information provided.

Please open the envelope and answer the questions in given sequence. If you have any
questions during the study, please do not hesitate to ask. However, please do not
discuss this study with others. Discussing the study with others could invalidate the
study.

Your answers are very important to this study. Thank you again for your participation.
Patcharee Treepornchaisak

PhD Student, Department of Accountancy

Chulalongkorn Business School, Chulalongkorn University

Please indicate the time when you begin this study...............
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PART 1
BACKGROUND INFORMATION

Trading public Company Limited (“the company” or “the entity”) is in the
sport equipment industry. The company purchases finished goods to sell to customers.
The company has gained net income and growth continuously. The important factors
that contribute to profit is price, quality, and service. The company has 58 branches in
Thailand, 5 branches in Malaysia and 3 branches in Singapore.
Financial statement of company during 2013 — 2017. The financial statement period
starting from 1 January to 31 December of every year.
Unit: Thousand

Comprehensive | 2013 2014 2015 2016 2017
income

statement

(Partial)

Sale revenue 284 432 | 344,875 | 401,185 |495647 | 531,260
Net profit 14,008 | 15,240 15,632 16,012 17,569
Statement of financial position (Partial)

Total assets 180,671 |84,982  [86,401 |95741 |115425
Statements of cash flow (Partial)

Net cash flow | 1,589 | 2,895 | 3,875 | 4,951 | 5,585

Audit Committee

The audit committee consists of three independent directors. The three
directors have more than 10 years of experience in the audit committee. They hold
certified public accountant licenses (CPA) or are certified internal auditors (CIA) and
had been worked in one of the Big 4.
Internal audit department

The internal audit department established the quality and improvement
program in 2015. Then the company hires the independent assessors for the external
assessment in 2017.




Part 2

ADDITIONAL INFORMATION ABOUT TRADING PUBLIC COMPANY
LIMITED

Condition 1 Satisfactory internal audit report and generally conforms QA
report.
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Internal audit report from The Audit committee

The Audit committee have completed the internal audit plan of internal
control over the revenue cycle. The objective of this engagement was to
determine whether the Company maintained, in all material respects, effective
internal control over this cycle period from 1 January to 31 March 2017.

The plan was prepared considering the criteria established in Internal
Control — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). This Integrated
Framework is designed to provide reasonable assurance that internal controls
are established and effectively operating to achieve organizational objectives in
the areas of (1) reliability of financial reporting, (2) compliance with applicable
laws and regulations, and (3) effectiveness and efficiency of operations. These
internal audits were conducted in accordance with the International Standards
for the Professional Practice of Internal Auditing. Our audit of internal control
over this cycle included obtaining an understanding of internal control,
assessing the risk that a material weakness exists, and testing and evaluating the
design and operating effectiveness of internal control based on the assessed
risk. Our audits also included performing such other procedures as we
considered necessary in the circumstances. The criteria were discussed and
agreed with management before conducting detailed audit procedures.

We concluded that the Company maintained, in all material respects,
effective internal control over this cycle for period ending on March 31, 2017.
Our overall opinion on the internal control over the revenue cycle is
satisfactory. The Audit committee did not find any control deficiency or
material weakness of internal control from auditing.

In our professional judgment, sufficient and appropriate audit procedures
have been conducted; evidence was gathered to support the accuracy of the
conclusions reached and contained in this report. The conclusions were based
on a comparison of the situations as they existed at the time against the audit
criteria. The conclusions are only applicable for the entity examined. The
evidence gathered meets professional audit standards and is sufficient to
provide senior management with proof of the conclusions derived from the
internal audit

Audit committee
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May 28, 2017

Attention: The Audit Committee

Re: Quality assurance report from independent assessors

Summary

The Internal audit department has received an internal assessment of the Internal
Audit (1A) activity. The review was conducted during the period of 1 April 2016 to 31
March 2017, with an emphasis on current practices. The principal objective of the
review was to assess the IA activity’s conformance to The IIA’s International
Standards for the Professional Practice of Internal Auditing (Standards), the Code of
Ethics, and the Trading Public Company Limited Internal Audit Manual.

The IIA’s Quality Assessment Manual suggests a scale of three ratings: 1. Generally
conforms is the top rating and means that an 1A activity has a charter, policies, and
processes that are judged to be in conformance with the Standards. 2. Partially
conforms means deficiencies in practice that are judged to deviate from the Standards
are noted, but these deficiencies did not preclude 1A from performing its
responsibilities in an acceptable manner. 3. Does not conform means deficiencies in
practice are judged to be so significant as to seriously impair or preclude the IA
activity from performing adequately in all or in significant areas of its responsibilities.
It is our overall opinion that our internal audit program system generally conforms to
the Standards and Code of Ethics.

Scope and Methodology

As part of a self-assessment with independent external validation, refer to Appendix 1
for a summary of assessed conformance to each of the IIA Standards based on the
results of our assessment.

External assessor team

Appendix 1: (“X” Evaluator’s Decision)
GC = Generally
Conforms
PC = Partially Conforms
DNC = Does not conform

Conformance Evaluation Summary GC PC DNC

OVERALL EVALUATION X

ATTRIBUTE STANDARDS X

1000 | Purpose, Authority, and Responsibility X

1010 | Recognition of the Definition of Internal | X

Auditing

1100 | Independence and Objectivity X

1110 | Organizational Independence X

1111 | Direct Interaction with the Board X

1120 | Individual Objectivity X

1130 | Impairments  to Independence  or | X

Objectivity

1200 | Proficiency and Due Professional Care X

1210 | Proficiency X

1220 | Due Professional Care X

1230 | Continuing Professional Development X
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1300

Quality Assurance and Improvement
Program

1310

Requirements of the Quality Assurance and
Improvement

1311

Internal Assessments

1312

External Assessments

1320

Reporting on the Quality Assurance and
Improvement Program

X[ X| X

1321

Use of “Conforms with the International
Standards for the Professional Practice of
Internal Auditing”

X

1322

Disclosure of Nonconformance

PERFORMANCE STANDARDS

2000

Managing the Internal Audit Activity

2010

Planning

2020

Communication and Approval

2030

Resource Management

2040

Policies and Procedures

2050

Coordination

2060

Reporting to Senior Management and the
Board

XX XXX XXX X

2100

Nature of Work

2110

Governance

2120

Risk Management

2130

Control

2200

Engagement Planning

2201

Planning Considerations

2210

Engagement Objectives

2220

Engagement Scope

2230

Engagement Resource Allocation

2240

Engagement Work Program

2300

Performing the Engagement

2310

Identifying Information

2320

Analysis and Evaluation

2330

Documenting Information

2340

Engagement Supervision

2400

Communicating Results

2410

Criteria for Communicating

2420

Quality of Communications

2421

Errors and Omissions

2430

Use of “Conducted in conformance with
the International Standards for the
Professional Practice of Internal Auditing”

XXX XXX XX X XX XXX XXX XX
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2431 | Engagement Disclosure of
Nonconformance

2440 | Disseminating Results

2500 | Monitoring Progress

2600 | Management’s Acceptance of Risks

X[ X| X[ X[ X

1A Code of Ethics

ondition 2 Satisfactory internal audit report and partially conforms QA report.

Internal audit report from The Audit committee

The Audit committee have completed the internal audit plan of internal
control over the revenue cycle. The objective of this engagement was to
determine whether the Company maintained, in all material respects, effective
internal control over this cycle period from 1 January to 31 March 2017.

The plan was prepared considering the criteria established in Internal
Control — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSQO). This Integrated
Framework is designed to provide reasonable assurance that internal controls
are established and effectively operating to achieve organizational objectives in
the areas of (1) reliability of financial reporting, (2) compliance with applicable
laws and regulations, and (3) effectiveness and efficiency of operations. These
internal audits were conducted in accordance with the International Standards
for the Professional Practice of Internal Auditing. Our audit of internal control
over this cycle included obtaining an understanding of internal control,
assessing the risk that a material weakness exists, and testing and evaluating the
design and operating effectiveness of internal control based on the assessed
risk. Our audits also included performing such other procedures as we
considered necessary in the circumstances. The criteria were discussed and
agreed with management before conducting detailed audit procedures.

We concluded that the Company maintained, in all material respects,
effective internal control over this cycle for period ending on March 31, 2017.
Our overall opinion on the internal control over the revenue cycle is
satisfactory. The Audit committee did not find any control deficiency or
material weakness of internal control from auditing.

In our professional judgment, sufficient and appropriate audit procedures
have been conducted; evidence was gathered to support the accuracy of the
conclusions reached and contained in this report. The conclusions were based
on a comparison of the situations as they existed at the time against the audit
criteria. The conclusions are only applicable for the entity examined. The
evidence gathered meets professional audit standards and is sufficient to
provide senior management with proof of the conclusions derived from the
internal audit

Audit committee




100

May 28, 2017

Attention: Audit Committee

Re: Quality assurance report from independent assessors

Summary

The internal audit department has received an internal assessment of the Internal
Audit (IA) activity. The review was conducted during the period of 1 April 2016 to 31
March 2017, with an emphasis on current practices. The principal objective of the
review was to assess the IA activity’s conformance to The IIA’s International
Standards for the Professional Practice of Internal Auditing (Standards), the Code of
Ethics, and the Trading Public Company Limited Internal Audit Manual.

The IIA’s Quality Assessment Manual suggests a scale of three ratings: 1. Generally
conforms is the top rating and means that an IA activity has a charter, policies, and
processes that are judged to be in conformance with the Standards. 2. Partially
conforms means deficiencies in practice that are judged to deviate from the Standards
are noted, but these deficiencies did not preclude 1A from performing its
responsibilities in an acceptable manner. 3. Does not conform means deficiencies in
practice are judged to be so significant as to seriously impair or preclude the IA
activity from performing adequately in all or in significant areas of its responsibilities.
It is our overall opinion that our internal audit program system partially conforms to
the Standards and Code of Ethics.

Opportunity for improvement

Standard 2020 Communication and approval and 2240 Engagement Work
Program: changes in the audit plan without the approval from the audit
committee.

From the sampling review of total audited works, it is shown that 25% of the audited
works has changes without prior approval by the audit committee, all of which are
related to financial report. However, 5% of the audited works have significant
changes that resulted from limitation that causes the inability to operate. The two
works are about the physical count of inventories at the period ended. The internal
auditors have changed the branch location of counting due to the original branch
being flooded, resulting in being unable to perform the physical check on the date
specified. Internal auditors chose to randomly select other branches to replace the 2
flooded branches and this change in counting location was not approved by the audit
committee or CAE. This resulted in the internal audit department’s ability to count the
products on the due date to be 10% lower than target. The latter of two works is the
change in the audit plan of the fixed assets cycle. As there is only one person who is a
fixed assets manager and the manager had suffered from automobile accident,
resulting in one-month sick leave and no individual being able to give data. The
internal auditors proceeded to audit the payroll cycle included in the next year
operation plan in place of the fixed asset cycle. However, the independent assessor
team believe that any change or cancellation regarding audit plan should always go
through the audit committee. If there is limitation to the operation, there has to be
accompanying documents indicating and explaining the reason for the change or
cancellation to the audit committee.

Response: The audit committee will revise the policy regarding the notifying process
of changes or cancellations of audit work and announce to all internal auditors to
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ensure that there is no work that is changed or cancelled without authorisation for
those predicted to be completed on the 31% July 2017.

Scope and Methodology

As part of a self-assessment with independent external validation, refer to Appendix 1
for a summary of assessment of conformance to each of the IIA Standards based on
the results of our assessment.

External assessors’ team

Appendix 1: (“X” Evaluator’s Decision)
Conformance Evaluation Summary GC PC DNC
OVERALL EVALUATION X
ATTRIBUTE STANDARDS

1000 | Purpose, Authority, and Responsibility
1010 | Recognition of the Definition of Internal
Auditing

1100 | Independence and Objectivity

1110 | Organizational Independence

1111 | Direct Interaction with the Board

1120 | Individual Objectivity

1130 | Impairments to Independence or
Obijectivity

1200 | Proficiency and Due Professional Care
1210 | Proficiency

1220 | Due Professional Care

1230 | Continuing Professional Development
1300 | Quality Assurance and Improvement
Program

1310 | Requirements of the Quality Assurance
and Improvement

1311 | Internal Assessments

1312 | External Assessments

1320 | Reporting on the Quality Assurance and
Improvement Program

1321 | Use of “Conforms with the International X
Standards for the Professional Practice of
Internal Auditing”

1322 | Disclosure of Nonconformance X
PERFORMANCE STANDARDS X
2000 | Managing the Internal Audit Activity X
2010 | Planning X
2020 | Communication and Approval X

X{ o XXX X| X[ XXX X[ X[ X[ XX

X[ X| X




102

2030 | Resource Management

2040 | Policies and Procedures

2050 | Coordination

2060 | Reporting to Senior Management and the
Board

2100 | Nature of Work

2110 | Governance

2120 | Risk Management

2130 | Control

2200 | Engagement Planning

2201 | Planning Considerations

2210 | Engagement Objectives

2220 | Engagement Scope

Conformance Evaluation Summary

PC

DNC

2230 | Engagement Resource Allocation

X[I@ X[ X| X[ X[ X| X[ X| X[ X|X]|X]|X

2240 | Engagement Work Program

2300 | Performing the Engagement

2310 | Identifying Information

2320 | Analysis and Evaluation

2330 | Documenting Information

2340 | Engagement Supervision

2400 | Communicating Results

2410 | Criteria for Communicating

2420 | Quality of Communications

2421 | Errors and Omissions

2430 | Use of “Conducted in conformance with
the International Standards for the
Professional Practice of Internal Auditing”

XX XXX XXX XX

2431 | Engagement Disclosure of
Nonconformance

2440 | Disseminating Results

2500 | Monitoring Progress

2600 | Management’s Acceptance of Risks

1A Code of Ethics

X[ X| X[ X[ X

Condition 3 Satisfactory internal audit report and no QA report

Internal audit report from The Audit committee

The Audit committee have completed the internal audit plan of internal
control over the revenue cycle. The objective of this engagement was to
determine whether the Company maintained, in all material respects, effective
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internal control over this cycle period from 1 January to 31 March 2017.

The plan was prepared considering the criteria established in Internal
Control — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). This Integrated
Framework is designed to provide reasonable assurance that internal controls
are established and effectively operating to achieve organizational objectives in
the areas of (1) reliability of financial reporting, (2) compliance with applicable
laws and regulations, and (3) effectiveness and efficiency of operations. These
internal audits were conducted in accordance with the International Standards
for the Professional Practice of Internal Auditing. Our audit of internal control
over this cycle included obtaining an understanding of internal control,
assessing the risk that a material weakness exists, and testing and evaluating the
design and operating effectiveness of internal control based on the assessed
risk. Our audits also included performing such other procedures as we
considered necessary in the circumstances. The criteria were discussed and
agreed with management before conducting detailed audit procedures.

We concluded that the Company maintained, in all material respects,
effective internal control over this cycle for period ending on March 31, 2017.
Our overall opinion on the internal control over the revenue cycle is
satisfactory. The Audit committee did not find any control deficiency or
material weakness of internal control from auditing.

In our professional judgment, sufficient and appropriate audit procedures
have been conducted; evidence was gathered to support the accuracy of the
conclusions reached and contained in this report. The conclusions were based
on a comparison of the situations as they existed at the time against the audit
criteria. The conclusions are only applicable for the entity examined. The
evidence gathered meets professional audit standards and is sufficient to
provide senior management with proof of the conclusions derived from the
internal audit

Audit committee

Condition 4 Partial satisfactory and generally conforms QA report

Internal audit report from The Audit committee

The audit committee have completed the internal audit plan of internal
control over the revenue cycle. The objective of this engagement was to
determine whether the Company maintained, in all material respects, effective
internal control over this cycle for the period from 1 January to 31 March 2017.

The plan was prepared considering the criteria established in Internal
Control — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). This Integrated
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Framework is designed to provide reasonable assurance that internal controls
are established and effectively operating to achieve organizational objectives in
the areas of (1) reliability of financial reporting, (2) compliance with applicable
laws and regulations, and (3) effectiveness and efficiency of operations. These
internal audits were conducted in accordance with the International Standards
for the Professional Practice of Internal Auditing. Our audit of internal control
over this cycle included obtaining an understanding of internal control,
assessing the risk that a material weakness exists, and testing and evaluating the
design and operating effectiveness of internal control based on the assessed
risk. Our audits also included performing such other procedures as we
considered necessary in the circumstances. The criteria were discussed and
agreed with management before conducting detailed audit procedures.

We concluded that the Company maintained, in all material respects,
effective internal control over this cycle for the period ending on March 31,
2017. Our overall opinion on the internal control over the revenue cycle is
partial satisfactory.

Recommendation and Opportunity for improvement
Finding:

We found that credit controller did not approval one new customer. We
randomly selected new customer that added into system on Jan 15, 2016. There
was only one new customer add into system on Jan 15, 2016. The customer’s
purchase amounted to 1,500,000 THB on that same day. An accountant added
the new customer into the system without the credit controller’s sign off in a
paper request form. The risk is classified as medium risk. The company lacks a
system of approval for the addition of new customers. Based on our audit
procedure performed, the design of control does not appropriately mitigate the
risk.

Recommendation:

We recommend that the company uses a system of approval to assess the
credit of new customers. The system should not allow the addition of any new
customer prior to approval. Additionally, we recommend that the credit
controller should review the summary new customers every month and review
account receivable aging regularly.

In our professional judgment, sufficient and appropriate audit procedures
have been conducted and evidence was gathered to support the accuracy of the
conclusions reached and contained in this report. The conclusions were based
on a comparison of the situations as they existed at the time against the audit
criteria. The conclusions are only applicable for the entity examined. The
evidence gathered meets professional audit standards and is sufficient to
provide senior management with proof of the conclusions derived from the
internal audit

Audit committee
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Quality Assurance Report from independent assessors

May 28, 2017

Attention: The Audit Committee

Re: Quality assurance report from independent assessors

Summary

The Internal audit department has received an internal assessment of the Internal
Audit (I1A) activity. The review was conducted during the period of 1 April 2016 to 31
March 2017, with an emphasis on current practices. The principal objective of the
review was to assess the IA activity’s conformance to The IIA’s International
Standards for the Professional Practice of Internal Auditing (Standards), the Code of
Ethics, and the Trading Public Company Limited Internal Audit Manual.

The I1A’s Quality Assessment Manual suggests a scale of three ratings: 1. Generally
conforms is the top rating and means that an 1A activity has a charter, policies, and
processes that are judged to be in conformance with the Standards. 2. Partially
conforms means deficiencies in practice that are judged to deviate from the Standards
are noted, but these deficiencies did not preclude IA from performing its
responsibilities in an acceptable manner. 3. Does not conform means deficiencies in
practice are judged to be so significant as to seriously impair or preclude the 1A
activity from performing adequately in all or in significant areas of its responsibilities.
It is our overall opinion that our internal audit program system generally conforms to
the Standards and Code of Ethics.

Scope and Methodology

As part of a self-assessment with independent external validation, refer to Appendix 1
for a summary of assessed conformance to each of the I1A Standards based on the
results of our assessment.

External assessor team

Appendix 1: (“X” Evaluator’s Decision)
GC = Generally Conforms
PC = Partially Conforms
DNC = Does not conform

Conformance Evaluation Summary GC PC | DNC
OVERALL EVALUATION

ATTRIBUTE STANDARDS

1000 | Purpose, Authority, and Responsibility
1010 | Recognition of the Definition of Internal
Auditing

1100 | Independence and Obijectivity

1110 | Organizational Independence

1111 | Direct Interaction with the Board

1120 | Individual Objectivity

1130 | Impairments to Independence or
Objectivity

1200 | Proficiency and Due Professional Care
1210 | Proficiency

XX XX X[ X[ X X[ X|X]|X
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1220 | Due Professional Care X

1230 | Continuing Professional Development X

1300 | Quality Assurance and Improvement X
Program

1310 | Requirements of the Quality Assurance and | X
Improvement

1311 | Internal Assessments X

1312 | External Assessments X

1320 | Reporting on the Quality Assurance and X
Improvement Program

1321 | Use of “Conforms with the International X

Standards for the Professional Practice of
Internal Auditing”

1322

Disclosure of Nonconformance

PERFORMANCE STANDARDS

2000

Managing the Internal Audit Activity

2010

Planning

2020

Communication and Approval

2030

Resource Management

2040

Policies and Procedures

2050

Coordination

2060

Reporting to Senior Management and the
Board

2100

Nature of Work

2110

Governance

2120

Risk Management

2130

Control

2200

Engagement Planning

2201

Planning Considerations

2210

Engagement Objectives

2220

Engagement Scope

2230

Engagement Resource Allocation

2240

Engagement Work Program

2300

Performing the Engagement

2310

Identifying Information

2320

Analysis and Evaluation

2330

Documenting Information

2340

Engagement Supervision

2400

Communicating Results

2410

Criteria for Communicating

2420

Quality of Communications

2421

Errors and Omissions

XXX XX XXX XX XXX XXX XXX XX XX XXX XX
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2430 | Use of “Conducted in conformance with X
the International Standards for the
Professional Practice of Internal Auditing”

2431 | Engagement Disclosure of
Nonconformance

2440 | Disseminating Results

2500 | Monitoring Progress

2600 | Management’s Acceptance of Risks

XIX| X[ X| X

I1A Code of Ethics

Condition 5 Partial internal audit report and partially conforms QA report.

Internal audit report from The Audit committee

The audit committee have completed the internal audit plan of internal
control over the revenue cycle. The objective of this engagement was to
determine whether the Company maintained, in all material respects, effective
internal control over this cycle for the period from 1 January to 31 March 2017.

The plan was prepared considering the criteria established in Internal
Control — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). This Integrated
Framework is designed to provide reasonable assurance that internal controls
are established and effectively operating to achieve organizational objectives in
the areas of (1) reliability of financial reporting, (2) compliance with applicable
laws and regulations, and (3) effectiveness and efficiency of operations. These
internal audits were conducted in accordance with the International Standards
for the Professional Practice of Internal Auditing. Our audit of internal control
over this cycle included obtaining an understanding of internal control,
assessing the risk that a material weakness exists, and testing and evaluating the
design and operating effectiveness of internal control based on the assessed
risk. Our audits also included performing such other procedures as we
considered necessary in the circumstances. The criteria were discussed and
agreed with management before conducting detailed audit procedures.

We concluded that the Company maintained, in all material respects,
effective internal control over this cycle for the period ending on March 31,
2017. Our overall opinion on the internal control over the revenue cycle is
partial satisfactory.

Recommendation and Opportunity for improvement
Finding:

We found that credit controller did not approval one new customer. We

randomly selected new customer that added into system on Jan 15, 2016. There




108

was only one new customer add into system on Jan 15, 2016. The customer’s
purchase amounted to 1,500,000 THB on that same day. An accountant added
the new customer into the system without the credit controller’s sign off in a
paper request form. The risk is classified as medium risk. The company lacks a
system of approval for the addition of new customers. Based on our audit
procedure performed, the design of control does not appropriately mitigate the
risk.

Recommendation:

We recommend that the company uses a system of approval to assess the
credit of new customers. The system should not allow the addition of any new
customer prior to approval. Additionally, we recommend that the credit
controller should review the summary new customers every month and review
account receivable aging regularly.

In our professional judgment, sufficient and appropriate audit procedures
have been conducted and evidence was gathered to support the accuracy of the
conclusions reached and contained in this report. The conclusions were based
on a comparison of the situations as they existed at the time against the audit
criteria. The conclusions are only applicable for the entity examined. The
evidence gathered meets professional audit standards and is sufficient to
provide senior management with proof of the conclusions derived from the
internal audit

Audit committee

Quality Assurance Report from independent assessors

May 28, 2017

Attention: The Audit Committee

Re: Quality assurance report from independent assessors

Summary

The internal audit department has received an internal assessment of the Internal
Audit (1A) activity. The review was conducted during the period of 1 April 2016 to 31
March 2017, with an emphasis on current practices. The principal objective of the
review was to assess the IA activity’s conformance to The IIA’s International
Standards for the Professional Practice of Internal Auditing (Standards), the Code of
Ethics, and the Trading Public Company Limited Internal Audit Manual.

The 1IA’s Quality Assessment Manual suggests a scale of three ratings: 1. Generally
conforms is the top rating and means that an 1A activity has a charter, policies, and
processes that are judged to be in conformance with the Standards. 2. Partially
conforms means deficiencies in practice that are judged to deviate from the Standards
are noted, but these deficiencies did not preclude 1A from performing its
responsibilities in an acceptable manner. 3. Does not conform means deficiencies in
practice are judged to be so significant as to seriously impair or preclude the IA
activity from performing adequately in all or in significant areas of its responsibilities.
It is our overall opinion that our internal audit program system partially conforms to
the Standards and Code of Ethics.
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Opportunity for improvement
Standard 2020 Communication and approval and 2240 Engagement Work
Program: changes in the audit plan without the approval from the audit
committee.
From the sampling review of total audited works, it is shown that 25% of the audited
works has changes without prior approval by the audit committee, all of which are
related to financial report. However, 5% of the audited works have significant
changes that resulted from limitation that causes the inability to operate. The two
works are about the physical count of inventories at the period ended. The internal
auditors have changed the branch location of counting due to the original branch
being flooded, resulting in being unable to perform the physical check on the date
specified. Internal auditors chose to randomly select other branches to replace the 2
flooded branches and this change in counting location was not approved by the audit
committee or CAE. This resulted in the internal audit department’s ability to count the
products on the due date to be 10% lower than target. The latter of two works is the
change in the audit plan of the fixed assets cycle. As there is only one person who is a
fixed assets manager and the manager had suffered from automobile accident,
resulting in one-month sick leave and no individual being able to give data. The
internal auditors proceeded to audit the payroll cycle included in the next year
operation plan in place of the fixed asset cycle. However, the independent assessor
team believe that any change or cancellation regarding audit plan should always go
through the audit committee. If there is limitation to the operation, there has to be
accompanying documents indicating and explaining the reason for the change or
cancellation to the audit committee.
Response: The audit committee will revise the policy regarding the notifying process
of changes or cancellations of audit work and announce to all internal auditors to
ensure that there is no work that is changed or cancelled without authorisation for
those predicted to be completed on the 31% July 2017.
Scope and Methodology
As part of a self-assessment with independent external validation, refer to Appendix 1
for a summary of assessment of conformance to each of the IIA Standards based on
the results of our assessment.

External assessors’ team

Appendix 1: (“X” Evaluator’s Decision)
Conformance Evaluation Summary GC PC DNC
OVERALL EVALUATION X

ATTRIBUTE STANDARDS

1000 | Purpose, Authority, and Responsibility
1010 | Recognition of the Definition of Internal
Auditing

1100 | Independence and Objectivity

1110 | Organizational Independence

1111 | Direct Interaction with the Board

1120 | Individual Objectivity

X[ X[ X[ X|  X|X|X
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1130

Impairments to Independence or
Obijectivity

1200

Proficiency and Due Professional Care

1210

Proficiency

1220

Due Professional Care

1230

Continuing Professional Development

1300

Quality Assurance and Improvement
Program

1310

Requirements of the Quality Assurance
and Improvement

X XXX X| X[ X

1311

Internal Assessments

1312

External Assessments

1320

Reporting on the Quality Assurance and
Improvement Program

X[ X| X

1321

Use of “Conforms with the International
Standards for the Professional Practice of
Internal Auditing”

1322

Disclosure of Nonconformance

PERFORMANCE STANDARDS

2000

Managing the Internal Audit Activity

2010

Planning

X[ X

2020

Communication and Approval

2030

Resource Management

2040

Policies and Procedures

2050

Coordination

2060

Reporting to Senior Management and the
Board

2100

Nature of Work

2110

Governance

2120

Risk Management

2130

Control

2200

Engagement Planning

2201

Planning Considerations

2210

Engagement Objectives

2220

Engagement Scope

Conformance Evaluation Summary

@ X[ X[ X[ X| X[ X[ X|X]| X|X|X|X

C

PC

DNC

2230

Engagement Resource Allocation

X

2240

Engagement Work Program

2300

Performing the Engagement

2310

Identifying Information

2320

Analysis and Evaluation

2330

Documenting Information

X[ X[ XX
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2340 | Engagement Supervision
2400 | Communicating Results
2410 | Criteria for Communicating
2420 | Quality of Communications
2421 | Errors and Omissions

2430 | Use of “Conducted in conformance with
the International Standards for the
Professional Practice of Internal Auditing”

2431 | Engagement Disclosure of
Nonconformance

2440 | Disseminating Results

2500 | Monitoring Progress

2600 | Management’s Acceptance of Risks
1A Code of Ethics

XX XX | X]| X

X[ X[ se| x| X

Condition 6 Partial satisfactory internal audit report and no QA report.
Internal audit report from The Audit committee

The audit committee have completed the internal audit plan of internal
control over the revenue cycle. The objective of this engagement was to
determine whether the Company maintained, in all material respects, effective
internal control over this cycle for the period from 1 January to 31 March 2017.

The plan was prepared considering the criteria established in Internal
Control — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). This Integrated
Framework is designed to provide reasonable assurance that internal controls
are established and effectively operating to achieve organizational objectives in
the areas of (1) reliability of financial reporting, (2) compliance with applicable
laws and regulations, and (3) effectiveness and efficiency of operations. These
internal audits were conducted in accordance with the International Standards
for the Professional Practice of Internal Auditing. Our audit of internal control
over this cycle included obtaining an understanding of internal control,
assessing the risk that a material weakness exists, and testing and evaluating the
design and operating effectiveness of internal control based on the assessed
risk. Our audits also included performing such other procedures as we
considered necessary in the circumstances. The criteria were discussed and
agreed with management before conducting detailed audit procedures.

We concluded that the Company maintained, in all material respects,
effective internal control over this cycle for the period ending on March 31,
2017. Our overall opinion on the internal control over the revenue cycle is
partial satisfactory.

Recommendation and Opportunity for improvement
Finding:

We found that credit controller did not approval one new customer. We
randomly selected new customer that added into system on Jan 15, 2016. There
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was only one new customer add into system on Jan 15, 2016. The customer’s
purchase amounted to 1,500,000 THB on that same day. An accountant added
the new customer into the system without the credit controller’s sign off in a
paper request form. The risk is classified as medium risk. The company lacks a
system of approval for the addition of new customers. Based on our audit
procedure performed, the design of control does not appropriately mitigate the
risk.

Recommendation:

We recommend that the company uses a system of approval to assess the
credit of new customers. The system should not allow the addition of any new
customer prior to approval. Additionally, we recommend that the credit
controller should review the summary new customers every month and review
account receivable aging regularly.

In our professional judgment, sufficient and appropriate audit procedures
have been conducted and evidence was gathered to support the accuracy of the
conclusions reached and contained in this report. The conclusions were based
on a comparison of the situations as they existed at the time against the audit
criteria. The conclusions are only applicable for the entity examined. The
evidence gathered meets professional audit standards and is sufficient to
provide senior management with proof of the conclusions derived from the
internal audit

Audit committee
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QUESTIONS: PART B

Feel free to look at the case material when answering the following questions.

Based on information about Trading Public Company Limited presented in the
case material, please answer the following questions according to your
judgments (after you complete this section, you might refer to available
information to answer the next section).
As you are an audit in charge of Trading Public Company Limited,
1. Please indicate your likelihood to use_internal auditors’ work at test of
control procedure for revenue cycle of the year 2017. Please respond by
circling a number on the line provided that fits your feeling/opinion the most.

I I
0 1 2 3 4 5 6 7 8 9 10

Not at all Neutral Extremely
likely likely
Please briefly explain your rationale

2. Please indicate your likelihood to use internal auditors’ work at substantive
testing for revenue cycle of the year 2017. Please respond by circling a
number on the line provided that fits your feeling/opinion the most.

I I
0 1 2 3 4 5 6 7 8 9 10

Not at all Neutral Extremely
likely likely
Please briefly explain your rationale

3. Please indicate your likelihood to which you would use internal auditors to
provide direct assistant for revenue cycle of the year 2017. Please respond by
circling a number on the line provided that fits your feeling/opinion the most.

[ I
0 1 2 3 4 5 6 7 8 9 10

Not at all Neutral Extremely
likely likely
Please briefly explain your rationale
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4. From question no. 3, Please indicate which part in audit procedure that you plan to
use internal auditors to assist in performing audit tasks.

Procedure %
rating

1 .Test of control
2. Substantive testing

Total 100
Cross
(X)

3 .Not use

5. Please indicate percentage of contributing factors to your decision if you plan to
use internal auditors to assist audit tasks.

Contribution factor % Rating
1. Objectivity

2. Competency
3. Work Quality
Total 100

You have completed this section. Please return this page to Envelop 1
You can continue to open Envelope 2
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ENVELOPE 2

Please answer following questions based on your understanding of Trading
Public Company Limited.

Please do not look back at the case materials in envelope 1

1. Based only on the information presented in the case materials, please circle the type
of internal audit report that you have read.

A. Satisfactory

B. Partial satisfactory with new customer issues.
2. Based only on the information presented in the case materials, please circle the
internal control level of Trading Public Company Limited

A. Do not have internal control deficiency and internal control weakness

B. Have internal control deficiencies and internal control weakness
3. Based only on the information presented in the case material, please circle the type
of quality assurance report that you have read.

A. Generally conform

B. Partially conform

C. No report
4. Based only on the information presented in the case material, please identify
whether QA report have recommendation and improvements or not.

A. Do not have recommendation and improvements.

B. Have recommendation and improvements.

C. Do not know as you did not receive report.
5. Please indicate on the scale below, how understandable this case was (0) represents
very difficult to understand, (5) represents moderately understandable and (10)
represents very understandable.

Difficult Moderately Very
to understand understandable understandable
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The next section contains general questions about your personal information.
All responses will remain confidential.

Please mark v in the O or fill in the blank following to your information.
What is your gender? O Female O Male
What is your age? years old
How many years of total working experience (including part-time) do you have?
years
3.1 How many years of external audit experience do you have?
years
3.2 How many year of internal audit experience do you have? years
What is your highest position in your current working company?
years_
4.1 What is your highest position in audit field? years
4.2 What is your highest position in internal audit field? years
What is you Bachelor degree?
Have you ever used internal audits” work in your engagement? OO YES O
NO
Please specify which part of audit that you have used.
O Test of control procedure [0 substantive testing [ others

Please estimate the frequency that you have used internal audit’s work in your
engagement

[ less than 10 engagements [ 10 — 50 engagements 0 more than 50
engagements
Have you ever read quality assurance report (QAR)? 0 YES O NO

(Skip to no. 11)
Please estimate how many quality assurance reports (QAR) that you have read

Have you ever used quality assurance report in your engagement? [0 YES O
NO
If so, please specify which part of audit that you have used.

O Test of control procedure O substantive testing [ others
(oo
Have you ever performed listed company engagements? O YES O NO
Do you hold certified public accountant license (CPA)? O YES O NO
Do you hold certified internal audit license (CIA)? O YES O NO

Please indicate the time when you complete this study .........ccceeeeenene.
THANK YOU FOR PATICIPATING IN THIS STUDY
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M3 EATUNANTUTELIULATEIULENATLIUT

AnzEUsEUaTY
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AIANUIN 1:

)“X” LASRNEEINS UNaU ST

GC
PC

DNC =Does not conform

=Generally Conforms

=Partially conforms

ANFNATUAUTIULENATNUN GC PC DNC
ALALLAYSIN X
WINIFIUAUAUENTR X
1000 | dnquszasd runauaznszvhil X
1010 | MsuaERINTERNTULLINISEINTUNITU TR X
Adnnsanaeumeluiifumadsdulilunging
YoIUATINEOUN Y
1100 | mnududassuazauiilesssu X
1110 | anududaszlumsesdng X
1111 | Mmsufduiuslaensaiunnznssunis X
1120 | ANTIBS555UVDEATIVADY X
1130 | magapdeenuidudasyvidoniiossu X
1200 | Avundenmguaznislinnusginsediluns X
Usenauinnam
1210 | Anudeawiey X
1220 | enusedinsyidlunisusenauindn X
1230 | msaumariwetnsierilos X
1300 | lassmisuseriunmunmuaUTuuanu X
1310 | derfmuamieaiulasinisussfugunmiay X
UTuusanu
1311 | m3Ussdiungluesdng X
1312 | M3UssduaInneuenesdng X
1320 | MITgnuUNavedlasINIsUsEiuAMAINLAL X
USulsanu
1321 | n1sldvenny aenndesiuunsgiuanadmsy’ | X
"M3UUR MdvInn1snRaeunyly
1322 | nadameiendunsufialidenndes X
WINIFIUAUNTUHURNY X
2000 | MIUIMISMIBNUATIvEOUNETY X
2010 | MIIUNY X
2020 | msdemInarersiuNuunTIRdey X
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2030 | NSUSMINSNEINT X
2040 | ulsviguarIsnIsUfURIY X
2050 miﬂizmumuuaxﬂ’liﬁquNamumm@?ﬁu X
ANFNATUAUTIULENATNUN GC PC DNC
2060 | MITIBNUABKUITINTIYAUGIATANENTIUNT X
2100 | dNYaIEYNUY X
2110 | msmAugua X
2120 | msudmsAudes X
2130 | mIAuAY X
2200 | mMsnunudmiuuiilaSuteunng X
2201 | ToRTAlUNITINUAY X
2210 | fnquszasdveanuilldfuteuming X
2220 | vouwmvesudilgSusaue X
2230 | msdnasInsnensdmsunuiilesuneuning X
2240 | wwIn1sufdRau X
2300 | msURTRMuilaSueunng X
2310 | MssEyteya X
2320 | mslesigiuaslseiiiuna X
2330 | msdnvinenansteya X
2340 | MsmuaNguanIsUfURNY X
2400 | MsdeansnanisUfTRe X
2410 | waustdmdumsioans X
2420 @mmwmaami?‘iami ¥
2421 Gﬁaﬁﬂwmmaz?ﬁﬁgﬂauaa X
2430 | Mmsldtonnu n1sUfURINLInIEINNIS X
"UftRmAndnasaeumeluiiduaina
2431 | nsllawmensaiuuiliaenndemiuansgi X
2440 | MIHELNINANITURURNU X
2500 | msh@AnauauAunrn X
2600 | mMsdeanstenisuensuaudes X
X

U32UI0955891UTIU
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H
1 =

#3UN 2

J
k74 =

Foyaifiufnuas V3B msnne i (ww)

Ful 28 WouAIAY 2560

138U ABENIIUNITATIVEDUNIT (Audit Committee)

L%EN swmmmﬂﬁmmL%aﬁummliﬂizLﬁuaaszmﬂmauaﬂmﬁﬂs (Quality assurance report
from independent assessors)

Y a

UNAJUNUINIG
hsnuasaaunglulasunisusaliumsyseiuauninuasysulsanungly
TngldfussiiudasznoueniiteUssidiuianssunsnsnaeunielu msseunmuiivuessou
sewsauATuf 1 oy 2550 fa 31 funaw 2560 Tneuhusnpsguitnatagiu fnqusvasd
vanuaansaeUMULiefinnsanihfanssumInTase uneludenndosiumasgLang
dmsun1sufURnuInanmnsiaaeunielu Ussanadsesssy wazeilon1smivaunigly
YInaIAnaNNINviseoly
AlansUszliunuAmIRvilaginasgIvanadmsunsUURNWIN NS
nvvaounelunuzinslinansusefiuduamsesuliun 1. aenndosiulneiily
(Generally Conforms) v18/A1471 AINITUNIATIvaaUNelulingdns uleuis uas
nszuIuMsUfRlnelUaenndestuiuinasguanase mtnsnunsIaeunely 2.
aoandesfuiduunsdy (Partially Conforms) v Sdeunniaamafiaiunnedly
Mmasguang uatsunnsestuldldvinlignseaeunigluasiaensuiviifiauan
Suiaveuiinisufjid 3. lilaenades (Does not conform) mnearmdn ideunniadunis
UftRmnasgiuanaiiilanssdidny viedeunniestufnangnsaaounsluaziasnis
UftRnfnunnuiuiiaseufinisufoR
aruulaerunuihmihsnuassseunelulasruunsauasnelutiy senadaeiu
\Juunedau (Partially Conforms) fumsgiuanadmsunsufuRenuiudnnms

nyaeunegly Useniadsesssy uazalenisnivaunsluvewmainnanning
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mi‘di:Lﬁumiﬂfwﬂumaiuwuﬂsmﬁuﬁé’mﬁ'wmu,azﬂ%’uﬂ'gﬂuamﬂm (Opportunity for

improvement)ﬁ’\‘iﬁia‘lﬂﬁ

UATFIU 1000 TAUTTAA Brunauazatsevtihil: mhonunsnasunglulilddaiing

Unsienivaeunely

nznssumsnsasumelulllidnngdasihennaaeunieluy Sangdasiinsdariu

dielsigfudmsuagninnunszduiinnanilafesfiuinguseasd veuwnmsufifny

§1uN9 U farAuURRveUTe e uRTIIEsuMsluTeIUTIMignAesialau

Hwne: AugnssumInsasunigluasissiaviingdasdhonsaaunisluliudiada G

maaAdunsidnasaiui 31 nsnas 2560

YBULUAKALITIUNITUITIAY
drunilaveanmsussiiuannaazgUsziiudaszanmeuenesinssedeiennanian 1

M NEATUNANTUTEIULATEIULENAINUT

)X ipsaainedmsuNaUsziiu
AnszUsziliudasznianuan | 6C =Generally Conforms
PC =Partially conforms

. DNC =Does not conform
AN3EFUAATAURENANUN GC PC DNC
ANUiulng X
UINTFIUAUANAUTR X

1000 | dnnuszasd srunauaznszvhil X

1010 | MsuansnIsEaNsuLIMINEmTUNSU IR X

ATnasrageumeluiiluniadidulilungdnsves

NuaTINdsungluy
1100 | evwdudaszuazauiiosssy X
1110 | adudasylunisesdns X
1111 | Mmsiufduiuslaensaiunnenssunis X
1120 m']a,uﬁwﬁiimm;limwaau X
1130 miqzyl,?ammL‘i‘]uﬁaiw%ammLﬁmﬁiiu X
1200 | anudenmauaznisidanussdaseSiluns X
UszNauIBTIn
1210 | Anusdenvey X
1220 | anuszdnseislunisusenauivn@n X

1230 | MSWAIIMDITIN0E19mLle9 X
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1300 | lpsensuseiununnuasUiuusenuy X

1310 | derfmumieafulasnisussiuguamiasuiulss | X
U

1311 | Mmadssdiungluesnng X

1312 | M3UssdiuaInnIeusnaddng X

1320 | mInenuravedlasinsusziuguamuazliuuse | X
U

1321 | nisldvenu aenndesiuunsgIiaInadmsums’ | X
"UAUR wdnannisnsivdeuneluy

1322 | nadameiedunsuiialidenndes

NINTFIUAUNTUH TR

X

X
2000 | MsuUSMIsHUEuaTIRdeunialy X
2010 NI X
2020 mi?iamiLLasaqﬂaLLmumummaaU X
2030 | NSUSIINITNEINT X
2040 | ulgviewazisnisuufa X
2050 miﬂismumuuagmiﬁwNamwuaq;:ﬁu X
2060 | MITILNUABEUIINIITAUFUAZAMNENTIUNNT X
2100 | dnuelzesy X
2110 | Msiiugua X
2120 | msUswisAuides X
2130 | msAuA X
2200 | msnaunudmsunudilaSunaunng X
2201 | UoRATATUNITINUAY X
2210 | fnquszasdvaanuitldfuseumang X
2220 | vouwmvesudildSunaumng X
2230 | msdnasInsnennsdmiunuiilesuneuning X
2240 | wuIinsujuRau X
2300 | myufuRnuildFuueumng X
2310 | msszyloya X
2320 | MylAsizslasUseiiiung X
2330 | M3dmvinenanslaya X
2340 | MsmuANgLansUfURNY X
2400 | msdeansnan1sUf iR X
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2410 | Wua@MSUNSERENS

X
2420 | A MveINIsAeas X
2421 | Yoananauardsiignazias X
2430 | Mmsldtennu nsUfuReuunspIunsUURNue | X

AnFnaseaouneluiiduana
2431 | MmaUawmenstlufuRliaenndomuuinggiu X
2440 | MIHEUNINANTUHURNU X
2500 | nMsuhdasumNAUnTn X
2600 | madeansiniseeniuruides X
UsEUI89558IUTIU X
daun 2

g
v a

UyaLNALANYDY UTEW wsahe $1ia (uaw)

Fuil 28 WuAIAY 2560

138U AMNTINNTATIAEDU (Audit Committee)

Fos MonumslimuiBesiuangusziiudaszainaeuenesding (Quality Assurance Report
from independent assessors)

Y a

UNAFUNUINIG
mhsnuasasungluldsunisssliumsyseiuamninuasysulanungly
Tneldusziiiudassnmeusnifieysyifiufanssunsnsinaeuniely nsaeumuiuesseu
sepedauud 1 oy 2559 89 31 Suiau 2560 laswduinasguitnatiagty
InqUszasindnuesnmsasumuiiieiansanitien