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Abstract

This study explored how well external auditors in Palestine apply the audit risk model
and the factors influencing its implementation. Using a quantitative approach with a
descriptive design, data were collected from 129 auditors registered with the Association
of Certified Public Accountants and those from the four largest auditing firms in
Palestine. The findings revealed a strong commitment among auditors to applying the
audit risk model, particularly focusing on detection, inherent, control, and acceptable
risks. This commitment stems from the model's role in enhancing audit quality,
efficiency, and resource allocation. Common responses to audit risks included increasing
the timing and quantity of samples, greater auditor involvement in planning, and
modifying evidence types. Minor differences in auditors' views on implementing the
model were noted, influenced by factors like experience, certifications, academic
background, audit team size, and firm size. However, opinions varied significantly based
on the auditors' individual perspectives. The study recommends that Palestinian auditing
firms increase their focus on adhering to the audit risk model due to its benefits and
alignment with international standards. Additionally, it suggests that the Palestinian
Association of Certified Public Accountants and related organizations should offer
training for inexperienced auditors to better understand and manage audit risks.

Keywords: Inherent Risk, Control Risk, Acceptable Risk, Detection Risk, Audit
Expectation Model. Quality of Audit, Audit Risk, Palestinian Association of Certified

Public Accountants.
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Chapter One

Introduction

1.1 Introduction
The dynamic development in technological transformation and economic development
have increased business complexity in the last few decades, which has led to the
separation of management and ownership. Thus, there is an increasing interest and
development in the audit profession and activities to protect the interests of shareholders,
especially small investors and other stakeholders in the listed companies (Abidin, 2017).
Thus, the audit profession is an interesting profession that requires the existence of
highly professional personnel, a high reputation and creditability in all countries and
firms (Tuan & Dung, 2023).
The existence of high-quality audit engagement and practices are essential requirements
for increasing the dependency, usefulness and creditability of the disclosed audited
information. Thus, this decreases the controlling and monitoring costs and transaction
costs. Besides, increasing the accountability, enhancement of operational efficiency and
better utilization of existing resources (Hay & Cordery, 2018).
The notion of the risk audit model is that auditors ought to take into consideration
inherent, control and detection risks as the risks and threats have become fundamental
to business activities. Thus, this recently developed model plays an interesting role in
increasing the efficiency and effectiveness of audit practices in listed firms. Besides, it
helps businesses identify which evidence to obtain and specify whether the obtained
evidence is adequate to support a particular audit report (Arifianto & Putra, 2019).
Auditors who are committed to the audit risk model have to evaluate the extent of risk

detection. Furthermore, those auditors ought to specify the extent of risk detection in the



plans and the anticipated obtaining of audit evidence through acceptable audit risk,
inherent risks, and control risks. Thus, deciding the appropriate and acceptable detection
risk would affect the quality and results of the audit activities (Chang et al., 2019).
Auditing risk takes place first in the environment in which auditors have attempted to
utilize statistical sampling techniques in the audit profession. Utilizing these techniques
to specify the sample size, it was revealed that the samples were usually far greater than
those-that were decided by the judgments of the auditors (Chang et al., 2019). Thus,
under the risk audit model, some persuasive explanations have been established to react
to the question of why auditors can depend on a smaller sample size instead of the large
sample size that was prescribed by the statistical techniques. Thus, these plans have to
be decided based on audit risk management, which supports auditors in specifying
sample size concerning the planned material and the acceptable degree of risk
(Arzhenovskiy et al., 2019).

Based on the audit risk model, the auditors have to identify the areas with high risk that
require extensive investigation and detection. Then, they have to concentrate on areas
with a lower degree of risk (Helles & Mutair, 2020). This model has three components:
inherent risk, control risk and detection risk. Thus, this model assumes that auditors have
to specify at first the acceptable audit risk, then they should evaluate the inherent risk at
the senior management level and the board of directors and the entire business unit.
Then, the evaluation of the control risk and eventually, the integration of the detection
risk into the model. Thus, the integration of these types of risks can decrease the audit
risk significantly to the acceptable level that should be predicted and specified first

(Chang et al., 2019).



According to the extent of the implementation of the audit risk model in Palestine, the
auditors use a larger sample size and they obtain more audit evidence and perform further
tests and investigations for the obtained data when they find that the audit size will
increase with the increase in the size of the audit sample. Besides, Palestinian auditors
tend to use more descriptive tools and percentages to document audit risk assessments.
Moreover, they also use both their professional judgment and software tools to integrate
risk assessment and valuation (Helles and Mutair, 2020). Likewise, Arzhenovskiy et al.
(2019) found that firms can use an audit risk model to evaluate the different types of
risks that businesses expose to them.

There are a number of factors influencing the audit risks that include: the professional
judgment of the auditor, judging the declaration degree of the auditee, the awareness and
familiarity of the auditor” with the business environment of the client, However, the
main factors influencing both inherent risk and control risk are the processes that are
used by the auditors to prevent, detect and correct the different expected errors, and the
separation of duties and responsibilities of the auditors in the business. Rashedi (2018).
In the Arab world, El-Said, (2017) for instance, demonstrated that the external auditors
in Egypt depend on nonfinancial information and data when they assess audit risk in
unstable economic environments and conditions. Furthermore, under unstable economic
conditions, firms depend on expert and professional external auditors to perform audit
activities, such as those performed by senior auditors and partners. Likewise, Zainal
Abidin (2017) found that the most interesting factors influencing risk-based auditing in
Malaysia are “audit committee review and concern and the risk management system”.
Furthermore, the study results confirmed that an increased formalized risk environment

would positively affect an audit and business culture that foster awareness of the risk



thus increasing the potential of implementing risk-based auditing. Furthermore, there is
an insignificant effect on auditors™ experience, the qualification of the audit committee,
and the efficiency of the internal control system on the implementation of risk-based
auditing.

This study investigates to what extent auditors are committed to using the audit risk
model in their audit practices and activities from the viewpoint of the external auditors
in Palestine. Furthermore, investigate the significant risks that are either inherent or

control risks that affect the audit engagement and planning.

1.2 Problem of the Study

The problem of this study is to examine the commitment of external auditors to using the
audit risk model in Palestine. As the audit offices and firms in Palestine confront several
risks and impediments in using this model and in identifying the factors influencing the
implementation of the audit risk model in Palestine, this model emphasizes four types of
risks: acceptable risk, inherent risk, control risk, and detection risk. International Audit
Standard 315 concerning risk assessment procedures and related activities stated that "the
auditor shall design and perform risk assessment procedures to obtain audit evidence that
provides an appropriate basis for the identification and assessment of risks of material
misstatements and the design of auditor procedures in accordance with ISA 330; that is,
the auditor shall design and perform risk assessment procedures in a manner that is not
biased towards obtaining audit evidence that may be corruptive or towards excluding
audit evidence that may be contradictory". Likewise, ISA 300 states that the auditors shall
develop an audit plan to decrease audit risk levels to an acceptable level. Furthermore,

ISA 315 states that the auditors shall have adequate awareness and recognition of the



client's industry, the scope and nature of the client's business, and associated risks that
may result in material misstatements in the financial statements.

There are a number of effects of using the audit risk model in the Palestinian context,
such as increasing the sample size, changing the required and nature of the audit traces,
the time of audit investigation. Besides, investigating the requirements of using the audit
risk model in these firms basically depends on the response of the auditors to the
implementation of this mode, the required experience and knowledge of auditors and the
academic achievement of auditors.

The listed firms in Palestine confront several risks and threats, either general risks that
affect the Palestinian economy entirely, such as an unstable political and economic
environment and conditions, or specific industry or firm characteristics. Thus, the
Problem of this Study is Embedded in this Question:

To What Extent External Auditors in Palestine Committed to Implementing the
Audit Risk Model in Their Work? And What are the Factors Influencing its

Implementation?

1.3 Questions of the Study

This study will find answers to the following questions:

1. To what extent are external auditors in Palestine committed to implementing the
acceptable risk in their work? And what are the factors influencing its implementation?

2. To what extent are external auditors in Palestine committed to implementing the
inherent risks in their work? And what are the factors influencing its implementation?

3. To what extent are external auditors in Palestine committed to implementing the

control risks in their work? And what are the factors influencing its implementation?



4. To what extent are external auditors in Palestine committed to implementing the
detection risks in their work. Besides, explore the factors influencing its
implementation.

5. Is there a difference in external auditors™ opinions in the implementation of the audit
risk model regarding the duration of experience in the audit profession, certification,

level of academic achievement, and size of the audit team?

1.4 Objectives of the Study
This study will achieve the following objective: to explore to what extent are
external auditors in Palestine committed to implementing the audit risk model in their
work. Besides, examine the factors influencing its implementation. To achieve the main
objective, the researcher developed the following minor objectives:

1. Exploring to what extent are external auditors in Palestine committed to
implementing the acceptable risk in their work. Furthermore, identify the factors
influencing its implementation.

2. Exploring to what extent are external auditors in Palestine committed to
implementing the inherent risk in their work. Moreover, examine the factors
influencing its implementation.

3. Investigating to what extent are external auditors in Palestine committed to
implementing the control risk in their work. Besides, identifying the factors
influencing its implementation

4. Examining to what extent are external auditors in Palestine committed to
implementing the detection risk in their work. Besides, exploring the factors

influencing its implementation.



5.  Examining if there are differences in external auditors’ views and perceptions of
external auditors’ implementation of the audit risk model attributed to the duration
of experience in the audit profession, certification, level of academic achievement,

and size of the audit team.

1.5 Thesis Significance
1.5.1 Scientific Significance
As a response to the increasing extent of risks for audit firms’ clients, especially with
the global financial crisis, a detailed analysis of the risks and the precise response to each
of them, including that in the audit program, becomes very important. International
auditing standards require assessment of audit risks by audit firms, and the importance
of this study lies in identifying the extent and how audit offices in Palestine deal with
International Auditing Standard No. (315), which requires assessing audit risks by
applying the audit risk model. The opinion of an impartial professional auditor affects
many parties. In the event that the auditor expresses an inappropriate opinion on the
financial statements, this inappropriate opinion negatively affects the decisions of the
users of the financial statements. It also affects the auditor’s reputation and may expose
him to legal accountability. The importance of this study lies in identifying the way that
audit offices behave when analyzing acceptable risks, inherent risks, control risks, and
detection risks.
This study explores to what extent the external auditors in Palestine are in compliance
with implementing and adhering to audit risk levels. Furthermore, the implementation
of an audit risk model plays an essential role in the cost reduction of the audit

engagement, and it will affect the sampling, audit timing, nature, obtained evidence, and



procedures, especially due to the increasing number of audit failures in large firms
internationally. From another perspective, this study will focus on the main factors
associated with acceptable audit risk levels, inherent risk, and control risk in listed firms
on the Palestinian exchange. Thus, this may trigger researchers, scholars, and students

to perform further studies in this interesting field.

1.5.2 Profession Significance

1. This study adds value to the audit profession as it will decrease the risks that auditors
may expose themselves to and lead them to concentrate on critical aspects of the audit.
Thus, this plays an essential role in improving the quality of the audit profession.

2. The emergence of the audit risk model is highly significant to the development and
increasing efficiency and effectiveness of the audit profession and the role of auditors,
as this model has changed the way of performing audit tasks and activities, and the
accuracy of this model is able to increase audits in high-risk areas.

3. Efficient and proper adoption and implementation of the audit risk model can lead to
increased efficiency and an adequate distribution of auditing resources. This plays an
essential role in increasing the efficiency and effectiveness of audit practices and
procedures in the business.

4. The significance of this study is related to its objective, which is to examine to what
extent auditors in Palestine are in compliance with audit risk model implementation,
as this study claims that efficient risk assessment plays an essential role in cost
reduction of audit practices and audit missions as this model helps the auditors decide

the level of tests to be carried out.



5. The implementation of the audit risk model in the companies’ subject to audit,
according to Decree Law No. (42) of 2021 regarding companies in Palestine, helps to
increase the efficiency of audit engagement and the quality of the audit profession in

Palestinian listed firms. Besides, it helps to decrease legal risks for auditors.

1.6 Thesis Hypotheses
The main hypothesis of this study is
The external auditors in Palestine are not committed to implement the audit risk model
in their work.
1. The external auditors in Palestine are not committed to implementing the acceptable
risk in their work.
2. The external auditors in Palestine are not committed to implementing the inherent risk
in their work.
3. The external auditors in Palestine are not committed to implementing the control risk
in their work.
4. The external auditors in Palestine are not committed to implementing the detection
risk in their work.
5. There are insignificant differences in external auditors™ views and perceptions of
external auditors’ implementation of the audit risk model attributed to the duration of
experience in the audit profession, certification, level of academic achievement, and

size of the audit team.
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1.7 Framework of the Study

Dependent Variable

The extent of implementation and commitment to the audit risk model in listed firms in
the Palestinian exchange by external auditors This indicates and measures to what level
the auditors of listed firms in the Palestinian exchange are committed to implementing
an audit risk model in their evaluation and setting of the planned detection risk by external
auditors. The Audit Risk Model is a function of the risks of material misstatement and

detection risk.

Independent Variables

AAR: Acceptable Audit Risk refers to "how assured the auditor desires to be; if, for
instance, they desire to be assured by 90% of their audit work, then the acceptable audit
risk is 10%". If it is impossible for auditors to be assured of 100% of their work, then the
acceptable audit risk indicator is inevitable in the audit field" (Mutair, 2018).

IR: Inherent Risk: "characteristics of events or conditions that affect susceptibility to
misstatement, whether due to fraud or error, of an assertion about a class of transactions,
account balance, or disclosure, before consideration of controls; such factors may be
qualitative or quantitative and include complexity, subjectivity, change, uncertainty, or
susceptibility to misstatement due to management bias or other fraud risk factors insofar
as they affect inherent risk" (International Standard on Auditing 315, 2019).

CRE: Control Risk: control risk is "The risk that a misstatement that could occur in an
assertion about a class of transaction, account balance, or disclosure and that could be

material, either individually or when aggregated with other misstatements, will not be
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prevented, detected, and corrected on a timely basis by the entity's internal control”
(International Standard on Auditing 200, 2009).

DR: Detection Risk: According to IAS 200, the detection risk is “the risk that the audit
procedures will not materially disclose a misstatement of the account balance (or class of
transactions) that may be material, alone or in aggregation with the misstatement of the
balances in the other accounts.

Level of academic achievement: Diploma or less, Bachelor degree, High Diploma,
Master degree, and PhD.

The duration of experience in the audit profession: Less than five years, 5 to less than
10 years, 10 to less than 15 years, and 15 years or more.

Size of the audit team, or size of the audit firm: Less than 5 auditors, 5 to less than 10
auditors, 10 to less than 15 auditors, and more than 15 auditors.

Certification: CPA. ACPA. CMA, .... Etc.
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Figure (1.1): Model of the Study (Source: By the researcher)

1.8 Tentative Thesis Outline

This study consists of five chapters. The First Chapter is the introductory chapter that
includes general background, problem identification, importance and objectives of the
thesis, hypotheses development, and limitations and delimitations of the study. This thesis
purpose is to investigate to what extent auditors in Palestine are committed to
implementing the audit risk model in their work and to explore the factors influencing the
application of this model in the Palestinian context, as several audit and accounting
institutions require auditors to have adequate awareness of the auditee and its
environment, taking into consideration the internal control environment, to specify the

risks that businesses may suffer from and expose themselves to.
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The Second Chapter is the literature review and the practical studies that explored this
topic in Arab and foreign contexts. The literature review includes a definition of audit,
the objectives and importance of the audit profession, a definition of the risk concept, and
the relationship between risk and audit. Besides, the researcher will discuss the
differences between classical and new business risk evaluation strategies. Furthermore,
the researcher will define and specify the components of the audit risk model.

The Third Chapter is the research approach and methodology, as the researcher in that
chapter will present and explain the research approach, which is the quantitative research
approach; the research design will be the descriptive research design; the cross-sectional
design; and the survey design. Then the researcher will define the population and sample
of the study, which are the auditors in Palestine who are licensed by the Palestinian
Association of Certified Public Accountants. Then, the researcher will define the data
collection methods, which are the primary data collection methods through survey design
and the secondary data collection methods through articles, books, journals, and
publications, to write the literature review, develop the hypotheses of the study, and write
the questionnaire for the study. Then, estimate the validity and reliability of the study.
Eventually, present the data analysis methods.

The Fourth Chapter is the findings of the study, which consist of two sections. The first
section presents the findings of the questions and answers, and the second section is the
hypothesis testing. The last chapter is the fifth chapter, which is the conclusion and
recommendation, and it consists of the following sections: a summary of the findings,
discussion of the findings, recommendations of the study that include both theoretical and
practical recommendations and suggestions, and limitations of the study. Then,

presenting a list of references and the appendices of the study, such as the questionnaire.
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Chapter Two

Literature Review

2.1 Introduction

This chapter presents the literature review and previous study. At first, this section
presents the definition of an audit risk model. Besides, to differentiate the different risks
explored in this model, Eventually, presenting the main ISAs that are related to the audit

risk model.

2.2 Theoretical Framework

2.2.1 Definition of Audit Risk Model

Elliot and Rogers (1972) presented the audit risk model. This model relies on using
statistical tools for hypothesis testing. The audit risk model integrates the judgments of
auditors concerning audit risk, materiality, and internal control.

According to Cindori (2018), the audit risk model is the opportunity of disclosing an
incorrect opinion on the investigated clients™ financial statements as the failure of the
auditor to detect any material errors that may exist in those financial statements where the
auditor presents his opinion.

Muir (2018) stated that the audit risk model is the disclosure by the external auditors an
accurate and correct opinion on the financial statements of the clients, and these financial
statements are materially inaccurate or give a misstatement opinion when the financial
statements are free of material misstatements.

ISA 330, which is entitled “the auditors’ response to the assessing risks” states that the
major objective of the external auditors is to provide sufficient evidence related to the

assessed risks of material misstatement by creating, setting, and performing accurate and



15

definite practices in reaction to the different risks that the business may expose to them
(International Auditing and Assurance Standards Board, 2022).

There are several external factors that influence the volume of the required audit
procedures, such as changes in the laws and regulations of the government and the
political and economic environment. Likewise, there are several internal factors that
influence the audit procedures, such as the honesty of the client management, the size of
business activities, the nature of the economic activities of the client, and the complexity
of the client’s transactions (Allaham et al., 2017).

From another perspective, ISA 200 states that audit risk is “the risk that the auditor
expresses an improper audit opinion when the financial statements are materially
misstated” (International Auditing and Assurance Standards Board, 2022)

Thus, according to this definition, audit risk is a function of both detection risks and
material misstatements. It includes risk control, inherent risk, and control risk
(Yazdaniyan and Dastgir, 2019).

The audit risk model is an interesting model that has gained interesting importance from
researchers and experts in the audit field during the last few years, especially after the
occurrence of several economic and financial crises, such as the global financial crisis in
2008. Thus, there was a massive development and transformation in auditing standards
and practices, and one of them is the audit risk model, which seeks auditors to consider
the major risks that the client may expose to them, such as the inherent risk, control risk,
and detection risk. This model affects audit planning, audit performance, and the different

aspects of the audit cycle and audit practices.
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2.2.2 Acceptable Audit Risk

When the auditor assesses the acceptable audit risk as low, this means that he wants to be
more certain that the client’s financial statements do not contain material errors; in other
words, when determining the value of the acceptable audit risk as zero, the auditor
performs full verification, which is possible in practice because the auditor's
responsibility is to obtain reasonable, not conclusive, assurances (Helles and Mutair,
2020).

This is because most audit evidence is convincing rather than conclusive and relies on a
statistical sampling system. Likewise, many accounts contain personal estimates and
judgments (Shahverdi et al., 2023).

If the acceptable audit risk is determined at 100%, this means a case of complete
uncertainty, meaning that the auditor did not conduct the audit at all. Thus, the acceptable
risk value can be interpreted as assuming that the auditor evaluates these risks at a value
equal to 3%; this means that the assumed assurance from the audit process is 97% (Arens,
2017). Meanwhile. AICPA (1983) stated that audit risk is a function of three components

that are:

inherent risk * control risk * detection risk. That is AR= IRXCRxDR.

When the auditor evaluates the acceptable level of risks at low value, it will perform the
audit process more broadly in terms of the volume of evidence as well as the number of
tests and procedures, and this enables him to discover many of the fundamental errors
present. Accordingly, the probability of detecting material errors is close to the actual
material misstatements present in the financial statements. (Soltani, 2007)

To accurately assess acceptable audit risk, the auditor must evaluate the factors affecting

this risk. According to the theoretical literature in the auditing profession, the value of
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acceptable audit risks is affected by an increase or decrease due to three related factors:
the extent of external users™ dependence on the financial statements, the possibility that
the client will confront financial difficulties and disorders, and the extent of honesty in
the client's management (Arens, 2017).

Acceptable audit risk is the extent to which the auditor is willing to accept the possibility
of material errors in the client’s financial statements after the end of the audit process and
arrive at an unqualified opinion. The value of acceptable audit risks depends on the
auditor’s personal opinion regarding his willingness to accept financial statements that
lack fair representation after completing the audit process and issuing an unqualified
opinion, and the lower the value of the acceptable audit risk, the procedures and tests that
the auditor will perform will increase (Ibrahim et al., 2019).

The auditor's liability is to provide a general opinion that the financial statements of the
client are free from material misstatements rather than to provide full assurance that these
statements are completely free of errors, as the auditor selects a sample of observations
to investigate rather than investigating all the observations, documents, and procedures in
the business. Thus, there is a definite margin of error in the judgment of the auditor, and
this is called the acceptable audit risk. However, this risk should be very low, or the
statements will lose their trustworthiness and validity if used as an interesting source for

stakeholders’ decisions, especially investment decisions.
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There Are a Number of Factors That Influence the Acceptable Audit Risk Which

Are:

1. The Reliance of Users on the Clients’ Financial Statements: The reliance of
external users on the client’s financial statements to a large extent requires the auditor
to be more certain that the financial statements under audit do not contain any material
errors or misstatements (Naibei et al., 2014). In order for the auditor to be more certain
that there are no fundamental errors, he must reduce the value of the acceptable risk
percentage to an acceptable level (Pike et al., 2016).

If the auditor fails to discover the fundamental errors present in the financial statements
and a large number of external users rely heavily on these financial statements, many
of those users will incur losses, and thus the auditor will be exposed to legal
accountability as a result of negligence. In order to avoid this, the auditor must be more
certain that the financial statements are free of material errors or misstatements and
that the acceptable audit risk is low (Porter et al., 2008).

The most interesting aspect of the extent of users™ dependance on the clients™ financial
statements is the volume of the client’s operations, as there is a positive correlation
between the clients™ operations measured by total sales or total asset volume and the
public and stakeholders™ reliance on the financial statements. Another interesting
measure is the ownership structure of the client, especially when the client is a large
corporation with a diversified ownership structure.

2. The Potential of Financial Difficulties: One of the important factors that affect the
auditor's” determination of the acceptable audit risk is the possibility that the client will
confront financial disorders and difficulties, and the high potential of bankruptcy and

illiquidity. When the auditor expects that the client will confront financial difficulties
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in the future, he should decrease the acceptable risk value (Porter et al. 2008). In the
event that the client becomes bankrupt or is exposed to huge losses after the end of the
audit process, the auditor becomes liable.

3. The Honesty of Client Management: The honesty of management is one of the vital
factors that affect acceptable audit risks. The presence of honest management and high
moral values will help the auditor overcome the risks he faces during the auditing
process. On the contrary, a lack of management honesty leads to increased audit risks,
thus decreasing the value of acceptable audit risks and increasing the number of tests
and procedures that the auditor will perform. The honesty of management affects all
accounts and operations carried out by the client.

Thus, the determination of acceptable audit risk relies on three interesting factors: the

reliance of the public and users on the financial statements of the business. Besides, the

potential financial disorders and difficulties that the client may confront in the future, and
the honesty of client management When there is a high reliance on the financial
statements of the client, the acceptable audit risk should be very low. Furthermore, there
is a negative correlation between the potential for some financial difficulties, the potential
for solvency and liquidity, and the acceptable audit risk. Eventually, the honesty of the
senior management and employees is a critical factor that influences the acceptable audit
risk, as the auditor may increase the acceptance of audit risk when he knows that they are

honest people.
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2.2.3 Inherent Risk

According to ISA 200, inherent risk is “the susceptibility of an assertion about a class of
transaction, account balance, or disclosure to a misstatement that could be material, either
individually or when aggregated with other misstatements, before consideration of any
related controls” (International Auditing and Assurance Standards Board, 2022).

To calculate inherent risk using this formula:

Inherent Risk = Acceptable Risk / Control Risk * Detection Risk

Inherent risk is the “exposure of a claim about a transaction account balance or disclosure
to a misstatement either individually or in total with other misstatements that can be
material, assuming no associated internal control” (Van et al., 2017).

Politis (2018) stated that inherent risk is “the susceptibility of account balance or
transaction categories to material errors individually or when integrated with
misrepresentations in balances or other categories without regard to the relevant internal
control." Whereas, Krishnan and Peytcheva (2019) stated that inherent risk is "the risk
that takes place from the likelihood of a physical variation in a specific item or activity
or the sum of variations in specific items; thus, if these deviations are integrated, they
become material”.

According to Singh et al. (2019), inherent risk argues that the size and volume of financial
activities and operations influence the volume of inherent risk; the larger the financial
operations size and amount, the greater the risk of collateral, and the complexity of the
calculations that influence account balances or groups of financial operations increases

inherent risk.
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Chen et al. (2019) argued that the difficulty of auditing the massive and core processes of
the client will increase the collateral risk. Whereas, the risk audit model is an interesting
methodology that focuses on the inherent risks involved in business activities and
systems, and it provides assurance that senior management has the ability and tools to
manage these risks with what is called the defined risk appetite level.

Matrood and Khilkhal (2019) defined inherent risk as the extent to which account
balances or a set of transactions are exposed to material error that leads to overstating the
value of the account balances significantly, and these risks are associated with the nature
of the work and the nature of the account balances.

This means that the auditor evaluates the probability of material misstatement before
taking into consideration the efficiency and effect of the internal control of the client.
Inherent risks are those that are represented by the occurrence of an error in an accounting
element or a specific type of activity or operation. For this error to be material, it must
not have occurred as a result of a weakness in the control system of the client. Several
factors affect this risk that include: the nature of the client’s work. The existence of
relationships between the clients” activities and operations and parties related to the client,
as well as an increase in personal judgments and estimates for client accounts, the
presence of non-routine operations, and the possibility of fraud indicators in the financial
statements (Lotfi, 2007),

Inherent risks are among the most important types of risks that affect the efficiency and
effectiveness of the audit process. Thus, the auditor must accurately assess the inherent
risks. If the auditor assesses this risk as greater than the actual level, this requires
increasing the volume of evidence and conducting more tests. This needs more effort to

perform the audit function efficiently.
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Several Factors Influence Inherent Risk, Including:

The Nature of the Client’s Work: the nature of the client's economic sector and
business activities affect the extent of inherent risk, as some industries are
characterized by a higher degree of risk than other industries or economic sectors. For
instance, to calculate inventory for a customer who practices the electronics industry,
due to the inherent possibility, the value of inventory decreases as a result of
technological developments, while the value of the inherent risks may not be high. in
the inventory account for a client who practices the furniture industry.

Parties Related to the Client: 1AS 240 explains related parties as both managers and
companies, institutions, and all those who control and have a fundamental influence
on the decisions of companies and institutions. International accounting standards
require auditors and companies to disclose in the financial statements all material
transactions that occurred with those related parties to the client. Thus. If there is a
high volume of transactions between the client and other related parties, this indicates
that the auditor should increase his consideration and involvement in the assessment
of inherent risk (International Auditing and Assurance Standards Board, 2022).
Personal Judgments and Estimates of Client Accounts: Some types of accounts
are characterized by the use of personal estimates and judgments by client
management, such as the measurement of fair value vs. historical cost method and the
allowance for doubtful debts account. In these cases, there is a high potential for errors
in estimations and personal judgment. Thus, this increases the volume of inherent risk

for the client (Gray and Manson, 2008).
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4 Indicators of the Possibility of Fraud in the Client’s Financial Statements: Fraud
Is an intentional error or omission of amounts or disclosures with the aim to deceive
users of financial statements. In some cases, pressure is exerted on the client’s
management from outside the facility or from within to achieve high profits.
Sometimes the client’s management has the opportunity to commit fraud, so the
client’s management prepares fraudulent financial statements, especially when there
is weak internal control, a weak accounting information system, or a lack of ethical
organizational culture. Thus, the external auditor should emphasize these indicators

when setting the audit plan and performing the audit function for the client.

2.2.4 Control Risks

According to IAS 200, Control risk “the risk that a misstatement that could take place in
a statement about a class of transaction, account balance, or disclosure and that could be
material, either individually or when aggregated with other misstatements, will not be
prevented, or detected and corrected, on a timely basis by the entity’s internal control.
This is the auditor's assessment of the internal control of the enterprise in terms of the
ability to prevent and correct errors” (International Auditing and Assurance Standards
Board, 2022).

According to Lawerence et al. (2017), control risk is associated with the likelihood of an
error in the recognition of a financial event that could be material, either individually or
when combined with errors, and has not been prevented from being detected, discovered,
and corrected at the correct time by the internal control system of the client. Alzeban

(2019) claimed that the risk of control is a function of the internal control system, as



24

increasing the efficiency and effectiveness of the client's internal control system will
decrease the volume of control risks.

Mubako and O Donnell (2018) argued that the auditor's assessment of the control risks
relies on his performing familiarity tests and tests of compliance with the clients™ internal
control system, and in the absence of such an assessment, the external auditor ought to
assume that the control risks are high.

Control risk is the risk resulting from the possibility that the organization’s current
internal control system is not able to detect or prevent the occurrence of material errors
in the financial statements. Thus, there is a negative correlation between the existence of
an efficient internal control system and the existence of control risks. The possibility that
the client’s internal control systems will not be able to prevent or detect errors and
material misstatements results in internal control risks, which are the risks resulting from
the possibility of a fundamental deviation in a specific item, a specific activity, or a group
of deviations in specific items and the failure of the internal control system to prevent it
or discover it in a timely manner (Al-Thanibat 2006).

After the auditor understands the client’s internal control system, he begins to evaluate
the control risks, and as they increase in strength, effectiveness, and reliability, the auditor
evaluates the control risks at a low value. If the auditor evaluates the control risks at a
high value, which means that the auditor will not rely on the internal control system of
the client to reduce audit risks, it will therefore carry out extensive tests and procedures
due to the low value of audit risk discovery. If the value of control risks is low, the auditor
relies heavily on the quality of the internal control system of the client to reduce the value

of audit risks, and therefore it will perform fewer tests and procedures (Hadil et al., 2023).
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Control risk is the risk that a misstatement that could take place in an assertion and that
could be material either individually or totally when aggregated with other misstatements
will not be prohibited or erased and adjusted on an appropriate basis by the internal
control auditor taking into consideration the control environment of a business together
with detailed control activities and system objectives in evaluating the control risk as an
interesting risk for a specified area of the financial statements (Alzabari et al., 2019)
The assessment of control risk is interesting to assess to what extent the auditor has no
control over either inherent risk or control risk. These risks are borne by the business
subject to audit. On the other hand, the auditor must evaluate them when determining the
level of the detailed substantive procedures to be performed.

The formula to calculate control risk is:

Control Risk = Acceptable Risk / Detection Risk * Inherent Risk

2.2.5 Internal Control Definition and Components

The concept of internal control has developed significantly as a consequence of the rapid
and dynamic changes and developments in administrative concepts, as its role has
transformed from just discovering errors and faults to becoming an interesting tool in
immunizing human resources, detecting errors and faults, and treating them before they
take place (Pickett, 2010).

According to Alzabari et al. (2019), internal control is “a set of systems, instructions,
decisions, and regulations that regulate firms in the administrative unit, control methods,
and existing tools to safeguard public money, and it is the administrative divisions and
units that divide the work system in a manner that prevents loss, collusion, or

embezzlement”.
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According to Al-Rifay et al. (2022), internal control refers to the activities and processes
that are carried out by the board of directors or individuals and are established to provide
proper assurance concerning the achievement of organization or business objectives of
operational control relating to the effectiveness and efficiency of activities and operations,
controlling and supervising financial reporting, and compliance with the control.
Basically, the internal control based on Committee of Sponsering Organizations (COSO)
framework has five essential components that are: control environment, risk assessment,
control activities, information and communication, monitoring (Krivtsov and Tarasova,
2022).

Control Environment: It refers to the procedures, policies, and behaviors that show the
involvement and interest of business management in the role and importance of internal
control (Flayyih et al., 2022). Basically, there are several factors influencing the control
environment such as integrity and morale values, philosophy of board of directors and
senior executive management, organization structure (Armstrong & Taylor, 2020),
efficiency and effectiveness of the board of directors, manners and approaches of
delegating power and assignment of duties and responsibilities, existence of an efficient
human resource management policies and procedures, and external influences that is the
existence of follow up to the financial control body's recommendations and the top
management emphasize to be in line with the laws, regulations, recommendations, of
different stakeholders (Van Greuning & Bratanovic, 2020).

Risk Assessment: Businesses confront several internal and external risks regardless of
their size, nature of their activities and operations (Alslihat et al., 2018). The internal
control components have to be subject to an evaluation of the risks they comprise, and

the senior management ought to assess the risks as constitute of the design and operation
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of the internal control system to decrease faults, errors and violations (Lestari & Sudrajat,
2023). The core of the control process is to specify the risks that confront the
accomplishment of business objectives and set properties for managing all various types
of risks that the business may expose to them. Thus, the goal setting is the heart of the
internal control work (Abass et al., 2022).

Control Activities: control activities refer to the general policies and procedures that help
confirm that the instructions of the management are executed efficiently (Nashwan &
Ashour, 2023). Besides, the control activities help confirm that the required actions are
carried out to meet the risks associated with achieving the objectives and goals of the
business (Abdulfattah, 2023). Basically, there are several types of control activities that
the business may undertake, such as segregation of duties and responsibilities, proper
delegation of authorities to perform definite activities and operations, efficient
documentation and records, physical control of assets, and appropriate verification of the
efficiency and effectiveness of control activities. (Hall, 2015)

Information and Communication: The information and communication component
refer to the efficiency and effectiveness of the information system to ensure
trustworthiness and confirmation of the quality of financial reporting. Information and
communications include interesting tools of information systems, methods, and records
for the specification, analysis, categorization, and recording of accounting transactions of
the business (Al-Tameemi, 2023). Besides, disclosure and maintaining the firms™ assets
and liabilities associated with communication consisting of taking an obvious
understanding of employees’ roles, duties, and responsibilities for internal control and its

effect on financial reporting of the business, the business regulations and policies, and the
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financial and accounting reports manual are components of information and
communication (AL-Timemi & Flayyih, 2015).

Monitoring: It refers to the activities associated with the continuous appreciation and
periodic evaluation of the performance of internal control in the business (Albarraq et al,
2023). The internal control department or unit usually performs monitoring tasks to
identify the effectiveness and efficiency of the internal control system and specify the
potential for adjustments in compliance with developments and changes in the ambient
environment and conditions. This is carried out by investigating the internal control and
reports of regulatory organizations (Kritov & Tarasova, 2022).

Thus, in my opinion, internal control is an interesting instrument in the hands of senior
management and the board of directors as it helps to guide the management of the
organization and its human resources to weaknesses with the aim of avoiding them, and
internal control acts an essential role in identifying points of success and strength to take
the correct actions, as well as providing a psychological deterrent that helps detect and
prevent weak souls from exploiting weaknesses for the practice of administrative and

financial corruption.

2.2.6 Detection Risk

According to IAS 200 the detection risk is “the risk that the audit procedures will not
materially disclose a misstatement of the account balance (or class of transactions) that
may be material, alone or in aggregation with the misstatement of the balances in the
other accounts. The risk of non-detection of material misstatement due to fraud is higher
than material misstatement due to error, as fraud may involve conspiracy, distortion,

deliberate confiscation, misinterpretation, or neglect of internal control. It is the risk that
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the procedures carried out by the auditor to decrease audit risk to an acceptably low level

will not detect a misstatement that exists and that could be material, either individually or

when aggregated with other misstatements” (International Auditing and Assurance

Standards Board, 2022).

According to auditing techniques the detection risk is the percentage of audit risk divided

by the sum of inherent and controls risks

Svanberg et al. (2019) stated that detection or discovery risks take place due to the

potential failure of the auditor to detect and discover a material fault or error in the use of

a method or improper or inaccurate implementation of auditing samples, or using false or

improper audits but not detecting errors or faults.

Cassell et al. (2019) claimed that the discovery or detection risk is an assessment of the

failure of auditors to detect substantive errors and faults that already exist”.

The main characteristic of detection or discovery risks is that these faults and risks fall

within the control of the auditors, and they can control and adjust them based on the

results of assessing and evaluating the risks of control by decreasing or increasing the

substantive tests and investigations (Appelbaum et al. 2018).

Basically, there are two categories of detection risks:

1. The analytical examination risk: The risks that arise from the analytical procedures
failure to detect substantial errors or faults in a specific balance or group of activities
and operations that have not been discovered by the internal control system of the
client (Huang et al., 2017).

2. The risk of detailed investigation that emerges due to the failure of detailed

examinations to detect substantial errors in the balance of a specific account or group
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of activities and operations that analytical procedures have not been able to detect and

discover (Pike et al. 2016).
Detection risk refers to the risk that the auditor procedures will not detect a misstatement
that occurs in an assertion that could be material either individually or when aggregated
with other misstatements, given that auditors depend on their personal judgment and
skepticism in determining the level of applicable inherent risk and control risk (Politis,
2018).
Thus, in my opinion the detection risk is the risk that the external as well as internal
auditors will not notice or detect a material misstatement that exists in a statement. It has
two types that are substantive tests of details risk and analytical procedures. That is, the
detection risk may take place due to failure of substantive analytical procedures to find a
material misstatement or due to failure of internal controls to detect a material
misstatement.

The Formula to Calculate Control Risk is:

Detection Risk = Acceptable Risk / Control Risk * Inherent Risk

2.2.7 Relationship Between the Types of Risks

When using the audit risk model, the external as well as internal auditors ought to first
identify the extent of audit risk that they consider acceptable and are willing to take. Then,
they have to evaluate and measure the likelihood of inherent riskiness in the client’s
activities and operations. Besides, to assess the inherent risk of clients™ cycles or financial
statement assertions. Then, they have to document and assess the quality of the internal

control system. Eventually, they integrate control risk and inherent risk to identify the
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amount of detection risk that can be exposed, given the targeted audit risk level (Soltani,
2007).

When the audit decides to use the audit risk model, he should quantify, either as
percentages, the inherent risk, the control risk, and detection risk elements. It is self-
evident that auditors in making these evaluations will use their professional skepticism
and judgment based on previous experience, knowledge and attitudes both generically or
specifically in terms of the specific client (Huang et al., 2017).

When the auditor assesses the inherent risk and control risk, acceptable detection risk
should be low to decrease audit risk to an acceptably low level. For instance, if the internal
control system is efficient and effective in detecting and preventing errors, the auditor is
able to carry out less efficient substantive tests. However, if the account balance is more
vulnerable to misstatement, the auditor should use more efficient substantive testing
procedures (Appelbaum et al. 2018).

Thus, in simple words the greater level of the evaluation of inherent risk and control risk,
the more required audit evidence that the auditor ought to get from the performance of

substantive procedures.

2.2.8 ISA Related to Audit Risk Model
There are several International Standards of Auditing related to the audit risk model. The

researcher will present and emphasize some of these interesting standards.

2.2.8.1 ISA 200 “Overall Objectives of the Independent Auditor and the Conduct of

an Audit in Accordance with International Standards on Auditing”
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This standard deals with the overall responsibility of an independent auditor when
performing an audit of the financial statement of the client. This standard shows and
explains the nature and scope of an independent auditor's objectives to give him the
opportunity to achieve these goals and objectives (International Auditing and Assurance
Standards Board, 2022).

This standard aims to support and increase the trust and confidence of the public and
stakeholders in the financial statements. This objective is achieved by the auditor's
expression of his opinion on the quality of the disclosed financial statements according to
all material aspects. that is, to disclose his opinion if the financial statements are presented
fairly and show and express a true and fair presentation in accordance with the framework.
The auditing performed in line with ISAs and associated ethical standards and
requirements will give the auditor the opportunity to form his opinion (International
Auditing and Assurance Standards Board, 2022).

ISAs mandate that the independent auditor must obtain reasonable assurance that the
financial statements of the client are free from material misstatement, either due to
fraudulent practices or misstatement errors and faults. According to this standard,
reasonable assurance is perceived as a high level of assurance. The researcher achieves
this when he gets adequate audit evidence to decrease audit risk. The audit risk in this
standard is “the risk that the auditor presents an unfitting opinion when the financial
statements are materially misstated to an acceptably low level”. On the other hand,
“reasonable assurance is not an absolute level of assurance because there are inherent
limitations of an audit that result in most of the audit evidence on which the auditor draws
conclusions and bases the auditor’s opinion being persuasive rather than conclusive”.

(Ref: Para. A31-A57) (International Auditing and Assurance Standards Board, 2022).
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ISA 200 classifies material misstatement risk as the risk that the financial statement of
the client is materially misstated prior to audit, and it has two essential components that
are: “Inherent risk that is the weakness of a claim about a class of transaction, account
balance, or disclosure to a misstatement that could be material individually or when
aggregated, before emphasizing any associated controls. However, the control risk refers
to the risk that a misstatement that could take place in an assertion about a class of
transactions, account balance, or disclosure and that could be material, either individually
or when aggregated with other misstatements, will not be prevented, detected, or
corrected on a timely basis by the entity’s controls” (International Auditing and

Assurance Standards Board, 2022).

2.2.8.2 ISA 240 “The Auditor's Responsibilities Relating to Fraud in an Audit of
Financial Statements”

ISA 240 is an effective international audit standard of financial statements that was set in
practice after December 15, 2009. This ISA was enacted to specify and assess the risks
of material misstatement of the financial statements due to fraud and fraudulent practices.
Besides, this standard requires auditors to obtain adequate proper audit evidence
concerning the assessed risks of material misstatement because of the fraud, through
planning and implementation of proper responses and reacting properly to these practices
or suspected fraud detected and identified in the audit function and practices
((International Auditing and Assurance Standards Board, 2022).

ISA 240 defined error as “Unexpected misstatements in the financial statements,
including the omission of an amount or its data such as the process of collecting or

processing data, or estimating the information obtained directly or indirectly, as a result
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of the data or its interpretation to enforce or stop applying accounting principles related
to measurement, classification, presentation or separation (International Auditing and
Assurance Standards Board, 2022).

ISA 240 deals with the responsibilities of the auditors associated with fraudulent practices
in an audit of financial statements. ISA 240 mandates that the auditor is responsible for
fraud that causes a material misstatement in the client’s financial statements There are
two types of intentional misstatements that are related to the auditor that are:
misstatements due to fraudulent financial reporting and misstatement that arises due to
misappropriation of assets. According to ISA 240, auditors must conduct an audit
function in line with ISAs and they are responsible for obtaining reasonable assurance
that the financial statements in general are free from material misstatements either due to
fraud or errors. Thus, there are inherent limitations that are the unavoidable risk that could
be detected or prevented in the clients™ financial statements, despite the audit function
and assignment are appropriately planned and conducted in line with the ISAs
(International Auditing and Assurance Standards Board, 2022).

ISA 240 also mandates that auditors must obtain a clear recognition and understanding of
client's environment and its internal control, when they perform risk assessment
procedures and related activities. There are several requirements that the auditors should
carry out to assess the client risk, especially understanding the frequency, nature and
extent that the clients” management assess of the risks relevant to the financial statements.
Likewise, they have to recognize if there are previous fraud practices that have practices
previously in the firms and how the management responses to those practices. Besides,

they have to recognize the nature and openness of the management with employees” views
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and support moral and ethical practices in the business (International Auditing and

Assurance Standards Board, 2022).

2.2.8.3 1AS 300 "Planning for Audits of Financial Statements"

This standard deals with the responsibility of the auditor to plan the audit function of the
client. It emphasized the role and timing of planning, as the standard mandates that
sufficient planning takes advantage of the audit of financial statements to devote proper
consideration to significant areas of audit. Besides, to help the auditor specify and resolve
any problems that may take place on a timely basis. Likewise, to help the auditor
appropriately organize and manage the audit engagement. Thus, it is carried out in an
efficient way. Furthermore, it helps in the selection of the team members who have the
adequate experience and competencies to respond to an expected risk and the appropriate
assignment of work to them. Eventually, it facilitates the supervision and leading of the
audit team members and the review of the audit work.

IAS 300 mandates that the auditor ought to develop an audit plan that entails the nature,
timing, and degree of planned risk assessment procedures and that the auditor should
update and change the audit strategy and plan as required throughout the course of the
audit. Likewise, the audit team should consider the analytical procedures to be applied as
risk assessment procedures. The necessity to obtain a clear awareness and understanding
of the legal and regulatory framework applicable to the entity and the manner in which
the client is in line with that framework. Besides, the determination of materiality. The

involvement of experts and the procedures to perform other risk assessment issues.
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2.2.8.4 ISA 315 “Identifying and Assessing the Risks of Material Misstatement
Through Understanding the Entity and Its Environment”

ISA 315 aims to support and strengthen the responsibilities of the auditors in assessing
and identifying the risks of material misstatement in clients” financial statements. This
standard mandates that auditors have to exercise professional skepticism and to get
adequate proper audit evidence to enhance the conclusions disclosed in the financial
statements. Besides, this standard emphasizes that auditors must understand the client
environment and the efficiency of the internal control system (International Auditing and
Assurance Standards Board, 2022).

According to ISA 315 the business risk is “a risk emerges due to significant conditions,
events, circumstances, actions or inactions that could negatively influence the abilities of
the business to perform its objectives and carry out its strategies, or from the setting of
improper objectives and strategies” (International Auditing and Assurance Standards
Board, 2022). Whereas, the risk assessment procedures concept was defined as “the audit
procedures carried out to obtain a recognition of the client and its environment, including
the internal control of the environment to identify and assess the risks of material
misstatement, whether due to fraud or error at the financial statements and assertion
levels” (International Auditing and Assurance Standards Board, 2022).

ISA 315 requires the auditors to carry out risk assessment procedures to provide a basis
for the risk misstatement identification and assessment at the financial statement and
assertion levels. Risk assessment procedures by themselves. On the other hand, do not
provide adequate proper audit evidence on which to base the audit opinion” (International

Auditing and Assurance Standards Board, 2022).
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2.2.8.5 ISA 320 "Materiality in Planning and Performing an Audit"

This standard objective is to deal with the responsibility of the auditors to implement the
concept of materiality in planning and carrying out an audit of the financial statements of
clients. It shows the way that materiality is used in assessing the effect of specified
misstatements on the audited and of uncorrected misstatements, if any, on the financial
statements.

According to this standard the materiality is judgment that is taken based on several
surroundings, conditions and circumstances and are influenced by the size and nature of
a misstatement or an integration of both and the expected impact of misstatements on
particular individual users who have various considerations and interests.

Thus, the specification and determination of materiality are associated with professional
judgment, and is affected by the perception of the auditor of financial information needs
of the financial statements’ users. Thus, the auditor should have a reasonable knowledge
of economic and business functions and activities and accounting system and a desire to
investigate the information in the financial statements with appropriate diligence.

Besides, the recognition that the financial statements are prepared, presented and audited
to level of materiality.

ISA 320 defines materiality as the amount determined by the auditor at less than
materiality for the financial statements as a entire to decrease to a proper low level the
probability that the aggregate of unrecorded and undetected misstatements is greater than
the materiality of the financial statements as a whole. If applicable, performance
materiality refers to the amount or amounts set by the auditor at less than the materiality

level or levels for specific classes of transactions, account balances or disclosures.
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According to ISA 320, an audit team should consider both materiality and audit risk when
performing audits of financial statements. They have to identify and assess the risks of
material misstatement. Besides, they have to determine the nature, timing and degree of
further audit procedures and to evaluate the impact of uncorrected misstatements, if any,
on the financial statements of the client and in forming the opinion in the reports of

auditors.

2.2.8.6 ISA 330 “The Auditor’s Responses to Assessed Risks”

The objective of this standard is “to obtain adequate proper audit evidence concerning the
assessed risks of material misstatements through designing and implementing proper
responses to those risks”. Furthermore, according to ISA 330 “the objective of the auditor
is to get adequate audit evidence concerning the assessed risks of material misstatements
by establishing, designing, and carrying out proper and efficient practices and actions in
response to such these risks” (International Auditing and Assurance Standards Board,
2022).

According to ISA 330 the auditor ought to design and carry out further audit procedures
whose nature, timing and degree are based on and are responsive to the assessed risks of
material misstatement at the assertion level ((International Auditing and Assurance
Standards Board, 2022). This standard requires that taking into consideration the
justifications for the assessment given to the risk of material misstatement at the assertion
level for each class of transactions, account balances and disclosure” (International

Auditing and Assurance Standards Board, 2022).
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2.2.8.7 ISA 402 "Audit Considerations Relating to An Entity Using a Service
Organization"

ISA 402 argued that auditors must obtain a clear awareness and understanding of the
client entity, including the nature and quality of the internal audit related to audit.
Adequate to specify and evaluate the risks of material misstatements and in planning and
conducting further audit procedures responsive to those risks.

The auditors under ISA 402 have to get a clear understanding of the nature of services
provided by the service firm and the importance of those services to the users, the nature
and materiality of the transactions processes or accounts or financial reporting processes
influenced by service firms. The extent of interaction between the service firms' activities
and those of the user entity, and the nature of the relationship between the user entity and
the service firms including the relevant contractual terms for the activities performed by
the service firms.

According to the response of the auditor to the assessed risks of material misstatement,
IAS 402 confirmed that the user auditor will specify if an adequate audit evidence
concerning the relevant financial statement assertions is existence from records held at
the user firm and if not perform further audit procedures to get adequate proper audit
evidence or use another auditor to carry out those procedures at the service firm on behalf

of the auditor.

2.2.8.8 ISA 450 "Evaluation of Misstatements Identified During the Audit"
This standard deals with the responsibility of auditors to assess the impact of specified
misstatements on the audit and of uncorrected misstatements on financial statements. This

standard states that the misstatement may be a result of an inaccurateness in the collection
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or processing of the data from which the financial statements are obtained. Besides, an
omission of an amount or disclosure including insufficient or incomplete disclosures and
those disclosures need to meet disclosure objectives of specific financial reporting
frameworks as applicable. Besides, incorrect account estimates are taking place due to
overlooking or clear misinterpretations of realities and facts, or due to misjudgments
about accounting estimates that the auditor or perceives unreasonable or the selection and
implementation of accounting policies that the auditor perceives improper. Or an

incorrectness in classification, aggregation or disaggregation of information.

2.2.8.9 ISA 500 “Audit Evidence”

ISA 500 clarifies what establishes audit evidence in an audit of financial statements of
the client as well as it deals with the duties and responsibilities of the auditor to design
and carry out audit procedures to get adequate proper audit evidence to be able to draw
reasonable conclusions on which to base the opinion of the auditor. The objective of this
standard is to create and carry out audit procedures in a such a manner as to be able to
obtain adequate proper audit evidence to be able to establish conclusions on which to be
the opinion of the auditor (International Auditing and Assurance Standards Board, 2022).
According to ISA 500, audit evidence is the information obtained by the auditor to arrive
at the conclusions on which the opinion of the auditor is based. It includes information
contained in the accounting records underlying the financial statements and information
taken from other sources (International Auditing and Assurance Standards Board, 2022).
These standard mandates that the auditor ought to emphasize the reliability and relevance

of the information to be utilized as audit evidence, including information taken from
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external information sources such as experts in management, service organizations or

experts of audit (International Auditing and Assurance Standards Board, 2022).

2.2.8.10ISA 520 “Analytical Procedures”

ISA 520 deals with the use of the analytical procedures by the auditor as practical
procedures. Besides, it deals with the duties and responsibilities of the auditor to carry
out analytical procedures near the end of the audit to help the auditor when establishing
a general opinion about the financial statements of the client. This ISA 520 aims to “get
relevant and reliable audit evidence when using substantive analytical procedures and to
design and carry out analytical procedures near the end of the audit that help the auditor
when forming an overall conclusion as to whether the financial statements of the client
are consistent with the recognition of the auditor of the entity” (International Auditing

and Assurance Standards Board, 2022).

2.2.8.111SA 530 “Audit Sampling”

This standard is interesting when auditors decide to use audit sampling when conducting
audit profession and duties. This standard deals with both non probability and probability
sampling selection methods. Thus, the objective of ISA 530 to provide a proper and
reasonable foundation for the audit to draw right conclusions concerning the population
from which the sample was selected (International Auditing and Assurance Standards
Board, 2022).

According to ISA 530 the sampling risk refers to the risk that the conclusion of auditors

based on a sample may be various from the conclusion if the whole population were
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investigated to the same audit procedure. This type of risk may lead to two categories of

inaccurate conclusions (International Auditing and Assurance Standards Board, 2022).

1. Inthe case of atest of controls, the controls are more efficient than they really are, or
in the case of a test of details, that a material misstatement does not exist when in
reality it does. The auditor is basically involved in this category of inaccurate
conclusion, as it influences audit efficiency and is more expected to lead to an
incorrect audit opinion.

2. In the case of a test control, that controls are inefficient or less effective than they in
reality are, or in the case of a test of details, that a material misstatement exists when
in reality it does not. This category of erroneous conclusion influences audit
effectiveness, as it would often lead to further work to establish that initial conclusions
Were erroneous.

The other interesting type of risks is the non-sampling risk that takes place when the

auditor reaches an incorrect or erroneous conclusion for any reason not associated to

sampling risk. Examples of non-sampling risk are use of improper audit procedures, or
explanation of audit evidence and failure to understand a misstatement or deviation

(International Auditing and Assurance Standards Board, 2022).

There are several standards related to the audit risk model. This indicates that the risk

audit is one of highly interested topic in audit field and it has gained the interest of

regulators such as the International Standards of audit Board. As, these standards have
explained the role of the auditors to identify and assess the different risks of material

misstatement and how to conduct audit duties and responsibilities.



43

2.3. Previous Studies

There are a few studies that have examined the extent and determinants of the application
of the audit risk model in different countries around the world with especial focus on
Palestine. Shahverdi et al. (2023) explored the fundamental barriers to implementing a
risk-based audit system in Iran using the qualitative research approach. The population
was the registered with the Association of Certified Auditors. The study confirmed that
the critical barriers to risk-based audit implementation are the complexity of business
operations and practices and the lack of professors and experts in audit firms. Likewise,
Dwyer et al. (2023) examined the extent of auditor risk assessment disclosure in an
expanded audit report to measure to what extent audit firms disclose critical and key audit
matters in a sample of 350 firms listed in London. The study followed the quantitative
approach. The study results found that audit committees specify a greater extent of risks
compared to what auditors identify. However, the external auditors and the audit
committee disclose the same types of risks.

According to Esmail and Haque (2022) who examined the effect of the business risk-
based auditing implementation on the audit process in listed firms in Yemen. The study
found that the effect of cost of audit risk model implementation, based risk audit
application, analytical procedures, internal controls and audit evidence as major
determinants of audit risk implementation. Furthermore, there is significant positive
effect on the quality of the audit function and the way of performing the audit function.
Moreover, Le et al. (2022) explored the critical factors influencing the implementation of
an audit risk approach to improve the quality of audit functions in Vietnam. The study
followed a mixed research approach. The data was taken from a sample of 355

professional, qualified experts. The study findings demonstrated that there is a positive
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correlation between the audit risk model and the quality of external audits. Furthermore,
the critical factors influencing audit risk implementation are: auditors™ knowledge and
experience, auditors’ capacity, job pressure on auditors, the support of IT, and the
competitiveness of the audit firm. However, the most critical factors are the extent of the
risk to the client and the availability of the required IT infrastructure.

Similarly, Fakhfakh and Jarboui (2022) examined the effect of the efficiency of the board
of directors, audit quality, and ownership structure on audit risk application in non-
financial firms in Tunis during 2005-2010 and 2011-2017, that is, post- and pre-
revolution. The study found that efficient corporate governance through an effective
board of directors, a proper ownership structure, and the existence of high-quality audits
positively affect the application of the audit risk model in listed firms in Tunis. Besides,
the application of the audit risk model decreases agency problems.

Abudy and Shust (2022) examined the variations in auditing practices between both
family and non-family firms in Israel from the perspective of both internal and external
auditors. The sample consists of (1707) observations in family-owned enterprises and
(1865) observations in not family-owned enterprises. The study results demonstrated that
external auditors exercise more effort and charge greater hourly rates for non-family firm
engagement compared to family enterprises. Besides, the efforts of internal auditors in
non-family firms are greater than in family firms. This means that external and internal
auditors confront higher control and detection risks in family businesses compared to non-
family businesses.

Meanwhile, Almaialy and Alawaad (2020) explained the definition of the audit risk model
and its role in the verification of auditors in Iraq. The study followed the quantitative

research approach and the questionnaire design. The study was taken from a sample of
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(60) external auditors and academics. The variables of the study consisted of inherent
risk, control risk and detection risk. The study findings demonstrated that confirmation
and assurance services are audit services that are offered independently to enhance the
quality of audit activities and increase the trustworthiness of the financial statements.
Besides, the study emphasized that the external auditors should comply with audit
standards and rules with a special commitment to independence, objectivity, disclosure,
and integrity.

Helles and Mutair (2020) examined the level of external auditors’ adoption and
implementation of audit risk models in Palestine using a quantitative research design and
an exploratory approach. The study results confirmed that there is a high level of external
auditors’ compliance with ARM. The investigated sample confirmed that their response
when there is a high level of audit risk is to increase the sample size, obtain more audit
evidence, and perform further tests and investigations on the obtained data. They also use
descriptive tools and percentages to document audit risk assessment. They also use both
their professional judgment and software tools to integrate risk assessment and valuation.
Niemi et al. (2018) examined the effect of audit risk model application on the processes
of auditing in Europe, with special emphasis on Finland during 1996-2010. The
researchers used the comparative analysis of a sample of audits performed between 1996-
2010. The data was taken from a sample of (81) audit engagements in 1996 and 59 audit
engagements in 2010. The study results confirmed that there is an increasing interest in
using the audit risk model by the Big 4 audit firms when implementing audit functions
for clients, as they allocate more effort and time to risky areas. The study also confirmed

that the audit efforts are a function of client risk, changes in auditing environment and
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clients sales volume and complexity of operations, client size, quality of internal control,
and existence of internal audit department or unit.

Likewise, Arzhenovskiy et al. (2019) developed a specific audit risk model based on the
breakdown of conventional audit risk models with the addition of other interesting
variables to evaluate the different risks attributed to different aspects of the audit task in
Russia. The researcher used the risk of substantial misrepresentation and the risk of non-
detection. The risk of material misstatement is disaggregated into inherent risk and control
risk. The study results confirmed that this model could be used to assess the different
types of risks that businesses are exposed to them.

Yazdaniyan and Dastgir (2019) examined the problems and obstacles associated with the
implementation of risk-based auditing in Iran. Mainly, the study examined the effect of
the structure and function of auditors and audit firms, incomplete rules and regulations,
non-universal instructions and principles, and related factors with the employer. The
study followed the quantitative research approach using a survey design. The data was
taken from (227) external auditors and audit directors in Iran. The study results confirmed
that the critical obstacles to risk-based audit implementation are the structure and function
of auditors and audit firms, a lack of auditors’ experience and knowledge of using IT in
audit practices and functions, and poor educational resources.

Abd-Elghaffar (2018) examined the effect of the risk-based audit entry implementation
under the COSO Framework on enhancing the quality of the audit function in listed firms
in Egypt. Besides examining the impact of the audit risk model on enhancing audit
functions and responsibilities, assessing and identifying risks Furthermore, investigate the
effect of audit quality on corporate financial performance. The study followed the

quantitative research approach using the questionnaire design that was distributed to a
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sample of (215) auditors. The independent variable is the implementation of audit risk
model, the dependent variable is efficiency of financial performance and the moderating
variable is the quality of the audit function. The study results demonstrated that audits
play an essential role in improving risk management in the investigated firms, as auditors
have the potential to provide interesting advisory advice and services to draw on general
policies and risk management strategies. Besides, the audit risk model has an essential
role in assessing and evaluating the efficiency and effectiveness of monitoring systems
and identifying the different risks that businesses may expose to them.

Rashedi (2018) examined the determinants influencing audit risk and investigated the
relationships among these variables in Iran. The researcher used a two rounded process
of the questionnaire thus the researcher followed the quantitative research approach. The
data was taken from a sample of (89) Iranian CPAs who were selected randomly. The
research results confirmed that there are several factors influencing the audit risks, which
include: the professional judgment of the auditor; judging the declaration degree of the
auditee; the awareness and familiarity of the auditor's with the business environment of
the client; However, the main factors influencing both inherent risk and control risk are
the processes that are utilized by the internal auditors in order to prevent, detect, and
correct the different expected errors and the separation of duties and responsibilities of
the internal auditors in the business.

Likewise, Amahalu et al. (2017) examined the effect of risk-based audits on the internal
quality of listed banks in Nigeria. The researchers followed a quantitative research
approach using a survey design that was distributed randomly to a sample of (44)
employees at (10) commercial banks in Awka Metropolis in Nigeria. The researcher

measure audit risk by using inherent risk, detection risk, and control risk. The study results
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demonstrated that there is a positive and significant effect of risk-based audits on the
quality of the internal control systems at the investigated banks. The study results
demonstrated that external auditors should use a risk audit model to increase the
efficiency and quality of internal control in listed banks in Nigeria.

El-Said (2017) examined the effect of macroeconomic changes in Egypt on the
assessment of auditors for the extent of audit risk, as the International Audit Standards
require external auditors to create a clear understanding of the client's micro- as well as
macroeconomic environment to be able to assess the conditions and events that may affect
the risk assessment and audit risk acceptance extent and to detect any material
misstatement throughout the audit process. The researchers used the survey design to
obtain the required data and information. The sample consists of (40) auditors working at
the branches of the big four firms in Egypt. The researchers examined the effect of times
of economic difficulties, declining economic conditions, and audit staff. The study results
revealed that external auditors rely on nonfinancial information and data when assessing
audit risk in unstable economic environments and conditions. Furthermore, under
unstable economic conditions, firms depend on expert and professional external auditors
to perform audit activities, such as those performed by senior auditors and partners.

In line with the previous study, Allaham et al. (2017) explored the critical factors
influencing the implementation of the audit risk model in commercial banks in Jordan.
The researchers examined the effect of bank size, the extent of technological
development, and the auditors™ characteristics on the audit risk model's implementation.
The data was taken from both internal audit managers and internal auditors at a sample
of thirteen banks. The data was taken from a sample of 833 auditors who were selected

randomly. The study findings revealed that there is a positive and significant effect of
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bank size, the extent of audit firms™ technological development, and the characteristics of
auditors on the application of the audit risk model.

Abidin (2017) explored the major factors influencing the adoption and use of risk-based
auditing in Malaysia. The study followed the quantitative research approach by using a
survey design. The data was taken from more than 117 heads of internal audit
departments. The study results confirmed that the most interesting factors influencing
risk-based auditing are “audit committee review and concern and the risk management
system”. Furthermore, the study results confirmed that an increased formalized risk
environment would positively affect an audit and business culture that fosters awareness
of the risk, increasing the potential of implementing risk-based auditing. Furthermore,
there is an insignificant effect of internal auditors™ experience, the qualification of the
audit committee, and the efficiency of the internal control system on the implementation
of risk-based auditing.

Alssabagh (2016) examined the effect of quantifying the risks of material misstatements
on improving the accuracy of audit risk assessment as well as the identification of
significant variations in the degree of practical procedures due to the use of both the
qualitative and the quantitative to assess the risks of material misstatements. The data was
taken from a sample of 151 external auditors in Syria throughout the period 2011-2013.
The study results confirmed that the utilization of quantitative instruments improves the
quality of audit risk approaches, increasing the efficiency and effectiveness of audit
functions. Besides, it helps to increase the efficiency and effectiveness of audit quality
while decreasing the level of substantive procedures.

Al-Shaheen (2015) examined the effect of audit risk evaluation on the quality of audits in

Syria. The researcher followed a quantitative and correlational research design. The data
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was taken from fifty audit processes of twenty-five clients who were audited by one of
the big four audit firms in the country throughout the period 2011-2012. The findings
demonstrated that there is a positive and significant effect of audit risk assessment on
audit quality. Furthermore, the study demonstrated that risk detection and the risk of
material misstatements due to fraud have a significant effect on audit quality. These two
types of risks have a greater impact on the timing, nature, and level of audit procedures
than the other types of audit risks.

Similarly, Blebleh and Al-Laith (2015) examined the effect of control risk on external
audit procedures in a sample of listed firms in Jordan. The study followed a quantitative
research approach. The data was taken from a sample of 22 listed firms. The study results
demonstrated that external auditors ought to identify the various risks that corporations
confront to identify the proper audit process. Besides, they ought to recognize the policies
and procedures used by these corporations to identify the risks and the possibility of
confronting them. Besides, the auditors should evaluate and assess the activities of the
internal auditors’ firm. Thus, external auditors should use the audit risk model to improve
the quality of audit functions.

Dahdouh and Al-Shaheen (2014) examined the extent of risk approach model
implementation for the auditing profession in Syria. The study followed a quantitative
research approach and a descriptive design using a questionnaire design. The data was
taken from a sample of 51 external auditors. The study results confirmed that the external
auditors in Syria do not depend on the audit risk model for risk assessment. Besides, Van
Buuren et al. (2014) explored the extent of business risk perspectives in SME audits. This
study examined the extent of auditors™ knowledge, awareness, and practices of the audit

risk model and their perceptions towards the necessity of setting a specific audit standard
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for these auditors. The study followed a qualitative research approach using an interview
design. The data was taken from 38 auditors in Germany. The study results demonstrated
that the critical factors influencing the extent of audit risk model implementation are the
complexity of the business activities of the client, the authority’s enforcement of the audit
risk model, and the availability of technological tools and information technology at audit
risk firms.

Naibei et al. (2014) explored the extent of the audit risk model in the Western region of
Kenya. The study followed a quantitative research approach and a cross-sectional design.
The data was taken from a sample of 48 audit firms and offices. The sample consists of
senior auditors, audit experts, and managers. The study results confirmed that there is a
moderate level of audit risk model implementation in the studied audit firms. The main
implication of this study is that audit firms have to use audit risk models to increase audit

quality.

2.3.1 Dimensions of Previous Studies

The previous studies have the following dimensions:

First Dimension: Barriers of Audit Risk Model Implementation

Some of the previous studies have explored the barriers of audit risk implementation.
Shahverdi et al (2023) found that the critical barriers to risk-based audit implementation
are the complexity of business operations and practices and the lack of professors and
experts in audit firms. Whereas, Esmail and Haque (2022) found that the most prevalent
barriers of using audit risk model are the high costs of risk-based approach
implementation are the critical barrier to using this model in audit functions. Moreover,

Abudy & Shust (2022) demonstrated that external auditors exercise more effort and
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charge greater hourly rates for non-family firm engagement compared to family
enterprises. Besides, the efforts of internal auditors in non-family firms are greater than
in family firms. This means that external and internal auditors confront higher control and
detection risks in family businesses compared to non-family businesses. The implication
of the study is that audit firms have to implement an audit risk model. Eventually,
Yazdaniyan and Dastgir (2019) revealed that the critical obstacles to risk-based audit
implementation are the structure and function of auditors and audit firms, a lack of
auditors’ experience and knowledge of using IT in audit practices and functions, and poor
educational resources.

Second Dimension: Factors Influencing the Implementation of Audit Risk Model
The second interesting dimension of the previous studies is the factors influencing the
implementation of audit risk model. According to Dwyer et al (2023) the most interesting
factor influencing the implementation of audit risk model is the existence of efficient
audit committees as they specify a greater extent of risks compared to what auditors
identify. Besides, the amount of risk discloses by the client. Other interesting factors are
the existence of regulations and law that encourage the implementation of this model.
Similarly, Le et al. (2022) who examined the effect of risk-based approach and quality of
independent audit in Vietnam. The study results found the critical factors influencing
audit risk implementation are: auditors™ knowledge and experience, auditors™ capacity,
job pressure on auditors, the support of IT, and the competitiveness of the audit firm.
However, the most critical factors are the extent of the risk to the client and the availability
of the required IT infrastructure.

Meanwhile, Fakhfakh and Jarboui (2022) who examined the effect of the board of

director's effectiveness, audit quality and ownership structure on audit risk in Tunis. The
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study findings demonstrated that efficient corporate governance through an effective
board of directors, a proper ownership structure, and the existence of high-quality audits
positively affect the application of the audit risk model in listed firms in Tunis. Besides,
the application of the audit risk model decreases agency problems. Moreover, Sardasht &
Rashedi (2018) found that there are several factors influencing the audit risks, which
include: the professional judgment of the auditor; judging the declaration degree of the
auditee; the awareness and familiarity of the auditor's with the business environment of
the client; However, the main factors influencing both inherent risk and control risk are
the processes that are utilized by the internal auditors in order to prevent, detect, and
correct the different expected errors and the separation of duties and responsibilities of
the internal auditors in the business. Similarly, Abidin (2017) explored the factors
influencing the implementation of risk-based auditing in Malaysia. The study results
demonstrated that the most interesting factors influencing risk-based auditing are: audit
committee review and concern and the risk management system. Furthermore, the study
results confirmed that an increased formalized risk environment would positively affect
an audit and business culture that fosters awareness of the risk, increasing the potential of
implementing risk-based auditing. Furthermore, there is an insignificant effect of internal
auditors™ experience, the qualification of the audit committee, and the efficiency of the
internal control system on the implementation of risk-based auditing.

Eventually, Van Buuren et al (2017). Explored the evaluating the change process for
business risk auditing: legitimacy experiences of non-big 4 auditors in Germany. The
study findings found that the critical factors influencing the extent of audit risk model

implementation are the complexity of the business activities of the client, the authority’s
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enforcement of the audit risk model, and the availability of technological tools and

information technology at audit risk firms.

Third Dimension: The Importance and Advantages of Audit Risk Model
Implementation

The third dimension of previous studies is the importance and advantages of audit risk
model implementation. According to Le et al. (2022) who examined the effect of risk-
based approach and quality of independent audit in Vietnam. The study results confirmed
that there is positive correlation between the audit risk model and the quality of external
audits. Besides, Almaialy and Alawaad (2020) examined the effect of auditing risks on
verification auditor in Irag. The study results demonstrated that the audit risk model has
positive effect on audit confirmation and assurance services that are offered
independently to enhance the quality of audit activities and increase the trustworthiness
of the financial statements. Besides, the study emphasized that the external auditors
should be in comply with audit standards and rules with especial commitment to
independence, objectivity, disclosure, and integrity. Likewise, Abd-Elghaffar (2018) who
examined the impact of using the risk-based audit entry under the COSO Framework to
improve the quality of audit and its impact on the efficiency of financial performance in
Egyptian shareholding companies. The study results demonstrated that audit risk model
has positive effect on providing interesting advisory advice and services to draw on
general policies and risk management strategies. Besides, the audit risk model has an
essential role in assessing and evaluating the efficiency and effectiveness of monitoring
systems and identifying the different risks that businesses may expose to them. Likewise,

Amahalu et al (2016) examined the effect of risk-based audit on quality internal control
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of selected deposit money banks in Nigeria. The study results found that there is a positive
and significant effect of risk-based audits on the quality of the internal control systems at
the investigated banks. Moreover, Allaham et al (2017) who examined the factors
affecting the application of business risk audit methodology in Jordanian commercial
banks. The study results found that there is a positive and significant effect of bank size,
the extent of audit firms™ technological development, and the characteristics of auditors
on the application of the audit risk model. Furthermore, Alssabagh (2016) examined the
effect of quantification risks of material misstatements in improving the accuracy of audit
risk assessment in Syria. The study results found that the utilization of quantitative
instruments improves the quality of audit risk approaches, increasing the efficiency and
effectiveness of audit functions. Besides, it helps to increase the efficiency and
effectiveness of audit quality while decreasing the level of substantive procedures.
Similarly, Al-Shaheen (2015) found that there is a positive and significant effect of audit
risk assessment on audit quality in Syria. The study demonstrated that risk detection and
the risk of material misstatements due to fraud have a significant effect on audit quality.
These two types of risks have a greater impact on the timing, nature, and level of audit

procedures than the other types of audit risks.
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Table (2.1) :Summary of Previous Studies
Source: Prepared by the researcher Based on Revision of Previous Studies Revision.

Author, year, title,

Objective method variables Results
country
Shahverdi et al (2023) | exploring the | qualitative and | Inherent risk. | the critical barriers to risk-
“Investigating the | fundamental content analysis | Control risk and | based audit implementation
Barriers of | barriers to | approach Detection risk are the complexity of business

Implementation of

the

implementing a

operations and practices and

Risk-Based Audit | risk-based  audit the lack of professors and
System in Iran”. Iran system experts in audit firms.

Dwyer et al (2023) examining the | quantitative Inherent risk. | audit committees specify a
“Disclosure of auditor | extent of auditor | content analysis | Control risk and | greater extent of  risks

risk assessments in
expanded audit
reports”. United

Kingdom

risk assessment
disclosure in an
expanded audit

report to measure

to what extent
audit firms
disclose critical
and key audit
matters

method

Detection risk

compared to what auditors
identify. However, the external
auditors and the audit
committee disclose the same

types of risks. This study has

practical  implications  for
auditors, users of financial
statements, the public,

regulations, and law setters,
with special emphasis on the
importance of the application

of the audit risk model.
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Esmail & Haque
(2022). “The
Influence of the
Business Risk-Based
Auditing Application

on the Audit Process:

To examine ethe

effect of the
business risk-
based auditing

implementation on

the audit process in

quantitative
research
approach using

a survey design

Analytical
procedures,
internal  controls,

and audit evidence

The high costs of risk-based
approach implementation are
the critical barrier to using this
model in audit functions.
However, there is a high level

of auditors' perception that the

An Empirical listed firms in audit risk model has a

Investigation in the Yemen significant positive effect on

Yemeni Context”. the quality of the audit function

Yemen. and the way of performing the
audit function.

Le et al. (2022). Exploring the | mixed research | Inherent risk. | there is a positive correlation

“Risk-Based critical factors | approach, using | Control risk and | between the audit risk model

Approach and Quality
of Independent Audit
Using Structure
Equation Modeling—
Evidence from

Vietnam”. Vietnam.

influencing the

implementation of

an audit  risk
approach to
improve the
quality of audit
functions in
Vietnam

a Quantitative
and qualitative
research
approach and a
descriptive

design

Detection risk

and the quality of external
audits. Furthermore, the study
results find that the critical
factors influencing audit risk
implementation are: auditors’
knowledge and experience,
auditors” capacity, job pressure
on auditors, the support of IT,
and the competitiveness of the
audit firm. However, the most
critical factors are the extent of
the risk to the client and the
availability of the required IT

infrastructure
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Fakhfakh & Jarboui
(2022). “Board of
Director's
Effectiveness, Audit
Quality and
Ownership Structure:
Impact on Audit Risk-

Tunisian Evidence”.

To examine the
effect of the
efficiency of the
board of directors,
audit quality, and
ownership

structure on audit

risk application in

Quantitative
research

method

Inherent risk.

Control risk and

Detection risk

efficient corporate governance
through an effective board of
directors, a proper ownership
structure, and the existence of
high-quality audits positively
affect the application of the
audit risk model in listed firms

in  Tunis. Besides, the

Tunis. non-financial firms application of the audit risk
in Tunis model  decreases  agency

problems
Abudy & Shust To examine the Quantitative Inherent risk. | external auditors exercise
(2022). “The Audit variations in research Control risk and | more effort and charge greater
Risk Model and auditing practices method Detection risk hourly rates for non-family

Family Firms: An
Analysis of Internal
and External Audit

Hours”. Israel

between both
family and non-
family firms in

Israel

firm engagement compared to
family enterprises. Besides,
the efforts of internal auditors
in non-family firms are greater
than in family firms. This
means that external and

internal  auditors  confront
higher control and detection
risks in family businesses
compared to  non-family
businesses. The implication of
the study is that audit firms
have to implement an audit risk

mode
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Almaialy & Alawaad | Explaining the quantitative inherent risk, | confirmation and assurance
(2020). “The Effect of | definition of the research control risk and | services are audit services that
Auditing Risks on audit risk model | approachand | detection risk are offered independently to
Verification Auditor”. | and its role in the the enhance the quality of audit
Iraq verification of | questionnaire activities and increase the
auditors in Iraq design trustworthiness of the financial
statements. Besides, the study
emphasized that the external
auditors should be in comply
with audit standards and rules
with especial commitment to
independence, objectivity,
disclosure, and integrity
Helles & Mutair To examine the quantitative inherent risk, | There is a high level of
(2020). “Extent of level of external | research design | control risk and | external auditors compliance
External Auditors auditors™ adoption and an detection risk with ARM. The investigated
Compliance with and exploratory sample confirmed that their
Audit Risk Model: implementation of approach response when there is a high
Evidence from audit risk models level of audit risk is to increase
Palestine”. Palestine. in Palestine. the sample size, obtain more
Besides, to identify audit evidence, and perform
the acceptable further tests and investigations
audit risk level for the obtained data. They
from those auditors also use descriptive tools and
percentages to document audit
risk assessment.
Niemi et al (2018). To examine the comparative inherent risk, | There is an increasing interest
“Responsiveness of effect of audit risk | analysisofa | control risk and | inusing the audit risk model by
auditors to the audit model application sample of detection risk the Big 4 audit firms when
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risk standards: Unique
evidence from Big 4

audit firms”. Finland

on the processes of

auditing in Europe,

with special
emphasis on
Finland

audits
performed
between 1996-

2010

implementing audit functions
for clients, as they allocate
more effort and time to risky
areas. The study also
confirmed that the audit efforts
is a function of client risk,
changes in auditing
environment and clients™ sales
volume and complexity of
operations, client size, quality
and

of internal control,

existence of internal audit

department or unit.

Arzhenovskiy et al
(2019). “Audit risk
assessment model”.

Russia.

To develop a
specific audit risk
model based on the
breakdown of
conventional audit

risk models with

the addition of
other interesting
variables to
evaluate the
different risks
attributed to

different aspects of
the audit task in

Russia.

quantitative

research design

inherent

control

risk,

risk and

detection risk

The audit risk model could be
used to assess the different
types of risks that businesses

are exposed to them.




61

Yazdaniyan & Dastgir
(2019). “Investigating

problems and

To examine the
problems and

obstacles

structure and
function of

auditors and audit

the critical obstacles to risk-
based audit implementation

are the structure and function

obstacles of the risk- associated with the | the quantitative | firms, incomplete | of auditors and audit firms, a
based auditing in Iran | implementation of research rules and | lack of auditors’ experience
and prioritizing them” | risk-based auditing | approach using | regulations, non- | and knowledge of using IT in
Iran. in Iran a survey universal audit practices and functions,
design. instructions  and | and poor educational
principles, and | resources.
related factors
with the employer
Abd-Elghaffar (2018). | To examine the audit quality, Audits play an

“The Impact of Use
the Risk-Based Audit
Entry Under the
COSO Framework to
Improve the Quality
of Audit and Its
Impact on the
Efficiency of
Financial Performance
in Egyptian
Shareholding

Companies”. Egypt.

effect of the risk-
based audit entry
implementation

under the COSO
Framework on
enhancing the
quality of the audit

function in listed

firms in Egypt

the quantitative
research
approach using
the
questionnaire

design

corporate financial

performance,
inherent risk,
control risk and

detection risk

essential role in improving risk
management in the
investigated firms, as auditors
have the potential to provide
interesting advisory advice and
services to draw on general
policies and risk management
strategies. Besides, the audit
risk model has an essential role
in assessing and evaluating the
efficiency and effectiveness of
monitoring  systems  and
identifying the different risks

that businesses may expose to

them.
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Sardasht & Rashedi
(2018). “Identifying
influencing factors of
audit risk model: A
combined fuzzy ANP-
DEMATEL

approach”. Iran

To examine the
determinants
influencing audit
risk and
investigated  the
relationships
among these

variables in Iran.

quantitative
research

approach

professional
judgment of the
auditor;  judging
the declaration
degree of the
auditee; the
awareness and
familiarity of the
auditor's with the
business

environment of the

clien

There are several factors
influencing the audit risks,
which include: the
professional judgment of the
auditor; judging the
declaration degree of the
auditee; the awareness and
familiarity of the auditor's with
the business environment of
the client; However, the main
factors  influencing  both
inherent risk and control risk
are the processes that are
utilized by the internal auditors
in order to prevent, detect, and
correct the different expected
errors and the separation of
duties and responsibilities of
the internal auditors in the

business.

Amahalu et al (2016).
“Effect Of Risk-Based
Audit on Quality
Internal Control of
Selected Deposit
Money Banks in

Nigeria”. Nigeria.

To examine the
effect of risk-based
audits on  the
internal quality of
listed banks in

Nigeria

quantitative
research
approach using

a survey design

inherent risk,
detection risk, and

control risk

there is a positive and
significant effect of risk-based
audits on the quality of the
internal control systems at the

investigated banks.

El-Said (2017)

“Investigating Impact

To examine the

effect of

quantitative

research

times of economic

difficulties,

External auditors rely on

nonfinancial information and
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of Egyptian Marco- macroeconomic approach using | declining data when assessing audit risk
Economic Changes on | changes in Egypt | asurvey design | economic in unstable economic
Auditors’ on the assessment conditions,  and | environments and conditions.
Assessments of Audit | of auditors for the audit staff. Furthermore, under unstable
Risk: An Empirical extent of audit risk economic conditions, firms
Study”. Egypt depend on expert and
professional external auditors
to perform audit activities,
such as those performed by
senior auditors and partners.
Allaham et al (2017). | To explore the bank size, the |there is a positive and
“Factors Affecting the | critical factors extent of | significant effect of bank size,

Application of
Business Risk Audit
Methodology in
Jordanian Commercial

Banks”. Jordan.

influencing the
implementation of
the audit risk
model in

commercial banks

in Jordan

quantitative
research
approach using

a survey design

technological

development, and
the auditors’
characteristics on
the audit risk

model's

implementation

the extent of audit firms
technological ~ development,
and the characteristics of
auditors on the application of

the audit risk model.

Zainal Abidin (2017).
“Factors Influencing

the Implementation of

Risk-Based Auditing”.

Malaysia.

To explore the
major factors
influencing the
adoption and use
of risk-based
auditing in

Malaysia

quantitative
research
approach by
using a survey

design

inherent risk,
detection risk, and

control risk

The most interesting
factors influencing risk-based
auditing are “audit committee
review and concern and the
risk management system”.
Furthermore, the study results
confirmed that an increased
formalized risk environment

would positively affect an

audit and business culture that
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fosters awareness of the risk,
increasing the potential of
implementing risk-based
auditing. Furthermore, there is
an insignificant effect of
internal auditors™ experience,
the qualification of the audit
committee, and the efficiency
of the internal control system

on the implementation of risk-

based auditing

Alssabagh (2016).
“The Effect of
Quantification Risks
of Material
Misstatements in
Improving the
Accuracy of Audit
Risk Assessment (An
Applied Study)”.

Syria.

To examine the
effect of
quantifying the
risks of material
misstatements on
improving the
accuracy of audit
risk assessment as
well as the
identification  of
significant
variations in the
degree of practical
procedures due to
the use of both the
qualitative and the
quantitative to

assess the risks of

quantitative
research
approach by
using a survey

design

inherent risk,
detection risk, and

control risk

the utilization of
quantitative instruments
improves the quality of audit
risk approaches, increasing the
efficiency and effectiveness of
audit functions. Besides, it
helps to increase the efficiency
and effectiveness of audit
quality while decreasing the
substantive

level of

procedures.
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material

misstatements

Al-Shaheen (2015),
“The Impact of Audit
Evaluation on Audit
Quality - An Applied

Study”. Syria.

To examine the
effect of audit risk
evaluation on the
quality of audits in

Syria

quantitative and
correlational

research design

inherent risk,
detection risk, and

control risk

There is a positive and
significant effect of audit risk

assessment on audit quality.

Furthermore, the study
demonstrated that risk
detection and the risk of

material misstatements due to
fraud have a significant effect
on audit quality. These two
types of risks have a greater
impact on the timing, nature,
and level of audit procedures
than the other types of audit

risks.

Blebleh N. Al-Laith

A. (2015)

To examine the
effect of control
risk on external
audit procedures in
a sample of listed

firms in Jordan

quantitative
research

approach

inherent risk,
detection risk, and

control risk

External auditors ought
to identify the various risks
that corporations confront to
identify the proper audit
process. Besides, they ought to
recognize the policies and
procedures used by these
corporations to identify the

risks and the possibility of

confronting them

Dahdouh & AL-
Shaheen (2014). “The

implications of the

To examine the
extent of risk

approach  model

quantitative and
correlational

research design

The external auditors in Syria
do not depend on the audit risk

model for risk assessment.
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Risk Approach for the

Auditing Profession in

Syria”. Syria.

implementation for
the auditing

profession in Syria

Van Buuren et al
(2017). “Evaluating
the Change Process
for Business Risk
Auditing: Legitimacy
Experiences of Non-
Big 4 Auditors”.

Germany.

To explore the
extent of business
risk perspectives in

SME audits.

guantitative
research
approach and a
cross-sectional

design

auditors
knowledge,
awareness, and
practices of the

audit risk model

The critical factors influencing
the extent of audit risk model
implementation are  the
complexity of the business
activities of the client, the
authority’s enforcement of the
audit risk model, and the
availability of technological
tools and information

technology at audit risk firms.

Naibei et al (2014).
Application of
Business Risk
Auditing Among
Audit Firms in
Western Region,

Kenya”. Kenya.

To explore the
extent of the audit
risk model in the
Western region of

Kenya

quantitative
research
approach and a
cross-sectional

design

inherent risk,
detection risk, and

control risk

. There is a moderate level of

audit risk model
implementation in the studied
audit  firms. The main
implication of this study is that
audit firms have to use audit
risk models to increase audit

quality.

2.4 Discussion of Previous Studies Results

2.4.1 Similarities and Differences between Current Study and Other Previous

Studies

1 There are several previous studies that have examined the extent of audit risk model

implementation and its advantages for providing auditors and audit offices with
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practical implications to help them in planning and conducting audit function.
However, there are several interesting aspects that differentiate this study from
previous studies.

This study used four types of risks that are acceptable risk, control risk, detection risk,
and inherent risk. However, the previous studies focused on three types of risks that
are: inherent risk, control risk, and detection risk. Thus, the findings of this study may
differ of previous studies.

The previous studies have used various research approaches and designs such
qualitative and content analysis approach, mixed research approach, comparative
analysis, and correlational research design. Meanwhile, this study followed the
quantitative and descriptive research approach through using questionnaire design.
The objectives of the previous studies have diversified, as some of them aimed to
explore the fundamental barriers to implementing a risk-based audit system.
Meanwhile, others interested to explore the extent of auditor risk assessment
disclosure in an expanded audit report to measure to what extent audit firms disclose
critical and key audit matters. Besides, to examine the effect of the business risk-based
auditing implementation on the audit process in listed firms or to explore the critical
factors influencing the implementation of an audit risk approach to improve the
quality of audit functions. However, this study aims to explore the extent of the
auditors™ adoption and implementation of audit risk models in Palestine.

Most of the previous studies were conducted in foreign countries. However, the

researcher performs this study in a Palestinian context.
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2.4.2 Contribution of the Current Study

The significance of this study is related to its objective, which is to examine to what extent
auditors in Palestine are in compliance with audit risk model implementation, as this study
claims that efficient risk assessment plays an essential role in cost reduction of audit
practices and audit missions as this model helps the auditors decide the level of tests to
be carried out. Thus, the implementation of the audit risk model in listed firms on the
Palestinian exchange helps to increase the efficiency of the audit engagement and the
quality of the audit profession in Palestinian listed firms. Besides, it helps to decrease
legal risks for auditors.

The value added of this study is that it explores to what extent the external auditors in
Palestine are in compliance with ISA, with a special focus on their implementation and
adherence to international standards of auditing which mandates that the auditors have to
develop an audit plan to decrease audit risk levels as the researcher found that there are

limited studies that discussed this topic in Palestinian context.
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Chapter Three

Research Methodology

3.1 Introduction

The purpose of this study is to investigate to what extent external auditors in Palestine
implement the audit risk model in their work and to explore the factors influencing the
application of this model in the Palestinian context as the implementation of audit risk
models will affect the planning of the audit process, the amount of testing and sample size
of evidence, change in the timing of audit tests and evidence gathering and the type of
audit evidence, the use of a more experienced and senior audit team, and the use of experts
from outside the audit office.

This section presents the research approach and techniques that were followed to perform
this study. This chapter consists of the following sections: research approach and design;
population and sample of the study; data collection instruments; validity and reliability

estimation; data analysis methodology; and ethical considerations of this study.

3.2 Research Approach

Basically, there are two research approaches to collect data when performing field studies,
where it is possible to distinguish mainly between the two methods of quantitative and
qualitative research (Saunders et al, 2019). In most cases, numbers describe "Quantitative
data,” while words and ideas describe "Qualitative data (Illowsky & Dean, 2018). While
qualitative research tends to be broadly detailed, that is, data is often viewed as facts,”
quantitative research is concerned with collecting and analyzing information in its various
forms, so the focus is on exploring the details that provide more accuracy. The

quantitative approach is one of the most important methods that can be to study social
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and human problems because of the characteristics of this approach related to the good
expression of the features and characteristics that characterize the group of individuals
under study.

The use of quantitative research includes the use of tables, charts, graphs, and calculations
to present the findings of the study through the use of frequencies, percentages, and
variations (lllowsky & Dean, 2017).

This study follows the quantitative research approach, the descriptive design, and the
questionnaire instrument to obtain the study's data as this study approach is interesting to
boast the objectivity and verifiability of the study findings to decrease the researchers

subjectivity and biases (Amoako et al., 2023).

3.3 Research Design

According to Collis and Hussey (2021) research design is the framework and the
guideline that guide the way of doing the study based on the assumptions and philosophies
of the human concerning the nature of knowledge. Thus, the research design is the way
of examining the study questions and it’s the foundation of the study, concerning the data
collection methods and determination of anchored on its objective (Bloomfield & Fisher,
2019).

Hai and Quy (2019) distinguished between three types of scientific research: exploratory,
descriptive, and explanatory research. Exploratory research is usually applied when the
research problem is difficult and there is little knowledge about the subject being studied.
Exploratory studies are experimental or pilot studies where the researcher creates a
methodology through which he can answer his research question by formulating more

detailed questions as well as building his measurable hypothesis. This type of research is
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appropriate as an interesting reference when formulating meaningful questions for more
in-depth research on the subject of study.

On the other hand, descriptive research is used when the aim of the research is to reach
an accurate description of the different patterns that were observed during the exploratory
phase, so that the study tends to describe how "something" happens without focusing on
explaining the reason; that is, descriptive studies focus on clarifying the characteristics of
the research subject and usually consist of collecting and organizing existing data, where
the description is compared with predictions and hypotheses, which in turn give us the
possibility of conclusions and recommendations about the issue or phenomenon under
study (Siedlecki, 2020).

Explanatory research can be used when studying the relationship between cause and
effect and is able to construct a theory that can be used to explain empirical
generalizations (Krichene & Baklouti, 2021).

Discussing the aforementioned study problem and formulating our research questions,
along with the research designs mentioned above, will help us determine the appropriate
content and methodology structure to conduct the current study. Thus, the conclusion here
Is that this study can be classified as descriptive and to some extent exploratory as it seeks
to answer the study questions by using the questionnaire to build a clear perception and
understanding of the extent of the commitment of external auditors to implement the audit

risk model in listed firms in the Palestinian Exchange.

3.4 Data Collection Methods
To achieve the objective of this study, two data collection methods were used: the primary

data collection methods and the secondary data collection methods.
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3.4.1 Primary Data

An applied questionnaire that was intentionally developed for this study was used to
obtain the responses of the investigated sample about their attitudes and perceptions
towards using the audit risk model in audit practices when auditing companies listed on

the Palestinian exchange.

3.4.2 Secondary Data

The secondary data was obtained from previously held studies such as articles,
publications, journals, books, magazines, reports, and publicly disclosed statistics
(Kothari, 2014). When using secondary data, it is interesting to focus on several issues,
such as the objectives of the study, the availability of studies, the nature and scope of
previous studies, and the level of precision, such as focusing on cited and peer-reviewed
studies.

An intensive revision of several studies and research projects was conducted that explored
the adoption and implementation of audit risk models in different countries. The
secondary data helps to identify the study gap by writing the literature review and

previous studies, and it also helps to write the questionnaire for the study.

3.5 Population

The population refers to all the units of the study that could be measured (Smith, 2018).
The population of this study is the external auditors in Palestine as the external auditors
who are registered in the Palestinian Association of Certified Public Accountants

(https://www.pacpa.ps/ar) and the auditors in the Big four audit firms in Palestine were

the focus of this study. The number of external auditors in Palestine is approximately
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(245), with (215) auditors in the West Bank and (30) auditors in Gaza. The external

auditors in the Gaza were excluded due to political and geographical limitations.

3.6 Sample

The questionnaire was administered to all the external auditors who are registered in the

PACPA and the external auditors in the “Big Four” audit firms in Palestine who are (215)

auditors. Thus, the study followed the census approach and she was able to collect (129)

filled and valid questionnaire for analysis. Thus, the response rate was (60%) that is an

acceptable response rate.

Table (3.1): Distribution of the Studied Sample Based on Personal and Demographic

Variables
Variables Choices Frequency | Percent
BA 56 43.4
high diploma 3 2.3
Academic Achievement Master 60 46.5
PhD 10 7.8
Total 129 100.0
Less than 5 years 29 22.5
5-10 years 30 23.3
Experience years 10 - 15 years 22 17.1
More than 15 years 48 37.2
Total 129 100.0
Less than 5 auditors 72 55.8
Number of auditors at
5 - 10 auditors 32 24.8
audit office
10 -15 auditors 12 9.3
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More than 15 Auditors 13 10.1
Total 129 100.0
Senior Auditor 64 49.6
Supervisor 15 11.6
Junior Auditor 15 11.6
Position

Semi Senior 16 12.4
Others 19 14.7
Total 129 100.0
Yes 109 84.5

Do you have a professional
No 20 155

certificate

Total 129 100.0
Yes 16 12.4

Do you work at one of the
No 113 87.6

Big 4

Total 129 100.0

Table (3.1) shows the distribution of the studied sample based on demographic variables.
It shows that 43.4% they have bachelor degree, 46.5% master degree, 7.8% PhD., and
2.3% have a high diploma. Thus, it is expected that the studied sample have good
awareness about the audit risk model implementation in audit practices. According to the
experience years’ auditors, the table shows that 22.5% have less than five years of
experience, 23.3% have 5 — 10 years of experience, 17.1% have 10 -15 years of
experience, and 37.2% have more than 15 years of experience. Whereas. according to the
number of auditors at the audit office, there are four categories that are less than 5
auditors, 5 — 10 auditors, 10 -15 auditors, and more than 15 auditors. The analysis shows

that the highest percentage of audit firms have less than 5 auditors as their percentage is
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55.8% whereas, 24.8% they have 5-10 auditors, 9.3% they have 10 -15 years, and 10.1%
they have more than 15 auditors.

The analysis shows that 49.6% of the studied sample auditors are senior auditors, 11.6%
they are audit supervisors or junior auditors, 12.4% they are semi-senior auditors, and
14.7% other positions. Most of the studied auditors they have professional certificates as
their percentage is (84.5%) compared to 15.5% who do not have professional certificates.
This is a good indicator of the knowledge and experience of the auditors and their ability

to provide precise information and data. Moreover, 12.4% they work at one of the Big 4.

3.7 Data Collection Methods

The questionnaire was used to obtain the primary data, which consists of two sections:
Section (1) asks questions about the auditor and the audit firms, such as the experience of
the auditors, the audit certificate that the auditor has, the size of the audit firm, and if the
audit firm is one of the big four audit firms.

Section (2) consists of four scopes related to the implementation of the factors influencing
the implementation of audit risk model and the most critical consideration when the
auditors use audit risk model that are the planning of the audit process, amount of testing
and sample size of evidence, change in the timing of audit tests and evidence gathering
and the type of audit evidence, the use of a more experienced and senior audit team, and

the use of experts from outside the audit office, as follows:
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Scope (1) is Related to the Measurement of the External Auditors” Compliance with
Acceptable Risk Assessments and it Consists of (11) Statements

Also, there are six factors influencing the implementation of acceptable risk that are:

1. It greatly affects the planning of the audit process

2. Requires an increase in the amount of testing and sample size of evidence

3. Requires a change in the timing of audit tests and evidence gathering

4. Requires a change in the type of audit evidence

5. Requires the use of a more experienced and senior audit team

6. It requires the use of experts from outside the audit office.

Scope (2) is Related to the Measurement of the External Auditors” Compliance with
the Inherent Risk Assessment and it Consists of (13) Statements

Also, there are six factors influencing the implementation of inherent risk that are:

1. It greatly affects the planning of the audit process

2. Requires an increase in the amount of testing and sample size of evidence

3. Requires a change in the timing of audit tests and evidence gathering

4. Requires a change in the type of audit evidence

5. Requires the use of a more experienced and senior audit team

6. It requires the use of experts from outside the audit office

Scope (3) is Related to the Measurement of the External Auditors™ Compliance with
the Control Risk Assessment and it Consists of (8) Statements.

Also, there are six factors influencing the implementation of control risk that are:

1. It greatly affects the planning of the audit process

2. Requires an increase in the amount of testing and sample size of evidence

3. Requires a change in the timing of audit tests and evidence gathering
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6.
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Requires a change in the type of audit evidence
Requires the use of a more experienced and senior audit team

It requires the use of experts from outside the audit office

Scope (4) is Related to the Measurement of the External Auditors” Compliance with

the Detection Risk Assessment and it Consists of (11) Statements.

Also, there are six factors influencing the implementation of detection risk that are:

1.

2.

5.

6.

It greatly affects the planning of the audit process

Requires an increase in the amount of testing and sample size of evidence
Requires a change in the timing of audit tests and evidence gathering
Requires a change in the type of audit evidence

Requires the use of a more experienced and senior audit team

It requires the use of experts from outside the audit office

The questionnaire is the main instrument designed to obtain the data and information

needed to achieve the objectives of the study and answer its questions. The questionnaire

was used to present the attitudes and perceptions of external auditors toward their

implementation and compliance with the audit risk model.

The Likert scale was followed to design the questionnaire for the study, which consists

of five degrees (strongly disagree, disagree, no opinion, agree, and strongly agree).

Table (3.2): Likert Scale
Strongly Agre | Neutra | Disagre Strongly

Agree e I e Disagree

5 4 3 2 1
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Table (3.3) the Mean Likert-Type Value and Agreement Descriptor
Mean Likert-type Value Agreement descriptor
1-1.80 Very Low
1.81-2.60 Low
2.61-3.40 Moderate
3.412-4.20 High
4.21-5 Very high

3.8 Validity of the Questionnaire

The validity of the questionnaire refers to the extent to which any instrument is able to
measure precisely what it intends to measure (Suriici & Maslakci, 2020). There are
several ways to estimate and measure the validity of the instrument.

The content validity: The questionnaire was developed based on the revision of several
studies that explored the topic of the study. Then, it was presented to a set of experts in
academic research and auditing to review the quality of the instrument and its ability to
achieve the objectives of the study and answer its questions (Appendix 2). The aim of
content validity is to ensure consistency between the content of the instrument and the
objectives and questions of the study (Almanasreh, et al, 2019).

Criterion validity is another interesting measure of questionnaire validity to examine the
relationship between two concepts where there is a correlation between them
(Almanasreh, et al, 2019).

The Pearson correlation was used to examine the internal validity of the statements by

finding the Pearson correlation between each statement and the domain it belongs to.
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Table (3.4): Correlation Between Each Statement of Acceptable Risk Dimension and
the Mean of All the Dimension Statements

Statement Pearson Sig. (2-

Correlation | tailed)

I am keen to evaluate and analyze the company's
1. .643
internal economic environment.

*%

0.000

I am keen to evaluate and analyze the company's
2. .600™ 0.000
external economic environment.

I make sure to evaluate and analyze the
3. | qualifications, knowledge and experience of the 613" 0.000

internal auditors in the company being audited.

| am keen to evaluate and analyze the level of
integrity and efficiency of the Internal Audit
4, 749 0.000
Department by reviewing and reviewing the results

of previous internal audit reports.

I am keen to evaluate and analyze the extent to which
5. | the Internal Audit Department enjoys independence 654" 0.000

in preparing internal audit reports.

Make sure to evaluate and analyze the extent to
6. | which the Internal Audit Department enjoys 7407 0.000

objectivity in preparing internal audit reports.

I am keen to evaluate and analyze the management
7. 741
methodology of the company under audit in making

*%

0.000
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administrative decisions that affect its financial

performance.

I am keen to evaluate and analyze the risks associated
with the direct client activity being audited and its

operational processes.

523

*k

0.000

Make sure to evaluate and analyze the extent of the
independence of the audit committee in the company

being audited.

.750

*x

0.000

10.

| analyze the operations carried out between the

company being audited and its related parties.

6317

0.000

11.

The external auditor is keen to collect sufficient and
appropriate evidence for the purpose of determining

the level of acceptable audit risk.

.585

*%

0.000

** Correlation is significant at the 0.01 level (2-tailed).

* Correlation is significant at the 0.05 level (2-tailed).

Table (3.4) shows that all the values of Pearson correlation between each statement of

acceptable risk dimension and the mean of all the dimension statements are high and the

value of the significance is less than (0.05) for all the statements. Thus, they are

significant at the 0.01 level (2-tailed). Thus, there is a high level of validity in the set

statements.
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Table (3.5): Correlation Between the Statement of the Factors Influencing the

Implementation of Acceptable Risk Dimension and the Mean of All The Dimension

Statements

Statement Pearson Sig. (2-
Correlation tailed)
1. | It greatly affects the planning of the audit process 533" 0
Requires an increase in the amount of testing and sample
2. 797 0
size of evidence
Requires a change in the timing of audit tests and
3. .805™ 0
evidence gathering
4. | Requires a change in the type of audit evidence .889™ 0
Requires the use of a more experienced and senior audit
5. .860™ 0
team
6. | It requires the use of experts from outside the audit office 674™ 0

** Correlation is significant at the 0.01 level (2-tailed).

* Correlation is significant at the 0.05 level (2-tailed).

Table (3.5) shows that all the values of Pearson correlation between each statement of the

statement of the factors influencing the implementation of acceptable risk dimension and

the mean of all the dimension statements are high and the value of the significance is less

than (0.05) for all the statements. Thus, they are significant at the 0.01 level (2-tailed).

Thus, there is a high level of validity in the set statements.
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Table (3.6): Correlation Between Each Statement of Inherent Risk Dimension and the
Mean of All the Dimension Statements

Statement Pearson Sig. (2-

Correlation tailed)

The external auditor is obligated to evaluate and analyze the
1. | extent to which there are indicators that raise doubt about the 546" 0.000

continuity of the company’s work

The external auditor is committed to analyzing and evaluating the
2. 662" 0.000
turnover rate of the company's senior executive management

The external auditor is obligated to analyze and evaluate the
extent to which the Board of Directors or the Audit Committee of
3. .509™ 0.000
the company being audited changes the partner auditor every 5

years

The external auditor is obligated to analyze and evaluate the
extent to which the senior management’s estimates of the
4. 713" 0.000
company being audited are realistic regarding its financial

performance.

The external auditor is obligated to audit the extent of changes in
5. 714" 0.000
the accounting policies followed by the company being audited.

The external auditor is obligated to analyze and evaluate the size
6. | of the outstanding, uncollected receivable balances in the 7127 0.000

company being audited.

The external auditor is obligated to analyze and evaluate the size
7. | of the outstanding unpaid credit balances in the company being .690™ 0.000

audited.

The external auditor is obligated to verify the extent of the
8. | presence of related parties in the company being audited (related .686™ 0.000

parties).
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The external auditor is keen to ascertain the extent to which there
are factors that affect the occurrence of fraud in the company

being audited.

625"

0.000

10.

The external auditor is keen to determine whether there are

complex non-routine operations in the company being audited.

631

0.000

11.

The external auditor is keen to analyze and evaluate the extent of
interest and directions of the management of the company being
audited in following up on operational operations and the risks

associated with them.

877

0.000

12.

The external auditor is keen to analyze and evaluate the risks of
adopting and applying information technology and information

systems.

510™

0.000

13.

The external auditor is keen to assess the extent of future financial

difficulties for the client being audited.

621"

0.000

Table (3.6) shows that all the values of Pearson correlation between each statement of

inherent risk dimension and the mean of all the dimension statements are high and the

value of the significance is less than (0.05) for all the statements. Thus, they are

significant at the 0.01 level (2-tailed). Thus, there is a high level of validity in the set

statements.
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Table (3.7): Correlation Between the Statement of the Factors Influencing the
Implementation of Inherent Risk Dimension and the Mean of All the Dimension

Statements
Statement Pearson Sig. (2-
Correlation | tailed)
1. | It greatly affects the planning of the audit process .640™ 0

Requires an increase in the amount of testing and
2. 786" 0
sample size of evidence

Requires a change in the timing of audit tests and
3. .816™ 0

evidence gathering

4. | Requires a change in the type of audit evidence .839™ 0
Requires the use of a more experienced and senior

5. 813" 0
audit team

It requires the use of experts from outside the audit
6. 728" 0

office

** Correlation is significant at the 0.01 level (2-tailed).

* Correlation is significant at the 0.05 level (2-tailed).
Table (3.7) shows that all the values of Pearson correlation between each statement of the
statement of the factors influencing the implementation of inherent risk dimension and
the mean of all the dimension statements are high and the value of the significance is less
than (0.05) for all the statements. Thus, they are significant at the 0.01 level (2-tailed).

Thus, there is a high level of validity in the set statements.




85

Table (3.8): Correlation Between Each Statement of Control Risk Dimension and the
Mean of All the Dimension Statements

Statement Pearson Sig. (2-

Correlation tailed)

The external auditor understands the internal control system of the
1. .758™ 0.000
company being audited when planning the audit process.

The external auditor conducts compliance tests for the internal
2. 782 0.000
control methods applied in the company being audited.

Based on the auditor's assessment of control risks, he determines
3. .763™ 0.000
the timing of the audit procedures to be used.

The external auditor determines the necessary audit procedures in
4. | the company being audited based on the results of the company’s .693™ 0.000

control risk study.

The external auditor is keen to discover whether the client being
5. | audited suffers from ambiguity and defects in delegating authority .605™ 0.000

to carry out work.

The external auditor is keen to analyze and evaluate the employees’
6. 743 0.000
compliance with the rules of professional conduct.

The external auditor is keen to study and analyze the extent of
7. | compliance with the existence of separation in the performance of .760™ 0.000

various tasks in the company being audited.

I am keen to study and evaluate the efficiency of the internal
8. .755™ 0.000
control system in the company being audited.

Table (3.8) shows that all the values of Pearson correlation between each statement of
control risk dimension and the mean of all the dimension statements are high and the
value of the significance is less than (0.05) for all the statements. Thus, they are
significant at the 0.01 level (2-tailed). Thus, there is a high level of validity in the set

statements.
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Table (3.9): Correlation Between the Statement of the Factors Influencing the
Implementation of Control Risk Dimension and the Mean of All the Dimension

Statements
Statement Pearson Sig. (2-
Correlation | tailed)
1. | It greatly affects the planning of the audit process T77 0
Requires an increase in the amount of testing and sample size
2. 851" 0
of evidence
Requires a change in the timing of audit tests and evidence
3. .828™ 0
gathering
4. | Requires a change in the type of audit evidence .885™ 0
5. | Requires the use of a more experienced and senior audit team 787" 0
6. | It requires the use of experts from outside the audit office .691™ 0

** Correlation is significant at the 0.01 level (2-tailed).

* Correlation is significant at the 0.05 level (2-tailed).

Table (3.9) shows that all the values of Pearson correlation between each statement of the

statement of the factors influencing the implementation of control risk dimension and the

mean of all the dimension statements are high and the value of the significance is less

than (0.05) for all the statements. Thus, they are significant at the 0.01 level (2-tailed).

Thus, there is a high level of validity in the set statements.
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Table (3.10): Correlation Between Each Statement of Detection Risk Dimension and the
Mean of All the Dimension Statements.

Statement Pearson
Sig. (2-tailed)
Correlation

The external auditor is keen to evaluate the extent to which personal
1. | judgments and estimates are used in the client’s operations and 634" 0.000

accounts in the auditing area.

The external auditor is keen to study and analyze indicators of the
2. | possibility of fraud in the financial statements of the client being .652™ 0.000

audited.

The external auditor is keen to ensure that there are no doubts about
3. .690™ 0.000
the honesty of the management of the client being audited.

The external auditor is keen to ensure the accuracy of the analytical
4. | procedures in discovering fundamental errors in the balances and .664™ 0.000

operations of the client being audited.

There are clear hiring policies in the auditing office or company in
5. | which I work that ensure the proper selection of employees with the .684™ 0.000

competencies and skills.

Audit managers in the office or company where | work are keen to
6. 713 0.000
directly supervise the audit work of the company being audited.

The external auditor is keen to apply professional skepticism in the
7. .709™ 0.000
audit procedures of the company being audited.

The external auditor is keen to focus on the suitability of the
8. | procedures adopted in the audit process of the company being .700™ 0.000

audited.

The external auditor is keen to focus on the adequacy of the
9. | procedures adopted in the audit process of the company being .681™ 0.000

audited.
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The external auditor is keen to focus on the extent to which the
10. | sample represents the population under examination in the audit 693" 0.000

process of the company being audited.

The external auditor is keen to focus on the reliability of the
11.| procedures adopted in the audit process of the company being .618"™ 0.000

audited.

Table (3.10) shows that all the values of Pearson correlation between each statement of
detection risk dimension and the mean of all the dimension statements are high and the
value of the significance is less than (0.05) for all the statements. Thus, they are
significant at the 0.01 level (2-tailed). Thus, there is a high level of validity in the set
statements.

Table (3.11): Correlation Between the Statement of the Factors Influencing the
Implementation of Detection Risk Dimension and the Mean of All the Dimension

Statements
Statement Pearson Sig. (2-
Correlation tailed)
1. | It greatly affects the planning of the audit process 642" 0
Requires an increase in the amount of testing and sample size
2. 734" 0
of evidence

Requires a change in the timing of audit tests and evidence

3. 770 0
gathering

4. | Requires a change in the type of audit evidence .848™ 0

5. | Requires the use of a more experienced and senior audit team 813" 0

6. | It requires the use of experts from outside the audit office 744" 0

** Correlation is significant at the 0.01 level (2-tailed).

* Correlation is significant at the 0.05 level (2-tailed).
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Table (3.11) shows that all the values of Pearson correlation between each statement of
the statement of the factors influencing the implementation of detection risk dimension
and the mean of all the dimension statements are high and the value of the significance is
less than (0.05) for all the statements. Thus, they are significant at the 0.01 level (2-tailed).

Thus, there is a high level of validity in the set statements.

3.9 Reliability of the Questionnaire

The term reliability refers to the consistency of the responses and findings of the study if
they have been examined in different contexts. Cronbach Coefficient alpha technique
researcher was used as an interesting technique to measure the internal consistency of the
instrument. That is, ensure that all the statements within the questionnaire measure the
same thing. The value of the Cronbach alpha is in the range of 0 and 1. And the higher
values of the Cronbach coefficient alpha mean a high degree of internal consistency.
Cronbach's alpha for each field of the questionnaire was measured. According to Jakada
et al, (2020) there is high consistency in the studied sample responses if the Cronbach
alpha is greater than 0.60. Table (8) shows the analysis of Cronbach coefficient alpha and
there was a high level of consistency among the responses of the studied sample.

Table (3.12): Cronbach Coefficient alpha

Cronbach’s
N of Items Alpha
Acceptable risk 11 .863
Factors influencing acceptable risk 6 0.877
Inherent risk 13 877
Factors influencing inherent risk 6 0.862
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Control risk 8 877
Factors influencing acceptable risk 6 0.887
Detection risk 11 .880
Factors influencing detection risk 6 0.853

3.10 Normal Distribution Test

The study used the Kolmogorov Semirnov Test (K-S) to examine of the data follows
normal distribution or not, and this test is necessary to test the hypotheses of the study as
most of the parametric test requires that data to follow the normal distribution for each

variable. Table (3.13) shows the result of this test. As sig is less than 0.05. Thus, the data

follows the normal distribution.

Table (3.13): Sample K-S Test

company being audited.

Asymp.
Test
Statement Sig. (2-
Statistic
tailed)
I am keen to evaluate and analyze the company's internal
0.324 .000¢
economic environment.
I am keen to evaluate and analyze the company's external
0.353 .000¢
economic environment.
I make sure to evaluate and analyze the qualifications,
knowledge and experience of the internal auditors in the | 0.344 .000°
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Asymp.
Test
Statement Sig. (2-
Statistic
tailed)
I am keen to evaluate and analyze the level of integrity and
efficiency of the Internal Audit Department by reviewing | 0.328 .000°
and reviewing the results of previous internal audit reports.
I am keen to evaluate and analyze the extent to which the
Internal Audit Department enjoys independence in | 0.317 .000°
preparing internal audit reports.
Make sure to evaluate and analyze the extent to which the
Internal Audit Department enjoys objectivity in preparing | 0.283 .000°
internal audit reports.
I am keen to evaluate and analyze the management
methodology of the company under audit in making
0.303 .000¢
administrative  decisions that affect its financial
performance.
I am keen to evaluate and analyze the risks associated with
the direct client activity being audited and its operational | 0.170 .000°
processes.
Make sure to evaluate and analyze the extent of the
independence of the audit committee in the company being | 0.242 .000°

audited.
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Asymp.
Test
Statement Sig. (2-
Statistic
tailed)
| analyze the operations carried out between the company
0.285 .000¢
being audited and its related parties.
The external auditor is keen to collect sufficient and
appropriate evidence for the purpose of determining the | 0.274 .000¢
level of acceptable audit risk.
It greatly affects the planning of the audit process 0.298 .000°
Requires an increase in the amount of testing and sample
0.303 .000¢
size of evidence
Requires a change in the timing of audit tests and evidence
0.305 .000°
gathering
Requires a change in the type of audit evidence 0.329 .000°
Requires the use of a more experienced and senior audit
0.290 .000°
team
It requires the use of experts from outside the audit office 0.226 .000°
The external auditor is obligated to evaluate and analyze
the extent to which there are indicators that raise doubt | 0.313 .000¢
about the continuity of the company’s work
The external auditor is committed to analyzing and
evaluating the turnover rate of the company's senior | 0.330 .000°

executive management




93

Asymp.
Test
Statement Sig. (2-
Statistic
tailed)
The external auditor is obligated to analyze and evaluate
the extent to which the Board of Directors or the Audit
0.288 .000¢
Committee of the company being audited changes the
partner auditor every 5 years
The external auditor is obligated to analyze and evaluate
the extent to which the senior management’s estimates of
0.343 .000¢
the company being audited are realistic regarding its
financial performance.
The external auditor is obligated to audit the extent of
changes in the accounting policies followed by the | 0.305 .000¢
company being audited.
The external auditor is obligated to analyze and evaluate
the size of the outstanding, uncollected receivable balances | 0.306 .000¢
in the company being audited.
The external auditor is obligated to analyze and evaluate
the size of the outstanding unpaid credit balances in the | 0.282 .000°
company being audited.
The external auditor is obligated to verify the extent of the
presence of related parties in the company being audited | 0.256 .000°

(related parties).
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Asymp.
Test
Statement Sig. (2-
Statistic
tailed)
The external auditor is keen to ascertain the extent to which
there are factors that affect the occurrence of fraud in the | 0.297 .000¢
company being audited.
The external auditor is keen to determine whether there are
complex non-routine operations in the company being | 0.297 .000°
audited.
The external auditor is keen to analyze and evaluate the
extent of interest and directions of the management of the
0.270 .000¢
company being audited in following up on operational
operations and the risks associated with them.
The external auditor is keen to analyze and evaluate the
risks of adopting and applying information technology and | 0.305 .000°
information systems.
The external auditor is keen to assess the extent of future
0.322 .000¢
financial difficulties for the client being audited.
It greatly affects the planning of the audit process 0.356 .000°
Requires an increase in the amount of testing and sample
0.382 .000°
size of evidence
Requires a change in the timing of audit tests and evidence
0.319 .000°
gathering
Requires a change in the type of audit evidence 0.301 .000¢
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Asymp.
Test
Statement Sig. (2-
Statistic
tailed)
Requires the use of a more experienced and senior audit
0.321 .000¢
team
It requires the use of experts from outside the audit office 0.259 .000°
The external auditor understands the internal control
system of the company being audited when planning the | 0.301 .000¢
audit process.
The external auditor conducts compliance tests for the
internal control methods applied in the company being | 0.351 .000¢
audited.
Based on the auditor's assessment of control risks, he
0.363 .000°
determines the timing of the audit procedures to be used.
The external auditor determines the necessary audit
procedures in the company being audited based on the | 0.349 .000°
results of the company’s control risk study.
The external auditor is keen to discover whether the client
being audited suffers from ambiguity and defects in | 0.318 .000°
delegating authority to carry out work.
The external auditor is keen to analyze and evaluate the
employees’ compliance with the rules of professional | 0.294 .000°

conduct.
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Asymp.
Test
Statement Sig. (2-
Statistic
tailed)
The external auditor is keen to study and analyze the extent
of compliance with the existence of separation in the | 0.287 .000°
performance of various tasks in the company being audited.
I am keen to study and evaluate the efficiency of the
0.268 .000¢
internal control system in the company being audited.
It greatly affects the planning of the audit process 0.328 .000°
Requires an increase in the amount of testing and sample
0.322 .000¢
size of evidence
Requires a change in the timing of audit tests and evidence
0.319 .000°
gathering
Requires a change in the type of audit evidence 0.336 .000°
Requires the use of a more experienced and senior audit
0.298 .000°
team
It requires the use of experts from outside the audit office 0.272 .000°
The external auditor is keen to evaluate the extent to which
personal judgments and estimates are used in the client’s | 0.332 .000¢
operations and accounts in the auditing area.
The external auditor is keen to study and analyze indicators
of the possibility of fraud in the financial statements of the | 0.340 .000¢

client being audited.

Statement
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Asymp.
Test
Sig. (2-
Statistic

tailed)
The external auditor is keen to ensure that there are no
doubts about the honesty of the management of the client | 0.333 .000¢
being audited.
The external auditor is keen to ensure the accuracy of the
analytical procedures in discovering fundamental errorsin | 0.325 .000°
the balances and operations of the client being audited.
There are clear hiring policies in the auditing office or
company in which I work that ensure the proper selection | 0.308 .000°
of employees with the competencies and skills.
Audit managers in the office or company where | work are
keen to directly supervise the audit work of the company | 0.299 .000¢
being audited.
The external auditor is keen to apply professional
skepticism in the audit procedures of the company being | 0.313 .000°
audited.
The external auditor is keen to focus on the suitability of
the procedures adopted in the audit process of the company | 0.311 .000°
being audited.
The external auditor is keen to focus on the adequacy of the
procedures adopted in the audit process of the company | 0.352 .000°

being audited.
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Asymp.
Test
Statement Sig. (2-
Statistic
tailed)
The external auditor is keen to focus on the extent to which
the sample represents the population under examination in | 0.296 .000°
the audit process of the company being audited.
The external auditor is keen to focus on the reliability of
the procedures adopted in the audit process of the company | 0.321 .000°
being audited.
It greatly affects the planning of the audit process 0.364 .000°
Requires an increase in the amount of testing and sample
0.331 .000¢
size of evidence
Requires a change in the timing of audit tests and evidence
0.307 .000°
gathering
Requires a change in the type of audit evidence 0.305 .000°
Requires the use of a more experienced and senior audit
0.296 .000°
team
It requires the use of experts from outside the audit office 0.245 .000°

3.11 Statistical Analysis Methods

SPSS version 29 was used to analyze the studied sample responses using several
descriptive techniques using frequencies, percentages, means, and standard deviation.
Likewise, the correlation technique was used to examine the correlation among the

dimensions of the questionnaire.
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These techniques were used:

Pearson correlation coefficient to examine the internal validity of the instrument and the
power of the correlation among the constructs of the audit risk model.

Cronbach's alpha model was used to estimate the reliability and consistency of the studied
sample responses.

Frequencies and percentages to create a personal profile of the studied sample
characteristics.

One sample T. test and an ANOVA to examine the validity of the hypotheses of the study.
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Chapter Four

Findings of the Study

This chapter presents the analysis of the studied sample to achieve the objectives of the
study, answer the questions of the study, and examine the validity of the specified
hypotheses. The study utilized both descriptive and inferential statistics to perform the
analysis efficiently. Besides, discuss these findings and compare the findings of this study
with those of previous studies. This section consists basically of two sections:

Section (1) answer of the study questions according to the questions in chapter one.
Section (2): hypotheses testing of the specified hypotheses in chapter one.

To What Extent External Auditors in Palestine Are Committed to Implementing the
Audit Risk Model in Their Work? And What Are the Factors Influencing its
Implementation?

Table (4.1): The Means, Standard Deviation, The Percentages of Agreement, Ranking
of The Dimensions, and the Extent of Agreement Of Each Dimension.

Ran Mea Percentag | Degree
Statement N STD
k n e
1. | Acceptable risk 4 129 | 3.85 | 0.92 76.90% High
2. | Inherent risk 2 129 | 3.92 | 0.85 78.38% High
3. | Control risk 3 129 | 3.89 | 0.86 77.75% High
4. | Detection risk 1 129 | 3.96 | 0.77 79.12% High
Total 129 | 391 | 0.85 78.04% High

Table (4.1) shows an analysis of the investigated sample of the auditors towards the extent
to which external auditors in Palestine are committed to implementing the audit risk in
their work. The analysis shows that the mean is (3.91) and the STD (0.85) with the

percentage of agreement is (78.04). This indicates that external auditors in Palestine are
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highly committed to implement the audit risk model in their work. The highest dimension
is “Detection risk”. Which has a mean of (3.96) and STD (0.77) with a percentage of
agreement is (79.12%). However, the last one is “acceptable risk”, which has a mean of
(3.85) and STD (0.92) with a percentage of agreement is (76.90%).

This indicates that there is a high level of audit risk model implementation in audit firms
in Palestine due to its role in increasing the quality of audit profession and the quality of
the internal control activities. Moreover, audit risk model improves the efficiency and
quality of external audits. Furthermore, improving the quality of total audit process,
increasing the quality of corporate governance practices, and decreasing agency cost.
Besides, increasing the quality of audit services that are offered independently with
enhance the quality of audit activities and increase the trustworthiness of the financial
statements. Besides, increasing the external auditors® compliance with audit standards
and rules with a special commitment to independence, objectivity, disclosure, and
integrity.

The implementation of the audit risk model helps auditors to allocate more effort and time
to risky areas. Similarly, it acts an essential role in improving risk management in the
investigated firms, as auditors have the potential to provide interesting advisory advice
and services to draw on general policies and risk management strategies. Besides, the
audit risk model has an essential role in assessing and evaluating the efficiency and
effectiveness of monitoring systems and identifying the different risks that businesses
may expose to them.

There is a positive and significant effect of audit risk assessment on audit quality.
Furthermore, the study demonstrated that risk detection and the risk of material

misstatements due to fraud have a significant effect on audit quality. These two types of



102

risks have a greater impact on the timing, nature, and level of audit procedures than the

other types of audit risks.

This result is in line with (Abd-Elghaffar, 2018; Almaialy & Alawaad, 2020; Fakhfakh &

Jarboui, 2022; Helles & Mutair, 2020; Le et al., 2022; Niemi et al, 2018). This result is

in line with Esmail and Haque (2022) who found that there is a positive and significant

effect of audit risk model on the quality of the audit process in Yemeni firms.

1. To What Extent Do External Auditors in Palestine are Committed to
Implementing the Acceptable Risk in Their Work? And What Are the Factors
Influencing Its Implementation?

Table (4.2): The Means, Standard Deviation, Percentages of Agreement, Ranking of the

Statements, and the Extent of Agreement of Each Statement and the Entire Dimension
of Acceptable Risk.

Statement Rank N Mean | STD Percentage Degree

I am keen to evaluate and analyze the
company's internal economic 8 129 3.84 0.90 76.74% High

environment.

I am keen to evaluate and analyze the
company's external economic 7 129 3.87 0.74 77.36% High

environment.

I make sure to evaluate and analyze

the qualifications, knowledge and

6 129 | 3.88 0.86 77.67% High
experience of the internal auditors in
the company being audited.
I am keen to evaluate and analyze the
level of integrity and efficiency of the
Internal  Audit Department by 3 129 3.97 0.88 79.38% High

reviewing and reviewing the results of

previous internal audit reports.




103

Statement

Rank

Mean

STD

Percentage

Degree

I am keen to evaluate and analyze the
extent to which the Internal Audit
Department enjoys independence in

preparing internal audit reports.

129

4.01

0.89

80.16%

High

Make sure to evaluate and analyze the
extent to which the Internal Audit
Department enjoys objectivity in

preparing internal audit reports.

129

3.91

0.87

78.29%

High

I am keen to evaluate and analyze the
management methodology of the
company under audit in making
administrative decisions that affect its

financial performance.

129

3.84

0.86

76.74%

High

I am keen to evaluate and analyze the
risks associated with the direct client
activity being audited and its

operational processes.

11

129

3.24

1.20

64.80%

High

Make sure to evaluate and analyze the
extent of the independence of the
audit committee in the company being

audited.

10

129

3.81

0.97

76.28%

High

10.

| analyze the operations carried out
between the company being audited

and its related parties.

129

3.90

0.98

77.98%

High

11.

The external auditor is keen to collect

sufficient and appropriate evidence

129

4.03

0.97

80.60%

High
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for the purpose of determining the

level of acceptable audit risk.

Mean 129 3.85 0.92 76.90% High

Table (4.2) shows an analysis of the investigated sample of the auditors towards the extent
external auditors in Palestine are committed to implementing the acceptable risk in their
work. The analysis shows that the mean is (3.85) and STD (0.92) with the percentage of
agreement is (76.91). This indicates that external auditors in Palestine are highly
committed to implementing the acceptable risk in their work. The highest scored
statement is “The external auditor is keen to collect sufficient and appropriate evidence
for the purpose of determining the level of acceptable audit risk”, which has a mean of
(4.03) and STD (0.97) with a percentage of agreement is (80.63%). However, the least
statement is “I am keen to evaluate and analyze the risks associated with the direct client
activity being audited and its operational processes”, which has a mean of (3.24) and STD
(1.20) with a percentage of agreement (64.8%). Furthermore, the table shows that there
is the low level of standard deviation as it is less than (2). Thus, the responses of the
investigated auditors are not highly dispersed and this indicates that there is a general
agreement among the auditors about the statements that are related to the audit risk model
implementation in Palestine.

The explanation of the existence of high level of implementation of the acceptable risk in
their work as the auditors are involved to evaluate and analyze the level of integrity and
efficiency of the Internal Audit Department by reviewing the results of previous internal
audit reports. Besides, they are interested in assessing the extent of the internal auditors’
independence and objectivity in clients’ firms, especially when they prepare the internal

audit reports. (Al-Shaheen, 2015; Alssabagh, 2016; Amahalu et al., 2016).
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What are the Factors Influencing its Implementation?
The researcher used the means and standard deviation to identify the factors influencing
the implementation of acceptable risk in their audit.
Table (4.3): The Means, Standard Deviation, Percentages of Agreement, Ranking of

the Statements, and the Extent of Agreement of Each Statement Influencing the
Implementation of Acceptable Risk.

Statement Rank N Mean | STD | Percentage Degree

It greatly affects the planning of
1. 3 129 | 3.80 0.96 76.1% High
the audit process

Requires an increase in the
2. amount of testing and sample size 4 129 3.78 0.96 75.7% High

of evidence

Requires a change in the timing of
3. 5 129 | 3.66 0.90 73.1% High
audit tests and evidence gathering

Requires a change in the type of
4. 1 129 | 3.87 0.95 77.3% High
audit evidence

Requires the use of a more
5. 2 129 | 3.86 1.03 77.2% High
experienced and senior audit team

It requires the use of experts from
6. 6 129 | 3.64 0.98 72.7% High
outside the audit office

Mean 129 | 3.77 0.96 75.4% High

Table (4.3) shows analysis of the investigated sample of the auditors’ perceptions and
views regarding the factors influencing the implementation of acceptable risk. The
analysis shows that the mean is (3.77) and STD (0.96) with percentage of agreement is
(75.4%). The highest scored factor is “Requires a change in the type of audit evidence”
that has a mean of (3.87) and STD (0.95) with a percentage of agreement is (77.3%).

However, the least scored factor is “It requires the use of experts from outside the audit
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office” which has a mean of (3.64) and STD (0.98) with a percentage of agreement is

(72.7%).

The study revealed that the most utilized interventions to deal with acceptable risk

concerns are changing the type of audit evidence, recruiting and hiring more experienced

and educated senior managers. Likewise, increasing the client’s interest and involvement
in the planning of the audit plan. Decrease in the Acceptable Level of Audit Risk Will

Increase the Quality, accuracy and involvement of the external auditors especially when

there are red flags about the activities of the senior managers and employees in the client

firm as they external auditors will require more information, details and verifications for
the transactions and performance of the audit firm. Besides, the external auditors will
require more time and effort in planning and performing the audit function. This result is

in line with (Arens et al, 2012; Porter et al., 2008; Soltani, 2007).

2. To What Extent Are External Auditors in Palestine Committed to Implementing
the Inherent Risk in Their Work? And What Are the Factors Influencing Its
Implementation?

Table (4.4): The Means, Standard Deviation, Percentages of Agreement, Ranking of the

Statements, and the Extent of Agreement of Each Statement and the Entire Dimension
of Inherent Risk.

Statement Rank N Mean STD Percentage Degree

The external auditor is obligated to
evaluate and analyze the extent to
1. which there are indicators that raise 8 129 3.92 0.97 78.44% High
doubt about the continuity of the

company’s work

The external auditor is committed to
analyzing and evaluating the turnover
2. 13 129 3.66 0.95 73.18% High
rate of the company's senior executive

management




107

The external auditor is obligated to
analyze and evaluate the extent to
which the Board of Directors or the
Audit Committee of the company
being audited changes the partner

auditor every 5 years

12

129

3.71

0.93

74.26%

High

The external auditor is obligated to
analyze and evaluate the extent to
which the senior management’s
estimates of the company being
audited are realistic regarding its

financial performance.

11

129

3.73

0.92

74.53%

High

The external auditor is obligated to
audit the extent of changes in the
accounting policies followed by the

company being audited.

129

4.00

0.86

80.00%

High

The external auditor is obligated to
analyze and evaluate the size of the
outstanding, uncollected receivable

balances in the company being audited.

129

4.00

0.86

80.00%

High

The external auditor is obligated to
analyze and evaluate the size of the
outstanding unpaid credit balances in

the company being audited.

129

4.03

0.77

80.62%

High

The external auditor is obligated to
verify the extent of the presence of
related parties in the company being

audited (related parties).

129

3.94

0.89

78.76%

High

The external auditor is keen to
ascertain the extent to which there are
factors that affect the occurrence of

fraud in the company being audited.

129

411

0.80

82.19%

High
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The external auditor is keen to
determine whether there are complex,
10. 6 129 4.00 0.79 80.00% High
non-routine operations in the company

being audited.

The external auditor is keen to analyze
and evaluate the extent of interest and
directions of the management of the
7 129 3.95 0.83 78.91% High
company being audited in following up

on operational operations and the risks

associated with them.

The external auditor is keen to analyze
and evaluate the risks of adopting and
11. 10 129 3.90 0.76 77.98% High
applying information technology and

information systems.

The external auditor is keen to assess
12. the extent of future financial 5 129 4.00 0.79 80.00% High

difficulties for the client being audited.

Mean 129 3.92 0.85 78.38% High

Table (4.4) shows an analysis of the investigated sample of the auditors towards the extent
to which external auditors in Palestine are committed to implementing the inherent risk
in their work. The analysis shows that the mean is (3.92) and STD (0.85) with percentage
of agreement is (78.38%). This indicates that external auditors in Palestine are highly
committed to implement the inherent risk in their work.

The highest scored statement is “The external auditor is keen to ascertain the extent to
which there are factors that affect the occurrence of fraud in the company being audited.”
which has a mean of (4.11) and STD (0.80) with a percentage of agreement is (82.19%).
Fraud is an intentional error and omission of amounts or disclosures with the aim of

deceiving users of the financial statements. In some cases, pressure is exerted on the
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client’s management from outside the facility or from within This is to achieve high
profits, and sometimes the client’s management has the opportunity to commit fraud, so
the client’s management prepares fraudulent financial statements, as if there were
Weaknesses in accounting information systems, or fraud resulting from a nature in
management, such as a lack of ethics in client management Justifying the fraud, such as
meeting optimistic expectations, the auditor must use professional skepticism to evaluate
indicators of the presence of fraud in the client’s financial statements. And that By not
assuming that the client’s management is dishonest and not assuming that the client’s
management is unquestionably honest, and if the auditor reaches As a result of the
possibility of material errors in the client’s financial statements due to fraud, he must
increase the value of the inherent risks, in other words What increased? Indicators of the
presence of fraud in the client’s financial statements: The value of the inherent risks has
increased.

The last statement is “The external auditor is committed to analyzing and evaluating the
turnover rate of the company's senior executive management”, which has a mean of (3.66)
and STD (0.95) with a percentage of agreement is (73.18%).

This means when the external auditors tend to assess the extent of inherent risk in the
client firm they use several indicators and measures such as the extent of changes in the
accounting policies followed by the company being audited, the size of the outstanding,
uncollected receivable balances in the firm, the size of the outstanding unpaid credit
balances, the factors that may lead to fraud and fraudulent practices committed in the
firm, and the future financial difficulties for the client being audited

Inherent risks are among the most important types of risks that affect the efficiency and

effectiveness of the auditing process, so the auditor must accurately evaluate the inherent
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risks. In the event that a greater assessment is made, the volume of evidence is increased,
and more tests are carried out, this risk is higher than it should be, then this requires effort,
which affects the efficiency of the audit process, and if the inherent risks are not
accurately identified, this leads to the audit process losing its effectiveness, as the auditor
will not perform the correct and appropriate tests.
The high value of inherent risks means the possibility of high errors or distortions in the
financial statements, regardless of internal control. The inherent risks are directly
proportional to the amount of financial audit tests and the amount of evidence, and the
greater the value of the inherent risks. The auditor performs more procedures and tests.
For example, the value of the risks increases. Inherent in accounts that rely on personal
estimates and judgments, such as the allowance for doubtful debts account, while the
value of inherent risks is reduced in the case of accounts Which are based on actual
transactions.
This result is in line with (Arifianto & Putra, 2019; Matrood and Khilkhal, 2019;
Peytcheva, 2019; Politis, 2018; Singh et al., 2019; Van et al., 2017).
What are the Factors Influencing its Implementation?
The study used the means and standard deviation to identify the factors influencing the
implementation of inherent risk in their audit.
Table (4.5): The Means, Standard Deviation, Percentages of Agreement, Ranking of the

Statements, and the Extent of Agreement Of Each Statement Influencing the
Implementation of Inherent Risk.

Statement Rank | N Mean | STD | Percentage | Degree

It greatly affects the planning of the
1. 3 129 | 391 | 0.84 78.1% High
audit process

Requires an increase in the amount of
2. 1 129 | 3.95 | 0.72 78.9% High

testing and sample size of evidence
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Requires a change in the timing of audit

5 129 | 3.86 | 0.81 77.2% High
tests and evidence gathering

Requires a change in the type of audit
3. 2 129 | 3.94 | 0.89 78.8% High
evidence

Requires the use of a more experienced
4, 4 129 | 391 | 0.91 78.1% High
and senior audit team

It requires the use of experts from
5. 6 129 | 3.69 | 0.86 73.8% High
outside the audit office

Mean 129 | 3.87 0.84 77.5% High

Table (4.5) shows analysis of the investigated sample of the auditors’ perceptions and
views regarding the factors influencing the implementation of inherent risk. The analysis
shows that the mean is (3.87) and STD (0.84) with percentage of agreement is (77.5%).
The highest scored factor is “Requires an increase in the amount of testing and sample
size of evidence”, which has a mean of (3.95) and STD (0.72) with a percentage of
agreement is (78.9%). However, the least scored factor is “It requires the use of experts
from outside the audit office”, which has a mean of (3.69) and STD (0.86) with a
percentage of agreement is (73.8%).

The most common responses to the inherent risk are the requirement of an increase in the
amount of testing and sample size of evidence, change of the type of audit evidence, and
it greatly affects the planning of the audit process.

In the case of the existence of high extent of inherent risks, the audit offices in Palestine
tend to use more experienced, qualified, and educated team. This type of risks requires
the existence of a qualified audit team to detect and prevent fraud, the ability to reveal
transactions with external parties that may contain fraudulent practices, and identifying

the nature of the client’s transactions. The audit team cannot deal with these risks unless
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it has sufficient experience that enables them to deal with them. These risks may require

the auditors to seek assistance and advice of experts from outside the audit office.

3. ToWhat Extent are External Auditors in Palestine Committed to Implementing
the Control Risk in Their Work? and What are the Factors Influencing its
Implementation?

Table (4.6): The Means, Standard Deviation, Percentages of Agreement, Ranking of

The Statements, And The Extent Of Agreement Of Each Statement And The Entire
Dimension Of Control Risk.

Mea | ST Percentag | Degree
Statement Rank N
n D e

The external auditor understands the
internal control system of the company
7 129 | 3.82 | 0.90 76.32% High
being audited when planning the audit

process.

The external auditor conducts compliance
tests for the internal control methods 8 129 | 3.81 | 0.85 76.19% High

applied in the company being audited.

Based on the auditor's assessment of
control risks, he determines the timing of 6 129 | 3.82 | 0.85 76.35% High

the audit procedures to be used.

The external auditor determines the
necessary audit procedures in the company
4 129 | 3.90 | 0.80 78.10% High
being audited based on the results of the

company’s control risk study.

The external auditor is keen to discover
whether the client being audited suffers
3 129 | 3.90 | 0.78 78.10% High
from ambiguity and defects in delegating

authority to carry out work.
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The external auditor is keen to analyze and
evaluate the employees’ compliance with 5 129 | 3.85 | 0.94 76.98% High

the rules of professional conduct.

The external auditor is keen to study and
analyze the extent of compliance with the
existence of separation in the performance 2 129 | 3.96 | 0.90 79.21% High
of various tasks in the company being

audited.

I am keen to study and evaluate the
efficiency of the internal control system in 1 129 | 4.04 | 0.89 80.79% High

the company being audited.

Mean 129 | 3.89 | 0.86 77.75% High

Table (4.6) shows an analysis of the investigated sample of the auditors towards the extent
to which external auditors in Palestine are committed to implementing the control risk in
their work. The analysis shows that the mean is (3.89) and STD (0.86) with the percentage
of agreement is (77.75%). This indicates that external auditors in Palestine are highly
committed to implement the control risk in their work.

The highest scored statement is “I am keen to study and evaluate the efficiency of the
internal control system in the company being audited.”, which has a mean of (4.04) and
STD (0.89) with a percentage of agreement is (80.79%). However, the last statement is
“The external auditor conducts compliance tests for the internal control methods applied
in the company being audited”, which has a mean of (3.81) and STD (0.85) with a
percentage of agreement (76.19%).

Thus, the most significant factors that influence the control risk are the extent of
compliance with the existence of separation in the performance of various tasks in the

company being audited and the examination and investigation of the efficiency of the
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internal control system in the company. The lack of an effective control system at the
client will lead to incorrect accounting operations and thus incorrect financial statements.
As for the lack of separation between tasks, it leads to a loss of credibility for the financial
statements and annual reports of the firm and the lack of proof of the validity of the
balances and operations. Therefore, we find that these two factors achieved the highest
mean.

What are the Factors Influencing its Implementation?

The researcher used the means, standard deviation to identify the factors influencing the
implementation of control risk in their audit.

Table (4.7): The Means, Standard Deviation, Percentages of Agreement, Ranking of the

Statements, and the Extent of Agreement of Each Statement Influencing the
Implementation of Control Risk.

Statement Rank | N Mean STD | Percentage | Degree

It greatly affects the planning of

1 129 3.88 0.93 77.6% High
the audit process
Requires an increase in the
amount of testing and sample 2 129 3.79 0.93 75.7% High
size of evidence
Requires a change in the timing
of audit tests and evidence 3 129 3.73 0.88 74.6% High
gathering
Requires a change in the type of

4 129 3.73 0.92 74.6% High
audit evidence
Requires the use of a more
experienced and senior audit 5 129 3.62 1.01 72.4% High
team
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It requires the use of experts
6 129 3.52 1.04 70.5% High
from outside the audit office
Mean 129 3.71 0.95 74.2% High

Table (4.7) shows analysis of the investigated sample of the auditors’ perceptions and
views regarding the factors influencing the implementation of control risk. The analysis
shows that the mean is (3.71) and STD (0.95) with percentage of agreement is (74.2%).
The highest scored factor is “It greatly affects the planning of the audit process”, which
has a mean of (3.88) and STD (0.93) with a percentage of agreement is (77.6%). However,
the least scored factor is “It requires the use of experts from outside the audit office”,
which has a mean of (3.52) and STD (1.04) with a percentage of agreement is (70.5%).
The most documented responses according to the responses of the studied sample are
affecting the planning of the audit process, increasing the amount of testing and sample
size of the evidence, and changing the timing of audit tests and evidence gathering.

This is consistent with the most important control risk factor, according to the previous
results, which is the lack of an effective internal control system at the client, as this
requires an increase in the amount of tests Audit evidence due to not relying on the
accounting system. As for the second most important response, which is a change in the
type of audit evidence, we note that this response is consistent with the lack of protection
of records and assets, as this requires obtaining more reliable audit evidence by changing

the type of audit evidence.
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4. To What Extent are External Auditors in Palestine Committed to Implementing
the Detection Risk in Their Work? and What are the Factors Influencing its
Implementation?

Table (4.8): The Means, Standard Deviation, Percentages of Agreement, Ranking of the

Statements, and the Extent of Agreement of Each Statement and the Entire Dimension
of Detection Risk.

Statement Rank N Mean STD Percentage Degree

The external auditor is keen to
evaluate the extent to which
1. personal judgments and estimates 11 129 3.71 0.86 74.13% High
are used in the client’s operations

and accounts in the auditing area.

The external auditor is keen to
study and analyze indicators of the
2. possibility of fraud in the financial 10 129 3.92 0.80 78.40% High
statements of the client being

audited.

The external auditor is keen to
ensure that there are no doubts
3. about the honesty of the 9 129 3.92 0.80 78.41% High
management of the client being

audited.

The external auditor is keen to
ensure the accuracy of the
analytical procedures in
4. 4 129 4.00 0.75 80.00% High
discovering fundamental errors in

the balances and operations of the

client being audited.
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There are clear hiring policies in
the auditing office or company in
which | work that ensure the
proper selection of employees with

the competencies and skills.

129

4.05

0.74

80.95%

High

Audit managers in the office or
company where | work are keen to
directly supervise the audit work

of the company being audited.

129

3.97

0.79

79.35%

High

The external auditor is keen to
apply professional skepticism in
the audit procedures of the

company being audited.

129

4.04

0.76

80.79%

High

The external auditor is keen to
focus on the suitability of the
procedures adopted in the audit
process of the company being

audited.

129

4.04

0.71

80.79%

High

The external auditor is keen to
focus on the adequacy of the
procedures adopted in the audit
process of the company being

audited.

129

3.95

0.73

79.05%

High

The external auditor is keen to
focus on the extent to which the
sample represents the population
under examination in the audit
process of the company being

audited.

129

3.99

0.74

79.84%

High
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The external auditor is keen to
focus on the reliability of the
10. procedures adopted in the audit 8 129 3.93 0.81 78.57% High
process of the company being

audited.

Mean 129 3.96 0.77 79.12% High

Table (4.8) shows an analysis of the investigated sample of the auditors towards the extent
to which external auditors in Palestine are committed to implementing the detection risk
in their work. The analysis shows that the mean is (3.96) and STD (0.77) with the
percentage of agreement is (79.12%).

This indicates that external auditors in Palestine are highly committed to implementing
the detection risk in their work. The highest scored statement is “There are clear hiring
policies in the auditing office or company in which | work that ensure the proper selection
of employees with the competencies and skills”, which has a mean of (4.05) and STD
(0.74) with a percentage of agreement is (80.95%).

However, the least statement is “The external auditor is keen to evaluate the extent to
which personal judgments and estimates are used in the client’s operations and accounts
in the auditing area.”, which has a mean of (3.71) and STD (0.86) with a percentage of
agreement is (74.13%).

According to the studied sample responses the most significant indicators and factors that
influence detection risks are the external auditor is keen to ensure the accuracy of the
analytical procedures in discovering fundamental errors in the balances and operations of
the client, there are clear hiring policies in the auditing office or company in which I work
that ensure the proper selection of employees with the competencies and skills,

implementation of professional skepticism in the audit procedures of the company being
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audited. Eventually, focusing on the suitability of the procedures adopted in the audit
process of the company being audited. This result is in line with (Appelbaum, et al. 2018;
Cassell et al., 2019; Huang et al., 2017; Pike et al. 2016; Svanberg et al., 2019).

What are the Factors Influencing Its Implementation?

The researcher used the means, standard deviation to identify the factor influencing the
implementation of detection risk in their audit.

Table (4.9): The Means, Standard Deviation, the Percentages of Agreement, Ranking of

the Statements, and The Extent Of Agreement Of Each Statement Influencing The
Implementation Of Detection Risk.

Statement Rank N Mean | STD | Percentage Degree

It greatly affects the planning of the
1. 3 129 3.70 0.88 74.0% High
audit process

Requires an increase in the amount
2. of testing and sample size of 4 129 3.69 0.92 73.8% High

evidence

Requires a change in the timing of

3. 2 129 | 3.78 0.88 75.6% High
audit tests and evidence gathering

Requires a change in the type of
4. 1 129 3.82 0.95 76.3% High
audit evidence

Requires the use of a more
5. 5 129 | 3.65 0.93 73.0% High
experienced and senior audit team

It requires the use of experts from
6. 6 129 3.51 0.95 70.2% High
outside the audit office

Mean 129 3.69 0.92 73.80 High

Table (4.9) shows analysis of the investigated sample of the auditors’ perceptions and
views regarding the factors influencing the implementation of detection risk. The analysis
shows that the mean is (3.69) and STD (0.92) with percentage of agreement is (73.80%).

The highest scored factor is “It greatly affects the planning of the audit process”, which
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has a mean of (3.70) and STD (0.88) with a percentage of agreement is (74%). However,
the last scored factor is “It requires the use of experts from outside the audit office”, which
has a mean of (3.51) and STD (0.95) with a percentage of agreement is (70.5%).

The most commonly used responses to the detection risk are influencing the planning of
the audit process. Besides, it requires a change in the timing of audit tests and evidence
gathering, and making a change in the type of audit evidence. These responses are in line
with the factors that influence the detection of fraud in firms in Palestine. This result is in

line with (Appelbaum et al. 2018; Cassell et al., 2019; Svanberg et al. (2019)

Hypotheses Testing:

1. The External Auditors in Palestine are Not Committed to Implementing the
Acceptable Risk in Their Work.

Table (4.10): Analysis of (One sample T test) to Verify the Extent of External Auditors

in Palestine in Determining the Acceptable Risk
Variable Mean | STD | T Calculated | T tabulated | Sig. result

acceptablerisk | 3.84 | 0.60 73.04 1.96 .000 Reject

The analysis in table (4.10) shows that the value of calculated (t- test) is (73.04) and it is
greater than the tabulated T test (1.96). and the value of the significant is (0.00), which is
less than (0.05) that is the level of the significant specified in the study (a < 0.05). Thus,
we reject the null hypotheses that states external auditors in Palestine are not committed
to implementing the acceptable risk in their work. However, we accept the alternative
hypothesis that states the external auditors in Palestine are committed to implementing
acceptable risk in their work. This means that external auditors in Palestine are highly

committed to implementing acceptable risk in their work.
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The explanation of the existence of high level of implementation of the acceptable risk in
their work is that the auditors are involved in evaluating and analyzing the level of
integrity and efficiency of the Internal Audit Department by reviewing and reviewing the
results of previous internal audit reports. Besides, they are interested in assessing the
extent of the internal auditors’ independence and objectivity in clients’ firms, especially
when they prepare the internal audit reports. (Al-Shaheen, 2015; Alssabagh, 2016;
Amahalu et al., 2016).

2. The External Auditors in Palestine Are Not Committed to Implementing the

Inherent Risk in Their Work.

Table (4.11): Analysis of (One Sample T Test) to Verify the Extent of External Auditors
in Palestine in Determining the Inherent Risk

Variable Mean | STD | T Calculated | T tabulated | Sig. Result

inherent risk | 3.94 54 81.82 1.96 0.0 Reject

The analysis in table (4.11) shows that the value of calculated (t- test) is (81.82) and it is
greater than the tabulated T test (1.96). and the value of the significant is (0.00), which is
less than (0.05) that is the level of the significant specified in the study (a < 0.05). thus,
we reject the null hypotheses that states external auditors in Palestine are not committed
to implementing the inherent risk in their work. However, we accept the alternative
hypothesis that states the external auditors in Palestine are committed to implementing
the inherent risk in their work. This means that external auditors in Palestine are highly
committed to implementing the inherent risk in their work.

The high value of inherent risks means the possibility of high errors or distortions in the
financial statements, regardless of internal control. The inherent risks are directly
proportional to the amount of financial audit tests and the amount of evidence, and the

greater the value of the inherent risks. The auditor performs more procedures and tests.
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For example, the value of the risk increases. Inherent in accounts that rely on personal
estimates and judgments, such as the allowance for doubtful debts account, while the
value of inherent risks is reduced in the case of accounts Which are based on actual
transactions.

This result is in line with (Arifianto & Putra, 2019; Matrood and Khilkhal, 2019;
Peytcheva, 2019; Politis, 2018; Singh et al., 2019; Van et al., 2017).

3. The External Auditors in Palestine are Not Committed to Implementing the

Control Risk in Their Work.

Table (4.12): Analysis of (One Sample T Test) to Verify the Extent of External Auditors
in Palestine in Determining the Control Risk

Variable Mean | STD | T Calculated T tabulated Sig. result

Control risk | 3.89 | 0.64 68.29 1.96 .000 | Reject

The analysis in table (4.12) shows that the value of calculated (t- test) is (68.29) and it is
greater than the tabulated T test (1.96). and the value of the significant is (0.00), which is
less than (0.05) that is the level of the significant specified in the study (o < 0.05). thus,
we reject the null hypotheses that states external auditors in Palestine are not committed
to implementing the control risk in their work. However, we accept the alternative
hypothesis that states the external auditors in Palestine are committed to implementing
the control risk in their work. This means that external auditors in Palestine are highly
committed to implementing the control risk in their work.

Thus, the most significant factors that influence the control risk are the extent of
compliance with the existence of separation in the performance of various tasks in the
company being audited and the examination and investigation of the efficiency of the
internal control system in the company. The lack of an effective control system at the

client will lead to incorrect accounting operations and thus incorrect financial statements.
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As for the lack of separation between tasks, it leads to a loss of credibility for the financial

statements and annual reports of the firm and the lack of proof of the validity of the

balances and operations. Therefore, we find that these two factors achieved the highest

means.

4. The External Auditors in Palestine are Not Committed to Implementing the
Detection Risk in Their Work.

Table (4.13): Analysis of (One Sample T Test) to Verify the Extent of External Auditors
in Palestine in Determining the Detection Audit Risk

Variable Mean | STD | T Calculated | T tabulated | Sig. result

Detectionrisk | 4.36 | 0.57 84.51 1.96 .000 Reject

The analysis in table (4.13) shows that the value of calculated (t- test) is (784.51) and it
is greater than the tabulated T test (1.96). and the value of the significant is (0.00), which
is less than (0.005) that is the level of the significant specified in the study (a < 0.05).
thus, we reject the null hypotheses that states external auditors in Palestine are not
committed to implementing the detection risk in their work. However, we accept the
alternative hypothesis that states the external auditors in Palestine are committed to
implement the detection risk in their work. This means that external auditors in Palestine
are highly committed to implementing the detection risk in their work.

According to the studied sample responses the most significant indicators and factors that
influence detection risks are the external auditor is keen to ensure the accuracy of the
analytical procedures in discovering fundamental errors in the balances and operations of
the client, there are clear hiring policies in the auditing office or company in which | work
that ensure the proper selection of employees with the competencies and skills,
implementation of professional skepticism in the audit procedures of the company being

audited. Eventually, focusing on the suitability of the procedures adopted in the audit
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process of the company being audited. This result is in line with (Appelbaum, et al. 2018;

Cassell et al., 2019; Huang et al., 2017; Pike et al. 2016; Svanberg et al., 2019).

5. There are Insignificant Differences in External Auditors™ Views and Perceptions
of External Auditors’ Implementation of the Audit Risk Model Attributed to
Academic Achievement, Experience, Size of Audit Firm, and Certification.

Academic Achievement

To examine this hypothesis, the study used ANOVA and calculated the mean, and STD,

and the results were as follows:

Table (4.14): ANOVA Analysis of the Differences in the Means of the External

Auditors™ Views and Perceptions of External Auditors’ Implementation of the Audit
Risk Model Attributed to Academic Achievement,

Dimension N Mean STD F Sig.
BA 56 3.88 .66
high diploma 3 4.00 40

Acceptable Risk Master 59 3.86 .50 1.314 273
PhD 9 3.46 .82
Total 127 3.84 .60
BA 55 3.98 61
high diploma 3 4.03 52

Inherent Risk Master 57 3.92 47 .709 .548
PhD 9 3.71 .54
Total 124 3.94 54
BA 54 3.93 .69
high diploma 3 3.71 14

Control Risk 2.330 .078
Master 58 3.94 49
PhD 10 3.40 .95
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Total 125 3.89 .64
Dimension N Mean STD F Sig.
BA 52 4.04 57

high diploma 3 3.88 41

Detection Risk Master 57 3.97 .39 2.567 .058
PhD 10 3.55 12
Total 122 3.96 52
BA 50 4.00 51
high diploma 3 3.92 .33
Audit risk model
Master 53 3.96 .32 2.206 .091
implementation
PhD 8 3.58 .61
Total 114 3.95 44

Table (4.14) shows there are insignificant differences in the means of the external
auditors™ views and perceptions of external auditors’ implementation of the audit risk
model attributed to academic achievement. Thus, there are insignificant differences
among the auditors who have different academic achievement levels towards their views
and perceptions of external auditors’ implementation of the audit risk model attributed to

academic achievement.

Duration of Experience
To examine this hypothesis, the researcher used ANOVA and she calculated the mean,

and STD, and the results were as follows:
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Table (4.15): ANOVA Analysis of the Differences in the Means of the External
Auditors’ Views and Perceptions of External Auditors’ Implementation of the Audit
Risk Model Attributed to the Duration of Experience.

Dimension N Mean STD F Sig.
Less than 5 years 29 3.93 44
5-10 years 29 3.77 .64
Acceptable Risk 10 - 15 years 21 3.70 71 .86 A7
More than 15 years 48 3.89 .61
Total 127 3.84 .60
Less than 5 years 29 3.99 .55
5-10 years 29 3.89 .34
Inherent Risk 10 - 15 years 21 3.78 .69 .99 40
More than 15 years 45 4.01 .56
Total 124 3.94 .54
Less than 5 years 29 3.93 .52
5 -10 years 29 3.82 .63
Control Risk 10 - 15 years 22 3.74 .70 .83 .48
More than 15 years 45 3.98 .68
Total 125 3.89 .64
Less than 5 years 29 4.06 49
5-10 years 29 3.92 41
Detection Risk 10 - 15 years 19 3.91 49 49 .69
More than 15 years 45 3.95 .61
Total 122 3.96 .52
Less than 5 years 28 3.99 .39
5-10 years 28 3.85 .40
Audit risk model
10 - 15 years 17 3.80 51 2.04 A1
implementation
More than 15 years 41 4.05 .46
Total 114 3.95 44

Table (4.15) shows there are insignificant differences in the means of the external
auditors” views and perceptions of external auditors’ implementation of the audit risk

model attributed to the duration of auditors’ experience. Thus, there are insignificant
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differences among the auditors who have different academic achievement levels towards
their views and perceptions of external auditors’ implementation of the audit risk model
attributed to the duration of experience. This means that all the categories of respondents
regardless of their experience have a similar perceptions and attitudes towards the

implementation of audit risk model.

Size of Audit Firm
To examine this hypothesis, the ANOVA was used and calculating the mean, and STD,
and the results were as follows:

Table (4.16): ANOVA Analysis of the Differences in the Means of the External

Auditors™ Views and Perceptions of External Auditors’ Implementation of the Audit
Risk Model Attributed to the Size of the Audit Firm.

Dimension N Mean STD F Sig.
Less than 5 auditors 72 3.74 0.65
5 - 10 auditors 31 3.91 0.46

Acceptable Risk 10 -15 auditors 12 3.98 0.66 1.74 0.16

More than 15 Auditors 12 410 0.53

Total 127 3.84 0.60
Less than 5 auditors 70 3.89 0.57
5 - 10 auditors 30 3.95 0.43
Inherent Risk 10 -15 auditors 12 3.78 0.58 2.57 0.06

More than 15 Auditors 12 4.31 0.45

Total 124 3.94 0.54
Less than 5 auditors 70 3.77 0.69
Control Risk 5 -10 auditors 31 3.94 0.55 2.83 0.04

10 -15 auditors 11 4.07 0.47
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More than 15 Auditors 13 4.26 0.50

Total 125 3.89 0.64
Less than 5 auditors 67 3.89 0.55
5 - 10 auditors 31 3.92 0.40
Detection Risk 10 -15 auditors 11 4.17 0.57 2.95 0.04

More than 15 Auditors 13 4.29 0.41

Total 122 3.96 0.52
Less than 5 auditors 63 3.89 0.45
5 - 10 auditors 29 3.93 0.38
Audit risk model
10 -15 auditors 11 4.02 0.50 2.31 0.08

implementation

More than 15 Auditors 11 4.26 0.42

Total 114 3.95 0.44

Table (4.16) shows there are insignificant differences in the means of the external
auditors” views and perceptions of external auditors’ implementation of the audit risk
model attributed to number of auditors at audit office, except the detection and control
risk. Thus, there are insignificant differences among the auditors who have different
academic achievement levels towards their views and perceptions of external auditors’
implementation of the audit risk model attributed to duration of experience. Whereas, the
differences in the detection and control risk were in the best interest of those with more

than 15 auditors.
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Certification

To examine this hypothesis, the t- test, means, and STD were used, and the results were
as follows:

Table (4.17): T- Test Analysis of the Differences in the Means of the External Auditors’

Views and Perceptions of External Auditors’ Implementation of the Audit Risk Model
Attributed to Having A Certificate.

Dimension Having professional N Mean | STD t Sig.
certificate
Yes 108 3.83 .61
Acceptable Risk 073 | .787
No 19 3.89 .56
Yes 105 3.93 .55
Inherent Risk .008 .929
No 19 3.98 51
Yes 105 3.87 .65
control Risk .736 .392
No 20 4.01 53
Yes 102 3.92 51
Detection Risk .386 535
No 20 4.16 52
Audit risk Yes 95 3.94 A4
.079 .780
model No 19 4.01 48

Table (4.17) shows there are insignificant differences in the means of the external
auditors” views and perceptions of external auditors’ implementation of the audit risk

model attributed to having a professional certificate.
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Chapter Five

Results and Recommendations

5.1 Introduction
This study explores to what extent external auditors in Palestine are committed to
implementing the audit risk model in their work. Besides, examine the factors influencing

its implementation. This section presents the findings and recommendations of the study:

5.2 Results

The study revealed the following results

e The external auditors in Palestine are highly committed to implementing the audit risk
model as the mean is (3.91) with a STD of (0.85), the highest used are detection risk,
inherent risk, control risk, and acceptable risk, respectively due to the advantages and
importance of this model in increasing the quality and efficiency of audits, decreasing
costs and required resources, and ensuring the efficient allocation of existing
resources.

e There is a degree of commitment from external auditors in Palestine to implement
acceptable risks in their work with a mean of (3.85) and a STD is (0.92), the most
implemented factors are evaluating and analyzing the level of integrity and efficiency
of the Internal Audit Department by reviewing the results of previous internal audit
reports. Besides, evaluating and analyzing the extent to which the Internal Audit
Department enjoys independence and objectivity in performing their duties and
responsibilities, especially when they prepare the internal audit reports. The most
external responses when they perceive a high level of risk are to change the type of

audit evidence and to use more experienced and qualified external auditors.
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e There is a high degree of commitment from external auditors in Palestine to
implement the inherent risk calculation and analysis in their work with a mean of
(3.92) and STD of (0.85), especially when there are high changes in the accounting
policies followed by the company being audited. Besides, when there is a high amount
of outstanding, uncollected receivable balances in the company being audited.
Moreover, when the size of the outstanding unpaid credit balances in the company is
being audited. Eventually, when there are some that affect the occurrence of fraud in
the company. The most prevalent responses are to increase the amount of verification
and sample of evidence, change the type of audit risk, and increase the involvement
and interest in audit planning. Besides, the study revealed that external auditors in
Palestine use all the required and proper responses to confront the existence of high
level of inherent risk in the audited firm.

e The study found that there is a high level of external auditors in Palestine
implementing control risk in their work, as the mean is (3.89) and the STD is (0.86).
External auditors focus on identifying whether clients have issues or ambiguities in
delegating authority for tasks. They also assess compliance with the separation of
duties in various company operations and evaluate the efficiency and effectiveness of
the internal control system being audited. Common responses include greater
involvement in audit planning, increasing the amount of testing and sample size, and
adjusting the timing of audit tests and evidence collection. However, they typically
avoid seeking advice from external consultants and experts due to the high costs
associated with this approach.

e The study found that there is a high level of external auditors’ commitment to

detection risk, as the mean is (3.96) and the STD is (0.77). The highest-scoring factors
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are the existence of clear hiring policies in the auditing office or company that ensure
the proper selection of employees with the competencies and skills. Besides, the
external auditor is keen to apply professional skepticism to the audit procedures of
the company being audited. Furthermore, the external auditor is keen to focus on the
suitability of the procedures adopted in the audit process of the company being
audited. The most common response when there is a high level of detection risk is to
change the type of audit evidence, the timing of audit tests and the gathering of
evidence.

e There are insignificant differences in external auditors’ views and perceptions of
external auditors’ implementation of the audit risk model attributed to duration of
experience, certification, level of academic achievement, size of audit team, and audit
firm size. However, there are differences in the external auditors™ views and
perceptions of the external auditors’ implementation of the audit risk model attributed

to the position of the auditor.

5.3 Conclusion

This study aimed to investigate the use of the audit risk model from the perspective of
Palestinian auditors. The study followed a quantitative research approach and a
correlation design. The study found that there is a high level of implementation of the
audit risk model in the Palestinian context, as the audit risk model helps auditors/decrease
the extent of risks if it is efficiently implemented. Thus, there is a necessity to increase

the experience and knowledge of external auditors when using this interesting model.
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5.4 Recommendations
Specific Recommendations:

1. Since detection risk is perceived as most critical (Mean= 3.96), Audit Offices in
Palestine shall provide specific guidance and tools to help auditors effectively
assess and mitigate detection risks. This could include case studies, checklists, or
technology-based solutions.

2. Improve auditors' understanding of acceptable risk and its role in the audit
process. This could involve clarifying the concept, providing practical examples,
and discussing the implications of setting appropriate, acceptable risk levels.

3. While detection risk is important, Audit Offices in Palestine shall ensure that
auditors give adequate attention to inherent and control risks. Developing training
materials and resources that address all risk components comprehensively could
be of great value.

4. Exploring how technology can be used to enhance the audit risk model
implementation process is helpful. This could include risk assessment software,
data analytics tools, and automation of routine tasks.

General Recommendations:

1. Given the overall high commitment, continue to emphasize the importance of the
audit risk model in enhancing audit quality, risk management, and decision-
making.

2. Explore the reasons behind the slight differences in perception among the risk
components. Conduct further research or interviews to understand why detection

risk is perceived as more critical than other components.
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3. Encourage auditors to participate in Continuous Professional Development
programs that focus on the audit risk model, its components, and best practices
for implementation.

4. Create a culture within audit firms that prioritizes risk assessment and
management. This can be achieved through training, performance evaluation, and

incentives.
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Appendix (2) Questionnaire Revision

List of Academic and Professional Referees

Seria | Referee Place of Work

I

1 Dr. Zahran Daraghma Arab American University
2 Dr. Saher Aqel Birzeit University

3 Dr. Fadi Qattan Bethlehem University

4 Dr. Abdulnaser Nour AL-Najjah University

5 Dr. Akram Rahhal Al-Quds University
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