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5. Loop Two: Culture in the Audit File – A Validation of
Cross-National Cultural Differences in Auditors’
Professional Behavior

5.1 Introduction

In Chapter 4, a grounded theory is proposed on the association between the
professional behavior of auditors and differences in the cross-national cultural
practices of Power Distance, Uncertainty Avoidance, Assertiveness, and (Institutional
and In-group) Collectivism. In this chapter, this theory is partly validated through rank
order analysis of 29 country-level observations on five behavioral factors measured
through 1,070 audit engagement questionnaires (comprising over 100 questions) of an
annual process performance improvement project of an international accounting
organization (hereinafter: the questionnaire) submitted throughout its network of
affiliated accounting organizations.249 The five factors of auditors’ professional
behaviors that were uncovered in the questionnaire and used in this validation are:

 Knowledge sharing within the audit engagement team
 Documentation and justification
 Risk awareness and response (part of judgment and decision-making)
 Skeptical judgments and decisions
 Engagement partner involvement (part of working in fluid teams).

Rank order correlation analysis250 is conducted on these 29 country-level questionnaire
scores to validate the grounded theory formulated in Chapter 4. This is done for each
of the five behavioral factors with each of the five national-cultural dimensions
mentioned above. Having gained access to these empirical data, a unique opportunity
unfolds for studying the actual behavioral practices of auditors in a cross-cultural
setting. This can be illustrated as follows:

249 These observations and behavioral factors were uncovered through factor analysis from an original
data set of 1,939 questionnaire observations on more than 100 questions submitted to 114 countries, the
data on which is reduced to a limited number of meaningful scales and observations. See § 5.2.1.
250 Rank order correlation analysis, although a relatively basic method of quantitative analysis, is
considered to be the most appropriate analysis method for this study given the relatively limited number
of observations on a country-level (29) compared with the 1,070 questionnaire-level items. The 1,070
engagement level scores have to be analyzed at the country level in order to be able to compare those
scores consistently with cross-national cultural dimensions. Rank order analysis provides an indication of
relationships, rather than actual explanation of relationships (see § 5.3.1).



The Behavior of Assurance Professionals – A Cross-cultural Perspective

136

This chapter is structured as follows. The research strategy and methodology is set out
in § 5.2, including the data management measures, factor analysis, and multi-level
validation applied to the dependent variable (the questionnaire data) and limitations.
The actual rank order correlation analysis and the interpretation of the results is
included in § 5.3. The conclusion is included in § 5.4.

- Power Distance
- Uncertainty Avoidance
- Assertiveness
- Institutional Collectivism
- In-group Collectivism

Psychological and cognitive factors

Contextual factors
- Professional context
- Organizational context

External / environmental factors

Professional behaviors

Figure 4 – Focus of Chapter 5: Validation of cross-national cultural differences in auditors’ professional
behavior

National culture

- Knowledge sharing within the team
- Documentation and justification
- Risk awareness and response
- Skeptical judgments and decisions
- Engagement partner involvement

Validation
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5.2 Research strategy and methodology

5.2.1 The dependent variable: auditors’ professional behavior

As part of an annual process performance improvement project, an international
accounting organization submitted a questionnaire to a cross-section of their
international assurance practice. The questionnaires cover financial statement audits
performed on financial statements for the year ending 31 December 2005. Access to
the results of the questionnaires was obtained after having received permission from
the international accounting organization and after several meetings and presentations
with a number of key players in the organization. Confidentiality and anonymity were
assured to the international accounting organization.251

The 2005 audit engagement questionnaire consists of 13 primary questions that
cover the main steps of a financial statement audit (i.e., from planning to completion)
comprising a total of approximately 100 secondary questions that cover the detailed
audit steps underlying each of the main steps. These steps include, for example, audit
process, technical applications, legal requirements, and behavioral practices. All
secondary questions underlying each of the 13 primary questions had to be answered
“yes” or “no” based on review of the audit engagement file, resulting in an
automatically calculated overall score on the primary question. In addition, a number
of descriptive questions had to be answered, of which the size of the audit
engagement in number of hours and the time spent on the audit engagement in
number of hours by the audit engagement leader and audit engagement manager were
the most important (and subsequently included in analysis).

In total, the international accounting organization submitted 1,939 questionnaires
to 114 countries of its network of affiliated accounting organizations. The size and
nature of the sample of questionnaires submitted per country reflects the size and
nature (e.g., industry sectors, listed versus privately owned clients) of the audit practice
in each country. The questionnaires were filled out for the selected number of

251 The confidentiality terms agreed upon between the international accounting organization and the
author to gain access to the questionnaire data comprising:
 Anonymity of the international accounting organization
 Generalizations of how the questionnaire is described in this thesis and of the wording used to

describe in this thesis the questions included in the questionnaire (i.e., the description of the
questions is generalized to reflect generally accepted auditing principles as referred to in the
International Standards on Auditing in order to prevent any references to terms specific to the
international accounting organization)

 Anonymity of the individual countries included in the study (i.e., the countries to which the
questionnaires were submitted)

 No reference to absolute scores or questionnaire data on an overall or on an individual country or
question level (i.e., only the variance per question of the 29 countries in aggregate relative to the
variance of the 29 countries in aggregate on the cultural dimensions is reflected in this thesis).

These confidentiality terms do not affect the validity or relevance of the research and findings in relation
to the research question at hand. For example, it is the variance in the questionnaire scores of the
countries, not the absolute scores per country, that is the relevant variable for the research question.
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financial audit engagements by reviewers independent of the audit teams, based on
review of the audit engagement files. The reviewers were experienced financial
auditors and they went through a four-hour training designed by the central project
team. The results of a questionnaire were to be discussed and cleared for accuracy
with the audit engagement partner before completion of the questionnaire. The main
objective of the process was to evaluate the performance of each country as a whole,
not the performance of individual audit teams or audit partners. The process was
designed so that the results could not be traced back to individual teams, clients, or
partners and the outcome of the process had no consequences for monetary rewards.
Consequently, audit teams, including the engagement partners, had no direct incentive
to inflate or manipulate results. A cross-country validation was performed on a
selection of engagements and the results of the questionnaires per country, the
validation being led by the central project team for the larger countries. Opportunities
for countries to inflate results were thus limited as well.

Not all of these 1,939 questionnaires could be used. Several data management
procedures are conducted on the master data. Firstly, countries for which less than 20
questionnaires were filled out were considered not viable for further analysis at a
country level. As a result, 466 questionnaires from 74 countries are omitted from
further analysis (i.e., the smaller countries with 6.3 observations on an average),
leading to 1,473 questionnaires from 40 countries. Secondly, the questions in the
questionnaire were analyzed for missing data. A number of questions were only to be
answered for a small sub-sample depending on qualifying questions, leading to
significant numbers of missing data. These questions were omitted. For two questions
for which only a very limited number of observations were missing non-randomly,
mean substitution was applied to estimate the missing observations (in line with
Tabachnik and Fidell 2007). Lastly, the data was analyzed for reliability (e.g., from the
cross-country review process led by the central project team it was known that a
number of questions were scored unreliably due to, for example, interpretation issues
of the original questions) and for relevance to this study (e.g., some questions related
to IT processes). Where secondary questions were omitted, the automatically
calculated overall score on the related primary question is recalculated to reflect these
data management measures. This has resulted in a cleaned up data set of 24 questions
answered for 1,473 audit engagements in 40 countries.

5.2.2 Factor analysis on the dependent variable

Factor analysis was conducted on these remaining 24 questions of the 1,473
questionnaires (N = 1,473) from 40 countries to further reduce the data from the
questionnaires and uncover a limited number of meaningful scales measuring auditors’
professional behavior. The outcome thereof is included in table 3 on pages 140 to
143. Explanatory factor analysis (maximum likelihood) was conducted with oblique
rotation (Oblimin with Kaiser Normalization252) using SPSS. In addition to the data

252 Oblique rotation was applied based on the expectation that the factors would not be uncorrelated
(which would be needed for orthogonal rotation). That some factors are not uncorrelated was later
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management measures described above (which includes missing values analysis), the
data were furthermore analyzed for singularity (i.e., redundancy253) and
multicollinearity (i.e., very high correlation). Binary data are multiplied with 100 to
have both binary and continuous variables in a consistent range254. The factor analysis
results in five factors with an Eigen value above one, which number is being
confirmed by analysis of the scree plot. These factors are further analyzed for factor
loadings below 0.32 (Tabachnik and Fidell 2007) and high cross-loadings. Questions
four and eight (see table 3) remained to be included despite the low factor loadings
given the content- wise belonging in combination with strong validity and reliability of
the respective factors (see below). Question 14 remained to be included in factor 5
(“fraud awareness”) despite a high cross-loading with factor one for the same reason.
Factor 2 (“preliminary analytical procedures”) comprises only two questions, but
remains to be a separate factor given the high internal correlation and its low
correlation relative to the other factors (see table 4 in footnote 252 for the factor
correlation matrix). This resulted in five factors derived from 17 questions that are
included for further analysis (i.e., another seven questions were omitted for further
analysis as these were not part of any factor).

The five factors are evaluated for internal consistency of the scales based on
Cronbach’s alphas calculations (Cortina 1993; Pallant 2007; Tabachnik and Fidell
2007). The Cronback alpha coefficients for the five factors, as included in table 3 on
pages 140 to 143, are 0.66, 0.89, 0.56, 0.61, and 0.72 respectively. Questionnaire scores
were recalculated to factor scores for further analysis at the factor level. This
recalculation was done unweighted to reflect as much as possible the original

confirmed through the following factor correlation matrix which shows that mainly factors 1, 4 and 5 are
correlated (although the correlation is still not significant):

Factors

Factors 1 2 3 4 5

1. Knowledge sharing within the audit
engagement team 1.0000

2. Preliminary analytical procedures
(having an objective expectation) 0.0965 1.0000

3. Review by the audit engagement
partner (documentation and justification) 0.1101 0.0836 1.0000

4. Risk awareness (risk analysis and
response) 0.2793 0.1145 0.1838 1.0000

5. Fraud awareness (professional
skepticism) 0.4395 0.1580 0.2210 0.2638 1.0000

Table 4 - Factor correlation matrix

253 Two or more variables being singular means that one or more variables are redundant because such
variables are a combination of two or more other variables. For example, in the questionnaire primary
questions are a summary of (sometimes only a limited number of) secondary questions, which means that
either the primary question or the corresponding secondary question(s) is/are redundant.
254 The underlying questions had to be answered “yes” or “no” (leading to binary data), resulting in an
automatically calculated overall score on the primary question (leading to continuous data).



The Behavior of Assurance Professionals – A Cross-cultural Perspective

140

Table 3 (panel A) - Outcome of factor analysis on 2005 improvement program results

Factor analysis with oblique rotation (oblimin with Kaiser Normallization) and reliability
(Cronbach's alphas)

Factors (including factor loadings): 1

Questionnaire questions:

Knowledge sharing
within the audit

engagement team

1 During the planning phase of the audit did the audit engagement
team (including the audit engagement partner) share their
understanding of the audited entity and its environment and internal
controls?

0,84

2 During the planning phase of the audit did the audit engagement
team (including the audit engagement partner) share their
knowledge of and discuss the significant risks of material
misstatement of the financial statements?

0,71

3 Did the audit engagement team hold an audit planning meeting
prior to the start of audit field work?

0,34

4 Did the audit engagement team document their understanding of
the audited entity and its environment and internal controls during
the planning phase of the audit?

0,25

5 Were preliminary analytical procedures carried out as part of
assessing the risk of material misstatements of the financial
statements of the audited entity in the planning phase of the
assurance engagement in accordance with ISA 315.10?

0,04

6 As part of preliminary analytical procedures, is there evidence in the
audit file that the audit engagement team developed upfront
independent expectations about plausible relationships that are
reasonably expected to exist?

0,02-

7 Did the audit engagement partner document to be satisfied, through
review of the audit documentation and discussion with the audit
engagement team, that the audit strategy and the planned scope,
timing and extent of the audit to be performed is appropriate prior
to the start of the audit field work?

0,03

8 Did the audit engagement partner document to have reviewed the
significant audit matters resulting from the audit prior to issuance of
the auditor's report?

0,03

9 Did the audit engagement partner document to be satisfied, through
review of the audit documentation and discussion with the audit
engagement team, that sufficient appropriate audit evidence has
been obtained to support the conclusions reached and for the
auditor's report to be issued?

0,01-
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2 3 4 5

Preliminary analytical
procesures (having an

objective
expectation)

Review by the audit
engagement partner
(documentation &

justification)

Risk awareness (risk
analysis and
response)

Fraud awareness
(professional skepticism)

0,01 0,00- 0,03- 0,03

0,00- 0,04 0,11 0,00-

0,04 0,03 0,01 0,12

0,11 0,02- 0,12 0,07

0,82 0,03 0,02 0,01-

0,96 0,01- 0,01- 0,01

0,06 0,49 0,09 0,11

0,02 0,29 0,06 0,08

0,01- 0,86 0,03- 0,03-
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Table 3 (panel B) - Outcome of factor analysis on 2005 improvement program results

Factor analysis with oblique rotation (oblimin with Kaiser Normallization) and reliability
(Cronbach's alphas)

Factors (including factor loadings): 1

Questionnaire questions:

Knowledge
sharing within the
audit engagement

team

10 Identification, assessment, documentation, and response to significant
risks of material misstatement of the financial statements: did the audit
engagement team document identified (significant) risks of material
misstatement of the financial statements?

0,02

11 Identification, assessment, documentation, and response to significant
risks of material misstatement of the financial statements: did the audit
engagement team make inquiries of management and others within the
entity to identify (significant) risks of material misstatement of the
financial statements and management's response thereto (including
implementation of controls)?

0,00

12 Identification, assessment, documentation, and response to significant
risks of material misstatement of the financial statements: did the audit
engagement partner participate in forming the responses to identified
(significant) risks of material misstatement of the financial statements?

0,14

13 Identification, assessment, documentation, and response to significant
risks of material misstatement of the financial statements: is there
evidence in the audit engagement file that they were addressed through
further auditing procedures?

0,00

14 During the planning phase of the audit did the audit engagement team
(including the audit engagement partner) share their knowledge of fraud
risks at the audited entity?

0,36

15 Did the audit engagement team discuss the susceptibility of the entity's
financial statements to material misstatements due to fraud?

0,05

16 Did the audit engagement team enquire management and others within
the entity regarding the risks of material misstatement due to fraud or
error?

0,05-

17 Did the audit engagement team identify and assessed the risks of
material misstatement due to fraud, and developed and documented
their responses to identified risks?

0,07-

Reliability (Cronbach's Alpha) SPSS 0,66
Proportion of variance explained 38,1%
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2 3 4 5

Preliminary analytical
procesures (having an
objective expectation)

Review by the audit
engagement partner
(documentation &

justification)

Risk awareness (risk
analysis and
response)

Fraud awareness
(professional skepticism)

0,00- 0,02- 0,54 0,12-

0,01- 0,03- 0,55 0,06

0,03 0,10 0,37 0,15

0,01 0,03 0,62 0,02

0,02- 0,01- 0,02 0,47

0,01 0,01 0,02- 0,78

0,03 0,07 0,06 0,52

0,03 0,05 0,15 0,52

0,89 0,56 0,62 0,72
27,3% 13,9% 11,8% 8,9%
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questionnaire scoring255. The labels of the factors that were uncovered from the
questionnaire data can be illustrated as follows:

 Factor 1: Knowledge sharing within the audit engagement team
All questions included in this factor deal with audit engagement team coming
together (question 3) for actual sharing (questions 1 and 2), discussion (question
2), and documentation (question 4) of a certain understanding of the audited
client. Knowledge sharing here means the informal and formal interaction with
other auditors with the purpose to share and discuss knowledge (i.e., not the
technical IT knowledge sharing or reward systems impact as per Vera-Munoz et
al. 2006)256;

 Factor 2: Preliminary analytical procedures (or having an objective expectation)
Although conducting preliminary analytical procedures is a required step in the
ISAs (question 5), in the questionnaire it rather reflects an auditor’s ability to have
and discuss with their clients an upfront independent expectation (question 6).
Having an upfront independent expectation contradicts the auditor just observing
and absorbing what the client “tells” the auditor, i.e., having a healthy amount of
professional skepticism;

 Factor 3: Documentation and justification (documentation of review by the audit engagement
partner)
All three questions (7, 8 and 9) are related to the documentation of a number of
minimum required steps in relation to review of the audit by the audit engagement
partner. This documentation by the audit engagement partner is the absolute
minimum required formal sign-off steps by the engagement partner based on the
International Standards on Auditing257;

 Factor 4: Risk awareness and response
The four questions comprising factor 4 cover the same category of audit steps
related to identification, assessment, documentation, and response to significant
risks of material misstatement of financial statements. Within this category, these
questions cover the documentation of identified risks (question 10), the inquiry of
the client to identify risks (question 11), the evaluation by the audit partner of the
identified risks (question 12) and the audit response and work performed on
identified risks (question 13). In other words, these questions relate to the audit

255 The objective of factor analysis for this study is to group and reduce data, not to manipulate data
scores.
256 Although this knowledge sharing for risk analysis is part of the planning phase of the audit as defined
in the ISAs, the timeliness of the knowledge sharing is not considered to be the denominator of this
factor because timeliness of certain audit steps is relevant throughout the ISAs.
257 It should be noted that this could also pose a risk of other variables interrelating with the questions’
scores, for example the external supervision on compliance with the auditing standards (i.e., it is not
culture correlating with the score, but pressure from external supervision on compliance).
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team’s risk analysis and response or the central auditor’s behavior of being aware
of the risks.

 Factor 5: Professional skepticism (through fraud awareness)
The questions of factor 5 are related to almost the whole process of fraud
procedures in a financial statement audit. Discussing and addressing fraud risk are
generally considered to reflect an auditor’s ability to pose challenging questions to
their client (also refer to § 4.3.2). In other words, this factor is related to
skepticism judgments and decision-making, also because these questions cover the
auditor having discussions (within the team and with the client) and the team's
steps in acquiring additional audit response and evidence (which is part of
professional skepticism too, based on its definition).258

A sixth variable: engagement partner involvement (part of working in fluid
teams)
A sixth variable that is uncovered and included in further analysis is the engagement
partner involvement. This variable is expressed as a percentage of the number of
engagement partner hours relative to the total audit engagement hours as registered
for each questionnaire. Of the 40 countries included in the analysis, the registration of
engagement hours was significantly incomplete for one country, resulting in the
omission of that country in the further analysis for this variable only (i.e., 39 countries
included in analysis for the sixth variable). This sixth variable is not significantly
correlated to any of the other five factors, as follows from the following correlation
matrix:

Factors

Factors 1 2 3 4 5

Engagement partner involvement 0.0502 0.0554 0.0668 0.0323 0.0240

Table 5 - Factor correlation matrix with engagement partner involvement

5.2.3 Multi-level assessment of the dependent variable

In order to be able to analyze the data at a country level consistently with cross-
national cultural dimensions, the individual level questionnaire scores were aggregated
and recalculated to the country level (Hofstede et al. 1993; House et al. 2004: 99),
leading to 40 country level observations for the first five factors and 39 for
engagement partner involvement.

258 Although the high cross-loading of question 14 with factor 1 can be explained by the knowledge
sharing part of the question, given the specific subject of the sharing (fraud risks instead of general
understanding as in factor 1), the higher loading with factor 5 is considered to be acceptable.
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Multi-level assessment
The two requirements for meaningful and valid aggregation of data to the country
level are:

 A high level of agreement of respondents within a country to reflect the extent to
which a country score is actually representative for the respondents of that
country (homogeneity of within-country responses).

 A high variation between the countries to reflect the extent to which country
scores are actually different from one another (heterogeneity of between-country
scores).

The Rwg index was used to evaluate the within-country agreement for the first five
factors (James 1984, 1993; Castro 2002; Koene 2002), the index of which should be
higher than 0.70 for “a good amount of agreement” (George 1990; Koene 2002). The
Rwg index is used for “a finite set of sequentially ordered, countable categories”
(James 1984: 87). The data used to measure engagement partner involvement are not
such data. Therefore, the Intraclass Correlation Coefficient (Castro 2002, hereinafter:
ICC) is used to evaluate the within-country agreement for the sixth variable. “ICCs are
used when one is interested in the relationship among variables of a common class
[and] the amount of variance in individual level responses that can be explained by
group level properties” (Castro 2002: 70). More specifically the ICC(2) was used,
which coefficient reflects the extent to which group means are reliable and
differentiated from each other. The ICC(2), calculated to be 0.7738 (adjusted for
differences between countries in sample sizes), is high enough to support the valid
aggregation of data to the country level.

An ANOVA test was applied (comparing within- and between-country variance)
to assess the between-country variance. The between-country variance (ANOVA) and
within-country agreement (Rwg and ICC(2)) scores are included in Table 6 on page
147.

All factors show a good amount of within-country agreement (the mean Rwg
scores for the first five factors and ICC(2) for the sixth variable). However, based on
the ANOVA test, factor 2 (“preliminary analytical procedures”) does not show a
significant between-country variance (next to the lowest within-country agreement,
although good enough). It was concluded that factor 2 could not be analyzed validly at
a country level and is, therefore, omitted for further country-level analysis. This is
consistent with, for example, Hughes et al. (2009) who found no significant cross-
cultural variation in how auditors conduct analytical procedures.
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Factor Fª
Mean

Rwg(j)ªª ICC(2)

1. Knowledge sharing within the audit team 5.5094*** 0.93 -

2. Preliminary analytical procedures 0.6022*** 0.73 -
3. Sign-off by the engagement leader
(compliance)

11.3258*** 0.80 -

4. Risk awareness (risk analysis and response) 7.8741*** 0.93 -

5. Fraud awareness (professional skepticism) 12.1444*** 0.88 -

6. Engagement partner involvement 4.9200*** - 0.7738
ª The F score reflects the between country variance (ANOVA test comparing within- and between
country variance)

ªª An Rwg score of 0,70 is indicated as a "good amount of agreement" (George, 1990, p.110)

* P < 0.10

** P < 0.05

*** P < 0.01

Table 6 - ANOVA and within-group agreement scores (mean Rwg(j), N=40 for the first five
factors; ICC(2) for the sixth variable, N=39)

In summary, the five auditors’ behaviors that I was able to include in this validation
are:

 Knowledge sharing within the audit engagement team
 Documentation and justification (of review by the audit engagement partner)
 Risk awareness and response
 Professional skepticism (through fraud awareness)
 Engagement partner involvement.

5.2.4 The independent variable: cross-national cultural differences

The primary independent variables for the research question at hand are the cultural
practices of Power Distance, Uncertainty Avoidance, Assertiveness, and (Institutional
and In-Group) collectivism as per House et al. (2004) as described in Chapter 3 of this
thesis. As no cultural dimensions are available for all 40 countries as per House et al.
(2004), or not in a comparable categorization259, a further 11 countries with 403
questionnaires (i.e., some of the larger countries with almost 37 observations on
average) had to be omitted. This resulted in a final set of 29 countries with 1,070
questionnaires for which both questionnaire data and cultural practice data are
available and which are subsequently included in analysis (28 countries for the sixth

259 For example, House et al. (2004) split up some countries into two cultural regions, for which no
separate questionnaire data are available, such as East and West Germany, China and Hong Kong, and
Switzerland (French and German speaking).
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variable). The resulting reconciliation between the original master data and the
analyzed data is as follows:

Number of
countries

Number of
questionnaires

Master questionnaire data 114 1,939

Omitted:

- countries with less than 20 individual measurements 74 466

- countries for which no cultural dimensions are available as
per House et al. 2004 11 403

Questionnaire data included in analysis 29 1,070

Table 7. Reconciliation of questionnaire data included in analysis

5.3 The association between culture and auditors’ behavior

5.3.1 Rank order correlation analysis

The association between auditors’ professional behaviors (the questionnaire factor
scores) and national cultural dimensions was tested based on rank order correlation
analysis. Rank order correlation analysis, although a relatively basic method of
quantitative analysis, is considered to be the most appropriate analysis method for this
study given the relatively limited number of observations at a country-level (29)
compared with the 1,070 questionnaire-level items. Rank order analysis provides an
indication of relationships, rather than actual explanation of relationships (e.g., as in
regression analysis). The level of agreement of the country scores for the 29 countries
was evaluated in the manner described above. No significant differences were noted
compared with the analysis for the 40 countries. The countries were ranked based on
their factor score on each of the questionnaire variables and compared with the
countries’ rank on each of the national cultural dimensions. Ties in ranks were
resolved (averages were taken).

The strength of the correlation was evaluated using Pearson’s correlation
coefficient (Tabachnik and Fidell 2007)260. Correlation coefficients above 0.50 are
considered strong, and between 0.30 and 0.49 medium. Coefficients below 0.30 are
not included. Table 8 below shows the results of the rank ordering (details are
included in Appendix 5).

260 Given the existence of tied ranks the classical Pearson’s correlation coefficient was used, as opposed
to Spearman’s rho rank correlation coefficient which can only be used when there are no tied ranks.
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Table 8 - Rank Ordering of 2005 questionnaire factor scores with cultural practices
(House 2004)

Significant Pearson correlation coefficient > 0.3 (medium) included (above 0.5 considered strong);

N = 29 for the first 4 factors; N = 28 for 'Engagement partner involvement'

Cultural Practices (House 2004)****

Questionnaire factors PD UA Ass. Inst. C Gr. C
- Knowledge sharing within the
audit engagement team

0.358* -0.316* 0.310 -0.554*** 0.443**

- Review by the audit engagement
partner (documentation and
justification)

-0.090 -0.030 0.179 0.083 -0.106

- Risk response (incl. risk awareness
and analysis)

0.145 -0.127 0.160 -0.504*** 0.060

- Fraud awareness (professional
skepticism)

0.078 -0.089 0.266 -0.411** 0.136

- Engagement partner involvement -0.587*** 0.392** -0.168 0.107 -0.673***

* Correlation is significant at the 0.10 level (2-tailed)

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

*** Correlation is significant at the 0.01 level (2-tailed)
**** The cultural practices are related to Power Distance (PD), Uncertainty Avoidance (UA),
Assertiveness (ASS), Institutional Collectivism (Inst.C), and In-Group Collectivism (Gr.C) (see
Chapter 3 of this thesis).

5.3.2 The overall effect of cross-national cultural differences

The rank order correlation analysis clearly indicates that auditors’ professional
behavior is affected by cross-national cultural differences, as was expected based on
the grounded theory analysis of Chapter 4. Except for documentation and justification
behavior, all the behavioral factors show significant correlations with the cultural
practices of House et al. (2004). Especially, knowledge sharing and engagement leader
involvement are indicated to be affected by cultural differences. In other words, the
question whether or not auditors’ professional behavior is affected by cross-national
cultural differences should be answered positively.

The answer to the subsequent question of how precisely these behaviors are
affected by cultural differences in detail is less clear. The associations between the
behaviors and a number of the cultural practices that were expected based on the
propositions formulated in Chapter 4 are not found or relations are found in
directions that are opposite to this expectation. On the one hand, this is related to the
complex interaction between behavior and culture (which is not a simple or one-
dimensional matter of cause-and-effect) and, on the other, to the inherent limitations
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of the research instrument used (refer to § 6.3 on limitations of this study). The results
of the rank order analysis per behavioral factor are discussed in detail in the
subsections below.

In line with my expectations, the cultural practices that seem to have the most
significant impact on auditors’ professional behavior are Institutional Collectivism, In-
Group Collectivism, Power Distance, and Uncertainty Avoidance261. Although this
analysis was limited to the five factors concealed in and uncovered from the
questionnaire data, this is largely consistent with the grounded theory on the impact of
cultural practices on the professional behavior of auditors in general. However, contrary
to my expectation, this validation does not show a clear picture on the direction of the impact of Power
Distance and In-Group Collectivism.

No indications were found for an effect of assertiveness practices on the
behavior of auditors. This is counter-intuitive as assertiveness was expected to
positively relate to the majority of the professional behaviors of auditors in general,
including the five behavioral factors included in the rank order correlation analysis.
However, this is less counter-intuitive on the other hand as assertiveness is essentially
about expression and communication styles, rather than about actions.

5.3.3 Knowledge sharing

The association between auditors’ knowledge sharing and cross-national cultural
differences found in this validation in comparison with the expectation is illustrated as
follows:

Cultural practices (House et al. 2004)

Knowledge

sharing

Power

Distance

Uncertainty

Avoidance Assertiveness

Institutional

Collectivism

In-group

Collectivism

Grounded

theory

– + + – ?

Rank order

analysis

+ – . – +

“+” indicates an (expected) positive relationship between the variables; ”–“ indicates a

(expected) inverse relationship; “?” indicates the direction of the expected relationship is

indeterminate; and “.” indicates no relationship is found (expected).

The association between knowledge sharing and culture that is confirmed is that with
institutional collectivism. This is explained as accountability and personal initiative to
share knowledge is easily deferred to others within the group in institutional
collectivistic countries. Furthermore, the hierarchical component of institutional

261 To validate the choice made in § 4.2.3 in the five cultural dimensions of Power Distance, Uncertainty
Avoidance, Assertiveness, Institutional Collectivism, and In-Group Collectivism as per House et al.
(2004), the behavioural traits were also analyzed for relations with the other cultural practices of Future
Orientation, Performance Orientation, Humane Orientation, and Gender Egalitarianism as per House et
al. (2004). Consistent with my expectations, no significant results were found.
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collectivism related to respect for authority and preservation of power results in less
interactive knowledge sharing within the audit teams in countries higher on
institutional collectivism.

The direction of the expected relationship between knowledge sharing and in-
group collectivism was undetermined depending on the (smaller or larger) boundaries
of the in-group. As this factor is related to knowledge sharing within the audit team,
and given the positive relation found, it is inferred that the audit team generally (at
least) coincides with the boundaries of the in-group. With an emphasis on
collaboration, cohesiveness and harmony within the in-group (i.e., the audit team), a
positive relationship between in-group collectivistic practices and knowledge sharing
within the audit team seems to be reasonable. Furthermore, in-group collectivism
seems to be the dominant force over institutional collectivism in terms of its positive
effect on knowledge sharing. This seems to indicate that the family-integrity level of
the collectivism dimension is more valued than the non-kin and non-personal-driven
components of the structural inducements and rewards coming from an institutional
collectivistic perspective.

The negative correlation found between knowledge sharing and Uncertainty
Avoidance is opposite to my expectation and may be counter-intuitive given the
strong preferences for group decisions, information seeking and consultations within
high uncertainty avoiding cultures. On the other hand, Uncertainty Avoidance is also
related to a strong preference for structure, procedures and regulations, and
conforming to those to reduce ambiguity as deviation inflicts increased ambiguity and
uncertainty. Consequently, auditors from high uncertainty avoiding countries may take
less initiative to proactively step forward and share knowledge (as that would lead to
ambiguity and the risk of being wrong about the knowledge one wishes to share) and
show more rigid behavior conforming to the dominant norms. Secondly, Uncertainty
Avoidance is also related to a preference for job security which may result in auditors
being inclined to protect their knowledge as a power base or expert position, and thus
preserving that job security.

The positive correlation found between knowledge sharing and Power Distance
practices is also opposite to my expectation. An explanation for this direction is not
easy to find given the rather strong expectation that power would be assigned to
knowledge in higher Power Distance countries, i.e., knowledge is not shared but
localized. Expert power is one of the different sources or forms of power that are
distinguished (House et al. 2004: 514), which would be based on one’s expert
supremacy over another person. From this perspective, this positive relationship could
be explained to mean that auditors in higher Power Distance countries are inclined to
proactively show their expertise and knowledge supremacy as a confirmation of their
position as experts (and, thus, power).

Contrary to my expectation, no association is found between knowledge sharing
and assertiveness (reference made to § 5.3.2).
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5.3.4 Documentation and justification

The association between auditors’ documentation and justification behavior and cross-
national cultural differences found in this validation in comparison with the
expectation is illustrated as follows:

Cultural practices (House et al. 2004)
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“+” indicates an (expected) positive relationship between the variables; “–“ indicates a

(expected) inverse relationship; “?” indicates the direction of the expected relationship is

indeterminate; and “.” indicates no relationship is found (expected).

Contrary to my expectations, no association at all was found between cultural
practices and documentation and justification behavior.
This is especially counter-intuitive for Uncertainty Avoidance and, to a certain extent,
also Assertiveness, cultural practices given their expected effect keeping meticulous
records and writing memos as uncertainty-avoiding rituals. On the other hand, as seen
in § 4.3.6, auditors also associate documentation and justification behavior foremost
with the litigiousness of the environment and the maturity and strength of the
supervisory body,
i.e., the strength of internal and external supervision and litigation risk. Auditors
furthermore observe an effect from accounting and auditing regulation and standards
being rules-based versus principles-based on auditors being more or less rules-
orientated. Although these aspects are found to indirectly affect auditing (§ 1.2), it may
well be that documentation and justification behavior is not directly driven by cultural
practices, but rather more by structural contingencies such as regulation, supervision
and litigation risk.

Such a conclusion would be supported by an observation in relation to a country
that is lower on Uncertainty Avoidance and Institutional Collectivism, and
Performance Orientation, and higher on Assertiveness. Based on the grounded theory,
expectation documentation and justification behavior would be expected to be less in
this country. However, in an international quality review on the documented audit
work (not being part of this study), the audit practice in this country was among the
top 3 internationally. Explanation within the international accounting organization was
that the supervisory body was so strict, mostly in terms of height of the potential
penalties (which were among the highest compared with many other countries), that it
would dominate compliance in terms of adhering to the audit documentation
standards.
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5.3.5 Risk awareness and response

The association between auditors’ risk awareness and response and cross-national
cultural differences found in this validation in comparison with the expectation is
illustrated as follows:

Cultural practices (House et al. 2004)
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“+” indicates an (expected) positive relationship between the variables; “–“indicates a

(expected) inverse relationship; “?” indicates the direction of the expected relationship is

indeterminate; and “.”’ indicates no relationship is found (expected).

The association between risk awareness and response and culture that is confirmed is
that with institutional collectivism. This can be explained through individuals in higher
institutional collectivistic cultures not being inclined to take accountability for
appropriate risk mitigation which is deferred to others within the collective (i.e.,
authority). This negative association is furthermore consistent with observations
related to auditors in some countries higher on institutional collectivism being less
able to clearly distinguish significant from other audit risk, to decide on an effective
and efficient response on that assessment and, as a consequence, do too much work
due to a poor response (i.e., no appropriate response on too many risks that are
considered significant, but are in fact not significant).

That no association is found between risk awareness and response and
Uncertainty Avoidance and Assertiveness practices is specifically counter-intuitive.
Auditors from cultures higher on Uncertainty Avoidance and lower on Assertiveness
were expected to more carefully consider their response to identified risks to reduce
uncertainty around those risks. This is not confirmed through this validation, for
which no reasonable explanation was found at this stage.

5.3.6 Professional skepticism

The association between auditors’ skeptical judgments and decision-making and cross-
national cultural differences found in this validation in comparison with the
expectation is illustrated as follows:
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Cultural practices (House et al. 2004)
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“+” indicates an (expected) positive relationship between the variables; “–“ indicates a

(expected) inverse relationship; “?” indicates the direction of the expected relationship is

indeterminate; and “.” indicates no relationship is found (expected).

The (negative) association between institutional collectivistic practices and auditors’
professional skepticism is confirmed. This is consistent with the grounded theory
proposition in terms of conformity to one’s environment, maintaining harmony
through subjugation and respecting authority, and avoiding and compromising
conflict resolution style (“saving face”). However, Institutional Collectivism in
combination with In-Group Collectivism, Power Distance and Assertiveness was
specifically expected to affect auditors’ professional skepticism through loyalty,
respect of authority, and expressing one’s views and opinions. Although based on the
grounded theory analysis I would agree with the interviewed auditors that differences
in professional skepticism is “a cultural thing”, this is not confirmed through this
validation. This would, nevertheless, also be consistent with the view of the
interviewed auditors who acknowledge that many other factors influence auditors’
skeptical attitude, such as the strength of the supervisory body, the interaction with
the audited client, or the business environment and corporate governance structure.

5.3.7 Engagement partner involvement

The association between audit engagement partner involvement and cross-national
cultural differences found in this validation in comparison with the expectation is
illustrated as follows:

Cultural practices (House et al. 2004)
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(expected) inverse relationship; “?" indicates the direction of the expected relationship is

indeterminate; and “.” indicates no relationship is found (expected).

The association between engagement partner involvement and cultural practices of
Power Distance and Uncertainty Avoidance is confirmed. This can be explained
through engagement partners participating more in team work (in countries lower on
Power Distance) and engagement partners having a greater need to reduce uncertainty
and ambiguity and, consequently, have a natural inclination to have a greater
involvement in the audit (in countries higher on Uncertainty Avoidance).

The expected positive association between engagement partner involvement and
institutional collectivism is not confirmed. Instead a negative association was found
with In-Group Collectivism. This negative association, meaning that engagement
partners in collectivistic cultures would be less involved in the audit, can be explained
through engagement partner counting and relying more on the paternalistic
mechanisms within in-group and the loyalty, conformation, and trust of its members
towards the goals of the collective and the leader of the in-group (i.e., the engagement
partner).

5.4 Summary and conclusion

In the previous chapter, a grounded theory was proposed on the association between
cross-national differences in the professional behavior of auditors and differences in
cross-national cultural practices of Power Distance, Uncertainty Avoidance,
Assertiveness, and (Institutional and In-Group Collectivism). In this chapter, this
theory is partly validated through rank order analysis of country-level observations on
five behavioral factors measured through 1,070 audit engagement questionnaires
(comprising over 100 questions) of an annual process performance improvement
project of an international accounting organization submitted throughout its network
of affiliated accounting organizations. The five factors of auditors’ professional
behaviors that were uncovered in the questionnaire and used in this validation are:

 Knowledge sharing
 Documentation and justification
 Risk awareness and response
 Skeptical judgments and decisions
 Engagement partner involvement.

Rank order correlation analysis262 is conducted on these 29 country-level questionnaire
scores to validate the grounded theory formulated in Chapter 4. This is done for each

262 Rank order correlation analysis, although a relatively basic method of quantitative analysis, is
considered to be the most appropriate analysis method for this study, given the relatively limited number
of observations at a country-level (29) compared with the 1,070 questionnaire-level items. The 1,070
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of the five behavioral factors with the national-cultural dimensions of Power Distance,
Uncertainty Avoidance, Assertiveness, and (Institutional and In-Group) Collectivism
of House et al. (2004). Having access to these empirical data unfolds a unique
opportunity to study the actual behavioral practices of auditors in a cross-cultural
setting. The rank order correlation analysis clearly indicates that auditors’
professional behavior is affected by cross-national cultural differences, as was
expected based on the grounded theory analysis of Chapter 4. In other words, the
question whether or not auditors’ professional behavior is affected by cross-national
cultural differences should be answered positively. How precisely these behaviors are affected
by cultural differences in detail is less clear. The expected associations between the behaviors
and a number of the cultural practices are not found or relations are found in
directions that are opposite to my expectations. Conclusions drawn from the rank
order analysis are:

 Cross-national differences in auditors’ professional behavior are affected by cross-
national cultural differences.

 The cultural practices that have the most significant impact on auditors’
professional behavior are Institutional Collectivism, In-Group Collectivism, Power
Distance, and Uncertainty Avoidance (largely consistent with the grounded theory).

 Behaviors that are most severely affected by differences in cross-national cultural
practices are knowledge sharing and engagement partner involvement.

engagement level scores have to be analyzed at the country level to be able to compare those scores
consistently with cross-national cultural dimensions. Rank order analysis provides an indication of
relationships rather than actual explanation of relationships (see § 5.3.1).




