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Chapter 3  
Fraud Risk Assessments and External 

Auditors’ Perceptions16 
 

  

Abstract 
 

This research investigates the determinants of auditors’ decision making in fraud risk 
assessments. The data are based on a survey of 435 Indonesian external auditors 
conducted in 2015. Utilizing structural equation modelling we find that fraud risk 
factors, materiality judgments, and professional scepticism significantly influence fraud 
risk assessments. Materiality affects fraud risk assessments indirectly; professional 
scepticism acts as a mediating variable between materiality and fraud risk assessments. 
We also show that auditors’ materiality judgments significantly influence their 
perceptions of litigation risk, implying that litigation risk is lower when auditors 
perceive a misstatement as less material. Reducing materiality thresholds (i.e., becoming 
more conservative) increases auditors’ sceptical behaviour, leading to an increase in 
fraud risk assessments. 
 
 
 
Keywords: fraud risk assessments, external auditors, structural equation modelling 
 
 

 

 

 

 

                                                        
16  An earlier version of the chapter was presented at the Forensic Accounting Section Midyear 

Conference, the American Accounting Association, Orlando, 24-25 February 2017. The chapter is co-
authored with Niels Hermes. 
I am very grateful to Professor Sidharta Utama for the valuable comments on this paper, and Mr. 
Agung N. Soedibyo for reviewing the questionnaire material.   
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3.1  Introduction 

The prominent financial scandals of recent decades, such as those involving Enron in 

2001, Tyco International in 2002, Olympus in 2011–2012, Tesco in 2014, and Toshiba in 

2015 (Guardian, 2015), have led to an increased focus among academic scholars, 

practitioners, and policy makers on the determinants of fraudulent financial statements. 

Some studies blame external auditors for not detecting and preventing these fraud cases, 

though the role of external auditors in evaluating fraud risks has become increasingly 

challenging. In the past decade, auditing standards have promoted the implementation 

of a risk-based audit approach, which emphasizes identifying and assessing risks during 

an audit of financial statements (Robson et al., 2007; Blay et al., 2008).  

Several studies have investigated auditors’ characteristics to determine how they 

may assess fraud risk. For example, Carpenter and Reimer (2013) find that professional 

scepticism is a crucial factor for auditors when assessing fraud risk. Others show that the 

presence of fraud risk factors (i.e., red flags) may also be important (Apostolou et al., 

2001; Asare and Wright, 2004; Wilks and Zimbelman, 2004). Furthermore, Hammersley’s 

(2011) model of fraud assessment suggests that an auditor’s ability to assess fraud risks 

is affected by certain auditor characteristics (e.g., experience, capability) and the types of 

fraud risk factors present. Auditors have responsibility to assess the accuracy of 

financial statements, the likelihood of fraud, and the compliance of corporations with 

legal obligations (European Union, 1996; Chui and Pike, 2013). Therefore, external 

auditors are the appropriate people to determine the extent to which fraudulent 

transactions occur. 

Such considerations are especially relevant in certain sectors and societies. For 

example, the Indonesian business sector has experienced fraudulent and corrupt 

practices, for purposes such as getting easier access to resources, lowering penalties, 

reducing costs (i.e., taxes), and speeding up transactions. A survey conducted by Ernst & 

Young (EY) in 2013 reported that 79% of respondents, consisting of executives, senior 

managers, and employees, agreed with the statement that: “…corrupt practices happen 
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widely in Indonesia.” The general standard of business practices in Indonesia leads 

employees recording suspicious transactions in their financial statements, reducing the 

quality of these statements. Bhattacharya et al. (2003) report that Indonesia has the 

lowest earnings opacity indicator. In addition, in the Milken Institute’s (2009) ranking of 

the opacity index of 48 countries—based on assessments of corruption, legal system 

inadequacies, economic enforcement policies, accounting standards and corporate 

governance, and regulation—Indonesia  ranked 35th. A higher score implies greater 

opacity, which in turn indicates more corruption, a weaker legal system, and less 

transparency. 

Researching the quality of audits in Indonesia is relevant for two reasons. First, 

Indonesia has insufficient professional accountants. Although a large number of 

accountants have obtained a bachelor’s degree in accounting, only a small percentage of 

them become certified professional accountants. With approximately 35,000 graduates 

per year (AFA, 2014), and 53,500 registered accountants 17  (IAI, 2014), the total 

cumulative number of accountants in Indonesia in July 2013 was estimated at 400,000.18 

Of those, 20,735 hold the Indonesian certified accountant designation. This number, 

relative to total population, is much lower than in Malaysia or Thailand (AFA, 2014). 

Furthermore, as of December 2014, Indonesia only reported 1,053 licensed Certified 

Public Accountants (CPAs) and 388 audit firms (Finance Professions Supervisory 

Center, Pusat Pembinaan Profesi Keuangan, 2015). Vietnam and the Philippines, with 

populations of 90 million and 100 million, respectively, have 1,350 and 21,500 CPAs 

(AFA, 2014). In addition, 57% of Indonesian CPAs are over 50 years of age (606 of 1,053). 

 

 

                                                        
17 Starting in 2004, a graduate in accounting is encouraged to take a one-year professional accounting 

course to obtain a professional accountant degree. Not all graduates take the professional course. 
Accounting graduates are required to pass the certification exams to obtain a certified accountant 
designation. There are three kinds of certification i.e.,: Certified Public Accountant (CPA), 
Chartered Accountant (CA), and Certified Professional Management Accountant (CPMA). 

18  The exact number of accounting graduates is not well documented; this number is a rough 
estimation for the last decade. 
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Second, because the number of CPAs in Indonesia is deficient, the quality of 

audits might be questioned. Indonesia has been identified as having a weak institutional 

setting, with less sound corporate governance. This may have important consequences 

for the quality of financial statements (Report on the Observance of Standards and 

Codes Corporate Governance – ROSC, 2010). Auditors have an important role in 

generating qualified financial statements and improving accountability. Although 

several laws and regulations have been introduced, their effective implementation 

remains a concern. According to ROSC Accounting and Auditing (2011, 2018), auditing 

firms in Indonesia have insufficient capacity when conducting financial statement 

audits. Specifically, they generate insufficient audit planning, are less sceptical of fraud 

and misstatements, and are less critical of management assertion. 

This study considers how materiality judgments and professional scepticism 

influence fraud risk assessments. In particular, we suggest and empirically analyse the 

following relationships. Materiality affects fraud risk assessment through professional 

scepticism and litigation risk, suggesting that these factors act as mediators. Reduced 

materiality thresholds should increase sceptical behaviour and lead to heightened fraud 

risk assessments. The perception of litigation risk is influenced by an auditor’s 

materiality judgment, implying that the litigation risk is lower when the auditor 

perceives that the misstatement is less material. 

The remainder of the paper is organized as follows. Section 3.2 deals with the 

discussion of the relevant literature. Section 3.3 derives our hypotheses. Section 3.4 

continues by discussing the data collection and the empirical methodology employed. 

Section 3.5 reports the results of the empirical analysis. Section 3.6 draws conclusions 

and suggests for future research. 
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3.2  Literature Review  

3.2.1 The fraud risk assessment model: an overview 

Hammersley (2011) developed a model of auditor judgments for assessing fraud 

risk. She argues that an auditor’s characteristics and fraud risk factor characteristics 

influence his or her ability to assess fraud risk and modify the audit program. In her 

model, auditor characteristics are represented by knowledge. In particular, knowledge 

that is gained from experience, capability, and motivation are crucial factors for 

auditors’ judgments of fraud risks. Moreover, the presence of fraud risk factors leads 

auditors to effectively assess fraud risks. To investigate the factors that affect fraud risk 

assessments, we extend the model developed by Hammersley (2011) by adding three 

variables of interest: materiality judgment, professional scepticism, and litigation risk. In 

addition, we consider several auditor characteristics (i.e., certification, experience, and 

audit firm size) that may also affect auditors’ performance in assessing fraud risks. 

Figure 3.1 depicts our fraud risk assessment model. It predicts that the 

assessment of fraud risks by auditors is influenced by four latent variables and three 

control variables. Auditors consider several factors when assessing the level of fraud 

risk, such as the availability of fraud risk factors (Pincus, 1989; Asare and Wright, 2004), 

materiality judgments (Tuttle et al., 2002), professional scepticism (Nelson, 2009; 

Carpenter and Reimers, 2013), and litigation risk (Arnold et al., 2001). In addition to the 

direct effect of the four latent variables on fraud risk assessment, we add to this model 

the relationships between materiality judgments and professional scepticism (Wright 

and Wright, 1997; Braun, 2001; Ng and Tan, 2007; Legoria et al., 2013), as well as between 

materiality judgments and litigation risk (Arnold et al., 2001; Zabel and Benjamin, 2002; 

Cox et al., 2014). Before going into the details of these relationships, we first shortly 

define the main concepts in the model. 
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Figure 3.1 Fraud risk assessment model  

 

3.2.2 Fraud risk assessments  

Fraud risk assessments involve processes of proactively identifying and 

addressing an organisation’s vulnerabilities to fraud (ACFE, 2016). To assess fraud risks, 

auditors must obtain information from the organization, such as the nature of the 

business, its environment, and its internal controls. The process of generating fraud risk 

assessments can be performed individually or as a group. However, current auditing 

standards require a discussion with the engagement team to help auditors determine the 

likelihood that misstatements are fraudulent (Carpenter, 2007; ISA 315, 2009, paragraph 

10; ISA 24019 , 2009, paragraph 15). To determine this likelihood, auditors establish 

whether the fraud risk is low, medium, or high. 

 

                                                        
19  The Indonesian Institute of Certified Public Accountants introduced the Standar Auditing (SA 

No.240), which is substantially in line with the ISA 240 with regard to auditor’s responsibilities 
relating to fraud in an audit of financial statements. SA No.240 was instituted on January 1, 2013. 
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3.2.3 Fraud risk factors 

Many previous studies of fraud suggest that auditors rely on indicators to detect 

the likelihood of fraud. These indicators – also known as fraud risk factors or red flags 20 

alert auditors to the risk of possible fraud. The ISA 240 (2009, paragraph 11a) defines 

fraud risk factors as “…events or conditions that indicate an incentive or pressure to 

commit fraud or to provide an opportunity to commit fraud.” It also classifies fraud risk 

factors based on the so-called fraud triangle concept, which includes incentives or 

pressures, perceived opportunities, and attitudes or rationalizations. Several examples 

of events or conditions are provided, such as the nature of the industry with significant 

related party transactions (i.e., opportunity), intense competition that causes a 

significant decline in profits (i.e., pressure), or management with low integrity (i.e., 

attitude). The availability of these fraud risk factors helps auditors identify potential 

fraud, though it does not guarantee that fraud is present. General fraud risk factor 

checklists are widely used as a method of detecting fraud (Pincus, 1989; Asare and 

Wright, 2004). 

 
 

3.2.4 Materiality judgment 

In accounting, materiality is a crucial concept in any decision-making task. On 

materiality, the International Standard on Auditing (ISA 320, 2009, paragraph 2) states, 

“…the omission or misstatement of an issue is considered material if, due to size or 

nature, it could influence the decisions that users make in the basis of the financial 

statements.” Because materiality is a relative concept, an auditor cannot determine a set 

amount that is universally considered material. Instead, professional judgment plays a 

fundamental role in determining whether the detected misstatements are material. 

Because it is a matter of judgment, the term materiality judgment is used. 

 

                                                        
20 In addition to fraud risk factors, researchers use the term red flags to describe cues or specific 

circumstances that signal the likelihood of fraud incidence. 
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Throughout the auditing process, an auditor considers the concept of materiality. 

Auditors are required to adjust, disclose, or restate the amount they consider material. If 

they fail to adjust material misstatements, it might lead to inaccurate decision-making by 

those who make use of the financial statements. Current auditing standards require 

auditors to report material concerns (ISA 240, 2009); therefore, external auditors are 

responsible for any fraudulent material misstatements (ISA 240, 2009, paragraph 5, 10). 

Singleton and Singleton (2007) argue that there are two reasons why it is hard to 

detect fraud. First, the main purpose of financial audits is to detect material 

misstatements. Because fraud mostly occurs below the materiality threshold set by the 

auditor, normal auditing procedures cannot detect immaterial fraudulent activity. 

Second, financial fraud is difficult to detect because it is typically committed by 

managers, who seek to conceal it. Auditors face a dilemma of inferring materiality and 

determining whether a misstatement will affect the decisions of financial statement 

users (Tuttle et al., 2002). Therefore, it is reasonable if auditors ignore small or 

immaterial misstatements. The quantitative materiality is typically a percentage of a 

specific value in the financial statement such as revenue or assets. For example, 1% of 

$10,000 in revenue is equal to $100; this $100 or 1% would be considered the materiality 

threshold. Therefore, any misstatements less than $100 would be regarded as 

immaterial. 

However, materiality encompasses both quantitative and qualitative aspects. If 

an auditor finds a misstatement amounting to $50 involving a senior manager who 

made a fictitious invoice, the auditor still can deem the misstatement as material. 

Therefore, regardless of the amount of the materiality, an auditor should be concerned if 

he or she believes that the misstatement is fraudulent and involves management (ISA 

240, 2009, paragraph 36 and A52; Vorhies, 2005; Vona, 2008, p.64). Relying on materiality 

judgments (i.e., quantitative and qualitative), the auditor should re-evaluate assessments 

of the fraud risks and consider modifying auditing procedures in response to the 

assessed risks (ISA 240, 2009, paragraph 36). The auditor should take additional steps to 
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investigate his or her initial findings of potential fraud (e.g., extending audit samples, 

inquiries). 

 
 

3.2.5 Professional scepticism 

Current literature describes two viewpoints on professional scepticism: neutrality 

and presumptive doubt (Nelson, 2009). Nelson (2009) argues that neutrality is a 

condition in which the auditor insists on collecting and evaluating evidence without 

assuming that management’s assertion is dishonest or biased ex ante (p.3). Hurtt (2010, 

p.151) defines professional scepticism as a multidimensional construct that characterises 

the propensity of a person to deter drawing conclusions until the evidence provides 

sufficient support for one explanation over others. Nelson (2009) explains professional 

scepticism as the tendency to be unbiased and accurate during risk assessments. 

Presumptive doubt assumes that management’s assertion is biased or untruthful 

(Shaub and Lawrence, 1996; Bell et al., 2005). Nelson (2009) defines a sceptic as a person 

whose behaviour is more inclined to doubt the validity of all assertions. For auditors, it 

would include a heightened assessment of risk and requirements of more convincing 

evidence before concluding that management’s assertions are correct. Nelson (2009) 

further argues that the essence of auditing is to test the assertions that the financial 

statements are free of material misstatements (p.4). If the auditor believes that a 

document might be inauthentic or have been modified without disclosure, he or she 

should investigate further (ISA 240, 2009, paragraph 13; ISA 200, 2009, paragraph A21). 

Although neutrality and presumptive doubt seem to be two opposite viewpoints on 

professional scepticism, both have the same implications for the auditor’s responsibility 

to find additional evidence when assessing potential fraud risks. 
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3.2.6 Litigation risk 

External auditors are responsible for detecting misstatements in a client’s 

financial statements. In the event of an audit failure, auditors can be sued (Palmrose, 

1988) if they did not detect misstatements in the financial statements (Carcello and 

Palmrose, 1994; Bonner et al., 1998). The results imply that litigation risk is closely 

related to auditing quality. When the litigation environment is strong, auditors have 

more incentive to produce a higher quality audit (Venkataraman et al., 2008) because a 

lawsuit constitutes a reputational risk for the auditor (Seetharaman et al., 2002; Khurana 

and Raman, 2004; DeFond and Francis, 2005). 

The level of litigation risk varies among countries. For example, Seetharaman et 

al. (2002) find that United Kingdom (UK) firms cross-listed in capital markets in the 

United States (US) charge higher audit fees than non-US capital markets. In their cross-

country study, Choi et al. (2009) confirm that auditors charge higher auditing fees for 

firms that are cross-listed internationally in stronger legal regimes. The higher audit fees 

suggest that auditors consider differences in litigation risk across jurisdictions. 

Furthermore, research shows that individual perceptions of litigation risk are influenced 

by other factors, such as gender (Harrant and Vaillant, 2008; Croson and Gneezy, 2009), 

firm size (Basu et al., 2001; Francis and Wang, 2008), and client characteristics (Pratt and 

Stice, 1994; Shu, 2000; Sun and Liu, 2011).  

  
 

3.3  Hypothesis Development 

3.3.1 Fraud risk factors and fraud risk assessment 

Identifying fraud risk factors is the initial step required to perform a risk 

assessment. Audit firms typically have a checklist or questionnaire to identify and 

evaluate the presence of fraud risk factors. The auditing literature has identified several 

fraud risk factors to help auditors assess fraud risks (e.g., Albrecht et al., 1985; Asare and 

Wright, 2004; Mock and Turner, 2005; Carpenter, 2007; Moyes, 2008; Carpenter and 

Reimers, 2013; Johnson et al., 2013). The fraud triangle framework (i.e., pressure, 
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opportunity, and rationalization) is a widely used framework to identify fraud risk 

factors and assess fraud risk (ISA 240, 2009).  

Many studies provide empirical evidence about the importance of fraud risk 

factors. Loebbecke et al. (1989) show that the most important red flags identified by 

external auditors are when management decision-making is dominated by a single 

person, poor profitability is reported, and the focus of management is on meeting 

earnings expectations. The attitude of management, such as a lack of integrity and low 

moral character, are also important factors that increase fraud risk (Albrecht and 

Romney, 1986; Heiman-Hoffman et al., 1996). A survey of external auditors by Moyes 

(2008) reveals that risk factors related to rationalization are perceived as more effective 

in detecting fraud than those related to opportunity or pressure.  

Although studies attribute various levels of importance to different fraud risk 

factors, researchers and auditors agree that identifying the presence of fraud risk factors 

is crucial to the risk assessment process. Hammersley (2011) argues that the presence of 

fraud risk factors influences an auditor’s ability to assess fraud risks. Bell and Carcello 

(2000) report that the identification of fraud risk factors affects the performance of 

auditors during fraud risk assessments. Carpenter et al. (2002), and Wilks and 

Zimbelman (2004) find that the use of fraud risk factors affects auditors’ assessment of 

fraud risks. Furthermore, Boyle et al. (2015) examine the effect of different types of fraud 

risk factors on fraud risk assessments and report that the evaluation of fraud risk factors 

is positively correlated with fraud risk assessment. As auditors rely on fraud risk factors 

to assess the level of fraud risk, we derive the following expectation: 

 
H1: Fraud risk factors are positively associated with the level of fraud risk assessments. 

 
 

3.3.2 Materiality judgment and fraud risk assessment 

 Research on materiality often focuses on how auditors use their judgment to 

assess materiality (Messier et al., 2005; Acito et al., 2009; Kristensen, 2015). However, few 

studies have investigated the effect of materiality judgments on fraud risk assessment. 
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Bernardi and Pincus (1996) examine the relationship between auditor materiality 

judgments and fraud risk assessments; yet, their findings are not significant. Auditors 

usually make materiality judgments based on a materiality threshold. Icerman and 

Hillison (1991) find that auditors’ decision to record or skip misstatements is influenced 

by a materiality threshold. Wright and Wright (1997) and Braun (2001) report that 

auditors rely on a materiality calculation when deciding whether to book detected 

misstatements, implying that they may ignore immaterial misstatements. This is 

corroborated by Nelson et al. (2005) who demonstrate that auditors use materiality 

judgments to document material misstatements and ignore immaterial misstatements.  

Materiality judgments thus are crucial for assessing the risk of misstatements 

(Vorhies, 2005). When auditors judge a misstatement as fraudulent and thus material, 

they tend to assign a higher fraud risk; when they consider a misstatement immaterial, 

the fraud risk is lower. This means that the higher the materiality judgment, the higher 

the assessed risk. Thus, we hypothesise: 

 
H2: Materiality judgments are positively associated with fraud risk assessments.  

 
 

3.3.3 Professional scepticism and fraud risk assessment 

A lack of professional scepticism causes auditors to overlook material 

misstatements (Beasley et al., 2001). Some argue that increased professional scepticism 

would improve audit quality by, for example, increasing the likelihood of detecting 

fraud (Nelson, 2009; Carpenter and Reimers, 2013) or decreasing the frequency of 

earnings management (Chen et al., 2012). Payne and Ramsay (2005) find that auditors 

tend to be less sceptical when fraud risk assessments have been lower. Boyle et al. (2015) 

also find a significant negative link between professional scepticism and fraud risk 

assessments. Maintaining professional scepticism is the primary task for auditors in all 

circumstances, including fraud. Thus, professional scepticism plays an important role in 

determining the level of fraud risk assessments. Therefore, we hypothesise: 
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H3: Higher levels of professional scepticism have a positive effect on fraud risk 

assessments. 

 
 
3.3.4 Litigation risk and fraud risk assessment 

Prior research suggests that auditing quality is linked to the level of litigation risk 

faced by auditors (Khurana and Raman, 2004; Francis and Wang, 2008; Venkataraman et 

al., 2008). Auditors are subject to litigation and reputational penalties if they produce 

low-quality audits (Palmrose, 1988; Heninger, 2001). According to Krishnan and 

Krishnan (1996), auditors face the possibility of litigation and reputational loss if they 

misreport audit opinions. Bloomfield (1997) finds that fraud risk assessments are higher 

when auditors face high legal liability penalties for audit failures, implying that auditors 

consider the litigation risk factor during their fraud risk assessments.  

Many fraud litigation cases name the auditor as a defendant (Fuerman, 2000; 

Demirkan and Fuerman, 2014). The likelihood of being sued makes auditors more 

prudent when assessing fraud risks. A survey by Hwang and Chang (2010) of auditors 

in the US and Hong Kong indicates that auditors who practice in more litigious 

jurisdictions (US) tend to reject clients’ aggressive reporting more than auditors in less 

litigious jurisdictions (Hong Kong). Thus, litigation risk is an important factor for 

auditors when assessing the risk of misstatements in a client’s financial statement. That 

is, when auditors’ perception of litigation risk is high, they will assess fraud risks more 

carefully. Therefore, we hypothesise: 

 
H4: Litigation risk has a positive effect on fraud risk assessments. 

 
 

3.3.5 Certification and fraud risk assessment 

To obtain the Certified Public Accountant (CPA) certification, an auditor must 

pass the exams administered by a national accounting professional association such as 

the American Institute of Certified Public Accountants (AICPA), Institute of Chartered 

Accountants in England and Wales (ICAEW), or Japanese Institute of Certified Public 
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Accountants (JICPA). To maintain their designation, CPAs must develop and maintain 

competency through a minimum number of continuing professional education (CPE) 

modules each year. The CPE modules cover a variety of topics, including core 

knowledge in auditing and accounting and soft skills (e.g., ethics, fraud detection skills, 

critical thinking skills). Because CPA auditors are perceived to be of a higher quality 

than non-certified auditors, we derive the following hypothesis: 

 
H5: Holding a professional (either CPA or CA) certification has a positive effect on the 

quality of fraud risk assessments. 

 
 

3.3.6 Experience and fraud risk assessment 

Psychological research has examined the positive effect of job experience on 

individual performance (e.g., Earley et al., 1990; Glaser and Chi, 1988 in Libby and 

Frederick 1990). Auditing tasks are generally related to the capability of auditors to 

detect financial statement errors and misstatements. Libby and Frederick (1990) argue 

that the likelihood of detecting financial statement errors improves as auditors gain 

more experience. Ye et al. (2014) find that auditors in China with more auditing 

experience are less likely to be associated with audit failure (i.e., sanctions), suggesting 

that experience improves audit quality. A similar result by Francis and Yu (2009) shows 

that more experienced auditors are more likely to ask clients to correct their financial 

statements. Thus, experience leads to better auditing judgment and an increased 

likelihood that auditors will detect errors and irregularities in financial statements.  

However, auditing experience may also deflate the level of fraud risk assessment 

(Hammersley et al., 2011). Fraud is difficult to detect (Pincus, 1989; Braun, 2000; Knapp 

and Knapp, 2001). Loebbecke et al. (1989) find that the examples of fraud being detected 

by auditing partners (e.g. more experienced auditors) are low. In addition, Montgomery 

et al. (2002) and Pany and Whittington (2001) find that most auditors have never 

experienced fraud during their careers. They are accustomed to auditing without fraud 

and gain experience presuming non-error in their audit findings (Earley, 2001).  
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The above discussion makes clear that the evidence on the relationship between 

experience and fraud risk assessments is mixed. This leads us to the following 

hypothesis: 

 
H6: Experienced auditors may tend to either increase or lower their risk judgment of 

fraud.  

 
 

3.3.7 Audit firm size and fraud risk assessment 

Audit firm size may affect the quality of audits. Research demonstrates that the 

Big-4 audit firms (i.e., Deloitte, EY, KPMG, and PricewaterhouseCoopers) provide 

higher quality audits than non-Big-4 audit firms (e.g., Raman and Wilson, 1994; 

Krishnan and Schauer, 2000; Francis and Yu, 2009; Lawrence et al., 2011; Abughazaleh et 

al., 2015), because they would like to maintain their good reputation (Simunic and Stein, 

1996). In addition, larger audit firms have access to more resources (De Angelo, 1981; 

Palmrose, 1986). Reputable audit firms are expected to have more expertise and higher 

motivation, leading to lower rates of earnings management (Becker et al., 1998; Basu et 

al., 2001; Francis and Wang, 2008; Sanjaya, 2008), detection errors (DeFond and 

Jiambalvo, 1991; Bigus, 2015), and fraud (Ansah et al., 2002; Lennox and Pittman, 2010). 

Based on these considerations we derive the following hypothesis: 

 
H7: Audit firm size is positively associated with fraud risk assessment. 

 

 

3.4  Methodology 

This study adopts the Hammersley (2011) model to examine the factors that influence 

external auditors’ fraud risk assessments. We make two important extensions to this 

model. First, we add several factors suggested by previous studies, such as a 

professional scepticism assessment (Payne and Ramsay, 2005; Carpenter and Reimers, 

2013; Boyle et al., 2015), materiality (Wright and Wright, 1997; Singleton and Singleton, 
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2007), and litigation risk (Bloomfield, 1997; Heninger, 2001). Second, we apply an 

integrated fraud risk assessment model, which means that we are not only interested in 

the direct relationship between various factors and fraud risk assessment, but also take 

into account the relationships across factors. To perform such an integrated approach, 

we use structural equation modelling (SEM), which can simultaneously estimate the 

interrelatedness between factors, as well as the direct relationship between different 

factors and fraud risk assessment (Sitorus and Scott, 2009). 

 

 

3.4.1 Questionnaire 

To answer our research questions, we surveyed external (independent) auditors 

with a minimum of 6 months’ work experience. We developed a vignette case study for 

this survey, as commonly employed in social sciences research. It describes a 

hypothetical phenomenon that reflects a real-life context or problem. For this study, our 

vignette case was inspired by the story of Sentul City (the Jakarta Post, 2014), reflecting a 

bribery case in the property and real estate industry. Companies in this industry have a 

relatively high probability to engage in bribery: the industry features the highest 

prevalence of political connections in Indonesia (Wijayati et al., 2016).21 Cases such as 

Adhi Karya (Tempo, 2013), Sentul City (the Jakarta Post, 2014), and Agung Podomoro 

(the Jakarta Post, 2014; Reuters, 2016) are examples of recent bribery scandals, involving 

Indonesian property companies. In the case of Sentul City, a property and real estate 

company, through its affiliated firm, created a slush fund to gain a recommendation for 

                                                        
21 Before developing this survey instrument, two face-to-face interviews with three audit partners 

were conducted on February 18 and February 25, 2015. All three partners agreed that property, real 
estate, and construction (next to mining) are closely related to bribery practices, especially with 
regard to land conversion and building permits. In addition, they noted that bribery practices are 
prevalent when companies deal with the tax authority. Companies in Indonesia usually rely on a 
third party (e.g., tax consultant, legal consultant) as a mediator to negotiate any extra costs.    
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the issuance of a land conversion permit. The vignette case was designed to take 15–20 

minutes to complete.22 

The survey instrument consists of four sections: (1) a cover letter describing the 

purpose of the survey and an anonymity promise; (2) demographic data of the 

respondents; (3) case material; and (4) the respondent’s response to the case. After 

completing the demographic data, the respondents had to read the short case, describing 

an audit manager assigned to perform a financial statement audit of the fiscal year 2014 

on a property company named PT Co Tbk (hereafter “the Company”). The case 

description includes a suspicious transaction that is assumed to be immaterial compared 

with the Company’s inventory value (i.e., .5% of the total inventory value). The 

transaction was recorded as consulting fees as part of the land acquisition costs. 

Regarding the land conversion process, the Company had transferred the funds to one 

of its affiliated companies that were assigned to administer the land permit.23 

On the basis of their reading, respondents rated their level of agreement with 

nine statements on a seven-point Likert scale, from strongly disagree (1) to strongly 

agree (7). The case material is listed in Appendix 3.1. 

 
 

3.4.2 Fraud risk factors evaluation 

Several fraud risk factors were implicitly incorporated into the case material and 

translated into three statements. In the case material, we do not tell the respondents that 

the three statements are fraud risk factors. The statements are cues provided to the 

auditors to evaluate and judge. The fraud risk factors in this case are based on the fraud 

triangle concept used in previous studies (e.g., Asare and Wright, 2004; Mock and 

Turner, 2005; Moyes, 2008; Johnson et al., 2013).  

                                                        
22 We chose to develop a relatively short survey. According to the literature, the length of the survey 

might affect the response rate, because respondents are more likely to complete shorter 
questionnaires (Crawford et al., 2001; Marcus et al., 2007). 

23 Related party transactions are a common feature of business groups in Asia, including Indonesia 
(OECD, 2009). 
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First, the level of fraud risks might vary by industry (Beasly, 1996; Mock and 

Turner, 2005). Our vignette case is a growing company in the property industry, which, 

as explained, might indicate that it is more likely to involve fraud than cases from other 

industries.  

Second, fraud risk factors may be related to the audited firm characteristics 

(Mock and Turner, 2005; Johnson et al., 2013). For example, accounting complexity is 

relevant in the vignette case, as indicated by related party transactions with the 

Company’s subsidiaries, so it should be considered (Bell and Carcello, 2000; Apostolou 

et al., 2001; ISA 240, 2009). The vignette case indicates that the Company performed a 

related party transaction with its non-consolidated subsidiary.  

Third, auditors and researchers agree that there is an opportunity to commit 

fraud when the internal control is less effective (Apostolou et al., 2001; ISA 240, 2009; 

Laufer, 2011; ACFE, 2016). The company in the vignette case issued bearer checks (i.e., 

without stating the name of the receiver) to pay the consulting fees. The consulting fees 

were paid to obtain a land conversion permit issued by the local government. The three 

statements of each fraud risk factor are presented in Table 3.1. 

 
Table 3.1 Fraud risk factors measurement 

Fraud risk factors described in the case Statement 

Specific industry:  

Property and Real Estate, the Company (PT 
Co) developed a new mega project. 

The way the Company obtained the land 
conversion permit is a common practice in 
the property industry. 

The payment of the consulting fees was paid 
through its non-consolidated subsidiary (PT 
Dun). The transaction was a related party 
transaction that was not included in the 
consolidated financial statements. 

The consulting fees paid by the Company are 
a hidden transaction. 

Evidence in the case included, but not 
limited to, the related party transaction, the 
non-consolidated subsidiary, and the 
issuance of bearer checks approved by 
management. 

The evidence found is a strong cue to indicate 
that the Company might be involved in an 
illegal act. 
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3.4.3 Materiality judgment 

In the case reading, we provided the value of the questionable transaction 

relative to the total value of the inventory (i.e., 0.5% of the inventory value). To measure 

the perception of materiality, two statements were developed on the basis of the 

materiality concept. Auditors mostly rely on quantitative materiality thresholds when 

making a decision about misstatements (e.g., Petroni and Besly, 1996; Wright and 

Wright, 1997; ISA 320, 2009, paragraph 10). Auditors tend to waive the correction of 

misstatements if the amount is immaterial (e.g., Wright and Wright, 1997; Braun, 2001; 

Nelson et al., 2005; Ng and Tan, 2007; Legoria et al., 2013). However, if the immaterial 

transaction is presumed to involve top management, the auditor should be more alert 

(Vorhies, 2005; ISA 240, 2009, paragraph 36 and A52; Vona, 2008, p.64). Building on 

quantitative and qualitative materiality judgments, the auditor reevaluates whether the 

misstatement is material (i.e., influencing the decision of financial statement users) (De 

Zooert et al., 2003, 2006; Nelson et al., 2005; ISA 240, 2009, paragraph 36; ISA 320, 2009; 

ISA 450, 2009), and considers modifying the auditing procedures by taking additional 

steps to follow up on the initial findings (ISA 240, 2009, paragraph 36; ISA 450, 2009, 

paragraph 6-7). Thus, the two statements in the questionnaire are: 

Considering the materiality concept, the audit manager should further follow up his/her 

initial findings. 

Considering the materiality concept, the case would result in misstatements that could 

influence the decisions made by financial statement users. 

 

 
3.4.4 Professional scepticism 

There is a trade-off between the cost and benefit of maintaining professional 

scepticism, and the auditor often must make a choice between efficiency and 

effectiveness. Researchers have investigated the effects of this trade-off on audit quality 

(e.g., Rich et al., 1997; King, 2002; Demski, 2003; Nelson, 2009). One the one hand, 

investors and society expect that auditors can prevent and detect all possible 
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misstatements. This assumption implies that auditors extend their tasks by taking on 

more evidence and adopting more auditing procedures to assess fraud risks. In addition, 

auditors do not want to lose their reputation because of audit failure. As a result, these 

precautions might lead to increased auditing costs, because more time and effort are 

needed to investigate fraud.  

On the other hand, however, auditing must be profitable to survive. Audit firms 

face increased competition and time pressure. To survive, they are required to operate 

more efficiently. Auditors might reduce or skip some auditing procedures, because 

company budgets are limited (Coram et al., 2004; Gundry and Liyanarachchi, 2007; 

McNamara et al., 2008). Reduced audit quality24 has been a common practice in auditing, 

primarily because of time and budget pressures (Rhode, 1978; McDaniel, 1990; Willett 

and Page, 1996; Coram et al., 2003; Paino et al., 2010). Thus, auditors face a dilemma 

between encouraging professional scepticism and working with an auditing budget. The 

limited auditing budget can pressure auditors to de-emphasize professional scepticism. 

We adopt Nelson’s (2009, p 4) argument on presumptive doubt, namely, that to 

ensure the financial statements are free from manipulation, auditors are encouraged to 

actively seek evidence that managements assertions are correct. Under this definition, 

Nelson (2009) asserts that it is possible to exercise too much scepticism, resulting in 

expensive audits (i.e., auditors attempt too much). Auditors also should not assume that 

management is dishonest. Therefore, auditors are professionally obligated to work hard 

and collect evidence, but they do not assume bias ex ante (Nelson, 2009, p.3). To 

accommodate this view of neutrality, we use the word “insist” to represent auditors’ 

duty to work hard and collect evidence. The following statements represent the 

dilemma between cost and benefit in maintaining professional scepticism for auditors: 

 

                                                        
24 Reduced Audit Quality (RAQ) is defined as “actions taken by an auditor during an engagement 

which reduce evidence gathering effectiveness inappropriately” (Malone and Roberts, 1996 p. 52). 
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Considering the time and audit budget constraints, the audit manager should attempt to 

find additional evidence because it is part of the auditor’s responsibility to provide 

reasonable assurance that the financial statements are free from manipulation. 

Considering the time and audit budget constraints, the audit manager should insist on 

finding additional evidence because it is part of professional scepticism. 

 

 

3.4.5 Litigation risk for auditors 

In addition to fraud risk factors, materiality judgment, and professional 

scepticism which are normally embedded in audit engagements, we consider litigation 

risk a factor that might influence the fraud risk assessment (Bloomfield, 1997; Heninger, 

2001; Hwang and Chang, 2010). To address the weaker laws in Indonesia (Global 

Economy, 2018), we raised the possibility of being sued with the following statement: 

The likelihood that the auditor will be sued is probable if the auditor does not restate the 

consulting fee transaction. 

  

 

3.4.6 Fraud risk assessments 

We expect that auditors come up with a final judgment after evaluating the fraud 

risk factors, exercising professional scepticism, and considering materiality and 

litigation risk. Previous studies measured the fraud risk assessment by asking 

respondents to rate the level of fraud risk (Carpenter et al., 2002; Payne and Ramsay, 

2005; Carpenter and Reimers, 2013; Boyle et al., 2015). For example, Carpenter and 

Reimers (2013) surveyed 80 auditors, asking the respondents to assess the likelihood of 

fraud using an 11-point Likert scale (extremely unlikely to extremely likely). For this 

study, the respondents were asked to indicate their agreement on the significance of 

fraud risks, using a seven-point Likert scale (low to high). The respondents considered 

the following statement: 
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After discussing with the engagement team, the audit manager evaluates the risk related 

to the land acquisition transaction and assesses it as a significant fraud risk that should 

be further examined. 

 

 
3.4.7 Questionnaire distribution 

Prior to the pilot survey test, the draft questionnaire was reviewed by three audit 

partners (i.e., individuals having a top position in an accounting firm) from three 

different accounting firms. One is from a Big-4 firm, and two are from non-Big-4 firms. 

These partners reviewed the draft in English and Indonesian. Although the 

questionnaire was delivered in Indonesian, we asked the reviewers to read the English 

version as well, because many terms in the case material are specific to the accounting 

and auditing field, which originated in English.  

In early May 2015, the three audit partners sent their feedback and proposed 

corrections.25 After updating the questionnaire, a pilot test was conducted on May 13, 

2015. We distributed 50 questionnaires to the auditors at a Continuing Professional 

Education (CPE) event organized by the Indonesian Institute of Certified Public 

Accountants (IICPA). Of those, 31 questionnaires were returned by mail, but only 24 

were valid. On average, respondents ranked the questionnaire as easy to understand 

(3.60 out of 5) and relevant (3.98 out of 5). Respondents understood the statements and 

terms in the questionnaire (e.g., materiality, professional scepticism).  

The questionnaire was refined further based on the comments from the pilot test. 

The final questionnaire (see Appendix 3.1) was distributed at Continuing Professional 

Education (CPE) events and directly to accounting and auditing firms. The strategies for 

                                                        
25 The following comments were most important. First, the term ‘fraud’ is more appropriate than 

’corruption’; for auditors, ‘fraud’ is a common term and it is more acceptable. Psychologically, 
auditors will be reluctant to answer the questionnaire if the word ‘corruption’ is utilized. Second, 
some accounting terms should be replaced, for example ‘general ledger’ should be ‘account’. Third, 
‘Land’ in a property company is a component of ‘Inventory account.’ In order to check the details of 
‘Land’ transactions, auditors examine the Inventory account instead of ‘Cost of Goods Sold’ 
account. Thus, the word ’Cost of Goods Sold (COGS)’ in the case should be replaced by ‘Inventory.’ 
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obtaining a high rate were as follows: First, we contacted the auditors personally26 and 

asked them to help distribute the questionnaires. Second, when delivering the 

questionnaires to auditing firms, we asked the senior auditor to introduce it to the staff 

that would be distributing the questionnaires (i.e., secretary or HR staff) and 

communicated important survey details (e.g., anonymity, all questions should be 

answered). To ensure the questionnaires were properly handled, we regularly contacted 

the staff in charge or the senior auditor. After obtaining a sufficient response rate, the 

questionnaires were picked up or delivered by mail. Although an email or a web survey 

might have been more efficient, we preferred a paper-based survey, because previous 

studies confirm that the response rates of email or web surveys are lower than 

traditional mail surveys (Crawford et al., 2001; Shih and Fan, 2008). We were also 

concerned about the stability of respondents' internet access, because Indonesia has the 

slowest internet connection in the Asia Pacific region (The Jakarta Post, 2017).  

Third, the distribution period was between May and June 2015. Because the 

annual audit reports are due in April, this season is relatively less busy for auditors. 

Fourth, we distributed most of the questionnaires in the Jakarta area. Almost 70% of the 

headquarters and branches of accounting firms in Indonesia are in the greater Jakarta 

area (Finance Professions Supervisory Center, Pusat Pembinaan Profesi Keuangan, 2015). 

In addition, around 85% of audit firm employees work in the Jakarta area (Finance 

Professions Supervisory Center, Pusat Pembinaan Profesi Keuangan, 2015). We also 

delivered questionnaires to several cities outside Jakarta, such as Semarang, Lampung, 

Banjarmasin, and Denpasar. However, response rates for these areas were very low. 

 We distributed 847 questionnaires between May 26, 2015, and June 29, 2015. In 

total, 494 questionnaires were returned, resulting in a response rate of 58.3%. There was 

almost no response from areas outside of Jakarta, such as Denpasar (Bali), Makassar 

(Celebes), and Medan (Sumatra). The summary of the questionnaire distribution is 

displayed in Appendix 3.2. The returned questionnaires were validated. We cross-

checked the demographic answers with available secondary data. For example, we 

                                                        
26 The author previously worked for the IICPA, which made it easier to get access.  
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checked whether a partner holds CPA or CA credentials. If his or her answer was 

uncertified, we referenced the list of CPAs (i.e., when his or her name was provided) 

and revised it to be certified. Twelve respondents with less than 6 months’ experience 

were excluded. We also excluded 47 incomplete questionnaires. After cleaning the data, 

we were left with 435 valid questionnaires. 

 
 
3.4.8 Research model 

The research model refers to the Fraud Risk Assessment Model in Figure 3.1. 

Figure 3.2 is similar to Figure 3.1, but includes the details of the empirical model we use. 

In particular, the model is composed of two sub-models, that is, the measurement model 

and the structural equation model (SEM). The measurement model describes how the 

variables in the model have been measured. Our model includes five latent variables: 

fraud risk factors, materiality (i.e., materiality judgment), professional scepticism, 

litigation (i.e., litigation risk), and fraud risk assessment. The latent variables are 

measured by one or more items (that is, statements) in the questionnaire. Next to these 

latent variables, we include three direct measures of the certification and experience of 

auditors, as well as the size of the audit firm. 

In Figure 3.2, ff1, ff2, and ff3 are the three items (statements) in the questionnaire 

related to fraud risk factors; mj1 andmj2 are the items (statements) related to materiality; 

ps1 and ps2 are the items (statements) of scepticism; lr1 is the item (statement) related to 

litigation; and fra1 is the item (statement) related to fraud risk assessment. certifdum is 

our measure of auditors holding a certification yes or no; lnexper is the measure of the 

extent to which auditors are experienced; and employee is our measure of audit firm size. 
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Figure 3.2 Fraud risk assessment - the research model 

 

The structural equation model (SEM) specifies the relationship between the 

variables included in Figure 3.2. Our SEM can be specified as follows: 

Fraud Risk Assessmenti = β1Fraudriski + β2Materialityi + β3Scepticismi + 

β4Litigationi +β5Certificationi+ β6Experiencei + 

β7FirmSizei + єi, 

 

where the dependent variable is fraud risk assessment, based on one item (or question) 

measured on a scale of 1 (strongly disagree) to 7 (strongly agree). The four independent 

variables are measured based on one to three items (questions); all these items are 

measured using a seven-point Likert scale, from strongly disagree to strongly agree. 

Moreover, we add a dummy certification variable, which is equal to 1 if the respondent 
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holds a professional certification and 0 otherwise. We also include the natural logarithm 

of years of audit experience as measure of individual auditor experience. Finally, we 

add a measure of the size of the auditor firm. We categorize the auditing firms by the 

number of employees, where firms with less than 30 employees are categorized as small, 

between 30 and 200 employees as medium, between 200 and 500 employees as big, and 

more than 500 employees as a Big-4. 

 

 

3.5  Results 

3.5.1 Descriptive statistics 

Table 3.2 describes the descriptive statistics of the respondents. The respondents 

ranged from junior to partner, from low to high experience, and from small to very big 

audit firms. Most of our respondents did not hold any professional certifications as an 

accountant (i.e., CPA or CA). According to the Government Regulation of Indonesia 

No.20 year 2015 on Public Accountant Practice (PP No. 20/2015), auditors are not 

required to be CPAs. Professional certification is required if an auditor applies for a 

license as a public accountant and becomes a partner of an audit firm (Law No. 5 year 

2011 on Public Accountants; the Minister of Finance Regulation No.17/PMK/2008 on 

Public Accountant Services). An accountant may have a CPA designation for the 

purpose of his/her professional career without having a license as a public accountant. 

As of December 31, 2014, there were 1,053 CPAs in Indonesia, of which almost 58% are 

older than 50 years of age (Finance Professions Supervisory Center, Pusat Pembinaan 

Profesi Keuangan (PPPK), 2015). 
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Table 3.2 Descriptive statistics 

Variable Remark N Min Max Mean Std. Dev. 

Certified No= 0; Yes= 1 435 0 1 0.24 0.427 

Audit firm size No. of employees = small (1) to 
very big (4) 

435 1 4 3.30 1.177 

Experience Years of experience 435 0.5 42.0 5.09 6.889 

 

 On average, our respondents participating in the questionnaire had 5 years of 

auditing experience, with minimum experience of 6 months and the maximum 

experience of 42 years. The audit firm size ranged from small to very big. Junior auditors 

with 1 year of experience accounted for 45% of the total sample, which might cause bias, 

because their answers may not represent auditors’ opinions in general. Data about the 

auditor population in Indonesia are limited; however, we compared the final sample 

with the number of auditors listed by the Finance Professions Supervisory Center—

PPPK (2015). 

 As displayed in Table 3.3, the number of partners in our sample (8.51%) is similar 

to the average population of external auditors in Indonesia (9.43%). The remainder of 

the sample (91.49%) is composed of auditors at different levels, from manager to junior. 

Unfortunately, the Indonesian population data for each level are unavailable. According 

to our informal interviews with several notable public accountants, the structure of 

auditing firms is similar to a pyramid, with partners at the top, followed by middle 

management (i.e., managers and supervisors), and then staff (i.e., seniors and juniors) at 

the bottom level. With respect to our sample, the distribution across levels is 

representative of a pyramid structure. The managerial level composed 19% of 

respondents, followed by 28% senior auditors and 44% junior auditors. Because it aligns 

with the pyramidal structure discussed during our interviews, we suggest that sample 

selection bias (i.e., sampling bias) is not an important issue. 
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Table 3.3 Sample distribution 

Rank Population  Sample 
Partners – Public Accountants 9.43% 8.51% 
Auditors: 90.57% 91.49% 

- Manager 
- Supervisor/Asst. Manager 
- Senior 
- Junior 

N/A 
N/A 
N/A 
N/A 

9.20% 
9.65% 

28.04% 
44.60% 

 

 

3.5.2 Responses 

As described above, the vignette study provided nine statements and asked 

respondents to what extent they agreed with each statement, using a seven-point Likert 

scale that ranged from strongly disagree (1) to strongly agree (7). Table 3.4 displays the 

basic descriptive statistics of their responses, which varied from strongly disagree to 

strongly agree across all questions. The highest mean refers to the level of professional 

scepticism (5.22), suggesting that our respondents agreed the auditor should seek 

additional evidence. On average, the respondents also agreed that the fraud case (i.e., 

land acquisition transaction) bears a significant fraud risk that should be further 

examined (5.12). The statement about litigation risk had the lowest mean (3.85), 

indicating that the respondents assessed the probability of being sued as low, perhaps 

because the legal framework in Indonesia is relatively weak, and/or the respondents 

have never faced lawsuits for fraud cases. 

 

Table 3.4 Descriptive statistics – respondents’ answers 

No. Statement No. Min. Max. Mean Median Std. Dev. 

1. FraudRiskFactor1 (ff1) 435 1 7 4.65 5 1.53 
2. FraudRiskFactor2 (ff2) 435 1 7 4.91 5 1.33 
3. FraudRiskFactor3 (ff3) 435 1 7 4.52 5 1.49 
4. Materiality1 (mj1) 435 1 7 4.48 5 1.76 
5. Materiality2 (mj2) 435 1 7 3.98 4 1.74 
6. Scepticism1 (ps1) 435 1 7 5.22 5 1.56 
7. Scepticism2 (ps2) 435 1 7 5.01 5 1.50 
8. LitigationRisk1 (lr1) 435 1 7 3.85 4 1.74 
9. FraudRiskAssessment1 (fra1) 435 1 7 5.12 5 1.50 
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3.5.3 Measurement models — confirmatory factor analysis 

We employed a confirmatory factor analysis (CFA) in Lisrel 8.80. The objective of 

the CFA was to test the goodness of fit of the measurement models as a whole to our 

five constructs (i.e., fraud risk factor, materiality, professional scepticism, litigation risk, 

and fraud risk assessment). The goodness of fit of the measurement models indicates 

how well the data fit the model (Hooper et al., 2008; Schermelleh-Engel and 

Moosbrugger, 2003). We carry out various tests of the goodness of fit of our model, 

including absolute fit measures (e.g., GFI, AGFI, RMSEA), and incremental fit measures 

(e.g., NFI, CFI, IFI). The use of multiple fit indices, rather than a single index, has long 

been recommended in the literature (e.g., Bentler and Bonnet, 1980; Joreskog and 

Sorbom, 1993; Sharma et al., 2005). Appendix 3.3 details the full output of the goodness 

of fit tests.  

Table 3.5 provides an overview of the goodness of fit test. The table suggests that 

the fit of the initial measurement model can be classified as good. For example, the root 

mean square error of approximation (RMSEA) represents how well a model fits a 

population. A value below 0.05 indicates that the model is a close fit, and a value 

between 0.05 and 0.08 signals a good fit (Browne and Cudeck, 1992). The normed fit 

index (NFI) is an incremental fit measure; it assesses how well a specified model fits 

compared with a null (i.e., independent) model (Hooper et al., 2008). The specified 

model is a good fit if the NFI has a value is at least 0.90 (Bentler and Bonnet, 1980). 

Next, we evaluated whether the questions or statements we used were good 

measures of our latent variables. A statement is deemed valid if the standardized factor 

loading (SFL) is more than 0.7 (Doll et al., 1994) or 0.5 (Igbaria et al., 1997). The initial 

output indicated that all statements had SFL values greater than 0.7, except ff1. The SFL 

of ff1 was only 0.03 and not significant (i.e., t-value 0.6). We thus conclude that ff1 is not 

valid a measure of fraud risk factors and remove it from the CFA. Next, we reran the 

analysis, excluding ff1. The new results indicate that the corrected CFA is an 

improvement. Table 3.6 displays the SFLs for each observed variable, all of which 
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exceed 0.7 with statistically significant t-values at the 1% level. Therefore, the eight 

observed variables are valid as measurements of the five latent variables. The goodness-

of-fit indices of the refined measurement model also indicate good fit. 

 

Table 3.5 Goodness-of-fit results 

No. Indices Target Estimation 

1. Root Mean Square Error of Approximation (RMSEA) ≤ 0.05 0.048 
2. p-value for test of close fit ≥ 0.05 0.53 
3. Standardized Root Mean Square Residual (SRMR)  ≤ 0.05 0.021 
4. Goodness-of-Fit Index (GFI) ≥ 0.90 0.98 
5. Normed Fit Index (NFI)  ≥ 0.90 0.98 
6. Non-Normed Fit Index (NNFI) ≥ 0.90 0.98 
7. Comparative Fit Index (CFI) ≥ 0.90 0.99 
8. Incremental Fit Index (IFI) ≥ 0.90 0.99 
9. Adjusted Goodness-of-Fit Index (AGFI) ≥ 0.90 0.95 

10. Critical N (CN) ≥ 200 383.84 
 

 

Table 3.6 Standardized factor loadings 

 FRAUDRISK MATERIALITY SCEPTICISM LITIGATION ASSESSMENT 

ff2  0.77 - - - - - - - - 
t-value 14.91     
ff3 0.67 - - - - - - - - 
t-value 13.14     
mj1 - - 0.83 - - - - - - 
t-value  18.23    
mj2 - - 0.78 - - - - - - 
t-value  17.13    
ps1 - - - - 0.86 - - - - 
t-value   20.94   
ps2 - - - - 0.88 - - - - 
t-value   21.94   
lr1 - - - - - - 1.00* - - 
t-value      
fra1 - - - - - - - - 1.00* 
t-value      

*only one statement. 
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We also checked construct reliability, using both the construct reliability (CR) 

index and the average variance extracted (AVE). According to Hair et al. (2006), a 

construct or latent variable has good reliability if it meets a cut-off of 0.7 for CR and 0.5 

for AVE. The questions we developed reliably measure each related construct (Table 

3.7). 

 
Table 3.7 CR and AVE results 

 CR27 AVE28 Reliability 

FRAUDRISK  0.69 0.52 Good 
MATERIALITY 0.79 0.65 Good 
SCEPTICISM 0.86 0.76 Good 

 

The relationship between the latent variables is displayed in the covariance 

matrix (Table 3.8). The results indicate that all latent variables are positively correlated. 

As hypothesised, fraud risk, materiality, scepticism, and litigation seem to have a 

positive association with fraud risk assessment. 

 
Table 3.8 Covariance matrix – latent variables 

 FRAUDRISK MATERIALITY SCEPTICISM LITIGATION ASSESSMENT 

FRAUDRISK 1.00     
MATERIALITY 0.40 1.00    
SCEPTICISM 0.58 0.67 1.00   
LITIGATION 0.87 0.99 0.84 3.03  
ASSESSMENT 0.92 0.77 1.01 1.28 2.19 

 
 
3.5.4 Structural equation modelling results 

The results of the Structural Equation Modelling (SEM) are based on two steps. 

First, the individual SEM tests a single exogenous latent variable (i.e., univariate) (Table 

3.9). Second, the full SEM, or hybrid model, which consists of the measurement models 

and the structural model, tests the structural model simultaneously. 

                                                        
27 CR = (Σstandardized loading)2/((Σstandardized loading)2 + Σδj), where δjismeasurement error. 
28AVE = Σstandardizedloading2/(Σstandardized loading2 + Σδj), whereδjismeasurement error. 
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Individual SEM 

The endogenous latent variable fraud risk assessment is individually regressed 

on each exogenous latent variable (i.e., fraud risk, materiality, scepticism, and litigation). 

The estimated coefficient of each variable is in Table 3.9, with t-statistics in parentheses. 

As expected, every exogenous latent variable has a positive, significant effect on 

fraud risk assessment (i.e., ASSESSMENT). The results indicate that all hypotheses 

cannot be rejected, meaning that fraud risk factors, materiality judgment, professional 

scepticism, or litigation risk have a statistically significant association with fraud risk 

assessment. 

 
 

Full SEM 

After conducting the individual SEM, we estimated the full SEM simultaneously 

(Table 3.10). Only fraud risk has a positive significant effect on assessment. As 

hypothesised (H1), fraud risk factors help auditors assess the likelihood of fraud. This 

finding is consistent with previous research that reports that the use of fraud risk factors 

significantly affects auditors’ ability to assess fraud risks (Bell and Carcello, 2000; Wilks 

and Zimbelman, 2004). The fraud risk factors warn auditors to be alert to the possibility 

of fraud. In our vignette case, the auditors perceive the related party transaction, 

combined with a weak internal control, as a mechanism to conceal illicit transactions. 

For the other variables, we do not find support for the hypotheses. In contrast 

with the individual SEM, in the full SEM, materiality, scepticism, and litigation do not 

affect the fraud risk assessment. One reason for this outcome may that these variables 

are interrelated. In theory, at least (see below), materiality judgments may be correlated 

with scepticism and litigation risk.  
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Table 3.9 Univariate estimation 
  

Table 3.9 reports the results of the individual SEM. The endogenous latent variable (dependent 
variable) is Fraud Risk Assessment (ASSESSMENT). FRAUDRISK is an exogenous latent variable, 
representing Fraud Risk Factors. MATERIALITY is an exogenous latent variable, representing 
Materiality Judgment. SCEPTICISM is an exogenous variable, measuring the professional scepticism. 
LITIGATION is an exogenous latent variable, measuring the perception of litigation risks. The 
coefficients are displayed with t-statistics in parentheses. 

 

Endogenous 
Latent Variable ASSESSMENT ASSESSMENT ASSESSMENT ASSESSMENT 

(1) (2) (3) (4) (5) 
FRAUDRISK 0.90*** 

(11.57) 
   

MATERIALITY  0.76*** 
(10.25) 

  

SCEPTICISM    1.01*** 
(15.36) 

 

LITIGATION    0.50*** 
(11.74) 

***significant at the 1% level 
 

The relationship between materiality judgments and scepticism may be explained 

as follows. Auditors rely on quantitative materiality thresholds when making decisions 

about misstatements and earnings management. They tend to waive corrections of 

misstatements if the amount is immaterial (e.g., Wright and Wright, 1997; Braun, 2001; 

Nelson et al., 2005; Ng and Tan, 2007: Legoria et al., 2013). In such cases, auditors are less 

likely to find more evidence and more likely to trust the existing evidence. Thus, 

auditors are less sceptical in case misstatements are less material. Therefore, the 

materiality concept may be a constraint to adopting a more sceptical mindset. An 

auditor’s perception of the level of materiality is positively correlated with his or her 

professional scepticism. 

Regarding litigation risk, Arnold et al. (2001) find a positive association between 

the materiality estimate and the level of litigation risk in European countries. Zabel et al. 

(2002) review court cases of accounting fraud in the US that specifically considered 

materiality. Cox et al. (2014) find that the materiality disclosure in financial statements 

reduces auditors’ litigation risks on the basis of the perception of users of financial 
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statements. Thus, auditors’ perceptions of the level of materiality are positively 

associated with their perception of the level of litigation risks. Building on these 

relationships between some of the latent independent variables, we modified the SEM 

model by adding two relationships, or so-called paths (i.e., from materiality to 

scepticism, and from materiality to litigation risks) to the model.  

 

Table 3.10 Structural equation results – initial model 

Table 3.10 presents the results of the initial SEM. The endogenous latent variable (dependent 
variable) is Fraud Risk Assessment (ASSESSMENT). FRAUDRISK is an exogenous latent variable, 
representing Fraud Risk Factors. MATERIALITY is an exogenous latent variable, representing 
Materiality Judgment. SCEPTICISM is an exogenous variable, measuring the professional scepticism. 
LITIGATION is an exogenous latent variable, measuring the perception of litigation risks. 
CERTIFICATION is a dummy variable, equal to 1 if the respondent is holding a professional 
certification, and zero otherwise. EXPERIENCE is the natural logarithm of years of audit experience. 
FIRMSIZE is the category of audit firm size based on the number of employees from small (1) to very 
big (4).The coefficients are displayed with t-statistics in parentheses. 
 

Exogenous Latent Variable Coefficient 
(1) (2) 

FRAUDRISK 0.54*** 

(2.57) 
MATERIALITY 

 
SCEPTICISM 

0.13 
(0.78) 
0.49 

 
LITIGATION 

(1.70) 
0.01 

 
CERTIFICATION 

(0.07) 
-2.36 

 
EXPERIENCE 

(-0.52) 
0.47 

 
FIRMSIZE 

(0.42) 
-0.09 

(-0.59) 
R-square 

N 
0.60 
435 

***significant at the 1% level 
 

The overall goodness of fit of the modified SEM is satisfactory, as indicated by 

several indices (Table 3.11). The indices reach values of more than 0.90. The results 

imply that the relationship between the latent variables is well explained by the model. 
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Thus, fraud risk factors, materiality judgments, professional scepticism, and litigation 

risk are beneficial to explain the variation of fraud risk assessments. Appendix 3.4 

demonstrates the complete indices of goodness of fit. Table 3.12 presents a path format 

to explain the relationship of each path. In addition, the modified SEM is displayed in 

Figure 3.3. 

 

Table 3.11 Goodness-of-fit indices – SEM  

No. Indices Target Estimation 

1. Root Mean Square Error of Approximation (RMSEA) ≤ 0.05 0.07 
2. p-value for test of close fit ≥ 0.05 0.01 
3. Standardized Root Mean Square Residual (SRMR)  ≤ 0.05 0.04 
4. Goodness-of-Fit Index (GFI) ≥ 0.90 0.96 
5. Normed Fit Index (NFI)  ≥ 0.90 0.96 
6. Non-Normed Fit Index (NNFI) ≥ 0.90 0.95 
7. Comparative Fit Index (CFI) ≥ 0.90 0.97 
8. Incremental Fit Index (IFI) ≥ 0.90 0.97 
9. Adjusted Goodness-of-Fit Index (AGFI) ≥ 0.90 0.91 

10. Critical N (CN) ≥ 200 217.46 
 

Table 3.12 SEM results —modified model 

Table 3.12 reports the results of the modified SEM. The endogenous latent variable is ASSESSMENT, 
SCEPTICISM, and LITIGATION. ASSESSMENT represents the level of fraud risk assessment. 
SCEPTICISM is to measure the professional scepticism. LITIGATION is to measure the perception of 
litigation risks FRAUDRISK is an exogenous latent variable, representing Fraud Risk Factors. 
MATERIALITY is an exogenous latent variable, representing Materiality Judgment. CERTIFICATION 
is a dummy variable, equal to 1 if the respondent is holding a professional certification, and zero 
otherwise. EXPERIENCE is the natural logarithm of years of audit experience. FIRMSIZE is the 
category of audit firm size based on the number of employees from small (1) to very big (4).The 
coefficients are displayed with t-statistics in parentheses. 
 

Path Expected sign Coef. Std. Error t 
FRAUDRISK  ASSESSMENT + 0.45 0.11 3.97*** 
MATERIALITY  ASSESSMENT + 0.08 0.27 0.28 
SCEPTICISM  ASSESSMENT + 0.63 0.14 4.39*** 
LITIGATION  ASSESSMENT  + 0.07 0.06 1.23 
MATERIALITY  SCEPTICISM + 0.78 0.06 13.99*** 
MATERIALITY  LITIGATION + 1.12 0.08 14.55*** 
CERTIFICATION  ASSESSMENT + -0.22 0.30 -0.74 
EXPERIENCE  ASSESSMENT - -0.03 0.09 -0.38 
FIRMSIZE  ASSESSMENT + -0.02 0.05 -0.30 

***significant at the 1% level 
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Based on the estimation results of the modified SEM model, two of the three 

variables of interest (i.e., fraud risk factors and scepticism) have a positive and 

significant effect on fraud risk assessments, as hypothesised (H1, H3). The importance of 

fraud risk factors as determinants of fraud risk assessments was already found in the 

initial SEM model; the results of the modified SEM model confirm this outcome. The 

importance of professional scepticism when assessing fraud risks is evident in the 

modified model. This outcomes supports the view that the more sceptical auditors are, 

the more prudent they tend to be. In this case, they also assess higher fraud risk. 

Professional scepticism may be manifested by the behaviour of seeking additional 

evidence despite auditing budget constraints. This interpretation of our findings is 

corroborated by existing research on professional scepticism and fraud risk assessments 

(Carpenter and Reimers, 2013; Payne and Ramsay, 2005). 

The hypothesis of materiality judgment is positive, though the relationship is not 

significant. The relationship between materiality judgment and fraud risk assessment is 

supported by Bernardi and Pincus (1996). Auditors might judge that the suspicious 

transaction is immaterial, which makes it unnecessary for them to investigate the initial 

evidence. They also may believe the transaction will not cause a material misstatement 

in the financial statements if left uncorrected (Icerman and Hillison, 1991; Wright and 

Wright, 1997; Braun, 2001).  

When assessing the level of fraud risk, auditors also consider the likelihood of 

being sued. Our results show a positive but insignificant correlation between litigation 

risk and fraud risk assessment. The fact that this relationship is insignificant may 

support the view that auditors assume the litigation risk to be low because the legal 

framework in Indonesia is relatively weak.   

Our results also reveal that an auditor’s materiality judgment significantly 

influences scepticism. This suggests that when the auditor perceives a misstatement is 

material enough, he or she tends to seek additional evidence. This finding is consistent 

with the guidance in ISA 240 that requires an auditor to investigate further when the 

auditor believes material misstatements might be fraudulent (paragraphs 12-13). Our 
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outcomes suggest that, even though materiality judgment does not seem to affect fraud 

risk assessment directly, it does so indirectly through by influencing scepticism, which 

directly affects fraud risk assessment. In other words, scepticism mediates the impact of 

materiality judgment on fraud risk assessment. 

 

 

Figure 3.3 Full modified SEM 

 

 
An auditor’s materiality judgment also significantly influences the perception of 

litigation risk. Logically, the higher the materiality misstatement, the higher the 

litigation risk will be. This result supports Arnold et al.’s (2001) finding of a positive 

correlation between materiality estimates and litigation risks. The auditor believes that 

the litigation risk is lower when the misstatement is less material, and vice versa. Yet, as 
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is shown by our results, litigation risk does not seem to act as a mediating variable 

between materiality judgments and fraud risk assessment. 

Finally, none of other three variables are significant. Holding a professional 

certification (H5) does not have any effect on fraud risk assessment. The same holds for 

the level of experience of auditors (H6). Regarding audit firm size (H7), we find a 

negative but insignificant coefficient, implying no difference between auditors from 

audit firms of different size. 

 
 

3.5.5 Bias tests 

In order to carry out the empirical analysis, we have done our best to carefully 

craft our survey design and sampling methodology. Nevertheless, one may still criticize 

our approach. One potential criticism might be that our dependent and independent 

variables come from the same respondent, which might create common method bias. To 

test for common method bias, we followed Podsakoff et al.’s (2003, p.888) suggestions 

regarding statistical tests. We used Harman’s single-factor test (i.e., all survey items load 

on one exploratory factor analysis). If the total variance of the single factor is less than 

50%, it dispels concerns about common method bias. Our test shows that the eight 

variables inserted into a one-factor solution achieve a variance of 44.26%, so common 

method bias is unlikely. 

Furthermore, we use confirmatory factor analysis (CFA), which provides a more 

complex tool to test common method bias (Podsakoff et al., 2003, p.889). As with 

Harman’s single-factor test, the CFA creates one latent factor in which all question items 

should load. After several trials, the CFA model resulted in poor goodness of fit 

(RMSEA= 57.07,p-value = 0.00; NFI= -38.35; GFI= 0.0089; CN = 1.09). The poor fit makes 

us confident that our questionnaire is free of common method bias. 
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3.6  Conclusions 

This research proposed a model of fraud risk assessments comprised of fraud risk 

factors, materiality judgments, professional scepticism, litigation risk, and auditor 

characteristics such as auditor’s certification, experience and audit firm size. We apply a 

SEM approach to estimate the model. The results indicate that fraud risk factors, 

materiality judgment, professional scepticism, and the perception regarding litigation 

risk all strongly influence auditors’ decision making with regard to fraud risk 

assessments in univariate models, supporting all hypotheses.  

When we run all variables simultaneously in the full model, two variables, fraud 

risk factors and professional scepticism, remain having significant effects on fraud risk 

assessments. We provide evidence that materiality affects fraud risk assessment through 

professional scepticism, suggesting that professional scepticism act as a mediating 

variable. This finding demonstrates that materiality judgment plays a critical, but 

indirect role when assessing fraud risk. In addition, being more conservative when 

considering the materiality of a fraud case increases sceptical behaviour, resulting in 

higher fraud risk assessments. Perceived higher materiality is also an indication of a 

higher probability of being sued. 

Although the results support our core arguments and hypotheses, this research 

has several limitations. First, as a survey study, the respondents' answers might be 

biased. Although we conducted a pilot test before distributing the questionnaires, the 

respondents’ understanding when reading the case and their interpretation might differ. 

However, the results of the common method bias tests indicate that the items in the 

questionnaire are less likely to suffer from common method bias. Second, we developed 

a fraud case that commonly happens in the Indonesian context. This means that we 

should be cautionary in generalizing our results to jurisdictions.  

Nevertheless, we believe that our analysis and results are interesting for 

researchers and practitioners also outside Indonesia. They may inspire similar research 

in other countries, taking into account the specific formal and informal institutional 

context. It would, for instance, be interesting to see how auditors deal with fraud risk 
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assessment when litigation risk is higher (that is, when the legal system is considered to 

be stronger). It would also be interesting to repeat the research with vignette case 

studies describing potential fraud cases in other industries. Follow-up studies like these 

would allow for comparing our results with those of other studies, providing additional 

insights in what really drives fraud risk assessments made by auditors. 
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Appendix 3.1 
The Case Material 

 

Please read carefully the case below: 

PT Co Tbk (“The Company”) - a publicly listed firm in Indonesia, engages in developing 

and selling property and real estates. Since the early 2014, the Company has developed a 

100-hectare residential project in a suburb area, which is called “Cosmogreen Residence” 

(CR) project.  

Goenarwan, CPA – an audit manager of an auditing firm, was assigned to conduct the 

2014 financial statement audit in PT C Tbk. It was the third year of his audit engagement 

in the Company. He paid attention on the account of Inventory, specifically sub account 

Land, as it was the major component of Inventory. During his audit, he and his audit 

staff examined the payment documents and other evidences related to the acquisition of 

land in the CR project. He found a land permit document of IDR5 billion, that included 

IDR2 billion (around US$222,000) as consulting fees. To ensure the validity of the 

payment, then he checked the Company’s bank account and obtained some evidences as 

follows:  

 The Company transferred to PT Dun (as an agent which was assigned to 

administer the land licenses) amounting to IDR3 billion for the payments of the 

land conversion permit. The payments were executed in two terms i.e., IDR1 

billion and IDR2 billion respectively. 

 The Company issued two separate checks, each IDR1 billion, without stating the 

name of the recipients. When Goenarwan enquired to Finance Manager, the 

Finance Manager explained that in a process to free the respective land, the 

Company had to deal with local authority to obtain a land conversion permit and 

building permit. However, the Company has never dealt directly with the local 

authority. The Company is used to hire a third party, such as PT Dun. In 

addition, the Finance Manager asserted that the Company management had 

agreed with respect to the payments and check issuances. 
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 PT Dun is an affiliated firm, and it is not consolidated. PT Co has 20% interest in 

PT Dun and PT Dun is indirectly owned through PT Ego.   

 

Goenarwan was thinking to further follow up his initial findings, because he felt that the 

amount of IDR2 billion, just for getting a land permit was not fair. He exactly knew that 

the value was not material, if it was compared to the Company’s total Inventory (only 

0.5%).             

 

Please answer all questions below based on your own best knowledge and 

experience. Objective and realistic answers are strongly encouraged to give us an 

appropriate feedback.  

Fraud Risk Assessments  

Based on the above case, to what extent you agree with the following statements:  

  Strongly 
disagree 

1 

 
 

2 

 
 
3 

 
 

4 

 
 
5 

 
 

6 

Strongly 
agree 

7 
1. The way the Company obtained the land 

conversion permit is a common practice in 
the property industry.  
 

       

2.  Considering the materiality concept 
Goenarwan, the audit manager should 
further follow up his initial findings 
regarding the land permit.  
 

       

3. Considering the materiality concept,  the 
case would result in misstatements that 
could influence the decisions made by the 
financial statement users. 
 

       

4. Considering the time and audit budget 
constraints, Goenarwan, the audit manager 
should attempt to find additional evidence 
because it is part of the auditor’s 
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responsibility to provide reasonable 
assurance that the financial statements are 
free from manipulation.  
 

5. Considering the time and audit budget 
constraints, Goenarwan, the audit manager 
should insist on finding additional evidence 
because it is part of professional scepticism. 
 

       

6. The evidence found by Goenarwan, is a 
strong cue to indicate that the Company 
might be involved in an illegal act.  
 

       

7. The consulting fees paid by the Company 
were a hidden transaction.    
 

       

8. The likelihood that the auditor will be sued 
is probable, if the auditor does not restate 
the consulting fee transaction.   
 

       

9. After discussing with the engagement team, 
Goenarwan evaluates the risk related to the 
land acquisition transaction, and assesses it 
as a significant fraud risk that should be 
further examined. 
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Appendix 3.2 
Distribution of the Questionnaires 

No. Delivery Date1) Receipt/ Distribution Point Address Remark Distributed Returned Response 

  Collection Date2)      Rate 

1 Wed, 13 May 2015  Wed, 13 May 2015 CPE - IICPA* Gren Alia Hotel, Jkt PILOT TEST 50 24 48.00 

2 Tues, 26 May 2015 Tues, 26 May 2015 CPE - IICPA* Grand Mercure Hotel, Jkt 
 

80 26 32.50 

3 Wed, 27 May 2015 Tues, 9 Jun 2015 KAP A** Jakarta 
 

30 30 100.00 

4 Wed, 27 May 2015 Thur, 11 Jun 2015 KAP A** Jakarta 
 

5 5 100.00 

5 Thu, 28 May 2015 Wed, 17 Jun 2015  KAP B Jakarta 
 

30 27 90.00 

6 Thu, 28 May 2015 Wed, 17 Jun 2015 KAP C** Jakarta 
 

30 18 60.00 

7 Thu, 28 May 2015 Wed, 17 Jun 2015 KAP C** Jakarta 
 

20 15 75.00 

8 Thu, 28 May 2015 Wed, 17 Jun 2015 KAP C** Jakarta 
 

20 16 80.00 

9 Fri, 29 May 2015 Thur, 11 Jun 2015 KAP D Jakarta 
 

80 56 70.00 

10 Sat, 23 May 2015 Tues, 2 Jun 2015 CPE - IICPA* Surabaya 
 

90 26 28.89 

11 Wed, 3 Jun 2015 Tues, 11 Aug 2015 KAP E Jakarta 
 

20 15 75.00 

12 Wed, 3 Jun 2015 Wed, 17 Jun 2015 KAP B Jakarta 
 

20 16 80.00 

13 Mon. 8 Jun 2015 - KAP F Jakarta 
 

10 0 0.00 

14 Mon. 8 Jun 2015 - KAP G Jakarta 
 

10 0 0.00 

15 Mon. 8 Jun 2015 - KAP H Jakarta 
 

10 0 0.00 

16 Mon. 8 Jun 2015 - KAP I Jakarta 
 

4 0 0.00 

17 Mon. 8 Jun 2015 - KAP J Jakarta 
 

8 0 0.00 

18 Sat, 6 Jun 2015 Tues, 7 Jul 2015 KAP K Jakarta 
 

20 13 65.00 

19 Fri, 5 Jun 2015 Tues, 23 Jun 2015 KAP L Jakarta 
 

30 25 83.33 

20 Fri, 5 Jun 2015 Wed, 10 Jun 2015 KAP M Jakarta 
 

12 2 16.67 

21 Fri, 5 Jun 2015 Wed, 17 Jun 2015 KAP N Jakarta 
 

41 41 100.00 

22 Mon. 8 Jun 2015 Thur, 18 Jun 2015 KAP O Jakarta 
 

10 9 90.00 

23 Fri, 5 Jun 2015 Wed, 17 Jun 2015 KAP P** Jakarta 
 

30 30 100.00 

24 Mon. 8 Jun 2015 - KAP Q Jakarta 
 

8 0 0.00 

25 Mon. 8 Jun 2015 Tues, 14 Jul 2015 KAP R Jakarta 
 

15 5 33.33 



Chapter 3 

 

         No. Delivery Date1) Receipt/ Distribution Point Address Remark Distributed Returned Response 

  Collection Date2)      Rate 

26 Fri, 5 Jun 2015 Fri, 7 Aug 2015 KAP S Jakarta 
 

8 8 100.00 

27 Fri, 5 Jun 2015 - KAP T Jakarta 
 

10 0 0.00 

28 Fri, 5 Jun 2015 Wed, 17 Jun 2015 KAP U** Jakarta 
 

30 30 100.00 

29 Fri, 5 Jun 2015 Wed, 17 Jun 2015 KAP U** Jakarta 
 

30 28 93.33 

30 Mon. 8 Jun 2015 Thur, 30 Jul 2015 KAP V Jakarta 
 

5 5 100.00 

31 Mon. 8 Jun 2015 Tues, 29 Sep 2015 KAP W Jakarta 
 

5 4 80.00 

32 Mon. 8 Jun 2015 Tues, 14 Jul 2015 KAP A** Jakarta 
 

5 4 80.00 

33 Mon. 8 Jun 2015 Thur, 30 Jul 2015 KAP X Jakarta 
 

5 5 100.00 

34 Wed, 10 Jun 2015 - KAP Y Jakarta 
 

15 0 0.00 

35 Wed, 10 Jun 2015 Fri, 12 Jun 2015 KAP Z Jakarta 
 

15 13 86.67 

36 Mon, 22 Jun 2015 - KAP AA Jakarta 
 

12 0 0.00 

37 Mon, 22 Jun 2015 - KAP BB Denpasar 
 

8 0 0.00 

38 Mon, 22 Jun 2015 - KAP CC Medan 
 

8 0 0.00 

39 Mon, 22 Jun 2015 - KAP DD Banjarmasin 
 

5 0 0.00 

40 Mon, 22 Jun 2015 - KAP EE Bandung 
 

8 0 0.00 

41 Mon, 22 Jun 2015 - KAP FF Makassar 
 

8 0 0.00 

42 Mon, 22 Jun 2015 Mon, 29 Jun 2015 KAP GG Semarang 
 

8 4 50.00 

43 Mon, 22 Jun 2015 - KAP HH Bandar Lampung 
 

5 0 0.00 

44 Mon, 22 Jun 2015 Fri, 3 Jul 2015 KAP II Jakarta 
 

9 9 100.00 

45 Mon, 29 Jun 2015 Tues, 7 Jul 2015 KAP JJ Jakarta 
 

15 9 60.00 

    
TOTAL EXCL.THE PILOT TEST 847 494 58.32 

*CPE - IICPA = The event of Continuing Professional Education organized by the Indonesian Institute of Certified Public Accountants 
  **Big four accounting firms : Deloitte, EY, KPMG, and PwC.  

     Ramadan and Eid Mubarak Holidays in Indonesia : 15 - 26 July 2015 
     1) The date when the questionnaires were sent to every contact person either by mail or by direct visit.  

   2) The date when we received the filled-in questionnaires by mail or the date when we picked up the filled-in questionnaires directly. 
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Appendix 3.3 
Goodness of Fit Statistics - CFA 

After excluding ff1 
 

Goodness of Fit Statistics 
 

Degrees of Freedom = 21 
Minimum Fit Function Chi-Square = 44.14 (P = 0.0022) 

Normal Theory Weighted Least Squares Chi-Square = 42.02 (P = 0.0042) 
Estimated Non-centrality Parameter (NCP) = 21.02 

90 Percent Confidence Interval for NCP = (6.31 ; 43.50) 
 

Minimum Fit Function Value = 0.10 
Population Discrepancy Function Value (F0) = 0.048 
90 Percent Confidence Interval for F0 = (0.015 ; 0.10) 

Root Mean Square Error of Approximation (RMSEA) = 0.048 
90 Percent Confidence Interval for RMSEA = (0.026 ; 0.069) 

P-Value for Test of Close Fit (RMSEA < 0.05) = 0.53 
 

Expected Cross-Validation Index (ECVI) = 0.30 
90 Percent Confidence Interval for ECVI = (0.27 ; 0.36) 

ECVI for Saturated Model = 0.30 
ECVI for Independence Model = 6.46 

 

Chi-Square for Independence Model with 55 Degrees of Freedom = 2779.63 
Independence AIC = 2801.63 

Model AIC = 132.02 
Saturated AIC = 132.00 

Independence CAIC = 2857.46 
Model CAIC = 360.41 

Saturated CAIC = 466.97 
 

Normed Fit Index (NFI) = 0.98 
Non-Normed Fit Index (NNFI) = 0.98 

Parsimony Normed Fit Index (PNFI) = 0.38 
Comparative Fit Index (CFI) = 0.99 
Incremental Fit Index (IFI) = 0.99 

Relative Fit Index (RFI) = 0.96 
 

Critical N (CN) = 383.84 
 

Root Mean Square Residual (RMR) = 0.046 
Standardized RMR = 0.021 

Goodness of Fit Index (GFI) = 0.98 
Adjusted Goodness of Fit Index (AGFI) = 0.95 

Parsimony Goodness of Fit Index (PGFI) = 0.31 
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Appendix 3.4 
Goodness of Fit Statistics –Modified (Final) SEM 

 
Goodness of Fit Statistics 

 
Degrees of Freedom = 29 

Minimum Fit Function Chi-Square = 99.42 (P = 0.00) 
Normal Theory Weighted Least Squares Chi-Square = 93.78 (P = 0.00) 

Estimated Non-centrality Parameter (NCP) = 64.78 
90 Percent Confidence Interval for NCP = (39.21 ; 97.96) 

 

Minimum Fit Function Value = 0.23 
Population Discrepancy Function Value (F0) = 0.15 
90 Percent Confidence Interval for F0 = (0.090 ; 0.23) 

Root Mean Square Error of Approximation (RMSEA) = 0.072 
90 Percent Confidence Interval for RMSEA = (0.056 ; 0.088) 

P-Value for Test of Close Fit (RMSEA < 0.05) = 0.014 
 

Expected Cross-Validation Index (ECVI) = 0.39 
90 Percent Confidence Interval for ECVI = (0.33 ; 0.46) 

ECVI for Saturated Model = 0.30 
ECVI for Independence Model = 6.46 

 

Chi-Square for Independence Model with 55 Degrees of Freedom = 2779.63 
Independence AIC = 2801.63 

Model AIC = 167.78 
Saturated AIC = 132.00 

Independence CAIC = 2857.46 
Model CAIC = 355.57 

Saturated CAIC = 466.97 
 

Normed Fit Index (NFI) = 0.96 
Non-Normed Fit Index (NNFI) = 0.95 

Parsimony Normed Fit Index (PNFI) = 0.51 
Comparative Fit Index (CFI) = 0.97 
Incremental Fit Index (IFI) = 0.97 

Relative Fit Index (RFI) = 0.93 
 

Critical N (CN) = 217.46 
 

Root Mean Square Residual (RMR) = 0.087 
Standardized RMR = 0.042 

Goodness of Fit Index (GFI) = 0.96 
Adjusted Goodness of Fit Index (AGFI) = 0.91 

Parsimony Goodness of Fit Index (PGFI) = 0.42 
 
 



Fraud Risk Assessments and External Auditors’ Perceptions  

 102 

 


	Chapter 3

