
 

 

 University of Groningen

Cultural differences in auditors' compliance with audit firm policy on fraud risk assessment
procedures
Bik, Olof; Hooghiemstra, Reginald

Published in:
Auditing: A Journal of Practice and Theory

DOI:
10.2308/ajpt-51998

IMPORTANT NOTE: You are advised to consult the publisher's version (publisher's PDF) if you wish to cite from
it. Please check the document version below.

Document Version
Publisher's PDF, also known as Version of record

Publication date:
2018

Link to publication in University of Groningen/UMCG research database

Citation for published version (APA):
Bik, O., & Hooghiemstra, R. (2018). Cultural differences in auditors' compliance with audit firm policy on
fraud risk assessment procedures. Auditing: A Journal of Practice and Theory, 37(4), 25-48.
https://doi.org/10.2308/ajpt-51998

Copyright
Other than for strictly personal use, it is not permitted to download or to forward/distribute the text or part of it without the consent of the
author(s) and/or copyright holder(s), unless the work is under an open content license (like Creative Commons).

The publication may also be distributed here under the terms of Article 25fa of the Dutch Copyright Act, indicated by the “Taverne” license.
More information can be found on the University of Groningen website: https://www.rug.nl/library/open-access/self-archiving-pure/taverne-
amendment.

Take-down policy
If you believe that this document breaches copyright please contact us providing details, and we will remove access to the work immediately
and investigate your claim.

Downloaded from the University of Groningen/UMCG research database (Pure): http://www.rug.nl/research/portal. For technical reasons the
number of authors shown on this cover page is limited to 10 maximum.

https://doi.org/10.2308/ajpt-51998
https://research.rug.nl/en/publications/d2c94892-507e-49aa-97c8-0738c90e5c44
https://doi.org/10.2308/ajpt-51998


AUDITING: A JOURNAL OF PRACTICE & THEORY American Accounting Association
Vol. 37, No. 4 DOI: 10.2308/ajpt-51998
November 2018
pp. 25–48

Cultural Differences in Auditors’ Compliance with Audit
Firm Policy on Fraud Risk Assessment Procedures

Olof Bik
Nyenrode Business University

Reggy Hooghiemstra
University of Groningen

SUMMARY: Internationally operating audit firms rely heavily on global firm policies and audit methodologies to

ensure consistency of audits across the globe. However, cultural differences are likely to affect auditors’ compliance

with such firm-wide systems of control. In this study we use proprietary data from a Big 4’s internal quality reviews,

involving 1,152 audit engagements from 29 countries, to assess the impact of cross-national cultural differences on

auditors’ compliance (or not) with the firm’s policy in a specific yet crucial and culturally susceptible area of the audit

process: fraud risk assessment procedures. We find that collectivism and societal trust are negatively associated,

while religiosity is positively associated with compliance with global firm policy. However, we do not find evidence that

compliance and power distance are associated. Overall, our findings suggest that cross-national differences in

auditors’ compliance with global audit firm methodology (or not) are associated with cross-national cultural

differences. An implication of our findings is that a uniform local application of global audit methodologies may remain

an illusion unless different, targeted approaches for different regions in the world are considered.

Keywords: auditor behavior; compliance; cross-national differences; fraud risk assessment; institutions;

international auditing; national culture; religion; societal trust.

INTRODUCTION

G
lobal audit firms employ uniform policies and audit methodologies as firm-wide systems of control to ensure

consistency of audits delivered across their local branches throughout the world (e.g., Barrett, Cooper, and Jamal

2005; Jenkins, Deis, Bedard, and Curtis 2008; Humphrey, Loft, and Woods 2009). However, cultural differences in

auditors’ professional behavior (e.g., Cohen, Pant, and Sharp 1993, 1995; Arnold, Bernardi, and Neidermeyer 1999; Patel,

Harrison, and McKinnon 2002; Hughes, Sander, Higgs, and Cullinan 2009; Bik 2010; Nolder and Riley 2014; Bik and

Hooghiemstra 2017) not only add to the complexity of organizational control in global audit firms (e.g., Cohen et al. 1993), but

are also likely to disrupt the provision of ‘‘seamless services’’ in the local execution of audits (Barrett et al. 2005). In a similar

vein, Arnold et al. (1999, 48) remark that ‘‘even if auditing standards and procedures of various countries are written similarly,

the implementation of financial statement audits may differ. [Consequently], the level of assurance associated with audits

conducted in different countries could vary.’’ In other words, a uniform application of global audit methodologies may remain

an illusion.

Notwithstanding the pervasive impact on audit practice, to date we do not know enough about why and how culture may

hamper the effectiveness of global firm policies and audit methodologies. Therefore, the objective of this study is to examine

how cultural differences are associated with the extent to which auditors are likely to follow global policies and audit

methodologies (or not). We focus on the degree of compliance with a specific, yet crucial audit procedure that is likely to be

susceptible to cultural differences (e.g., Tsakumis 2007; Hughes et al. 2009; Nolder and Riley 2014); namely, fraud risk
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assessment procedures in the planning phase of the audit engagement. Auditing standards (e.g., ISA 240, IAASB 2008; AS

2401, PCAOB 2016a) require audit engagement teams to consider the possibilities of fraud, assess fraud risk, and to develop

audit procedures to address these risks accordingly. Fraud risk assessment procedures are considered to be a key element of a

professionally skeptical audit (e.g., Payne and Ramsay 2005; PCAOB 2007; Carpenter and Reimers 2013) determining

subsequent audit procedures (e.g., Zimbelman 1997; Glover, Prawitt, Schultz, and Zimbelman 2003; Mock and Turner 2005).

Failure to identify and assess fraud risks may result in costly litigation and/or loss of reputation for audit firms (e.g.,

Nieschwietz, Schultz, and Zimbelman 2000; Payne and Ramsay 2005). Hence, consistent application of fraud risk assessment

procedures across the local branches is of significant importance to internationally operating audit firms and it is likely that

these firms strive to safeguard their consistent application via global firm policies and audit methodologies. However, fraud risk

assessment procedures rely to a large extent on professional judgment (e.g., Hammersley, Bamber, and Carpenter 2010;

Trotman and Wright 2012) and, as these judgments ‘‘operate within a cultural milieu’’ (Hughes et al. 2009, 30), they are likely

to be receptive to cultural differences especially because ‘‘culture is more likely to be the default’’ (Leung, Bhagat, Buchan,

Erez, and Gibson 2005, 369) when the standards are ambiguous or open to multiple interpretations (e.g., Bik 2010).

Building on theory and empirical evidence (e.g., Arnold et al. 1999; Helmreich and Merritt 2001; Tsakumis 2007;

Hughes et al. 2009; Bik and Hooghiemstra 2017), we focus on the effects of the following cultural variables: collectivism,

power distance, religiosity, and societal trust. Our analyses are based on data from internal quality reviews performed

throughout a Big 4’s global network involving 1,152 audits from 29 countries. Our measure for compliance with the audit

firm’s audit methodologies comprises four items relating to fraud risk assessment procedures in the planning phase of the

audit engagement.

We find evidence that collectivism and societal trust are negatively associated with compliance with firm methodology,

while religiosity is positively associated with compliance. We find no evidence of a relationship between power distance and

compliance with firm methodology. In other words, while the execution of fraud risk assessment procedures is at the core of

auditing, and while auditors are expected to perform these procedures based on the firm’s global audit methodology, national-

level cultural differences are associated with cross-national differences in auditors’ compliance/non-compliance with audit firm

policies. Furthermore, results of subsample analyses suggest that the role of culture in shaping compliance with firm

methodology is attenuated in higher risk engagements that are more likely to face more stringent within-firm or external audit

guidelines and quality reviews (e.g., large engagements and engagements applying U.S. GAAS). This suggests that, while

cultural differences still shine through in auditors’ following of firm methodology, an audit firm’s quality assurance systems

may have a mitigating effect on the impact of cultural differences on the audit work performed.

Our findings contribute to the literature in three ways. First, our study informs practitioners, standard setters, and regulators

about the nature and extent of how a culture may lead to variations in performing or not performing a particular audit procedure

mandated by a global firm’s methodology. This may help them to respond more effectively when dealing with the effects of

cultural differences on the integration of ‘‘cultural norms and audit engagement procedures into a single global practice’’

(Cohen et al. 1995, 38). For example, wording and guidance of standardized global audit methodologies and the related training

or knowledge sharing may not be effective locally unless different approaches are considered and targeted to different regions

of the world. This is of specific concern in relation to multinational group audits wherein working with other auditors from

other jurisdictions may be challenging due to differences in customs, culture, or religion (e.g., IAASB 2015; PCAOB 2016b;

Sunderland and Trompeter 2017). Second, we contribute to the literature, which is limited to date (e.g., Hughes et al. 2009), on

the cultural and contextual variables in auditors’ application of specific, yet widely required auditing procedures. Third, we

contribute to the emerging literature on the role of cross-national cultural differences in accounting and auditing. Specifically,

the findings of our study highlight the importance of considering a wider range of cultural factors in explaining cross-national

differences in auditors’ compliance with firm methodology, and potentially also other auditing phenomena, rather than focusing

on the ‘‘traditional’’ dimensions of national culture (e.g., collectivism and power distance) alone. At the same time, we

contribute to prior cross-national auditing studies within the auditing domain (e.g., Cohen et al. 1995; Arnold et al. 1999; Choi

and Wong 2007; Bik and Hooghiemstra 2017) by showing that cultural differences matter even when we control for formal

institutions (such as legal protection and legal origin). Furthermore, we add to studies showing that differences in trust and

religiosity at the county level in the United States are associated with differences in audit quality (e.g., Omer, Sharp, and Wang

2015; Jha and Chen 2015). As these studies are based within the United States, where differences in trust and religiosity are

likely to be less pronounced, these conclusions ‘‘do not necessarily hold in all jurisdictions’’ (Simnett, Carson, and Vanstraelen

2016, 23). Our cross-national analysis enables us to study the effects of both societal trust and religiosity on auditors’ behavior

on a global scale.

The remainder of this paper is organized as follows. The next section reviews previous literature and develops the

hypotheses. This section is followed by an outline of the research design. The empirical findings are then presented, followed

by a section of conclusions, discussions, limitations, and suggestions for future research.
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LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT

Auditors’ Compliance with Audit Firm Methodology and Policies

To deal with the increasing globalization of audit firms’ operations, and to ensure delivery of high-quality audits across the

globe, audit firms in general, and the Big 4 in particular, rely on global firm policies and audit methodologies (e.g., Barrett et al.

2005; Pierce and Sweeney 2005; Bik 2010). Basically, these policies and audit methodologies complement International

Standards on Auditing by providing, for each audit firm, detailed rules regarding, for instance, the critical audit procedures to be

performed during the various stages of an audit (e.g., Barrett et al. 2005). The general objective of such rules is to ‘‘regulate the

behavior of individuals’’ (March, Schulz, and Zhou 2000, 5).

While the existence of organizational rules like global firm policies and audit methodologies helps to facilitate consistent

execution of an audit across the globe, the literature on rule following indicates that individuals do not always comply with

such rules (e.g., Tyler and Blader 2005; Lehman and Ramanujam 2009; Tyler 2011; Hannah and Robertson 2015). Lack of

compliance with organizational rules seems particularly likely to occur in professional service firms like auditing and legal

consulting firms (e.g., Malhotra and Morris 2009; Suddaby, Gendron, and Lam 2009), as the execution of tasks in these types

of firm requires a high degree of discretion to be able to tap into knowledge and experience to diagnose and solve issues.

Indeed, it has been suggested that, while organizational rules may increase the degree of control over and uniformity in the

performance of audits (e.g., Pierce and Sweeney 2005), they can never completely replace the role of auditors’ professional

judgment in audit work (e.g., Humphrey and Moizer 1990; Barrett et al. 2005; Nelson and Tan 2005; Trotman, Bauer, and

Humphreys 2015). According to the rule-following literature there are two viewpoints that help to explain why individuals

follow or break organizational rules; namely, the control-and-command approach and the self-regulatory approach (e.g., Tyler

and Blader 2005; Tyler 2011; Hannah and Robertson 2015).

The control-and-command approach is based on the premise that individuals make decisions to follow or break

organizational rules after they have weighed the rewards and sanctions of not following the rules (Tyler and Blader 2005;

Hannah and Robertson 2015). This approach is based on an economic view of human behavior that assumes that behavior is

primarily driven by self-interest (Gomez-Mejia and Balkin 1992). For instance, in an audit firm, not conducting a detailed

fraud risk assessment procedure could involve sanctions as and when discovered, for instance having to redo the procedure

or being given a bad job evaluation, while a reward could include saving time on the execution of this task for use on another

task or help to prevent a budget overrun. A key element of the command-and-control approach is that the extent to which

rules are actually enforced within the organization will determine the balance between the sanctions and the rewards

(Lehman and Ramanujam 2009; Tyler 2011). The self-regulatory approach on the other hand is based on the premise that

individual differences in the propensity to follow rules are not economically motivated but can be attributed to underlying

differences in individual values regarding compliance and the perceived legitimacy of the authority of the rules that ought to

be obeyed (e.g., Tyler and Blader 2005; Hannah and Robertson 2015). Obviously, the more an individual has values that

indicate that obeying rules is important or the more he/she perceives that the actions of a rule-making authority (such as the

audit firm’s global management) ‘‘are desirable, proper, or appropriate within some socially constructed system of norms,

values, beliefs, and definitions’’ (Suchman 1995, 574), the more likely it is that the individual will follow the rules coming

from the organization.

Culture and Auditors’ Compliance with Audit Firm Methodology

Institutions refer to ‘‘the rules of the game in a society’’ (North 1991, 3) and these can be broken down into formal

institutions on the one hand and culture on the other (e.g., Guiso, Sapienza, and Zingales 2006, 2008, 2009; Pevzner, Xie, and

Xin 2015; Kanagaretnam, Lee, Lim, and Lobo 2017). Formal institutions refer to the set of political, judicial, and economic

rules in a society (e.g., North 1991; Garrido, Gomez, Maicas, and Orcos 2014), such as legal origin (e.g., Crossland and

Hambrick 2011) and laws (and/or regulations) that protect the rights of shareholders or creditors (e.g., La Porta, Lopez-de-

Silanes, Shleifer, and Vishny 1998, 2000). Culture, broadly defined, refers to ‘‘traditions, customs, moral values, religious

beliefs, and all other norms of behavior that have passed the test of time’’ (Pejovich 1999, 166). These unwritten rules guide

human behavior since they provide members of a society with schematic, mental models about what is ‘‘good’’ versus ‘‘bad’’
and what is ‘‘appropriate’’ versus ‘‘inappropriate,’’ and they have ‘‘a strong norm setting influence on societal members’’
(Parboteeah, Walter, and Block 2015, 449). According to the ideas set forth by social norm theory, not only are individuals

likely to be aware of societal rules, but they are also likely to believe that a sufficiently large subset of people will follow those

rules and expect that others will also conform to these societal rules (e.g., Cialdini and Trost 1998; Parboteeah, Hoegl, and

Cullen 2008; Bicchieri and Xiao 2009; Parboteeah et al. 2015). This implies that even if an individual does not fully subscribe

to a certain societal rule, the individual is likely to follow that societal rule because of its strong norm-setting effect (e.g.,

Parboteeah et al. 2015; Blay, Gooden, Mellon, and Stevens 2016; Kanagaretnam et al. 2017). In other words, as these
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schematic, mental models have been acquired over time through experience and learning, they have a marked impact on

behavior (e.g., Crossland and Hambrick 2011), especially when judgmental processes are involved (Hofstede 2001). As

auditors are members of the society they live in, their professional judgments, including the application of fraud risk assessment

procedures, are likely to be affected by the schematic, mental models prevailing in a society (e.g., Patel et al. 2002; Nolder and

Kadous 2017).

Below, we hypothesize how our four cultural dimensions, namely collectivism, power distance, religiosity, and societal

trust, are associated with the extent to which auditors follow (or do not follow) global policies and audit methodologies. We

focus on these dimensions because limited prior research into rule-following literature suggests that, of the ‘‘traditional’’
cultural values, (individualism versus) collectivism and power distance are the most important values to consider (e.g.,

Helmreich and Merritt 2001; Crossler et al. 2013; Casey, Riseborough, and Krauss 2015) and because they feature

prominently in the international accounting and auditing literature (e.g., Cohen et al. 1993, 1995; Patel and Psaros 2000; Tsui

and Windsor 2001; Patel et al. 2002). The other two dimensions are relatively uncommon in the accounting and auditing

domain, although an increasing number of papers have shown the important effects of these two cultural variables on a

variety of outcomes including, for instance, tax avoidance (which ultimately is also linked to the compliance with laws and

regulations) (e.g., Stack and Kposowa 2006; Guiso et al. 2008; Kanagaretnam, Lee, Lim, and Lobo 2013; Parboteeah et al.

2015). As described in the introduction, we focus on the degree of compliance with a specific, yet crucial audit procedure

that is likely to be susceptible to cultural differences; namely, fraud risk assessment procedures in the planning phase of the

audit engagement.

Collectivism versus Individualism

Individualism versus collectivism is related to the extent to which individuals express pride and loyalty toward the group

they are a part of, and are socially expected to give preference to the group rather than to themselves (Hofstede 2001; House,

Hanges, Javidan, Dorfman, and Gupta 2004). In countries higher on collectivism, such as Brazil, China, and Russia, the

interests of the group take precedence over those of the individual (e.g., Oyserman, Coon, and Kemmelmeier 2002; House et al.

2004). In general, members of a society scoring higher on collectivism have a stronger need to maintain harmony in

relationships (e.g., Oyserman et al. 2002). In contrast, in countries higher on individualism, such as Germany, the United

Kingdom, and the United States, independence, rights above duties, autonomy, freedom of action, and self-fulfillment are more

central (Hofstede 2001), and decisions based on individual needs and preferences prevail (e.g., Oyserman et al. 2002).

The importance of maintaining harmony in relationships prevalent in the more collectivistic societies not only poses a

threat to auditors’ professional skepticism in these countries (e.g., Endrawes 2010; Nolder and Riley 2014), but is also

likely to affect the extent to which auditors are inclined to follow rules regarding fraud risk assessment procedures. The

preference for maintaining harmony in relationships may threaten the degree to which auditors are able to keep an

appropriate level of independence from the client and to give preference to a duty to the public over a duty to the client

(e.g., Kadous 2000; Patel and Psaros 2000; Ying and Patel 2016). This may lead auditors in collectivistic societies to be

less likely to engage in fraud risk assessment procedures so as to avoid the risk of having to ask probing or even

confrontational questions to management.

In addition, another attribute of individualism-collectivism that is especially important in work settings is that individuals

from countries higher on individualism have a calculative, utilitarian involvement with the company and act as ‘‘economic

men’’ in these relationships (e.g., Bochner and Hesketh 1994; Chow, Lindquist, and Wu 2001; Hofstede 2001). This rational

and economic involvement implies that, although autonomy and freedom of action are valued (Hofstede 2001), individual

choices are aimed at self-fulfillment and promoting self-interest and likely involve advancing one’s career. In the context of

auditing this means that, if a firm has set rules (such as an audit firm’s global audit methodology with regard to fraud risk

assessment procedures in this study), their rational and economic involvement induces them to follow these rules so as not to

jeopardize their careers at these firms.

Accordingly, we hypothesize that higher levels of collectivism (individualism) at the country level are associated with

lower (higher) auditors’ compliance with respect to audit firms’ fraud risk assessment procedures, leading to the following

hypothesis:

H1: The level of (in-group) collectivism and the extent to which auditors follow fraud risk assessment procedures are

negatively associated.

Power Distance

Power distance has been defined as the degree to which members of a society expect and agree that power should be

stratified and concentrated at higher levels (e.g., House et al. 2004). Subordinates in higher power distance countries, such as
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Argentina, China, Germany, and Russia, have learned that it can be dangerous to question authority and express disagreement

(House et al. 2004). In these cultures, lower-ranked individuals are respectful to those ranked higher in authority and, hence, are

afraid of contradicting authorities.

Differences in the degree of power distance have implications for the extent to which members of a society in

general, and auditors in particular, are likely to follow rules. The self-regulatory approach suggests that the more

individuals believe that rules come from a legitimate authority and ought to be obeyed (Tyler and Blader 2005; Tyler

2011), the more they are likely to follow those rules. Given that in high power distance societies it is generally considered

as disrespectful to challenge a more powerful party (e.g., Hofstede 2001; Hurtt, Brown-Liburd, Earley, and

Krishnamoorthy 2013; Sunderland and Trompeter 2017) and as there is a higher inclination toward conformity (e.g.,

Helmreich and Merritt 2001; House et al. 2004), it is likely that individuals will do as they are told (e.g., Crossler et al.

2013; Casey et al. 2015). As fraud risk procedures are part of the firm’s audit methodology—a methodology that has been

prescribed by the audit firm’s global management that resides at the top of the firm’s hierarchy and, hence, may pose the

most direct loyalty—it is likely that audit teams from higher power distance countries are more likely to follow them

strictly (e.g., Cohen et al. 1993).

In addition, as people in high power distance societies have a strong belief in the protection of the rights of all people

(Chan and Cheung 2012), auditors in these societies are likely to follow the rules that support one’s duty to society rather than

to condescend to the preferences of the client, with whom they also have a power relationship (e.g., Patel et al. 2002; Lin and

Fraser 2008). Accordingly, we hypothesize:

H2: The level of power distance and the extent to which auditors follow fraud risk assessment procedures are positively

associated.

Religiosity

Religiosity refers to the degree to which individuals in a society adhere to religious values, beliefs, and practices (e.g.,

Parboteeah et al. 2015), irrespective of the specific religion one practices. According to the ideas of social norm theory (e.g.,

Cialdini and Trost 1998), religiosity can have a profound impact on individual behavior, even if that individual is not a religious

person, because ‘‘religion enters freely into everyday interaction and becomes part of the normative system’’ (Stark and

Bainbridge 1996, 164) (as cited in Parboteeah et al. [2015, 449]; see also, e.g., Cialdini and Trost 1998; Bicchieri and Xiao

2009; McGuire, Omer, and Sharp 2012).

We expect that the level of religiosity in a society will positively influence auditors’ compliance with firms’ audit

methodologies. First, the literature linking religiosity with conformity to rules indicates that people who are more religious

are more inclined to obey rules because they are constantly primed with language stimulating obedience (e.g., ‘‘thou shalt not

steal,’’ ‘‘thou shalt not kill’’) and are frequently reminded of sanctions relating to nonconformance (e.g., Tittle and Welch

1983; Stack and Kposowa 2006). In a similar vein, it has been argued that individuals from countries higher on religiosity

are more likely to experience shame when not complying with rules set by a legitimate source (e.g., Baier and Wright 2001;

Stack and Kposowa 2006; Gladden 2011). Following social norm theory, as set out above, this is likely to affect all

individuals in such an environment, even those who are not necessarily religious themselves. In support of the view that

religiosity and obedience to rules are positively associated is a meta-analysis of 60 studies in which Baier and Wright (2001)

show a negative association between religiosity and the degree to which people are likely to commit crimes. In addition,

studies show that religiosity is negatively associated with tax avoidance (e.g., Stack and Kposowa 2006; Torgler 2006;

Boone, Khurana, and Raman 2013).

Second, compliance with rules in countries higher on religiosity, such as Brazil, Indonesia, or (large parts of ) the U.S., is

also expected because religiosity stimulates ethical behavior, risk aversion, and honesty (e.g., Terpstra, Rozell, and Robinson

1993; Barnett, Bass, and Brown 1996; Parboteeah et al. 2008; Parboteeah et al. 2015; Leventis, Dedoulis, and Abdelsalam

2018). For instance, Leventis et al. (2018) note that auditors in countries higher on religiosity are more risk averse and more

conservative than auditors in countries lower on religiosity, such as The Netherlands or Sweden. Hence, in those more religious

countries auditors are likely to rely on firm methodology to increase the degree of audit assurance, which is likely to increase

the level of performance of fraud risk assessment procedures. Accordingly, we hypothesize that higher levels of religiosity at

the country level are associated with a greater level of auditors’ compliance with audit firm methodology, leading to the

following hypothesis:

H3: The level of religiosity and the extent to which auditors follow fraud risk assessment procedures are positively

associated.
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Societal Trust

Societal trust can be defined as ‘‘the subjective probability that individuals attribute to the possibility of being cheated’’
(Guiso et al. 2008, 2557) or as the degree to which there is a ‘‘willingness to rely on another party’’ (Doney, Cannon, and

Mullen 1998, 604). These definitions suggest that societal trust reflects the ease with which people tend to believe each other.

We expect the extent to which auditors follow fraud risk assessment procedures to be associated with societal trust as

well. First, in high-trust societies people tend to believe each other more easily than in low-trust societies; that is, they

estimate the probability of being cheated by the other party to be lower (e.g., Mayer, Davis, and Schoorman 1995; Guiso et

al. 2008). Second, as is implied by the findings from a number of accounting studies (e.g., Kanagaretnam et al. 2013;

Pevzner et al. 2015), managers in high-trust societies are more likely to reciprocate the trust society has placed in them and

refrain from actions that would impair their integrity. Hence, it is expected that in high-trust societies, auditors have a higher

‘‘generalized expectancy . . . that the word, promise, verbal or written statement of another individual or group can be relied

upon’’ (Rotter 1967, 651) (as cited in Quadackers, Groot, and Wright 2014, 642) and thus that auditors may be more inclined

to rely on the information provided by others, including management. Indeed, a similar line of reasoning can be found in Jha

and Chen (2015), who focus on the effects on audit fees of differences in mutual trust at the county level in the U.S.

Specifically, they suggest that auditors located in counties where mutual trust is high are likely to assess that the firm’s

managers are more forthcoming and honest in their disclosures and, consequently, that these auditors charge lower audit fees

as they can reduce their audit work.

Third, and finally, individuals from high-trust societies are likely to see less need for rules and procedures that are likely to

restrict behavior because they do not believe that they are going to be cheated (e.g., Francois and Zabojnik 2005; Guiso et al.

2008). Accordingly, we expect that auditors in high-trust societies are less likely to follow fraud risk assessment procedures,

leading to the following hypothesis:

H4: The level of societal trust and the extent to which auditors follow fraud risk assessment procedures are negatively

associated.

METHODS

Sample and Data Collection

To empirically examine the association between cultural differences and auditors’ compliance with audit firm policy, we

rely on unique, proprietary data from a Big 4 audit firm. Specifically, we measure whether auditors comply with firm

methodology based on the direct inspections of actual audit procedures performed by the auditor in relation to a specific, yet

crucial audit procedure that is likely to be susceptible to cultural differences: fraud risk assessment procedures during the

planning phase of the audit engagement. The data were collected as part of an internal quality review throughout the firm’s

global network of affiliated audit firms. Our approach is consistent with Bell, Causholli, and Knechel (2015, 464), who

‘‘develop audit quality measures using direct assessments of attributes of the audit process made by internal [quality]

reviewers.’’
Access to the data was obtained after having received permission from the firm under arrangements of strict confidentiality

and anonymity. All audit engagements relate to audits for the fiscal year 2005.1 In total, the initial sample comprised 1,939

audit engagements from 116 countries. Combining audit engagement data from the Big 4 audit firm with available country-

level data to measure cultural differences and to control for other country-level variables at the same time, resulted in a sample

of 1,152 audit engagements from 29 countries. These 29 countries reflect a globally diverse sample of countries (e.g.,

‘‘Western’’ and ‘‘Non-Western’’ societies).

Variables

Dependent Variable—Compliance with Audit Firm Policy/Methodology

We develop our measure of auditors’ compliance with audit firm policy for fraud risk assessments using four items from

the firm’s internal quality review described above. These four items reflect whether fraud risk assessment procedures in the

planning phase of the audit engagement have been performed. Specifically, these items are:

(1) ‘‘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?’’

1 The agreement with the audit firm allowed us to report on the data only after taking into consideration a ‘‘cooling off’’ period.
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(2) ‘‘Did the audit engagement team discuss the susceptibility of the entity’s financial statements to material misstatements

due to fraud?’’
(3) ‘‘Did the audit engagement team enquire of management and others within the entity regarding the risks of material

misstatement due to fraud or error?’’
(4) ‘‘Did the audit engagement team identify and assess the risks of material misstatement due to fraud and develop and

document their responses to identified risks?’’

While these four items are derived from the auditing standards (i.e., ISA 240, IAASB 2008; AS 2401, PCAOB 2016a), the

extent of conducting these audit steps is at the discretion of the auditor.2

Measuring whether an auditor has actually performed each of the four fraud risk assessment steps enables us to

investigate what exactly it is about a culture that may lead to variations in compliance with a particular audit procedure

mandated by a global firm. The direct inspection of the actual work the auditor believed and felt needed to be done also

enables us to make inferences about other incentives in the auditor-client relationship that may cause auditors to appreciate

the value and/or necessity of performing those procedures—and consequently increase the likelihood of their compliance.

For example, the IAASB (2015, 14) states that ‘‘the documentation of professional judgements made, and actions taken, may

provide evidence that professional skepticism was applied.’’ In other words, whether (or not) an auditor actually performs

these fraud risk assessment steps also tells us something about whether the auditor believes (or does not believe) that these

steps are actually necessary, taking cultural differences into account. That means, the more skeptical an auditor believes he or

she needs to be given the societal context (i.e., cultural rules) the more likely the auditor is to apply these fraud risk

assessment procedures.

In line with auditing standards (e.g., ISA 240, IAASB 2008), we develop a team-level measure of auditors’ compliance

with firm policy. We believe such a team-level variable may be a more encompassing reflection of how audit teams actually

work, recognizing that ‘‘audits are generally conducted by groups’’ (Trotman et al. 2015, 56) and in ‘‘hierarchical teams’’

(Nelson, Proell, and Randel 2016, 1781).

The direct inspections of the actual fraud risk assessment procedures performed are made by independent quality reviewers

as part of the firm’s annual internal quality review program throughout their international audit practice. Based on review of the

documentation included in the audit engagement file and interviews with the audit team, the quality reviewers assessed, by

indicating ‘‘yes’’ or ‘‘no,’’ whether the audit team performed the four fraud risk assessments steps. This global quality review

process is designed and managed by a centralized global quality review team mandated by global firm management. The actual

internal quality reviews are conducted by experienced reviewers with four hours of training from the global quality review

team. Furthermore, while the reviewers were experienced auditors themselves, they were independent of the selected audit

engagements and were part of a local review team that was led by a chief reviewer from another country. Following the

instructions issued by the firm’s global quality review team, a number of audit engagements was selected from each country,

taking into account that the selection should reflect the size and nature of the local audit practice and the client portfolios in each

of the countries (such as industry sectors, higher risk engagements, public interest entities, and large and medium-sized

companies). This review process was supervised and subsequently verified by the global quality review team for consistency of

inspections throughout the local branches of the global firm.

We measure auditors’ compliance with firm methodology through our four-item construct set described above.

Comparable to Bell et al. (2015), and mainly for ease of interpretation, we used the simple summation of the number of

questions on which an engagement would score ‘‘yes’’ (i.e., is scored as 1). We then divide it by 4 and express it as a

percentage. COMPLIANCE can assume values between 0 and 100, with higher values indicating a greater degree of

compliance with firm methodology.3

2 Further guidance to ISA 240.28 (Question (1) in our study), for example, states, ‘‘The discussion may include such matters as: An exchange of ideas
among engagement team members about how and where they believe the entity’s financial statements may be susceptible to material misstatement due
to fraud, how management could perpetrate and conceal fraudulent financial reporting, and how assets of the entity could be misappropriated; a
consideration of the known external and internal factors affecting the entity that may create an incentive or pressure for management or others to
commit fraud, provide the opportunity for fraud to be perpetrated, and indicate a culture or environment that enables management or others to
rationalize committing fraud’’ (IAASB 2008; emphasis added).

3 To verify that our measure captures one construct, we determined Cronbach’s alpha. Cronbach’s alpha indicates an acceptable internal consistency
between the four items (a¼ 0.72) (Nunnally 1978). Furthermore, we conducted a factor analysis suited for categorical (and binary) data (in which the
underlying correlation matrix used during the factor analysis process is polychoric; see Meulman, Van der Kooij, and Heiser [2004]). This factor
analysis resulted in one factor involving all four items (eigenvalue ¼ 2.89 and total variance explained ¼ 72 percent).
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Independent Variables—Informal Cultural Rules

Following recent studies (e.g., Parboteeah, Addae, and Cullen 2012; Cieslewicz 2014; Bik and Hooghiemstra 2017), we

use House et al.’s (2004) cultural practices scores4 to represent each country’s degree of power distance (PD) and in-group

collectivism (IGC) scores (on a 1 to 7 scale).5

Data on the two other informal cultural rules are based on the World Values Survey.6 First, we follow prior literature (e.g.,

Guiso, Sapienza, and Zingales 2003; Kanagaretnam et al. 2013; Welzel 2014) to measure religiosity. Our measure of religiosity

is based on the respondents’ responses to questions about the importance of religion, religious practice, and the respondents’

self-perception as to their religiosity. Specifically, we use Welzel’s (2014) agnosticism index to derive our country-level

measure of religiosity. Welzel’s (2014) agnosticism index is based on respondents’ (recoded) answers to the following three

questions: ‘‘How important is religion in your daily life?’’7 ‘‘Apart from weddings and funerals, about how often do you attend

religious services these days?’’8 And ‘‘Independently of whether you attend religious services, would you say you are (a) a

religious person, or (b) not a religious person, or (c) an atheist.’’9 To create the agnosticism index, recoded responses to these

three questions are averaged, yielding a multi-point index from 0 to 1. To construct our country-level measure of religiosity

(RELIGIOSITY), we first subtract from one, for each respondent, the score on Welzel’s (2014) agnosticism index and then

calculate the arithmetic mean per country (e.g., Guiso et al. 2003). Hence, RELIGIOSITY can assume any value between 0 and

1, with higher values indicating a country that is higher on religiosity.

Our measure of societal trust is based on respondents’ response to the following question in the World Values Survey:

‘‘Generally speaking, would you say that most people can be trusted or that you need to be very careful in dealing with

people?’’ (see, http://www.worldvaluessurvey.org/wvs.jsp). Similar to prior research (e.g., Guiso et al. 2006, 2008;

Kanagaretnam et al. 2013; Ahern, Daminelli, and Fracassi 2015; Pevzner et al. 2015), we then recoded the response to this

question to 1 where a respondent indicated that most people can be trusted, and 0 otherwise. The mean of the response to this

(recoded) question is our country-level measure of societal trust (SOCTRUST). SOCTRUST can take any value between 0 and

1, with higher values indicating a country in which people put higher trust in each other.

Independent Variables—Controls

To control for other effects, we include in our regression models several control variables from both the audit literature and

the literature on institutions. They include engagement-level and country-level variables.

Engagement-level control variables. The audit process and the related (incentives underlying the) level of compliance

with firm methodology are influenced by characteristics that are unique to each individual audit engagement. First, we control

for whether the audit engagements are under U.S. GAAS, as, despite the harmonization efforts of the IAASB, U.S. GAAS and

ISAs do still differ. Where a priori the application of either U.S. GAAS or ISAs is unclear, we control for it. USGAAS is a

dummy variable assuming the value of 1 if an audit engagement is conducted under U.S. GAAS, and 0 otherwise.

Second, we control for whether the audit engagement is classified as a ‘‘public interest entity’’ (PIE). PIE engagements are

audits of organizations that are of significant public relevance because of their size or the nature of their business, such as listed

companies, banks, pension funds, insurance companies, and state-owned enterprises or public institutions. Generally, public

4 The GLOBE project was set up and led by Robert House and involved a team of 170 country co-investigators who gathered data on the culture of 62
countries. The cultural dimensions are based on 17,300 questionnaires filled out by middle managers working at 951 organizations headquartered in 62
countries (House et al. 2004). Multinational corporations were not targeted because their employees are likely to come from multiple cultures, hence
increasing the probability that their responses are not indicative of their societal culture. All instruments were developed in consultation with members
of each target culture and were subject to a procedure involving translation and back translation.

5 Please note that House et al. (2004) identified nine distinct cultural dimensions; namely, power distance, uncertainty avoidance, assertiveness,
institutional collectivism, in-group collectivism, future orientation, performance orientation, humane orientation, and gender egalitarianism. Consistent
with a number of recent cross-cultural studies (e.g., Han, Kang, Salter, and Yoo 2010; Hooghiemstra, Hermes, and Emanuels 2015; Bik and
Hooghiemstra 2017), we do not include scores for the other dimensions in the analysis in order to circumvent possible multicollinearity problems.

6 The World Values Surveys (WVSs) have been conducted in six waves in more than 90 countries. Respondents of the WVSs comprise individuals older
than 17. The surveys are based on a fully standardized master questionnaire, translated (with back-translation checks) and pretested in local languages
to ensure a maximal cross-cultural equivalence of the measures (Parboteeah et al. 2015). More details on fieldwork, the questionnaire, sampling
methods, and data are available online at http://www.worldvaluessurvey.org/wvs.jsp

7 As is explained in Welzel (2014), in the original questionnaire this item involved answers on a four-point Likert scale (with 1¼ ‘‘very important’’ and 4
¼ ‘‘not important at all’’). To create the agnosticism index, responses on this question were recoded to 0 for ‘‘very important,’’ 0.33 for ‘‘rather
important,’’ 0.66 for ‘‘not very important,’’ and 1 for ‘‘not at all important.’’

8 Answers on this question ranged from 1 (‘‘more than once a week’’) to 7 (‘‘never, practically never’’). Again, as is explained in Welzel (2014), to create
the agnosticism index, responses to these questions were recoded into a seven-point index from a minimum of 0 for ‘‘never, practically never’’ to 1 for
‘‘more than once a week’’ by subtracting 1 from all codes and dividing the resulting score by 6.

9 To create the agnosticism index, responses were recoded into a dummy variable with the code of 0 for ‘‘a religious person’’ and 1 for ‘‘not a religious
person’’ and ‘‘an atheist’’ (Welzel 2014).
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interest entities involve engagements that are costlier in terms of reputational damage and would imply a positive association

with auditors’ compliance with firm methodology (e.g., Nieschwietz et al. 2000; Payne and Ramsay 2005). PIE is a dummy

variable assuming the value of 1 if an audit engagement is classified as a public interest entity, and 0 if not.

Third, YEND is a dummy variable assuming the value of 1 if it involves an engagement regarding financial statements that

have a year-end on December 31, and 0 otherwise. YEND enables us to control for the possibility that fraud risk assessment

procedures performed for engagements during the ‘‘busy season’’ are conducted under greater time pressure as more

engagements are in progress increasing the likelihood that the procedures are associated with lower levels of compliance with

prescribed firm policy.

Fourth, we include a measure (HOURS) representing the size and/or riskiness of the engagement, measured in terms of the

(logarithm of the) total number of hours all audit team members have spent on the engagement. The more time the audit team

has budgeted for an engagement, the more time they can spend on assessing fraud risks, implying higher levels of compliance

with firm methodology. Indeed, Bell et al.’s (2015) study based on internal audit quality assessments finds that larger

engagements are associated with a lower likelihood of receiving a bad overall audit quality review result and of involving a

smaller number of assessed audit deficiencies.

Finally, we control for possible industry effects10 to control cross-sectional differences in auditors’ compliance with firm

policy. All data regarding these engagement-level control variables were collected as part of the internal quality review

described earlier.

Country-level control variables. While the focus of our study is on the impact of cross-national cultural differences on

auditors’ compliance with firm methodology, these differences do not operate in a vacuum. Therefore, and consistent with prior

cross-national auditing research (e.g., Choi and Wong 2007; Choi, Kim, Liu, and Simunic 2008; Francis and Wang 2008;

Hope, Kang, Thomas, and Yoo 2008), we include a number of country-level variables reflecting formal institutions that may

also be associated with auditors’ compliance. We include these variables as prior studies indicate that institutional differences at

the country level play an important role in influencing auditor behavior (cf. Choi et al. 2008) due to differing formal

institutions, corporate governance environment, and economic development. As there is no clear theory on the relation between

auditors’ compliance and our country-level control variables, we do not predict the sign of their coefficients.

First, to control for the impact of formal institutions on compliance, we include both legal origin (COMMONLAW) and the

extent to which shareholders’ rights are protected (ADRI). Specifically, in line with prior research (e.g., Pevzner et al. 2015),

our proxy for investor protection is the strength of minority investor protection as proxied by the value on the Djankov, La

Porta, Lopez-de-Silanes, and Shleifer (2008) index. COMMONLAW is a dummy variable assuming the value of 1 if a country’s

legal origin is common law based, and 0 otherwise. Data on legal origin come from Rafael La Porta’s website.11 Generally

speaking, the rights of minority investors are reflected in better protection, as indicated by high ADRI scores, and in the

existence of common law.

Second, consistent with, e.g., Choi and Wong (2007) and Hope et al. (2008), we control for the economic development in a

country. Specifically, we include the logarithm of GDP per capita (in US$) (GDPPERCAP).

Finally, we include a measure reflecting the general perceptions of the country’s quality of supervision by the board of

directors (CORPBRDS). Specifically, we use the country’s score from IMD’s World Competitiveness Yearbook (see https://

www.imd.org/wcc/products/eshop-world-competitiveness-yearbook/) on the statement: ‘‘Corporate boards do supervise the

management of companies effectively.’’ Participants, consisting of executives, were asked to indicate their response to this

question on a seven-point Likert scale, with higher scores indicating a higher quality of supervision. In line with, for instance,

agency theory, monitoring by an effective board of directors provides managers with less opportunity to commit fraud.

Regression Model

To test our predictions regarding the impact of our four aspects of cross-national cultural differences, we estimated the

following OLS regression model (subscripts are suppressed for notational convenience):

COMPLIANCE ¼ a0 þ b1PDþ b2IGCþ b3RELIGIOSITY þ b4SOCTRUST þ cENGAGEMENT þ dCOUNTRY þ e

where COMPLIANCE, PD, IGC, RELIGIOSITY, and SOCTRUST are as defined previously. ENGAGEMENT refers to the set

of engagement-level control variables and COUNTRY refers to the country-level control variables.

10 We use dummy variables as included in the Big 4 data and distinguish four broadly defined industries (i.e., Industrial and Consumer Goods and
Services [ICGS], Financial Institutions [FI], Information, Technology, Entertainment, and Communication [ITEC], and Privately Owned Businesses
[POB]). These dummy variables are equal to 1 if a firm belongs to a particular industry, and 0 otherwise. The reference group is ‘‘Privately Owned
Businesses.’’

11 See, http://faculty.tuck.dartmouth.edu/rafael-laporta/research-publications
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RESULTS

Descriptive Analysis

The descriptive statistics are reported in Table 1, Panel A. The dependent variable, COMPLIANCE, has a mean (median)

of 81.92 (100.00) and a range of 0.00 to 100.00. We observe that PD has a mean (median) of 5.12 (5.15), while IGC has a

mean (median) of 4.70 (4.37). With respect to the other two informal cultural rules, we observe that RELIGIOSITY and

SOCTRUST have a mean (median) of 0.54 (0.57) and 0.32 (0.34), respectively. An investigation of the descriptive statistics

indicates that the mean (median) number of hours (HOURS) spent on a single audit engagement was 1,958.44 (950). Moreover,

we observe that 48 percent of the audit engagements are conducted in countries with a common law system (as shown by the

mean value of COMMONLAW of 0.48). ADRI has a mean (median) value of 3.83 (4.00). Finally, CORPBRDS has a mean

(median) value of 5.72 (5.89).

Table 1, Panel B provides a comparison of auditors’ compliance with firm methodology by the cultural dimensions

characterizing the countries in our sample, ranking from scoring high to low on COMPLIANCE. Per each construct of national

culture included in our study, we distinguish how each country belongs to either the higher or lower group based on the median

of each of the cultural dimensions.12 Furthermore, we detail how each of these countries scores on each of the four quality

review questions relating to fraud risk assessment procedures. This provides valuable insight into how culture differs between

countries scoring high versus low on auditors’ compliance and into whether there are specific areas of the fraud risk assessment

procedures that countries in our sample are struggling to comply with.

Table 1, Panel C provides an univariate comparison of auditors’ compliance with firm methodology across our cultural

dimensions. For each dimension, we distinguish between two groups, i.e., a higher and a lower group based on the median. For

instance, a country scores higher (lower) on societal trust if the country’s score on that dimension is higher (lower) than the

median value of the societal trust scores of all countries included in the sample. Table 1, Panel C shows statistically significant

differences in average compliance along the four informal cultural rules. Specifically, we see that average compliance is

significantly (t ¼�3.423; p-value , 0.01) lower in high in-group collectivistic countries (COMPLIANCEIGC_HIGH ¼ 77.88)

than in low in-group collectivistic countries (COMPLIANCEIGC_LOW¼ 84.22). In a similar vein, average compliance is higher

TABLE 1

Descriptive Statistics

Panel A: Descriptive Statistics

Mean Median Std. Dev. Min. Max.

COMPLIANCE 81.92 100.00 28.58 0.00 100.00

ICGS 0.53 1.00 0.50 0.00 1.00

FI 0.20 0.00 0.40 0.00 1.00

ITEC 0.19 0.00 0.39 0.00 1.00

POB 0.08 0.00 0.28 0.00 1.00

USGAAS 0.11 0.00 0.31 0.00 1.00

PIE 0.53 1.00 0.50 0.00 1.00

YEND 0.90 1.00 0.29 0.00 1.00

HOURS 1,958.44 950.00 2,769.79 40.00 14,750.00

GDPPERCAP (in US$) 27,462.45 34,322.88 15,857.11 740.11 54,798.57

ADRI 3.83 4.00 1.00 1.00 5.00

COMMONLAW 0.48 0.00 0.50 0.00 1.00

CORPBRDS 5.72 5.89 0.72 4.21 6.98

IGC 4.70 4.37 0.74 3.66 6.36

PD 5.12 5.15 0.32 4.11 5.64

RELIGIOSITY 0.54 0.57 0.17 0.29 0.89

SOCTRUST 0.32 0.34 0.15 0.05 0.68

(continued on next page)

12 Although we would have liked to be able to include country names in our analyses, given the confidentiality arrangements (detailed earlier in this
paper), we can only detail whether a country belongs to the higher or lower half, because detailing the exact scoring on the four cultural dimensions
may result in (indirect) identification of the countries in our study. In our analyses we used the exact scores on the four cultural dimensions.
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TABLE 1 (continued)

Panel B: COMPLIANCE by Cultural Dimensions

Country Obs. IGC PD RELIGIOSITY SOCTRUST COMPLIANCE

Compliance with Specific Fraud Risk
Assessment Procedures

Q1 Q2 Q3 Q4

1. 40 High High High Low 98.13 1.00 1.00 1.00 0.93

2. 120 Low Low High High 95.42 0.92 0.95 0.98 0.97

3. 79 Low Low Low High 94.62 0.97 0.89 0.95 0.97

4. 40 High High High Low 94.38 0.98 0.98 0.95 0.88

5. 22 High High High Low 94.32 0.96 0.91 0.96 0.96

6. 22 High High High Low 93.18 1.00 1.00 0.86 0.86

7. 44 Low High High Low 92.05 0.96 0.91 0.86 0.96

8. 21 High Low High Low 91.67 0.91 1.00 0.81 0.95

9. 40 Low High Low Low 88.75 0.95 0.73 0.95 0.93

10. 25 High High Low Low 88.00 0.84 0.84 0.88 0.96

11. 40 Low Low Low High 87.50 0.85 0.80 0.93 0.93

12. 10 High High High Low 87.50 1.00 0.90 0.80 0.80

13. 80 Low High Low High 86.25 0.84 0.89 0.84 0.89

14. 77 Low Low Low High 85.71 0.86 0.82 0.87 0.88

15. 40 Low Low Low High 85.63 0.88 0.78 0.83 0.95

16. 20 High High High High 85.00 0.95 0.90 0.90 0.65

17. 40 Low Low Low High 81.88 0.90 0.88 0.75 0.75

18. 22 High High Low Low 81.82 0.73 0.86 0.91 0.77

19. 45 High High Low Low 80.56 0.82 0.78 0.82 0.80

20. 55 Low Low High Low 78.64 0.86 0.75 0.80 0.75

21. 40 Low High High Low 71.88 0.73 0.70 0.70 0.75

22. 20 Low Low Low High 71.25 0.80 0.60 0.65 0.80

23. 40 Low Low Low High 69.38 0.73 0.40 0.78 0.88

24. 20 High High High Low 66.25 0.75 0.70 0.70 0.50

25. 40 Low Low Low High 60.00 0.53 0.58 0.65 0.65

26. 60 High Low Low High 49.17 0.62 0.48 0.45 0.42

27. 20 High Low High Low 48.75 0.50 0.50 0.65 0.30

28. 10 High Low High High 40.00 0.10 0.20 0.70 0.60

29. 20 Low Low Low High 37.50 0.30 0.40 0.40 0.40

Panel C: COMPLIANCE Comparison per Cultural Dimension

High Low
t-statistic

(High/Low) n_High

IGC 77.88 84.22 �3.423*** 417

(32.39) (25.92)

PD 85.67 79.24 3.880*** 480

(26.03) (30.00)

RELIGIOSITY 86.21 78.82 4.47*** 484

(25.93) (30.00)

SOCTRUST 80.23 84.86 �2.72*** 731

(29.42) (26.85)

***, **, * Indicate significance at the 1, 5, and 10 percent levels, respectively.
This table presents descriptive statistics. Panel A of this table presents descriptive statistics based on the full samples (n ¼ 1,152). Panel B reports, per
country, the relative position on the cultural dimensions (based on the below or above median score on a specific dimension) and the country average score
on COMPLIANCE and the country average compliance score per specific fraud risk assessment procedure. Panel C reports a univariate comparison of
auditors’ compliance with firm methodology across our cultural dimensions. For each dimension we distinguish two groups, i.e., a high and a low group
based on the median. Numbers in parentheses in Panel C are standard deviations.
All variables are as defined in Appendix B.
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in high power distance countries (COMPLIANCEPD_HIGH¼ 85.67) than in low power distance countries (COMPLIANCEPD_

LOW ¼ 79.24), a difference that is statistically significant (t ¼ 3.880; p-value , 0.01). Moreover, we find that average

compliance is significantly (t ¼ 4.47; p-value , 0.01) higher in high religiosity countries (COMPLIANCERELIGIOSITY_HIGH ¼
86.21) than in low religiosity countries (COMPLIANCERELIGIOSITY_LOW¼78.82). Finally, average compliance is significantly (t

¼�2.72, p-value , 0.01) lower in high trust countries (COMPLIANCESOCTRUST_HIGH ¼ 80.23) than in low trust countries

(COMPLIANCESOCTRUST_LOW¼ 84.86). Taken together, the results of these comparisons provide preliminary support for the

notion that national culture is associated with differences in auditors’ compliance with firm methodology.

Correlations

Table 2 presents the Pearson correlations for our main variables. In a few cases, the correlation coefficient between the

independent variables is greater than j0.6j, which may indicate possible multicollinearity issues. In particular, the correlation

between power distance (PD) and collectivism (IGC) (r¼ 0.68) is relatively high, which is consistent with prior studies (House

et al. 2004).13 Also in line with prior research (e.g., Guiso et al. 2006, 2008) are the correlations between economic

development (GDPPERCAP) on the one hand and religiosity (RELIGIOSITY) (r¼�0.65) and societal trust (SOCTRUST) (r¼
0.61) on the other. Moreover, and also consistent with prior research (e.g., Hooghiemstra et al. 2015), we observe high

correlation coefficients between GDP per capita (GDPPERCAP) and collectivism (IGC) (r¼�0.75). Finally, we find negative

correlations between SOCTRUST on the one hand and PD (r¼�0.61) and IGC (r¼�0.65) on the other. To reduce concerns

about multicollinearity, we obtain variance inflation factors. These VIFs are all less than 5.0, and the average VIFs in the

analyses are less than 2.7, indicating that multicollinearity should not be an issue. To minimize the impact of extreme values,

we winsorize each of the continuous variables used in the regressions at the top and bottom 1 percent.

Regression Results

Table 3 presents the coefficients and Huber-White robust standard errors (in brackets) from ordinary least squares

regressions. In Column (1) we present the results of a ‘‘controls only’’ analysis. In Columns (2) to (5), we add IGC, PD,
RELIGIOSITY, and SOCTRUST, respectively. Finally, Column (6) presents the results based on the full model.

In Column (2) of Table 3, we see that the coefficient of IGC is significantly negative (b¼�5.93; p-value , 0.01). In the

full model (Column (6)), we find a comparable result (b¼�8.81; p-value , 0.01). These findings, first of all, lend support to

H1 and suggest that the level of (in-group) collectivism and the extent to which auditors follow fraud risk assessment

procedures are negatively associated. More specifically, this finding lends support for our notion that auditors may be less likely

to engage in rigorous fraud risk assessment procedures so as to avoid the risk of having to put probing, confrontational

questions to management—i.e., that maintaining harmony in relationships is prevalent in collectivistic cultures.

Furthermore, Column (3) of Table 3 shows that the association between PD and COMPLIANCE is not significant (b ¼
4.07; n.s.). Column (6) of Table 3 shows a marginally significant and positive association between COMPLIANCE and PD (b¼
7.22; p-value , 0.10). These findings contrast with the univariate comparison reported in Panel C of Table 1. The results

suggest that, after controlling for other firm-level and country-level variables, power distance is no longer associated with

COMPLIANCE and that smaller differences in PD are not associated with differences in COMPLIANCE. Taken together, we

therefore reject H2, which predicted an association between auditor compliance with fraud risk assessment procedures and

power distance.14 The lack of a significant result seems to suggest that this association may be a more complex relation. It may

be that alternative and potential opposing loyalties to power exist. For example, the literature on client-auditor relationships

suggests that the client has the option to switch auditor and, hence, may be seen as the more powerful party (e.g., McKinnon

1984; Patel et al. 2002; Lin and Fraser 2008). Consequently, in high power distance countries, auditors may be ‘‘less likely to

question senior client personnel [and] more willing to acquiesce to the pressures of a powerful client’’ (Hughes et al. 2009, 31),

which may therefore likely disincentivize auditors from following firm methodology in the execution of fraud risk assessment

procedures. This opposing mechanism (i.e., the nature of auditor-client relationships in which the client can be seen as the more

powerful party) seems to offset our expected association (i.e., an auditors’ greater compliance because the rules are perceived to

come from a legitimate authority). At the same time, it is too premature to rule out that auditors in higher power distance

societies are more likely to aim at attending to the public interest (i.e., the ‘‘higher’’ ranked authority). Therefore, the question

remains as to which power source an auditor’s allegiance primarily lies: with the firm, the client, or with one’s duty to society at

13 Also, House et al. (2004) find a significantly positive correlation between IGC and PD. They interpret this as ‘‘part of a cultural syndrome . . . in which
people are concerned with others, are respectful of authority and have fewer rules’’ (House et al. 2004, 473).

14 Combined with the significantly positive correlation between IGC and PD, the opposite signs for IGC and PD may suggest potential multicollinearity
issues. However, given that the VIFs remain below the commonly used thresholds, and as the signs for IGC and PD remain similar throughout our
different analyses, we do not believe that the results are affected by multicollinearity issues.
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large. This research question may need to be answered first, to better understand the association between power distance and an

auditor’s compliance with firm methodology.

In support of H3, in Column (4) of Table 3, the association between RELIGIOSITY and COMPLIANCE is significantly

positive (b ¼ 25.41; p-value , 0.01), which suggests that auditors from more religious countries exhibit higher levels of

compliance with firm methodology. Also, the full model shows a significantly positive association, albeit at a lower

significance level (b¼ 14.36; p-value , 0.10). These results support H3, which states that the level of religiosity and the extent

of auditors’ compliance with firm methodology are positively associated.

Finally, in support of H4, in Column (5) of Table 3 we find lower levels of auditors’ compliance with fraud risk assessment

procedures in countries having higher levels of societal trust (b¼�26.58; p-value , 0.01). The results of the full model (b¼
�25.35; p-value , 0.01), as presented in Column (6) of Table 3, reveal similar patterns for the relationship between societal

trust and COMPLIANCE.

The results regarding our engagement-level control variables remain relatively stable throughout the various analyses and

seem to suggest that auditors’ compliance with firm methodology is higher for larger engagements. We find no evidence

suggesting that other engagement-level control variables are associated with compliance.

The results with respect to our country-level control variables are as follows. First, the results reported in Table 3 suggest

that formal institutions also affect auditors’ compliance with firm methodology. Specifically, while we find that compliance is

higher in common law countries than in code law countries (as, for instance, is indicated by the positive coefficient of

TABLE 2

Pearson Correlations

Panel A: Correlation Variable COMPLIANCE to HOURS

1 2 3 4 5 6 7 8

1. COMPLIANCE 1.00

2. ICGS �0.02 1.00

3. FI 0.00 �0.53*** 1.00

4. ITEC 0.01 �0.51*** �0.24*** 1.00

5. USGAAS 0.07** 0.04 �0.07** 0.09*** 1.00

6. PIE 0.03 �0.13*** 0.21*** 0.09*** 0.18*** 1.00

7. YEND �0.04 0.00 0.02 �0.04 0.03 0.02 1.00

8. HOURS 0.19*** �0.05 0.06** 0.13*** 0.35*** 0.44*** 0.04 1.00

9. GDPPERCAP 0.04 �0.13*** 0.07* �0.02 0.11*** �0.05* 0.11*** �0.02

10. ADRI �0.21*** 0.05* 0.03 0.01 �0.12*** 0.08** �0.06** �0.12***

11. COMMONLAW �0.01 �0.06** 0.04 0.02 0.10*** 0.06** �0.13*** �0.03

12. CORPBRDS �0.15*** �0.09*** 0.02 �0.01 �0.02 0.10*** 0.03 �0.12***

13. IGC �0.05* 0.15*** �0.05* 0.04 �0.05 0.09*** �0.06** 0.17***

14. PD 0.04 0.17*** �0.02 0.03 �0.07** �0.02 �0.05 0.11***

15. RELIGIOSITY 0.12*** 0.08*** �0.02 �0.01 0.03 0.05* �0.06** 0.11***

16. SOCTRUST �0.08*** �0.16*** 0.01 0.01 0.06* �0.05* 0.07** �0.13***

Panel B: Correlation Variable GDPPERCAP to SOCTRUST

9 10 11 12 13 14 15

9. GDPPERCAP 1.00

10. ADRI �0.20*** 1.00

11. COMMONLAW 0.02 0.43*** 1.00

12. CORPBRDS 0.07** 0.34*** 0.59*** 1.00

13. IGC �0.75*** 0.16*** �0.11*** �0.25*** 1.00

14. PD �0.56*** 0.13*** �0.27*** �0.56*** 0.68*** 1.00

15. RELIGIOSITY �0.65*** �0.12*** 0.14*** 0.03 0.30*** 0.49*** 1.00

16. SOCTRUST 0.61*** �0.16*** 0.11*** 0.30*** �0.61*** �0.65*** �0.59***

***, **, * Indicate significance at 0.01, 0.05, and 0.10 (all two-tailed), respectively.
All correlations are based on n¼ 1,152.
All variables are as defined in Appendix B.
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COMMONLAW in model (6) [b ¼ 8.49; p-value , 0.01]), compliance is negatively associated with the level of investor

protection as measured by ADRI (b ¼ �5.26; p-value , 0.01). The positive association between COMPLIANCE and

COMMONLAW possibly reflects an environment in which auditors face heightened litigation risk (e.g., Choi and Wong 2007).

The negative association between ADRI and COMPLIANCE seems to be in line with the view that investor protection and

auditing are ‘‘substitutes’’ (e.g., Choi and Wong 2007; Choi et al. 2008; Ernstberger and Grüning 2013). In a similar vein, the

negative association between CORPBRDS and COMPLIANCE (e.g., in model (6), b¼�5.41; p-value , 0.01) seems to suggest

that the higher the quality of supervision by the board of directors, the less the auditor feels the need to comply strictly with

fraud risk assessment procedures.

Sensitivity Analyses

In order to assess the reliability and generalizability of our findings, we conducted several robustness tests. First, one of the

assumptions underlying OLS regressions is that errors are independent and identically distributed. As we are dealing with data

regarding audit engagements located in 29 countries, we cannot fully rule out the possibility that these assumptions have been

violated and, consequently, that the OLS estimates will be inefficient and the standard errors biased. Therefore, we re-estimated

the results using (feasible) generalized least squares where the individual engagements are weighted by the reciprocal of the

variance of their error terms. Results (untabulated) are qualitatively similar to those reported in Table 3.

TABLE 3

Regression Results

(1) (2) (3) (4) (5) (6)

Intercept 110.828 165.859 81.241 68.339 97.589 103.495

[13.768]** [23.335]** [36.405]** [19.439]** [14.077]** [38.398]**

USGAAS ? �2.935 �3.118 �2.850 �3.157 �2.575 �2.838

[2.410] [2.379] [2.397] [2.397] [2.394] [2.332]

PIE ? �0.655 �0.687 �0.522 �0.505 �0.571 �0.302

[1.889] [1.878] [1.901] [1.887] [1.892] [1.885]

YEND ? �3.566 �3.187 �3.727 �4.051 �3.679 �3.672

[2.748] [2.750] [2.778] [2.732] [2.784] [2.785]

HOURS ? 4.169 4.674 4.106 4.001 3.827 4.387

[0.792]*** [0.796]*** [0.790]*** [0.792]*** [0.788]*** [0.785]***

GDPPERCAP ? 0.487 �2.224 1.006 3.284 2.350 0.736

[0.774] [1.192]* [1.008] [1.040]*** [0.906]*** [1.241]

ADRI ? �5.886 �5.441 �6.181 �4.111 �6.432 �5.264

[0.907]*** [0.894]*** [0.964]*** [1.149]*** [0.902]*** [1.304]***

COMMONLAW ? 10.345 10.265 10.377 7.669 10.053 8.491

[2.363]*** [2.355]*** [2.364]*** [2.722]*** [2.359]*** [2.786]***

CORPBRDS ? �6.795 �8.002 �5.776 �7.121 �5.161 �5.408

[1.664]*** [1.708]*** [2.123]*** [1.666]*** [1.688]*** [2.081]***

IGC � �5.930 �8.813

[1.891]*** [2.035]***

PD þ 4.070 7.220

[4.274] [4.647]*

RELIGIOSITY þ 25.410 14.358

[8.443]*** [9.409]*

SOCTRUST � �26.578 �25.353

[8.097]*** [9.623]***

Industry Fixed Effects Included Included Included Included Included Included

R2 0.10 0.11 0.10 0.11 0.11 0.13

Highest VIF 3.96 4.00 4.12 3.99 4.02 4.15

***, **, * Denote significance at the 0.01, 0.05, and 0.10 levels, respectively.
The dependent variable in all regressions is COMPLIANCE. All regressions are based on OLS. Standard errors are in brackets and are corrected using the
Huber-White procedure. The p-values are one-tailed for directional hypotheses and two-tailed otherwise. All analyses are based on n ¼ 1,152.
All variables are as defined in Appendix B.
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Even though the number of audit engagements for each country included in the sample is fairly evenly distributed (ranging

from 10 to 120, as detailed in Panel B of Table 1), we need to exclude the possibility that the results reported in Table 3 are

mainly due to potential overrepresentation of audit engagements from a limited number of countries. Therefore, and in line with

Orij (2010), we exclude all observations from the two countries that have the largest number of audit engagements in the

sample. This reduces the sample to 952 observations from 27 countries. The results (untabulated) of the full model based on

these 952 observations are qualitatively similar to those reported in Table 3.

Consistent with Lanis and Richardson (2012) and Becker (2005), we excluded nonsignificant control variables to avoid

biased parameter estimates. Generally, the results (untabulated) of the full model based on this model are qualitatively similar to

those reported in Table 3.

Rather than using only the percentage score, we also use the unscaled summation score. Results (untabulated) show that

the full model based on this model is similar to that reported in Table 3.

Finally, to better understand whether our results regarding the association between national cultural differences and

auditors’ compliance with firm methodology vary cross-sectionally depending on some specific engagement characteristics, we

run several subsample analyses. Specifically, we compose subsamples based on (1) client size,15 (2) PIE or non-PIE, and (3) are

U.S. GAAS applied. The results for the six resulting subsamples are tabulated in Table 4. Table 4 shows that, while national

culture plays a role in informing differences in compliance across different types of engagements, the impact of these cultural

dimensions on compliance is more pronounced in small engagements, engagements not involving PIEs, and engagements that

do not apply U.S. GAAS. To a certain degree these results suggest that the role of national culture in shaping auditors’

compliance with firm methodology is attenuated in engagements where there is likely to be higher risk and, associated with

that, are more likely to face more stringent within-firm or external audit guidelines and quality reviews.

Disaggregating the Data

For purposes of providing further insight into how exactly national cultural differences relate to auditors’ compliance with

firm methodology (and in addition to our breakout of country scores described in Table 1, Panel B), we disaggregate the data

and analyze how differences in how auditors follow each of the four fraud risk assessment procedures separately are associated

with differences in culture. We do this because our results show that the influence of cultural differences not only adds to the

complexity of organizational control in global audit firms (Cohen et al. 1993), but is also likely to disrupt attempts to provide

so-called ‘‘seamless services’’ in the local execution of audits (Barrett et al. 2005). Although this is in line with prior research

(for an overview, see, for example, Bik 2010; Nolder and Riley 2014), our additional analyses (detailed in Table 5) may

provide insight into what might happen if global firm management were to simply prescribe detailed audit procedures above

and beyond what is considered to be conducive within the local environment.

Given that auditors from different countries have different behavioral expectations and norms regarding what is

considered the required level of compliance with firm methodology, their judgment and decision making also depends, at

least in part, on the contextual cues present at the time of the judgment or decision (e.g., Ajzen 1988; Bik 2010).

Accordingly, as ‘‘cross-cultural priming studies demonstrate how situational primes influence the extent to which culture

contributes to variations in judgments’’ (Nolder and Riley 2014, 153), firms may consider how to best respond to the cultural

impact on auditors’ compliance with firm methodology. For example, our analysis seems to indicate that firm management

may prefer to consider focusing on strengthening knowledge sharing in high trust societies (Q1; b¼�2.85; p-value , 0.01)

or on enhancing auditors’ skills in asking probing questions in low religiosity countries (Q3; b ¼ 2.08; p-value , 0.05).

More specifically, if auditors in low religiosity countries are more prone to disregarding firm policy to ‘‘enquire of

management and others within the entity regarding the risks of material misstatements due to fraud or error,’’ perhaps the

framing or wording of the audit procedure in the firms’ methodology could be revised. Such carefully chosen revised

wording might prime those auditors to appreciate the value and/or necessity of performing that procedure and consequently

increase the likelihood of their compliance. In a similar vein, to increase compliance with firm procedures to ‘‘identify and

assess the risks of material misstatements due to fraud and develop and document their responses to identified risks’’ (Q4),

firms may consider stimulating and training fraud brainstorming in more collectivistic and trusting, and less religious

societies as ways to increase audit teams’ effectiveness in developing an appropriate response to fraud risk. Hence, our

analysis indicates that uniform local application of global audit methodologies may remain an illusion unless different,

targeted approaches for different regions in the world are considered.

15 We constructed two groups based on the number of total hours spent on the engagement. Engagements involving more hours than the sample median
(950 hours) are considered ‘‘large.’’
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CONCLUSIONS, DISCUSSION, LIMITATIONS, AND FUTURE RESEARCH

Global audit firms employ uniform policies and audit methodologies as firm-wide systems of control to ensure consistency

of audits delivered across their local branches throughout the world (e.g., Barrett et al. 2005; Jenkins et al. 2008; Humphrey et

al. 2009). However, due to cultural differences in auditors’ professional behavior (e.g., Cohen et al. 1993, 1995; Arnold et al.

1999; Patel et al. 2002; Hughes et al. 2009; Bik 2010; Nolder and Riley 2014; Bik and Hooghiemstra 2017), such a uniform

application of global audit methodologies may remain an illusion. This study reports on how cultural differences are associated

with the extent to which auditors are likely to follow global policies and audit methodologies with regard to a specific, yet

crucial audit procedure that is likely to be susceptible to cultural differences; namely, fraud risk assessment procedures during

the planning phase of an audit engagement.

Based on data from a Big 4’s internal quality reviews of 1,152 audit engagements in 29 countries, we find that differences

in auditors’ compliance with firm methodology are associated with national cultural differences (i.e., collectivism, religiosity,

TABLE 4

Subsamples Analysis

(1a) (1b) (2a) (2b) (3a) (3b)

Large Engagement Engagement Involves PIE
Engagement Applies

U.S. GAAS

No Yes No Yes No Yes

Intercept 153.859 72.803 28.821 143.095 103.865 �154.112

[70.295]** [37.786]* [61.940] [47.014]*** [39.856]*** [115.196]

USGAAS �10.342 �0.506 �9.333 1.592

[6.719] [2.367] [5.428]* [2.591]

PIE 2.132 �4.509 �0.984 9.495

[2.860] [2.257]** [1.971] [6.157]

YEND �4.941 �0.305 �2.413 �2.290 �4.015 5.480

[3.977] [3.863] [3.761] [4.428] [2.966] [7.161]

HOURS 4.543 4.528 6.455 3.019 4.675 5.009

[1.780]** [1.493]*** [1.171]*** [1.105]*** [0.841]*** [2.733]*

GDPPERCAP 2.238 �1.978 3.415 �1.429 1.256 �0.581

[2.094] [1.438] [2.029]* [1.549] [1.288] [3.885]

ADRI �6.182 �4.106 �5.764 �4.757 �5.445 �3.132

[2.177]*** [1.619]** [1.914]*** [1.748]*** [1.403]*** [3.461]

COMMONLAW 13.975 2.993 11.290 5.993 9.504 �16.272

[4.285]*** [3.458] [4.447]** [3.624]* [2.890]*** [8.938]*

CORPBRDS �10.365 �1.544 �3.309 �6.798 �5.901 9.211

[3.306]*** [2.263] [3.080] [2.798]** [2.180]*** [5.080]*

IGC �12.009 �6.322 �12.347 �4.816 �8.710 �9.271

[2.823]*** [2.963]** [2.893]*** [2.939]* [2.113]*** [7.664]

PD 3.141 9.431 15.617 1.266 5.828 38.916

[8.178] [5.136]** [7.261]** [5.641] [4.827] [15.184]***

RELIGIOSITY 22.199 12.802 13.153 19.127 17.859 31.740

[14.420]* [12.104] [13.897] [12.391]* [10.029]** [27.510]

SOCTRUST �40.877 6.580 �34.729 �8.186 �24.732 16.156

[14.025]*** [11.722] [13.461]*** [12.679] [10.172]*** [24.561]

Industry Fixed Effects Included Included Included Included Included Included

R2 0.16 0.10 0.20 0.11 0.13 0.28

n 571 581 543 609 1,031 121

***, **, * Denote significance at the 0.01, 0.05, and 0.10 levels, respectively.
This table presents the results of the subsamples analyses. In all columns the dependent variable is COMPLIANCE. In Columns (1a) and (1b) engagements
are grouped based on size. Engagements involving more hours than the sample median (950 hours) are considered large. In Columns (2a) and (2b)
engagements are grouped based on whether the client is a PIE. In Columns (3a) and (3b) engagements are grouped based on whether U.S. GAAS are
applied. All regressions are based on OLS. Standard errors are in brackets, and are corrected using the Huber-White procedure. The p-values are one-tailed
for directional hypotheses and two-tailed otherwise.
All variables are as defined in Appendix B.
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and societal trust). An overall implication is that these cultural dimensions matter in terms of safeguarding consistency in and

delivery of high-quality audits across the globe. If researchers, practitioners, and regulators are interested in strengthening

auditors’ compliance with firm policy, they need to take a country’s cultural dimensions into account and may want to consider

different approaches for different regions of the world. Accordingly, our findings have important implications for audit

practitioners and firms’ management, audit regulators, and public policy.

For internationally operating auditors and audit firms, although relying heavily on global firm policies and audit

methodologies to ensure consistency of audits across the globe, a uniform application of one global audit may remain an

illusion unless different, targeted approaches for different regions in the world are considered. The findings of our study

indicate that cultural differences are likely to affect auditors’ professional behavior in general and auditors’ compliance with

firm methodology in particular. More specifically, we find that the value on our compliance measure is about 78 (84) percent in

high (low) in-group collectivistic countries, about 86 (79) percent in high (low) religiosity countries, and about 80 (85) percent

in high (low) societal trust countries. Our findings suggest that, rather than simply prescribing detailed audit procedures above

TABLE 5

Analysis of Fraud Risk Assessment Procedures Separately

Q1
Share

Fraud Risk
Knowledge
in Team?

Q2
Team Discuss
Fraud Risk

Susceptibility?

Q3
Enquire of

Management
on Fraud Risk?

Q4
Assess

Fraud Risk
and

Developed Response?

Intercept 2.801 �1.773 2.888 5.747

[3.363] [3.131] [3.325] [3.326]*

USGAAS �0.193 �0.543 0.003 0.426

[0.335] [0.283]* [0.346] [0.364]

PIE �0.256 �0.048 0.033 0.100

[0.183] [0.173] [0.181] [0.185]

YEND �0.115 �0.212 �0.257 �0.461

[0.317] [0.301] [0.323] [0.338]

HOURS 0.411 0.343 0.258 0.294

[0.082]*** [0.075]*** [0.080]*** [0.082]***

GDPPERCAP �0.085 0.099 0.116 0.264

[0.125] [0.121] [0.134] [0.121]**

ADRI �0.644 �0.657 �0.489 �0.326

[0.184]*** [0.167]*** [0.164]*** [0.149]**

COMMONLAW 0.841 0.946 0.838 0.467

[0.236]*** [0.219]*** [0.226]*** [0.221]**

CORPBRDS �0.121 �0.302 �0.630 �0.752

[0.194] [0.182]* [0.203]*** [0.199]***

IGC �0.514 �0.333 �0.501 �0.727

[0.191]*** [0.170]* [0.197]** [0.195]***

PD 0.762 1.046 0.597 0.127

[0.427]* [0.410]** [0.412] [0.404]

RELIGIOSITY �0.985 1.439 2.076 1.667

[1.026] [0.977] [0.983]** [0.954]*

SOCTRUST �2.847 �0.929 �0.928 �1.693

[0.924]*** [0.932] [0.891] [0.926]*

Industry Fixed Effects Included Included Included Included

Pseudo R2 0.09 0.10 0.09 0.12

***, **, * Denote significance at the 0.01, 0.05, and 0.10 levels, respectively.
In this table we present the results of a logit estimation. The dependent variable is a dummy variable indicating whether a specific fraud risk assessment
procedure was followed (as indicated by Q1 to Q4). Standard errors are in brackets and are corrected using the Huber-White procedure. The p-values are
one-tailed for directional hypotheses and two-tailed otherwise. All statistics are based on n ¼ 1,152.
All variables are as defined in Appendix B.
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and beyond what is considered to be conducive within the local environment, it may be valuable for a global audit firm’s

management to consider how best to respond to the cultural impact on auditors’ compliance with firm methodology by, for

example, focusing on strengthening knowledge sharing, enhancing auditors’ skills in asking probing questions, or stimulating

fraud brainstorming sessions in targeted countries around the world. In line with Sunderland and Trompeter (2017), devising

such potential interventions is a promising area for future research. Our results indeed suggest that, while cultural differences

still shine through in auditors’ compliance with firm methodology, an audit firm’s quality assurance systems may have a

mitigating effect on the impact of cultural differences on the audit work performed.

While standards setters and regulators (e.g., IAASB 2015; PCAOB 2016b) are currently exploring ways to enhance the

audit quality of group audits and elevate (transparency about) professional skepticism of lead (group) auditors and ‘‘other

auditors,’’ they may want to be careful in imposing additional and detailed auditing standards and oversight without first taking

the effect of local culture into account. Auditing standards should not be considered in isolation nor independently of other

elements in the institutional infrastructure, among which are national cultural dimensions (cf. Brown, Preiato, and Tarca 2014),

i.e., ‘‘group’’ auditing standards may necessitate the inclusion of explicit guidance for group lead auditors’ regarding effective

management of international audit teams because underlying values and beliefs are likely to be the default when these standards

are ambiguous or open to multiple interpretations (Leung et al. 2005). Auditors ultimately act and interact based on the local,

societal behavioral norms: how things work and should be done in that given society. In other words, the less an auditor feels

that certain procedures in relation to local fraud risk assessments would be required in his/her local context (for example given

local religiosity or societal trust), the less likely the auditor is to perform those procedures. It may very well be that auditors in

different societies can approach audits differently (i.e., process) based on the local context while not harming financial reporting

quality (i.e., outcome). What unintended consequences might result if that auditor were to be compelled to perform those

prescribed steps—possibly unnecessarily? What effect would this have on auditors’ professional behavior and job satisfaction?

Would teams be over-auditing due to unnecessarily high focus on fraud risk assessments, resulting in loss of efficiency and/or

increasing audit fees? Standards setters and regulators may want to explore and consider different approaches in different parts

of the world to providing room and guidance for auditors to comply with firm methodology in a way that is appropriate to the

local societal context.

While we contribute to the studies in accounting and auditing on the cultural and contextual variables on auditors’

application of specific, yet widely required auditing procedures and, therefore, that conclusions based on evidence gathered

in the U.S. ‘‘do not necessarily hold in all jurisdictions’’ (Simnett et al. 2016, 23), our study has certain caveats that

potentially offer interesting avenues for future research. First, the inconsistent results as to the effect of power distance on the

extent to which fraud risk assessment procedures are followed suggests an interesting question with regard to the power

source with which an auditor’s allegiance primarily lies. Does it lie with the firm, the client, or with one’s duty to society at

large? Providing an answer to this question first would lead to a better understanding of the association between power

distance and an auditor’s compliance with firm methodology. Second, we cannot rule out the possibility that auditors’

compliance with firm policy is affected by factors that we could not include in the analysis, such as skills, time pressure,

regulatory pressure, and the cooperation of others. Third, while we show that compliance is associated with differences in

national culture, we acknowledge that our study ignores possible within-country variations in religiosity and societal trust

between rural and urban areas (e.g., McGuire et al. 2012; Omer et al. 2015). At the same time, we are unable to investigate

the possible effects on compliance of generational differences in cultural dimensions. This is potentially important as an

increasing number of studies reveal that ‘‘Baby Boomers,’’ ‘‘Generation X,’’ and ‘‘Generation Y’’ show marked differences in

norms, values, preferences, and work attitudes (e.g., Twenge, Campbell, and Freeman 2012; Lyons and Kuron 2014;

Twenge, Exline, Grubbs, Sastry, and Campbell 2015). Moreover, despite the frequent use of cultural and institutional

taxonomies, such as those of House et al. (2004) and the World Values Survey, they inevitably have their limitations,

including the fact that they have been gathered in a sample that does not focus on audit practitioners, as such. Furthermore,

while our reliance on data from 2005 may limit the generalizability of the results to a more contemporary period, they can

nevertheless be considered a strength, as our data reflect actual auditor practices not influenced by the more recently

increased (regulatory) focus on auditors’ compliance with firm policy. Finally, we were not able to link the individual audit

engagements in the sample to specific firms and had no access to engagement-level information relating, for instance, to

future misstatements, going concern opinions, or accruals quality. Hence, an interesting area for future research would be to

assess the association between auditors’ compliance with firm methodology and actual audit quality, and test whether

national cultural dimensions moderate this relation.

Notwithstanding the study’s limitations, our findings provide important and wider insights regarding the role of national

culture in explaining cross-national differences in auditors’ compliance with firm policy, and as such may stimulate further

research on the way compliance and consistency of application of firm policy can effectively be strengthened in auditing on an

international basis.
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APPENDIX A

Illustration of Countries Higher and Lower on Each of the Four Informal Cultural Rules

In-Group Collectivism: the degree to which individuals express pride, loyalty, and cohesiveness in their organizations or families.

Higher
Philippines, India (and other southern Asian countries), Brazil (and

other Latin American countries), China, Taiwan, Russia, Poland (and

other Eastern European countries), Turkey, and Morocco (and other

Middle-East countries).

Lower
Denmark (and other Nordic European countries), The

Netherlands, Germany (and other Germanic European

countries), the U.S., Australia, the U.K. (and other Anglo-

Saxon countries), and France.

Power Distance: (or power concentration versus decentralization): the degree to which members of an organization or society expect and

agree that power should be stratified and concentrated at higher levels of an organization or government.

Higher
Argentina (and other Latin American countries), Thailand, India (and

other southern Asian countries), Russia, Italy, France, and China.

Lower
The Netherlands, Australia, Sweden (and other Nordic

European countries), and the U.S. (and other Anglo-Saxon

countries).

Religiosity: the degree to which individuals in a society adhere to religious values, beliefs, and practices.

Higher
Brazil, Mexico (and other South American countries), India,

Malaysia, Thailand (and other southern Asian countries), Poland,

South Africa, Turkey, and U.S.

Lower
Australia, Japan, Germany, The Netherlands, Norway, Sweden

(and other Nordic European countries), Russia, and the U.K.

Societal Trust: the degree to which individuals are willing to rely on another party based on the subjective probability that individual

attributes to the possibility of being cheated.

Higher
Australia, Germany, Indonesia, Japan, The Netherlands, New

Zealand, Norway, Sweden (and other Scandinavian countries), and

Switzerland.

Lower
Argentina, Brazil (and other South American countries),

France, Malaysia, Philippines, Singapore, South Africa, and

Turkey.

Illustration of higher and lower scoring countries on in-group collectivism and power distance (as per House et al. [2004] cultural practices scores),
religiosity (based on the World Values Survey at: http://www.worldvaluessurvey.org/wvs.jsp), and societal trust (also based on the World Values Survey).
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APPENDIX B

Variables Definitions

Variable Name Description

COMPLIANCE The arithmetic average of the scores on four items reflecting whether, in accordance with firm policy, fraud risk

assessment procedures have been performed in the planning phase of the audit engagement, multiplied by 100

percent.

ICGS A dummy variable that assumes the value of 1 if the engagement involves an engagement in the industrial and

consumer goods and services industries, and 0 otherwise.

FI A dummy variable that assumes the value of 1 if the engagement involves an engagement in the financial institutions

industry, and 0 otherwise.

ITEC A dummy variable that assumes the value of 1 if the engagement involves an engagement in the information,

technology, entertainment, and communication industries, and 0 otherwise.

POB A dummy variable that assumes the value of 1 if the engagement involves an engagement with privately owned

businesses, and 0 otherwise.

USGAAS A dummy variable that assumes the value of 1 if the engagement applies U.S. GAAS, and 0 otherwise.

PIE A dummy variable that assumes the value of 1 if the engagement involves a public interest entity (PIE), and 0

otherwise.

YEND A dummy variable that assumes the value of 1 if the engagement involves annual statements with a fiscal year

ending on December 31, and 0 otherwise.

HOURS The (logarithm of the) total number of hours all audit team members have spent on the engagement.

GDPPERCAP The logarithm of GDP per capita (in US$).

ADRI The strength of minority investor protection as proxied by the value on Djankov et al.’s (2008) index.

COMMONLAW A dummy variable that assumes the value of 1 if a country’s legal origin is common law based, and 0 otherwise.

Data on legal origin come from Rafael La Porta’s website (http://faculty.tuck.dartmouth.edu/rafael-laporta/research-

publications).

CORPBRDS A measure reflecting the general perceptions of the quality of supervision by the board of directors in a country. This

measure equals the country’s score from IMD’s World Competitiveness Yearbook (https://www.imd.org/wcc/

products/eshop-world-competitiveness-yearbook/) on the question: ‘‘Corporate boards do supervise the management

of companies effectively.’’

IGC House et al.’s (2004) cultural practices score on in-group collectivism (on a 1 to 7 scale).

PD House et al.’s (2004) cultural practices score on power distance (on a 1 to 7 scale).

RELIGIOSITY A country-level measure of religiosity developed by Welzel (2014) using questionnaire data from the World Values

Survey. It is based on responses to three questions about the importance of religion, religious practice, and the

respondents’ self-perception as religious or not.

SOCTRUST A country-level measure of societal trust based on respondents’ answer to the following question in the World

Values Survey: ‘‘Generally speaking, would you say that most people can be trusted or that you need to be very

careful in dealing with people?’’ (e.g., Guiso et al. 2006; Pevzner et al. 2015).
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