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Abstract. This paper explains the effect of the control environment as one of the components of internal con-

trol in performing substantive procedures by auditors. Control environment constitutes the tone of an organi-

zation and represents the understanding of control from the point of all of the employees in an organization. So

to determine the nature, timing, and extent of substantive test which the auditor will perform to detect material

misstatements at the assertion level, auditors should examine the control environment and have a judgment on

the structure of the control environment. Because of the holistic effect of the control environment, it is one of the

most effective determinants for auditors. Auditors are asked about some factors related to the control environ-

ment in Turkey and the frequency of the data analyzed. As a result, the factors of the control environment are

examined, and the importance of the control environment in auditors’ decisions is emphasized.

© 2016 The Author(s). Published by TAF Publishing.

INTRODUCTION

Independent auditors should examine internal control of

an organization to determine the nature, timing and ex-

tent of substantive tests. They can decide on the nature,

timing and extent of substantive tests according to their

judgement about the effectiveness of internal control. Af-

ter some changes in regulations and especially new require-

ments related with Sarbanes-Oxley Act, understanding in-

ternal controls of the clients became a more important ac-

tion for auditors. Besides International Standards on Au-

diting (ISAs) published by The International Auditing and

Assurance Standards Board (IAASB) experts explain the re-

quirement for understanding of internal control. ISA 315

named “Identifying and assessing the risks of material mis-

statement through understanding the entity and its envi-

ronment” indicates that auditors have to constitute an un-

derstanding of controls which are relevant to the audit pro-

cess. Thus examining relevant controls is based on auditors’

professional judgement. To examine these relevant con-

trols auditors should evaluate how they are designed and

whether they are being implemented effectively (IAASB,

2015:276-277). The best way to explain the importance of

evaluating internal control for audit planning phase is ex-

plaining generally accepted “audit risk model” because it

presents a perfect and functional framework for auditors

to plan their process. According to audit risk model, it has

3 components: (Messier Jr, Glover, Prawitt, 2010: 71-72;

Arens & Loebbecke, 2000:259-260), Audit Risk = Inherent

Risk X Control Risk X Detection Risk.

Accordingly, evaluating client’s internal control means
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determining control risk level in planning phase of an au-

dit process. So understanding and internalizing this audit

risk model is very important to realize an effective and efi-

cient audit plan. In reference to the audit risk model, audit

risk can be deined as a possibility of explaining an inap-

propriate audit opinion when there are some material mis-

statements in inancial statements of a client. Inherent risk

means possibility of occurring of a misstatement which is

material before consideration of any related controls. Con-

trol risk is a possibility of occurring of amisstatementwhich

is material and cannot be prevented, detected or corrected

by internal control. Detection risk is a possibility that ex-

ists when auditor’s procedures fail at detecting a misstate-

mentwhich ismaterial (IAASB, 2015). The irst two compo-

nents; inherent risk and control risk are independent from

auditor’s procedures, they are indigenous for the structure

of businesses. They are generating risk of material mis-

statement together. This perspective clearly explains why

auditors should evaluate internal control effectively. After

this evaluation they can gain an opinion on the effective-

ness of internal control and then they can determine an op-

timum detection risk. This means they can determine the

nature, timing and extent of procedures which can keep to-

tal audit risk in the acceptable level. As explainedwith audit

risk model, evaluating of internal control - it means control

risk- is a signiicant determinant to plan an audit process.

Based on the auditor’s opinion about internal control, the

remaining phases will be shaped. Therefore, audit process

can be deined as a decision making process and evaluating

internal control can be deined as one of the most impor-

tant stages of this decisionmaking process. Auditors should

constitute a logical framework to plan their audit process at

irst. A basic lowchart to form an opinion regarding the ef-

fectiveness of internal control and its relationwith substan-

tive procedure is shown below.

FIGURE 1 . Flowchart of the auditor’s consideration of internal

control and its relation to substantive procedures

As shown in Figure 1, auditors should obtain an under-

standing about internal control at irst. It means they have

to question the existence and effectiveness of the control

procedures. This irst step requires auditor’s professional

judgement. They have to evaluate the design of controls and

determine if the controls have been implemented. Eventu-

ally a decision about audit strategy is made by the auditor.

And auditor has to document the understanding of internal

control. With this decision auditor chooses his/her audit

strategy. This signiicant decision is affected by both quan-

titative and qualitative factors and also professional skepti-

cism of an auditor. To make a decision for an audit strategy,

auditors have the alternatives; Substantive strategy and re-

liance strategy. If an auditor chooses substantive strategy,

it means she/he doesn’t rely on the client’s internal control

procedures.

This strategy may be named as no-reliance strategy. Af-

terwards auditor directly audits the related inancial state-

ments. She/he documents the understanding of internal

control and determines the control risk at the maximum

level. Ultimately substantive tests will be designed and per-

formed according to the control risk at the maximum level

(Messier Jr et al., 2010:196-199). As a second alternative

auditor may choose reliance strategy after obtaining a pre-

liminary understanding of internal control. This decision

means auditor may rely on internal control procedures and

design substantive test according to this assessment. But

in this case auditor needs more information about internal

control. Then she/he performs test of controls according to

the planned level of control risk to obtain a better under-

standing, because she/he wants to be sure if they are really

effective or not. After test of controls, auditor can compare

the achieved and planned level of control risk. If achieved

level supports the planned level of control risk, auditor can

document the level of control risk and then perform sub-

stantive procedures based on level of assessed control risk.

But if does not support the planed risk auditor needs to re-

vise planned level of substantive procedures.

After that revision auditor can document the level of

control risk and then perform substantive procedures

based on level of assessed control risk (Messier Jr et al.,

2010:199-200). In this alternative if control risk can be

determined in an appropriate low level; in other words if

auditor can rely on control procedures, itmeans auditor can

decrease the extent of the substantive tests. As a result, it

can be said that auditor’s decision about understanding of

internal control is the most determinant evaluation in the

planning phase of the audit. For this reason, it should con-
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sider the internal control structure which will be evaluated

because this is the structure over which auditor will estab-

lish his/her opinion. As is known internal control is deined

by Committee of Sponsoring Organizations of the Treadway

Commission (COSO) (n.d) as “A process, affected by an en-

tity’s board of directors, management, and other personnel,

designed to provide reasonable assurance regarding the

achievement of objectives relating to operations, reporting

and compliance” (www.coso.org). COSO model is a gener-

ally accepted framework for an internal control structure.

COSO model also deines the components of internal con-

trol as follows (www.coso.org):

a) Control environment

b) Risk assessment

c) Control activities

d) Information and communication

e) Monitoring activities

Objectives of the Study

As explained above, internal control consists of ive main

components. Generally, to show the COSO model, a cube is

used.

FIGURE 2 . COSO cube (www.coso.org)

COSO cube, ive components can be seen on the front

face, at the top with vertical lines three categories of objec-

tives can be seen and organizational structure of the busi-

nesses can be seen by the third dimension. COSO cube il-

lustrates a general framework for an internal control struc-

ture. Control environment is one of the components of

COSOmodel. It means tone of an organization so it is also a

foundation for other components. In other words, control

environment covers all components of the structure and

presents a basis to perform effective control procedures.

So it is sometimes likened to an umbrella for this model

(Messier Jr et al., 2010:191). Establishing an effective, ef-

icient and reliable internal control structure is under the

responsibility of management. Therefore, if management

fails to generate an effective control environment, it will

be impossible and meaningless to establish other compo-

nents. Because of being a foundation, control environment

has a critical importance to evaluate internal control. Con-

sequently, the objective of this study is to analyze the fac-

tors which are effective in a control environment. For this

aim, a sample from Turkey will be examined and the im-

portance of control environment in an organization for an

independent auditor to determine, nature, timing and ex-

tent of substantive tests will be emphasized.

LITERATURE REVIEW

Because of the importance of both quantitative and qual-

itative factors in auditors’ decision making process, the

analysis of this process is critical. Therefore, in auditing

literature there are many different studies related with au-

ditors’ decision process. As explained above, one of the

critical decisions which are made in the auditing process is

to determine the nature, timing and extent of substantive

tests. In literature, different authors study this subject and

related issues from different perspectives. Kinney (1975)

explains the problem of audit evidence through the eco-

nomic combination of audit tests. Statement on Auditing

Standards No.1 (SAS No. 1) explains the procedures in two

different categories: The irst one is the evaluation of inter-

nal control and the second one is substantive tests. Evalu-

ation of internal control by reviewing of system design and

performing test of compliance designate the judgement on

the strength of internal control.

This judgement determines the level of assurance re-

lated with reported balances that are not materially in er-

ror, so auditor candetermine the extent of substantive tests.

In this evaluation process parameter speciication is very

complex and developing a complete decision theory model

is dificult. As a result, it is tried to explainhow the approach

can be operationalized with a numerical example and the

differences between traditional compliance testing (Kinney,

1975). Smieliauskas (1980) discusses whether the reliabil-

ity of audit can be maintained while subsequent audit pro-

cedures are reduced by a judgement about internal control.

The results of the study shows that the statistical validity

of the internal control hypothesis has been conirmed even
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when internal control reliance results in the smaller sub-

stantive test sample sizes are likely to be used in an actual

audit (Smieliauskas, 1980). Gaumnitz, Nunamaker, Surdick

& Thomas (1982) discuss the relation between auditors’

internal control evaluations and audit program planning.

As explained in the paper, previous studies have different

results about this relation. According to results of Gaum-

nitz et al. (1982) the consensus is achieved in their paper

about both internal control evaluation and audit planning

tasks. They suggest strength of internal control is linked

to audit hours’ judgements (Gaumnitz et al., 1982). Biggs

& Mock (1983) focus on the variation of auditors’ judge-

ment related with internal control and audit scope decision

points. They try to explain why the auditors make different

decisions and how dificult to evaluate their behaviors in

complex tasks (Biggs & Mock, 1983).

Srinidhi & Vasarhelyi (1986) explain the internal con-

trol evaluation process in three basic stages: Identiication,

evaluation and interpretation. Auditors constitute their de-

cision whether they can restrict their substantive tests in

the last stage regarding the strength of the internal control.

In this context, auditors’ interpretation of internal control

strength in terms of planned substantive audit test restric-

tion is analyzed. The results show that auditors disagree on

how to aggregate evidence. But if there is an aggregation

rule they can follow high consensus (Srinidhi & Vasarhelyi,

1986). Wilson & Colbert (1991) explain that auditors’ ob-

jectives usually can be achieved with less time and cost by

applying analytical procedures rather than tests of details.

As a result, they emphasize on the importance of using an-

alytical procedures for cost effective strategies (Wilson &

Colbert, 1991). Johnston (1992) discuss the need for a new

understanding relatedwith internal control with some new

regulations. According to the new grip that is needed, au-

ditors have to obtain and document an understanding of

internal control to plan their audit process and perform a

risk-based approach in this process. These new require-

ments emphasize the role of effective control environment

it can play in the audit process (Johnston, 1992). Craig ex-

amines the process that auditors evaluate clients’ internal

control over inventory and make decisions regarding the

appropriate amount of substantive tests.

However, this process is also affected by professional

judgement. According to this point of view, Craig examines

two factors which may inluence auditors’ decisions. These

factors are framing and presentation. As a result, the effect

of interaction between these factors and the relation be-

tween auditors’ decisions related with substantive testing

decision and evaluation of internal control are addressed.

Auditors increased the amount of substantive tests they felt

to be appropriate after receiving the additional information

(Emby, 1994). Kinney Jr & McDaniel (1996) suggest a sub-

jective approach to assess the precision of expectations

and discuss the related factors in this process like inher-

ent precision, analytical methods applied and data used. In

conclusion, they emphasize to think about reasonable ex-

pectations at the time of the audit (Kinney Jr & McDaniel,

1996). Smith, Tiras & Vichitlekarn (2000) discuss the fraud

situations with regards to auditor and manager interaction

in two-stage model. In the irst stage auditor assesses the

probability of a fraud, then in the second stage conduct sub-

stantive tests. As a result, spending resources on internal

control assessment cannot change the probability of un-

detected fraud but these assessments can provide a cost

saving (Smith et al., 2000). Cohen & Hanno (2000) discuss

the importance of corporate governance and management

control philosophy.

They examine the relation between these factors and

preplanning and planning judgements. In conclusion, man-

agement control philosophy and corporate governance af-

fect the preplanning and planning judgements. They high-

light the effect of control environment on these judgements

(Cohen & Hanno, 2000). Doyle, Ge & McVay (2007) dis-

cuss the determinants of weaknesses in internal control.

They explain the characteristics of irms with more seri-

ous entity-wide control problems. Firms which have con-

trol weaknesses are smaller, younger, inancially weaker,

more complex, growing rapidly, or undergoing restructur-

ing. As a result, they highlight that the determinants may

vary based on the speciic reason for the material weak-

ness (Doyle et al., 2007). Hogan &Wilkins (2008) highlight

the effects of Internal Control Deiciencies (ICD) in an audit

process. They examine if the reason of the relation between

audit fees and ICD is based on the requirement of making

more effort in a businesswhich has some ICD. This research

also reveals practicability of the audit risk model because it

requires making extra effort in the businesses which have

ICD to keep audit risk at an acceptable level. The results

of the paper show that audit fees are signiicantly higher

for the businesses which have some ICD (Hogan &Wilkins,

2008). Rice & Weber (2012) examine the determinants ac-

cording to internal control reporting decisions. The basis

for this examination is Section 404 of the Sarbanes-Oxley

Act (SOX 404). In conclusion, many irms which are in the

sample of the study and their auditors fail to report some

control weaknesses.
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Theyhighlight the importanceof understanding the con-

ditions that cause nondisclosure of some control weak-

nesses (Rice & Weber, 2012). Asare et al. (2012) ana-

lyze and synthesize the literature related with evaluation

and reporting of Internal Control Over Financial Report-

ing (ICOFR). They suggest task taxonomy for ICOFR, pro-

viding determinants for each phase. Consequently, their

indings provide insights for standard setters, practition-

ers, and academics related with ICOFR decisions (Asare et

al., 2012). Weng, Chi & Chen (2015) discuss some effects of

internal control weakness on the precision of information.

As is explained in the paper, public and private informa-

tion are constituted of a irm’s information environment.

The result of the paper presents that irms have weak in-

ternal control environment and systems have less precise

information. Moreover, the results indicate that public and

private information precision will be adversely affected

by weak internal controls. According to these results, it

is suggested that information asymmetry and the level of

information uncertainty can be reduced by improving of

weak controls (Weng, et al., 2015).

Güner (2010) describes control environment as a factor

of internal control that can be shaped by history, culture

and business style of an organization. And he analyzed con-

trol environment of a public administration (Güner, 2010).

With this literature review basic studies related with de-

termining the nature, timing and extent of substantive tests

and related subject are covered. Different from those, this

study focuses on a control environment while evaluating

internal control and determining the nature, timing and

extent of substantive test. This study may have a contri-

bution to literature by analyzing the effect and importance

of control environment which is a critical internal control

component in audit planning phase.

RESEARCHMETHODOLOGY

As explained above, control environment is a fundamen-

tal component of internal control because it presents a

basis for all other components. Auditors need to gain an

understanding of control environment because they want

to know management’s attitude, awareness and actions

about control (Messier Jr et al., 2010:190-191). Also they

want to understand control consciousness in the business

which should be indigenized by all employees. Accord-

ing to the literature and ISAs, there are some factors or

elements which are affecting control environment. An

evaluation of these factors can provide an understanding

about control environments (IAASB, 2015:301; Messier Jr

et al., 2010:191-192; Arens & Loebbecke, 2000:293-294).

These factors can be summarized as follows (IAASB,

2015:301-302):

a) Communication and enforcement of integrity and ethical

values

b) Commitment to competence

c) Participation by those charged with governance

d) Management’s philosophy and operating style

e) Organizational structure

f)Assignment of authority and responsibility

g) Human resource policies and practices

Communication and enforcement of integrity and ethi-

cal values can affect all control procedures. They must be

general principles to establish effective control procedures.

According to requirement for commitment to competence

there must be formal/informal job deinitions andmanage-

ment should consider the competence level for each job.

Participation by those charged with governance may have

a pervasive effect on the general control consciousness.

Another signiicant effect is related with the management’s

philosophy and operating style. Some characteristics about

this factor may be very important like approach to taking

and managing business risks, actions toward inancial re-

porting process etc. Having an appropriate organizational

structure is also critical because itmeans a base for all other

factors. Assignment of authority and responsibility also

provides an understanding for organizational hierarchies.

Effective human resource policies and practices should be

established. Because this factor may affect internal control

quality directly.

An effective control environment can be an important

positive factor in assessing the risk of material misstate-

ment. Moreover, it may reduce the fraud risk. To get the

advantage of an effective control environment, themanage-

ment of a business not only establishes the factors of control

environment but also activates them. Similarly, an auditor

should focus on the substance of the factors of control envi-

ronment rather than their forms to gain an understanding

of the effectiveness of control environment. As explained

in ISA 330 named “The Auditor’s Responses to Assessed

Risks” the control environment can affect the nature, tim-

ing and extent of substantive tests (IAASB, 2015:301-303,

Messier Jr et al., 2010:190-1922).

With this perspective, in this study according to the gen-

eral framework for control environment, 160 audit works

are examined in an international audit irm which operates

also in Turkey by face to face interviews with 16 auditors.

Each auditor answers the questions about their 10 differ-
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ent audit works. Some questions related with the existence

and effectiveness of control environment are asked and

also auditor’s judgement about the probability of decreas-

ing the extent of substantive tests regarding their prelimi-

nary judgement are asked. Data obtained from interviews

are analyzed through SPSS Statistics 20 (Statistical Package

for the Social Sciences) and the descriptive statistics of the

data discussed. This study is a sample application in Turkey

and interviews are performed in just one audit irm for 160

audit works. These are limitations of the study, the sample

size may extend and the audit irms may vary in future re-

searches.

RESULTS

Some questions about the existence and effectiveness of

seven factors related with the structure of a control envi-

ronment in a businesswere asked to the auditors. The table

1 below summarizes the frequency and percentage of these

factors.

TABLE 1 . The frequency and percentage of the factors related with control environment

Factors of Control Environment Frequency Percentage

Principles related with integrity and ethical values Exist effectively 154 96.3%

Nonexistence/Ineffective 6 3.8%

Commitment to competence Exist effectively 142 88.8%

Nonexistence/Ineffective 18 11.3%

Monitoring activities of board of directors and audit committee Exist effectively 126 78.8%

Nonexistence/Ineffective 34 21.3%

Management’s philosophy and operating style Exist effectively 145 90.6%

Nonexistence/Ineffective 15 9.4%

Determination of job deinitions in an appropriate organizational structure Exist effectively 138 86.3%

Nonexistence/Ineffective 22 13.8%

Assignment of authority and responsibility Exist effectively 119 74.4%

Nonexistence/Ineffective 41 25.6%

Human resource policies and practices Exist effectively 148 92.5%

Nonexistence/Ineffective 12 7.5%

As shown in table 1, seven questions are asked to the

auditors to understand existence and effectiveness of their

clients’ control environment. Firstly, effective existence

of “Principles related with integrity and ethical values”

is questioned. Principles related with integrity and ethi-

cal values exist effectively in 154 (96.3%) clients but in 6

(3.8%) clients, they do not exist or they are ineffective. Sec-

ondly effective existence of “Commitment to competence”

is questioned. Commitment to competence exists effec-

tively in 142 (88.8%) clients but in 18 (11.3%) clients, it

does not exist or it is ineffective. Then effective existence

of “Monitoring activities of board of directors and audit

committee” is questioned. Monitoring activities of board

of directors and audit committee exists effectively in 126

(78.8%) clients but in 34 (21.3%) clients, it does not exist

or it is ineffective. Then “Management’s philosophy and op-

erating style” is questioned to learn whether clients have

an effective management’s philosophy and operating style.

According to answers, 145 (90.6 %) clients have an effec-

tive management’s philosophy and operating style but 15

(9.4%) clients don’t have a management’s philosophy and

operating style or they have an ineficient management’s

philosophy and operating style. Then “Determination of

job deinitions in an appropriate organizational structure”

is questioned. Determination of job deinitions in an ap-

propriate organizational structure exists effectively in 138

(86.3%) clients but in 22 (13.8%) clients, it does not exist

or it is ineffective. Then “Assignment of authority and re-

sponsibility” is questioned. Assignment of authority and

responsibility exists effectively in 119 (74.4%) clients but

in 41 (25.6%) clients, it does not exist or it is ineffective.

At last “Human resource policies and practices” are

questioned to learn whether clients have effective human

resource policies and practices. According to answers, 148

(92.5%) clients have effective human resource policies and

practices but 12 (7.5%) clients don’t have human resource

policies and practices or they have ineficient Human re-

source policies and practices. Auditors’ judgements on

probability to reduce the extent of substantive tests before

examining any components of clients’ internal control are

also asked to the auditors (as a sense, perception, bias etc.).

They are wanted to express their judgements with percent-

ages. These percentages are based on their experiences,

knowledge, personality etc. Below, table 2 summarizes the

auditors’ judgements on probability to reduce the extent of

substantive tests.
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TABLE 2 . The frequency and percentage of

the auditors’ judgements

Probability Frequency Percentage

0% 1 0.6%

5% 1 0.6%

10% 25 15.6%

15% 1 0.6%

20% 4 2.5%

25% 9 5.6%

30% 2 1.3%

35% 1 0.6%

40% 9 5.6%

45% 1 0.6%

50% 26 16.3%

60% 13 8.1%

65% 1 0.6%

70% 28 17.5%

75% 6 3.8%

80% 11 6.9%

90% 19 11.9%

100% 2 1.3%

According to the data in table 2 auditors’ judgements

vary by percentages. As shown in the Table 2, there is 1 au-

dit in this case in which auditor’s judgement on probability

to reduce the extent of substantive tests is 0%. And simi-

larly 1 audit which has a probability 5%, 15%, 35%, 45%

and 65%. There are 4 audits in this case in which auditor’s

judgement on probability to reduce the extent of substan-

tive tests is 20%. There are 9 audits in this case in which

auditor’s judgement on probability to reduce the extent of

substantive tests is 25%and similarly 9 auditswhich have a

probability of 40%. There are 2 audits in this case in which

auditors’ judgement on probability to reduce the extent of

substantive tests is 30% and similarly 2 audits which have

a probability of 100%. There are 26 audits in this case in

which auditor’s judgement on probability to reduce the ex-

tent of substantive tests is 50%.

There are 13 audits in this case inwhich auditor’s judge-

ment onprobability to reduce the extent of substantive tests

is 60%. There are 28 audits in this case in which auditor’s

judgement on probability to reduce the extent of substan-

tive tests is 70% (this is the most frequent one). There are

6 audits in this case inwhich auditor’s judgement on proba-

bility to reduce the extent of substantive tests is 75%. There

are 11 audits in this case in which auditor’s judgement on

probability to reduce the extent of substantive tests is 80%

and at last there are 19 audits in this case inwhich auditor’s

judgement on probability to reduce the extent of substan-

tive tests is 90%.

DISCUSSION AND CONCLUSION

According to the results, generally all of the factors exit

effectively to a large extent in businesses that auditors ex-

amine. It can be said that clients try to establish an effective

control environment. Based on the results the irst factor

of control environment named “Principles related with in-

tegrity and ethical values” is the most frequent one and the

sixth factor named “Assignment of authority and responsi-

bility “is the least frequent one. So it is themost problematic

factor of control environment in this case. As known espe-

ciallywith the effects of some corporate scandals, principles

relatedwith integrity and ethical values became signiicant.

Their importance is understood clearly all over the world.

This understanding leads to new requirements and regula-

tions.

Thanks to new regulations like ethical principles and

standards and also the requirements for ethical behaviors

for corporate governance, principles related with integrity

and ethical values became very important and prevalent.

Also in Turkey the importance of principles related with

integrity and ethical values is understood clearly. So the re-

sults also show that clients are giving required importance

to principles related with integrity and ethical values. Con-
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versely assignment of authority and responsibility is the

least frequent control environment factor. The reason for

this situationmaybedue to the customs coming frompreva-

lent family-owned enterprises because there may be some

important deiciencies in assignment of authority and re-

sponsibility in family-owned enterprises. Now many com-

panies are following the requirements for corporate gov-

ernance but especially sometimes customs coming from

prevalent family-owned enterprises may still have some ef-

fects on the way of governing.

In the other words, the reason for deiciencies in assign-

ment of authority and responsibility may be some factors

related with socio-cultural structure of Turkish people. Re-

sults also show that auditors have different judgements

for each client so their judgements vary by percentages.

After that the data related with effective existence of the

factors and auditors’ judgements for the most and the least

frequent factors are examined together to understand and

interpret the results correctly.

The number of the clients who do not have “Principles

related with integrity and ethical values”(factor 1) or have

ineffective “Principles relatedwith integrity and ethical val-

ues” are just 6. For 3 of them, auditor’s judgement on prob-

ability to reduce the extent of substantive tests is 50% at

most and for remaining 3 clients, this probability is more

than 50%. The number of the clients whose “Assignment

of authority and responsibility” (factor 6) does not exist

or clients who have an ineffective way of “Assignment of

authority and responsibility” are 41. For 30 of them au-

ditor’s judgement on probability to reduce the extent of

substantive tests is 50% at most and for remaining 11 this

probability is more than 50%. Below, table 3 and 4 gives

the details about percentages for these two factors.

TABLE 3 . The frequency of clients who do not have factor 1 or an ineffective factor 1 and the percentage of auditor’s

judgement on probability to reduce the extent of substantive tests

Probability %0 %5 %10 %15 %20 %25 %30 %35 %40 %50 %60 %70 %90

Frequency 1 1 6 1 3 5 1 1 7 4 2 8 1

TABLE 4 . The frequency of clients who do not have factor

6 or an ineffective factor 6 and the percentage

of auditor’s judgement on probability to reduce

the extent of substantive tests

Probability %10 %50 %60 %70 %90

Frequency 2 1 1 1 1

Surely all factors of control environment are very im-

portant and effective for auditors to constitute a judgement

on the probability to reduce the extent of substantive tests

and plan their audit process. According to the results re-

lated with the most frequent (factor 1) and least frequent

(factor 6) factor especially for this case, it can be said that

if there is a deiciency in principles related with integrity

and ethical values which is the most frequent factor, this

situation may affect auditor’s judgement on probability to

reduce the extent of substantive tests negatively. The au-

ditors’ judgements on probability to reduce the extent of

substantive tests are more than 50% for only 3 clients in

spite of their deiciencies in having effective principles re-

lated with integrity and ethical values. For all other clients

who have deiciencies in having effective principles related

with integrity and ethical values, auditors’ judgements on

probability to reduce the extent of substantive tests are at

most 50%. It means deiciencies in having effective prin-

ciples related with integrity and ethical values are not too

much acceptable for establishing an effective control envi-

ronment. As a result, in this case it is seen that to establish

an effective control environment it is so important to have

effective principles related with integrity and ethical values

and this factor may affect auditors’ judgements on proba-

bility to reduce the extent of substantive tests. Because they

can rely on the effectiveness of clients’ control environment

if they understand that clients have effective principles re-

lated with integrity and ethical values and choose the re-

liance strategy.

For the results related with the least frequent (factor 6)

factor especially for this case, it can be said that if there is

a deiciency in assignment of authority and responsibility,

this situation alsomay affect auditor’s judgement on proba-

bility to reduce the extent of substantive tests negatively but
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by less than the factor 1. In this case auditors’ judgements

on probability to reduce the extent of substantive tests are

more than 50% for 11 clients, inspite of their deiciencies

in assignment of authority and responsibility. Surely factor

6 is also very important and effective factor like all others

but in this case it can be said that factor 6 can affect audi-

tor’s judgement on probability to reduce the extent of sub-

stantive tests by less than factor 1. This result shows that

deiciencies in assignment of authority and responsibility

may be sometimes allowable because of some customs and

usual way of working in Turkey as explained above. Actu-

ally not many clients have deiciencies but some clients still

have. Ultimately deiciencies in assignment of authority and

responsibility are less effective on the auditor’s judgement

on probability to reduce the extent of substantive tests than

deiciencies in having effective principles related with in-

tegrity and ethical values.

IMPLICATIONS

Consequently, having effective principles related with in-

tegrity and ethical values is a basic factor. As explained in

this paper control environment is like an umbrella for inter-

nal control (Messier Jr et al., 2010:191). From this point of

view, having effective principles related with integrity and

ethical values is also like an umbrella for control environ-

ment. It can establish a base for an effective control envi-

ronment. Surely all factors of control environment are very

important and effective for auditors to constitute a judge-

ment on the probability to reduce the extent of substantive

tests and plan their audit process. As a result, control en-

vironment is a very signiicant component to constitute

auditors’ judgements on probability to reduce the extent

of substantive tests and planning the audit process. All of

the factors of control environment must be very important,

but especially principles related with integrity and ethical

values may be very effective as in one of the applications in

Turkey.

So for clients it is very important to establish an effec-

tive control environment. For auditors understanding the

clients’ control environment truly at irst and then all of the

internal control is very important to choose a correct strat-

egy and to have an eficient and effective audit plan. This

phase is a vital part of their audit process based on level

of assessed control risk because auditors’ judgements on

clients’ control environment may have effects on shaping

all of the audit process.
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