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Abstract

This research investigates the relationship between external auditor
independence and the financial reporting quality (FRQ) in
the banking sector of Jordan. It specifically examines the mediation
role of corporate governance, environment, auditor tenure, fees,
size of the auditing firms, and bank-related factors. A partial least
squares structural equation modeling (PLS-SEM) approach is used
to analyze survey findings based on 287 responses from financial
experts of commercial and Islamic banks. Findings have found that
auditor independence has a strong and direct positive association
with FRQ. Corporate governance and environments are found to
have significant mediations, suggesting that auditor independence
is more effective within strong institutional environments.
However, auditor tenure has been found to have a non-linear
moderation effect. It implies that moderate tenure increases FRQ,
while excess engagement weakens independence. Findings also
negate any association of fees, size of auditing firms, and bank-
related factors (Nguyen et al., 2023; Okoh & Audu, 2024). Research
contributes to theories of agency and institutions by placing
a strong emphasis on the importance of governance and
environments in facilitating auditor independence. These findings
also underscore the importance of implementing effective
regulatory practices in developing countries worldwide.
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1. INTRODUCTION

not only the truthfulness and fairness of financial
reporting, but they are also responsible for
confirming whether financial reports are just

The credibility and integrity of financial reports are
integral to maintaining confidence in the financial
sector. One major element in this process is auditor
independence. It is an important mechanism in
enhancing integrity in financial reporting by
promoting transparency, objectivity, and impartiality
in financial reports. Independent auditors ensure
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reflections of the financial situation of the bank or
whether those reports are submitted on account of
certain considerations or judgment. Both the impact
and reality of auditor independence are, therefore,
critical in building confidence in financial reporting.
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The importance of auditor independence has,
over the years, been anchored in the principles of

agency theory and stakeholder theory. On
the agency theory framework, the auditor is
an impartial monitor that reduces the inherent

tension that exists between the company’s officers
(agents) and the shareholders (principals). This is
done by the auditor through faithful representation
of the company’s performance and the promotion of
shareholders’ interests (Flayyih & Khiari, 2023).
On the other hand, the stakeholder theory goes
beyond the interest of the shareholders and looks
at the social role of the auditor. This role is
the promotion of the interests of all stakeholders
and the sustenance of the integrity of the financial
market (Aderibigbe et al., 2024).

Previous literature on the developing countries’
economies has examined the effect of diverse
factors on audit quality and independence issues
within the framework of developing governance and
regulation structures. For example, Ndagano (2024)
argued that independence and expertise in the audit
committee are major factors in ensuring
the timeliness and accuracy of financial reporting
for firms in Jordan. AlZu’bi et al. (2025) argued that
the characteristics of the audit firms have an effect
on the financial sustainability during the period
when global crises like the coronavirus break out.

Similarly,  Alshammari (2024) argued that
the independence and financial sophistication of
the audit committees affect the timeliness of
financial reporting. Furthermore, the authors

concluded that the external auditor characteristics
and the audit committee affect the tax avoidance
strategies adopted by the firms. Moreover,
Altawalbeh (2025) found the effect of profitability,
liquidity, and leverage on the going concerns.
Similarly, Alrabba (2024) found the combined effect
of board independence and earnings quality on
the audit fee structures. However, the current
literature provides inconclusive evidence on
the effect on the subject matter.

With respect to the country-specific issues, it is
imperative to identify that the economy in the region
of Jordan has undergone radical changes in
the financial and structural makeups over the years,
contributing to increasing the transparency and
accountability on the part of the corporations.
The banking sector, representing the financial
lifeline within the Jordanian environment, is
regulated in the most prudent way by the Central
Bank of Jordan (CBJ) and follows the International
Financial Reporting Standards (IFRS). However,
the sector faces some shifting demands in
the nature of an escalating level of competitiveness
in the technology change and the COVID-19 effects,
contributing to escalating the ambiguity about
the independence of auditors.

Thus, this study seeks to investigate the effects
of auditor independence in fact and in appearance
on financial reporting quality (FRQ) in Jordanian
banks. It further seeks to explore the moderating
roles of auditor tenure, fees, size, and audit
committee characteristics. The study is based on
a quantitative and descriptive-analytical design.
It uses data gathered from Jordanian listed banks
with a structured questionnaire. Furthermore, this
study uses partial least squares structural equation
modeling (PLS-SEM) as a tool in testing the proposed
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hypotheses. It has high analytical capability in
examining direct and moderating effects.
The objectives of this study are as follows:

e to examine the level of external auditor
independence in Jordanian banks;

e to assess the impact of auditor independence
on FRQ;

e to identify factors that may enhance or
impair auditor independence, such as audit tenure,
audit fees, audit firm size, and audit committee
characteristics.

This paper contributes to the literature in two

main ways. First, it integrates agency and
stakeholder theories with empirical evidence
(Aderibigbe et al., 2024; Alshammari, 2024) to

develop a comprehensive framework for evaluating
auditor independence in the Jordanian context.
Second, it provides valuable policy implications for
regulators, policymakers, and banking professionals
aiming to strengthen audit quality, governance
mechanisms, and financial reporting transparency.
Targeting the Jordanian banking sector, this
research contributes to a better understanding of
how to improve audit quality and financial
disclosure.

The rest of the research is structured as
follows. Section 2 reviews the literature and develops
hypotheses. Section 3 details the methodology.
Section 4 presents the results. Section 5 discusses
the results. Section 6 highlights the conclusion and
recommendations.

2.LITERATURE REVIEW AND HYPOTHESES

DEVELOPMENT
Auditor independence is a key governance
mechanism that enhances FRQ by limiting
managerial opportunism and improving disclosure
credibility. Agency theory suggests that independent
external monitoring is essential to mitigate conflicts
arising from the separation of ownership and
control, particularly in environments characterized
by weak governance. Accordingly, stronger auditor
independence is expected to improve reporting
outcomes (Jensen & Meckling, 1976).

HI: Auditor independence (Al) positively affects
financial reporting quality (FRQ).

From a stakeholder perspective, reliable
financial reporting supports accountability toward
abroad set of stakeholders. Effective corporate
governance mechanisms, including active boards
and audit committees, reinforce auditor objectivity
and enhance the impact of auditor independence on
reporting quality (Al Natour et al.,, 2023; Sawaya
et al., 2025).

H2: Corporate governance (CG) strengthens
the relationship between auditor independence (Al)
and financial reporting quality (FRQ).

Institutional theory emphasizes that regulatory
environment and enforcement shape audit quality.
Strong regulatory environments protect auditor
independence and promote consistent reporting
practices, thereby conditioning the effectiveness of
independent auditing (Freeman & McVea, 2001; Elahi
et al,, 2025).
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H3: The regulatory environment (REG) positively
moderates  the  relationship  between  auditor
independence (Al) and financial reporting quality (FRQ).

Audit-specific factors further influence this
relationship. Extended auditor tenure may impair
objectivity due to familiarity threats, whereas larger
audit firms possess greater resources and stronger
quality controls that support independence.
Moreover, audit duration may exert a non-linear
effect, as early learning benefits can be offset by
declining independence over time (Anjani, 2023).

The auditor-client relationship, if prolonged
over time, can result in a loss of independence due
to one’s getting too close and maybe even
accidentally getting into conflict (Hull et al., 2025).

H4: Auditor tenure (AT) reduces the AI-FRQ
interaction.

The larger the firm, the more the resources it
has, moreover, it will be the one with the strictest
procedures and the highest capability of remaining
independent (Sawaya et al., 2025).

Hb5: Audit firm size (AFS) strengthens the AI-FRQ
interaction.

A novice may learn about the company’s
reporting and draw good-quality reports through
practice, but as one stay longer, independence may
diminish thus producing an inverted U-shaped effect
(Sawaya et al., 2025).

HG6: Audit tenure (AT?) has a non-linear effect on
the AI-FRQ relationship.

Banks that are heavily leveraged experience
pressure to earn artificially and hence, the quality of
reporting declines (Hull et al., 2025).

H7: High debt-to-equity (D/E) ratio has an adverse
impact on financial reporting quality (FRQ).

More profitable banks have stronger internal
controls and less incentive to misstate financial
statements (Al-Zyoud, 2024).

HS8: Higher return on assets (ROA) improves
financial reporting quality (FRQ).

3. RESEARCH METHODOLOGY

3.1. Research design

The study adopts
analytical research design as
the empirical analysis of the significance of
the external auditor independence (Al on the
financial reporting quality (FRQ), and the mediating
effects of the audit tenure (AT), the audit firm size
(AFS), the quality of the governance structure of
firms (CG), and the regulatory environment (REG) in
which they operate, among others. The quantitative
method permits the testing of the proposed
relations among the latent constructs within
the study, facilitating the aspect of objectivity and
generalizability (Creswell & Creswell, 2018).

PLS-SEM was chosen for conducting this
research because it is well-suited for handling many
latent constructs for which direct and moderating
influences can be studied. PLS-SEM facilitates both
measurement and structural models in one single
process. It was used because it is most capable when
faced with small to medium scale samples and does
not follow a normal distribution, such as in this
research. It is well-accepted in Scopus-indexed
journals for studying relationships where there is
a moderating influence on latent constructs in their
research to ensure it maintains a high level of
methodology, as confirmed in Hair et al. (2019).

a (quantitative descriptive-
the basis for

3.2. Population, sample, and descriptive statistics

The population includes the people working in
Jordanian and Islamic banks who undertake
professional work as auditors (internal/external),
financial controllers, members of the audit
committee, and chief accountants with the relevant
experience related to financial reporting and
auditing. A purposive sampling technique was
applied to choose the participants who have
the relevant expertise. A total of 320 questionnaires
were distributed to the 13 licensed banks (CB]J,
2024), and a total of 287 valid responses were
collected (a response rate of 89.7%). The sample size
is sufficiently large to apply PLS-SEM to provide
accurate estimates of structural relationships.

Table 1. Professional distribution of respondents

Category Frequency (n = 287) Percentage (%)
External auditors 72 25.1
Internal auditors 65 22.6
Financial controllers 54 18.8
Audit committee members 46 16.0
Senior accountants 50 17.5
Total 287 100
Table 1 highlights the professional background audit expertise. Financial controllers, audit

of the participants. The category with the highest
percentage consists of external and internal
auditors, aligning with the focus of the research on

committee members, and top accountants bring
additional value to the mix with their distinct views.

Table 2. Descriptive statistics of study variables

Variable N Mean Std. dev. Min Max
Al 287 4.21 0.53 3.02 4.98
FRQ 287 4.18 0.57 2.89 4.93
CG 287 4.12 0.59 2.75 4.95
REG 287 4.07 0.62 2.71 4.91
AT 287 3.84 0.66 2.45 4.92
AFS 287 4.03 0.58 2.68 4.96
[ ®
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Table 2 gives a summary of the descriptive
statistics of the study variables. The mean scores
show a relatively high level of auditor independence,
FRQ, corporate governance, and regulatory
environment. The moderate standard deviations are
an indication of adequate variability of
the responses without extreme outliers. The ranges
of min-max confirm suitable dispersions for valid
statistical modeling. These statistics justify
the appropriateness of the data for the next PLS-SEM
analysis.

3.3. Data collection instrument

A structured questionnaire (see Appendix) was used,
which was based on validated scales (Ndagano, 2024).
The questionnaire contained eight sections, each
evaluated using a five-point Likert scale (1 = Strongly
disagree; 5 = Strongly agree).

Table 3. Study variables and measurement sources

Construct No. of items Source(s) Conceptual focus
Al 6 Flayyih and Khiari (2023) Objectivity, ethics, client-resistance
FRQ 6 Aderibigbe et al. (2024) Accuracy, transparency, comparability, reliability
CG 5 Ndagano (2024) Board independence, audit committee oversight
REG 5 Elahi et al. (2025) Laws, enforcement, compliance
AT 4 Kartiko et al. (2025) Auditor-client relationship duration
AFS 1 Moses et al. (2024) Big Four vs. non-Big Four

Table 3 describes the constructs, sources of
measurement, and their conceptual focus. Both
scales were chosen for their validation and
appropriateness for the aims and objectives of
the study. Independence for auditors comes in terms
of objectivity and resistance to pressure from
clients, while financial reporting focuses on its
accuracy, transparency, compatibility, and reliability.
Governance and regulatory constructs evaluate
effectiveness in enforcement and control. A pilot
study among 30 professionals tested for
understanding, relevance, and exactness of items,
adding to the reliability of data collected for
hypothesis testing.

3.4. Structural equations

The econometric model is specified to align with the
study’s analytical objectives and the theoretical
foundations linking auditor independence to FRQ.
The base model specification examines the direct
relationship between auditor independence and
the FRQ, incorporating bank-specific variables as per
the agency theory framework. With the objective of
incorporating conditional heterogeneity, interactive
terms are employed to check the presence of
modification effects due to the variables mentioned
within the institutional framework. Similarly,
the non-linear model specification is used to
investigate the U-shaped relationship mentioned
between audit experience, taking the potential
effectiveness difference due to the duration of
the audit engagement into consideration. This
multiple model strategy allows the construction of
an effective model incorporating parsimonious
relationships between the variables within
the econometric or PLS-SEM context (Samuel &
Alade, 2025).

Direct effect

FRQ; = Bo + B1Al; + BcCV; + & (1)

where:

e FRQ; Financial reporting quality of banking,
measured using  disclosure indices, audit
adjustments, or other validated metrics.

VIRTUS,

”»
NTERPRESS

26

e AI: Auditor independence, capturing
the degree to which auditors remain objective and
free from managerial influence.

e CV: Control variables including: bank size
(SIZE), leverage (LEV) and return on assets (ROA)).

This model tests HI, H7, and HS8, all of which
hypothesize direct effects on FRQ.

Moderation effect

FRQ; = o + 1Al + p,MOD; + B3(Al; » MOD;) )

+ ,BC CVL + &
where, AL and MOD; represent the interaction effect,
capturing how the impact of auditor independence
on FRQ varies depending on the moderator.

This model tests H2, H3, H4, and HS5,
corresponding to the moderating effects of
corporate governance, regulatory environment,

auditor tenure, and audit firm size, respectively.
Non-linear effect

FRQ; = Bo + BrAl; + B2 AT; + f3ATiz + feCVi (5
+ &

Equation (3) tests the non-linear effect of
a variable, in this case audit tenure.

It covers H6, which proposes an inverted
U-shaped relationship between audit tenure and
FRQ, where CV: control variables (bank size,
leverage, ROA), MOD: moderator variables (corporate
governance, regulatory environment, auditor tenure,
and audit firm size).

4, RESULTS

The structural relations between the variables were
to be analyzed only after first assessing
the measurement model to determine if the

constructs were reliable and valid. The reliability
was measured using Cronbach’s alpha and
composite reliability (CR), whereas the convergent
validity was determined by average variance
extracted (AVE) and factor loadings.
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Table 4. Measurement model assessment

Construct Cronbach’s alpha CR AVE Factor loadings range
Auditor independence (Al 0.894 0.923 0.713 0.78-0.91
Financial reporting quality (FRQ) 0.872 0.911 0.685 0.73-0.89
Corporate governance (CG) 0.861 0.905 0.657 0.71-0.87
Regulatory environment (REG) 0.876 0.916 0.701 0.77-0.88
Audit tenure (AT) 0.823 0.881 0.654 0.72-0.85
Audit firm size (AFS) 0.858 0.902 0.682 0.74-0.87
Bank characteristics (BO) 0.849 0.894 0.668 0.73-0.85

All values for Cronbach’s alpha and CR are
greater than 0.70, meeting the threshold
requirements set by Hair et al. (2019) for all
constructs. This satisfies the convergent validity
criterion since the values for all AVE are greater than

0.50, and the factor loadings are all greater than
the set standards. This indicates that the constructs
are adequately represented by the measurements
taken on each latent construct to warrant
the estimation of structural models.

Table 5. Discriminant validity (Fornell-Larcker criterion)

Constructs Al FRQ REG AT AFS BC CG
Al 0.845
FRQ 0.621 0.828
REG 0.547 0.598 0.837
AT 0.414 0.455 0.448 0.808
AFS 0.468 0.505 0.449 0.432 0.826
BC 0.428 0.479 0.447 0.415 0.441 0.812
CG 0.531 0.589 0.542 0.417 0.472 0.498 0.824

In Table 5, the results of the discriminant
validity test using the Fornell and Larcker criteria
are presented. The square roots of the AVE values
are greater than the correlation between constructs,
and thus, the constructs are distinctly different.
This avoids issues of construct identification and
multicollinearity among the constructs in

the structural model (Fornell & Larcker, 1981). After
the wvalidity and reliability were verified,
the structural model was analyzed using SmartPLS
Version 4.0 with the help of bootstrapping with
5,000 resamples. The path coefficients, t-values, and
p-values were used for testing the hypotheses
(H1-HS).

Table 6. Structural model and hypotheses testing

Hypothesis Path B coefficient t-value p-value Decision

HI Al - FRQ 0.412 7.93 0.000 Supported

H2 Al * CG — FRQ 0.218 4.62 0.000 Supported

H3 Al * REG — FRQ 0.195 4.10 0.000 Supported

H4 Al * AT - FRQ 0.133 2.47 0.014 Supported

H5 Al * AFS — FRQ 0.071 1.56 0.118 Not supported
H6 Al * AT > FRQ 0.098 1.92 0.055 Marginally supported
H7 D/E — FRQ 0.157 3.81 0.000 Supported

H8 ROA — FRQ 0.066 1.32 0.187 Not supported

Auditor independence is a strongly positive
determinant of financial reporting quality (FRQ), and
thus, H1 is supported. Variables related to corporate
governance (CG) and regulatory environment (REG)
add significantly towards accentuating the posited
relationship, while audit firm size (AFS) and auditor
tenure (AT) indicate no significance as moderators.
These results thus underscore the preeminence
of the institution-based paradigm relative to
the financial one, within the context of determining

the regulatory environment (REG) indicate moderation
effects that are statistically significant, and thus, H2,
H3, H4, and H7 are supported, and these effects are
of a strengthening type, accentuating the AI-FRQ
relationship. On the contrary, audit firm size (AFS)
and auditor tenure (AT) were found to be non-
significant, which is consistent with findings
presented by Wang and Chen (2021) and Fathelbab
and Abu Quba (2025) who found similar
inconsistencies in developing countries.

reporting quality. Corporate

governance

(CG),

Table 7. Model fit and predictive relevance

Indicator Value Threshold Reference
SRMR 0.046 < 0.08 Hair et al. (2019)
NFI 0.913 > 0.90 Hair et al. (2019)
R2 (FRQ) 0.562 — Explains 56.2% of FRQ variance
Q2 (Predictive relevance) 0.341 >0 High predictive validity

To evaluate the adequacy of the structural
model, several fit and predictive indicators were
assessed. The standardized root mean square
residual (SRMR) measures the difference between
the observed correlation matrix and the model-
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implied matrix. In this study, SRMR = 0.046, which is
below the recommended threshold of 0.08,
indicating a good model fit with minimal
discrepancy. The normed fit index (NFI) evaluates
the enhancement of the proposed model over
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the null or unconditional model, and the observed
NFI = 0.913 well exceeds the minimum threshold
of 0.90, which again supports the appropriateness
of the proposed model. The coefficient of
determination (R2?) values of the FRQ, being 0.562,
indicate the variance of approximately 56.2% of
the FRQ explained by the present study, showing
strong explanatory power. Finally, the Stone-Geisser
Q2 values obtained from the result of blindfolding
analyses are equal to 0.341, showing a strongly
positive and larger value than unity, which indicates
the strongly predictive relevance of the model in
accurately forecasting the outcomes. All these values
validate the appropriateness of the structural model
being well-fitting so as to verify the relationships
among the auditor independence, corporate
governance, and FRQ.

5. DISCUSSION OF THE RESULTS

The results provide an empirically consonant finding
to confirm the positive association between auditor
independence and FRQ in the banks of Jordan,
supporting the monitoring hypothesis, as suggested
by the agency theory of Jensen and Meckling (1976).
This finding is consistent with the previous body of
empirical evidence available in the field, indicating
the positive role of the independence of auditors in
increasing the assurance concerning the reliability of
financial reporting while avoiding the impact of
managerial opinion, as suggested by the previous
researches of Moses et al. (2024), Ndagano (2024),
Samuel and Alade (2025), and Sawaya et al. (2025).
However, it is in contradiction with the previous
research indicating less acceptable circumstances in
environments characterized by less-effective regimes
related to the context of enforcement, as indicated
by the previous studies of Okoh and Audu (2024)
and Yeng and Oppong (2024).

The mechanisms of corporate governance add
significantly to the potency of auditor independence
on FRQ. This result aligns with the proposals
postulated by Abdelhak and Hussainey (2025),
Abulazm et al. (2025), and Al-Zyoud (2024), who
hold that offsetting mechanisms like the presence
and independence of the audit committee and
independence on the board counterbalance
managerial discretion. On the other hand, it
supports the apprehension voiced by Alrabba (2024)
and Payamta et al. (2024) that the governance
structure might not measure up if it is not
administered. This result vindicates that governance
has emerged as an enabling institution.

The regulatory framework adds more to
the efficacy of auditor independence, as posited by
institutional theory, and evidence presented by
Nguyen et al. (2023) and Akuoko-Sarpong et al. (2024).
In this regard, initiatives by CBJ (2024) in Jordan
might be a reason for this efficacy, though this
might not be a uniform practice in all banks, as
indicated by Al Natour et al. (2023).

A non-linear relationship between audit tenure
and FRQ is observed, where moderate tenure
increases audit quality as a result of knowledge
developed, while too much tenure could reduce
professional skepticism. Such findings are similar to
the study conducted by Nwafor and Ndubuisi (2021),

Alhazmi et al. (2024), and Nwaeze (2025) but
opposite to those that apply strict rotation,
VIRTUS
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indicating that regulatory frameworks play a critical
role in affecting audit tenures (Okoh & Audu, 2024).
On the other hand, the effect of audit fees and
the size of the audit firm on auditor independence
and FRQ relationship appears to be very
insignificant. The above findings are consistent with
Yahaya and Onyabe’s (2022) and Fathelbab and Abu
Quba’s (2025) findings that good governance and
supervision can compensate for the risk of economic
bonding. This tends to depart from research carried
out by Okoh and Audu (2024) in an institutionally
poor environment. Overall, the evidence shows that
auditor independence has a positive effect on FRQ
only in a supportive institutional context.
Institutional factors in governance quality and
regulatory enforcement are more influential in
determining the  effectiveness of  auditor
independence than auditor-related factors and have

helped to harmonize inconsistent evidence in
previous studies.
6. CONCLUSION
This study examines the effects of auditor

independence on financial reporting quality for
Jordanian banking institutions, controlling for
variables such as corporate governance, audit
tenure, costs associated with audits, size of
the auditing firm, and corporate governance. This
study used PLS-SEM, resulting in accurate outcomes

that described the relationship between these
variables.
The findings  highlight that  auditor

independence has a significant positive effect on
the financial reporting quality and the important
role played by auditors in reducing management’s
inclination and the problem of information
asymmetry. Corporate governance has been reported
to be the most significant moderators; this suggests
that the independence and effectiveness of the audit
committee and the rigidity of the regulatory
environment have a very positive impact on
the financial reporting quality. The effect of audit
tenure on financial reporting quality follows a non-
linear pattern; optimum levels of experience and
auditors’ efficiency would be obtained in the middle
tenure, and excessive tenures may have a negative
effect on independence. The size of the audit firm
and the fees charged have a modest and
unconditional positive impact on the dependent
variable.

The outcomes of this research form the basis
of theory and practice development, regarding how
the independence of auditors is intertwined with
governance and regulation in financial reporting
quality. The research has identified various factors
that determine the effectiveness of moderation and
thus has added to the development of the literature.
It has also provided direction on how regulators and
banks can ensure that there is reliability and
assurance regarding audit, and how related
professional organizations can ensure that there is
a good level of financial reporting that is aided by
the independence of auditors.

Several implications for different parties exist.
The regulatory authorities, such as the CBJ, Jordan
Securities Commission, among others, should work
towards strengthening auditor rotation, disclosure
of audit practices, as well as fees that are directly
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linked to the provision of audit service processes, to
ensure independence. The banks are vital for
implementing independence, structure, and training
for management within the context of continuous
processes. The professional institutions need to
offer training for professionals, where integrity,
independence, and transparency are essential. It is
basic for implementation among different
institutions for the purpose of ensuring that the
quality of audit work is maintained.

Only the banking sector in the country of
Jordan is examined in the study, and it may be

challenging to generalize the results. In the future,
other countries and financial organizations can be
examined in conjunction to see the impact of cross-
cultural and institutional differences. Qualitative or
even a combination of methodologies can be utilized
to explore further the type and complexity of audit
ethical reasoning and decision-making by auditors.
More sophisticated methods, such as the utilization
of dynamic panel models, machine learning
forecasting models, and the examination of digital
audits and AI, can be used for even better
illumination of audit quality and independence.
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APPENDIX A.

Table A.1. Construct definition and measurement

Construct Conceptual definition Measurement References
The effectiveness of governance
Cg\rlglfg:rtlie (€G) mechanisms in banks, including board Measured using survey items Alsglvsgogreita?l'é%gzs?)‘
& activity and audit committee oversight y ’
Auditor _Thfa ability of gudltor_s to p_r0v1de Mea_sured using survey items, Jensen and Meckling,
. objective and unbiased financial reports auditor tenure, and audit firm
independence (Al) . L L (1976), Sawaya et al. (2025)
without managerial influence characteristics
The length of the auditor-client Hull et al. (2025)
Auditor tenure (AT) relationship, which may influence auditor Measured using survey items : .

objectivity Sawaya et al. (2025)

The size of the audit firm in terms of
Audit firm size (AFS) resources and capacity to maintain
independence
Fundamental financial and structural
features of banks that may influence
financial reporting quality

Classification into Big4 versus

non-Big4 audit firms Sawaya et al. (2025)

Bank size, debt-to-equity ratio, Hull et al. (2025),
and return on assets (ROA) Al-Zyoud (2024)

Bank characteristics
(BC)

Measured using disclosure
indices, audit adjustments, and Freeman and McVea,
independent audit assessments | (2001), Elahi et al. (2025)
(measured using survey items)

The reliability and accuracy of financial
information, reflecting compliance with
accounting standards

Financial reporting
quality (FRQ)

APPENDIX B. STUDY QUESTIONNAIRE
Scale: 1 = Strongly disagree, 5 = Strongly agree

1) General information

No. Item
Position:
1 External auditor / Internal auditor / Financial manager / Accountant /
Other
2 Years of experience:
<5/ 5-10 / 11-15 /> 15
3 Type of bank:
Commercial / Islamic / Specialized / Other
4 Type of audit firm:
Big Four / Local firm / Regional firm
5 Auditor-client relationship:
<3/ 3-5/ 6-10 / > 10 years

2) External auditor independence (AI)

Code Statement 1 2 3 4 5

ATl The ext_ernal auditor carries out audit duties with impartiality and O O O O O
neutrality.
The opinion of the external auditor is not influenced by

Al2 the management of the audited bank. O t O U U

AI3 The auditor stays away from any financial or personal ties with o o o o o
the management of the client.

Al4 The_ aucm firm has in place very strict internal policies so that o o o o o
auditor independence is protected.

ATS The auditor is not swayed by _the client when there are O O O O O
disagreements about financial reporting.

AT6 The rotation of au_dlt _bartners is one way to ensure that O O O O O
independence and objectivity are maintained.

3) Financial reporting quality (FRQ)

Code Statement 1 2 3 4 5

FRQL The flnalnqal statements provide an exact representation of o o o
the bank’s financial performance.

FRQ2 Flnanaa} Teports are in accordance with the relevant accounting O O O O O
and auditing standards.

FRQ3 The_ flnar_lc_lal disclosures are adequate for stakeholders to make O O O O O
their decisions.

FRQ4 | The reported earnings truly mirror the economic state of the bank. O O O O O

FRQS The flngnaal statements are prepared quickly and are similar o O o o o
across different reporting periods.

FRQG The financial reports do not contain any biases or deliberate o o o o o
misstatements.
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4) Corporate governance (CG)

Code Statement 1 2 3 4 5
The board of directors effectively supervises the entire financial
cGl reporting process. O O O O O
The audit committee is not influenced by management and
€G2 operates completely on its own. O O O O O
CG3 The board guarantees that accounting and auditing standards are O O O o o
followed.
CG4 The internal and exterqal audits are made more effective through O O O o o
the governance mechanisms.
CG5 The 1lnternal audit function makes the external audit more o o o o o
effective.
5) Regulatory environment (REG)
Code Statement 1 2 3 4 5
REG1 Reg_ulatory organizations make sure that accounting standards are O O O o o
strictly followed.
REG2 | They also supervise the external auditing activities very closely. O O O O O
REG3 Penaltlles applied to auditor malpractice regarding independence O O O O O
are quite heavy.
REG4 Eel‘;ed law requires that financial statements be clear and easy to o o o o o
Regulatory agencies inform about the changes happening in
REG> accounting and auditing rules very quickly. O O O - -
6) Audit tenure (AT)
Code Statement 1 2 3 4 5
AT1 Longer audltor—chgnt felatlonshlps definitely improve the auditor’s O O O O O
knowledge of the firm’s operations.
After a long time, an auditor’s independence might be
AT2 compromised by a close relationship with the client. O O O - O
AT3 greq_u_enlt rotation of partners is a way to handle threats from o o o o o
amiliarity.
To maintain objectivity, audit firms de facto limit the time that
AT4 . . X . O O O O O
partners spend on a client and formally review this period.
7) Audit firm size (AFS)
Code Item
AFS1 | Please indicate your audit firm category: Big Four / Non-Big Four
8) Control variables
Code Variable Description Response type
CV1 Bank size (SIZE) Total assets (logarithmic value) Numeric entry
CV2 Leverage (LEV) Total liabilities / total assets Numeric entry (%)
CV3 Return on assets (ROA) Net income / total assets Numeric entry (%)
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