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ABSTRACT

The present research develops and examines an indigenized model for understanding the determinants and
consequences of social capital among Iranian audits. This is a mixed exploratory paper and the thematic method
was used for qualitative analysis. The statistical population of the research includes professional audits including
trustable audits of the Tehran Stock Exchange and managers of the Iran Auditing Organization. Purposeful
sampling was used to pick sample members for the qualitative phase. Data reached saturation in the 18" interview
but 20 interviews were conducted for a higher validity. Using a qualitative method, research model constructs
were identified namely organizational management, moral principles and professional rules, human capital,
cognitive factors, strategic considerations, organizational environment, and social capital. Then, the created
model was tested among the certified public accountants of Iran using simple random sampling. The structural
equations modeling with partial least squares (PLS) was used to analyze data. The results show that all research
hypotheses were supported. At the end of the paper, practical implications and future research are discussed.
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1. Introduction

Social capital is regarded as a kind of capital or
production asset or source for profit maximization for
a society or commercial enterprise (Rekib et al, 2018).
It is referred to as an effective factor for economic
growth (Souri, 2014). This kind of capital impacts on
economic and political factors of a society like human
interactions, shared norms and trust and crime
reduction (Paten, 2000). Studies have revealed that
contrary to the developed countries, social capital has
not received enough attention in developing countries
(Saadat, 2006. 2009). Evidence shows that social
capital is not satisfying in Iran (Saadat, 2006).
Therefore, identifying the determinants of social
capital and its potential outcomes is very vital in Iran.
Many studies showed that social capital can affect
individuals' behavior both directly (Ghaderi, 2017,
Panahi, 2019, Evans and Smokowski, 2015; Choi,
2016) and indirectly (Chou and Chang, 2008; Yang
and Farn, 2009; Bani Mahd and Darvish, 2016;
Castillo et al, 2021). Investigation of social capital in
audits as an influencing group on organizations
performance (Eden and Moriyah, 1996; Kiable, 2012)
is of great importance. Auditing is an essential element
in the management structure of the public sector and
helps with supervision and future planning of
strategies. Independent audits are important parts of
efficient capital markets because audits help increase
the validity and reliability of companies' financial
information and allow for more efficient allocation of
resources (Ghosh and Moon, 2005). Audits and
auditing institutes are dealing with challenges and
social inter-and intra-organizational problems like a
conflict of interests among partners and members, lack
of intellectual capital, financial scandals, competition
in labor market and signature selling. Since social
capital can be a solution for such challenges via trust-
building, synergy and cooperation improvement,
intellectual capital provision and control of unethical
behaviors (Mehrabanpour et al, 2020), identifying the
factors affecting audits' social capital and its
consequences is of great importance. Therefore, the
present study tries to collect data from specialized and
professional audits of the Tehran Stock Exchange and
managers of Auditing Organization and develop an
indigenized model for examining the factors affecting
social capital in audits and its consequences. Although
social capital is a very decisive factor that affects
audits’ behaviors, little research has been done

identifying determinants and consequences of social
capital in audits. A review of the literature reveals that
despite some research (Abdollahi and Mousavi, 2007;
Asgari and Tohidnia, 2007; Fedderke et al, 1999; Zak
and Knack, 2001; Guiso et al, 2004; Francois, 2002;
Ghaderi, 2017; Mehrabanpour et al, 2020) conducted
on social capital, comprehensive research on factors
which influence on social capital in audits and its
consequences is needed. Identifying and examining
these factors can give some solutions for improving
audits' social capital. This study also tries to measure
the impact strength of these determinants in the created
indigenized model. Moreover, the model can be a new
step for spreading theoretical and empirical studies
focusing on social capital. In other words, this paper
contributes to the literature by identifying and
examining the determinants and consequences of
social capital in audits. Practically, this research can
learn audits how to develop their social capital and
what factors they should consider in order to increase
its positive outcomes.

2. Literature review and research
background

2-1. Audit's behavior

Ardiyos (2012) believed that auditing is investigation
of accounting data to determine the accuracy and
certainty in financial statements presented by
management. Auditing is an important part of a good
management and leadership of public sector and
responsiveness towards stakeholders. Auditing, as a
basic element of powerful leadership structure of the
public sector, helps fulfill the supervision, strategy-
making and future planning of leadership. Independent
audits are important parts of efficient stock markets
because audits try to increase the validity and
reliability of companies' financial information and
allocate resources more efficiently (Ghosh and Moon,
2005). Ethical behavior is necessary for auditing
profession. Ethical behavior is a necessity for
attraction of service users and the services require
honesty and reality in financial statements (Ahmad,
2011). Professional behavior indicates a set of ethical
rules and virtues which are necessary for existence and
endurance of the profession (Arens et al, 2012).
Studies conducted on scandal of Enron Company and
its audits (Arthur Anderson Company) showed that the
reason for the scandal was not absence of enough
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international accounting standards but was absence of
the audits' ethical professional behavior. Audits'
commitment to auditing standards and professional
rules, along with competent and expert personnel, has
positive influence on auditing quality. Auditing
institutes observe quality control criteria and maintain
audits' independence and thereby improve their
services. Further, there is a positive relationship
between audits and quality of independence,
objectivity, trustworthiness, and auditing qualification.
Professional behavior principles in auditing aim to
improve auditing  profession credit, develop
cooperation among accountants and audits, care for
audits' benefits, development of comfort and self-
confidence for users, legal conditions preparation for
use of audit's knowledge and expertise, and audit's
independence at work (Bouhawia et al, 2015).

Abnormal auditing behavior is a term which is
used in academic texts to describe a behavior which
leads to auditing quality reduction and finally auditing
failure (Bryan et al, 2005). Abnormal audit behavior
directly influences on auditing quality. Audit abnormal
behavior includes numerous items like report less than
the audit time limit (Kelley and Margheim, 1990) and
premature signing of auditing procedures (Alderman
and Deitrick, 1982). Some commentators have
investigated ethics in auditing and abnormal behavior
of audits. Taylor et al (2012) showed that from 238
respondents, 66 people showed 88 abnormal
behaviors. Most of the abnormal behavior belonged to
audits' behavior and a small number belonged to
working environment. Other studies also investigated
the influence of time budget pressure on independent
audits' behavior. Mahdavi and Naimi (2003) found that
although audits believe in adherence to professional
ethics observation, they express non-professional
behavior when exposed at time budget pressure.
Furthermore, the possibility of non-professional
behavior expression increases with increase of time
budget pressure. Moreover, Mahdavi and Houshmand
(2013) showed that audits' understanding of institute's
ethical culture does not influence on audits' behavior.
Furthermore, audits' personal traits do not increase
auditing quality via audits' abnormal behavior.

2.2. Social capital

Although social capital concept roots go back to
19 century texts, it was first used by Jane Jacobs in
1961. This concept was also vastly studied by James
Coleman in 1980s and Robert Putnam (Lorenz, 2017).

There are many definitions for social capital
(Acquaah, 2007). In the primary definitions, Putnam
believed that a good governance is closely related to
civil participation and social integration depends on
social networks, behavioral norms and trust. He
confirmed that these items constitute social capital and
it is necessary for life quality improvement, civil
participation and development of communities.
Coleman believed that social networks can create
closer relationships among people and this in part can
create limitations and commitments for a society or
organization. Bordio also found that how social capital
is placed beside cultural and economic capital and can
be a part of organizations' strategy to reproduce more
social capital or convert it into other forms of capital
(Lorenz, 2017). In newer definitions, social capital is a
good understanding which has been created by social
relationships and can be moved to facilitate good
performance (Agois et al, 2012). In another definition,
social capital is a set of potential or actual resources
which result in a more or less institutionalized network
of endurable relationships for mutual realization or
familiarity (in other words, membership in one group)
(Bartee and George, 2019). Social capital, which can
be defined also as a source inside communities,
organizations and groups is created via high levels of
trust, mutual action, common behavioral norms,
formal and informal social networks and effective
information channels (Rekib et al, 2018). Therefore,
social capital involves social networks by which
individuals are placed inside a structural ecosystem of
networks (Faucher, 2018).

In general, social capital goals in organizations include
(Lorenz, 2017):

e Use of social capital to keep organization

e Establishment of formal and informal links

with other organizations and entities

e Development of relations with key decision-

makers and using them

e Having a local support network

e Creation of social capital in favor of local

communities via:

e Social partnership creation

e Facilitation of development of other companies

e Support of initiatives beneficial for society

e Encouragement of other organizations for

being active in society
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Social capital is a multidimensional concept which
must be attended from different aspects (Lehner,
2014). Nahapiet and Ghoshal (1998) differentiated
three structural, content (cognitive), and relational
dimensions which are correspondent to social
interaction, common targets and culture and trust in
networks. Social capital dimensions are not
independent of each other. In fact, all social
dimensions must be highly dependent on each other
(Castro and Roledan, 2013). The dimensions are
explained in the following section.
Structural dimension

The Network theory and social capital theory were
basically developed based on Bert's “structural
cavities" approach and Granovetter's "strong and weak
nodes" approach (Teodoraki and Messeghem, 2017).
The structural dimension of social capital refers to
structural features of a network (Castro and Roledan,
2013). In other words, this dimension describes the
model of interaction between individuals/organizations
like network density or restrictions (Baharati et al,
2015; Lewin et al, 2016; Lefbereh et al, 2016). This
dimension is characterized by formal relations in a
network, their configuration and stability (Theodoraki
and Messeghem, 2017). Indices like the number of
partners and network nodes number are used for
measurement of structural dimension of social capital
(Castro and Roledan, 2013).

Content dimension (cognitive)

Cognitive dimension describes the organizations'
common understanding of the interactions (Baharati et
al, 2015). This dimension refers to methods of thinking
(Levin et al, 2016), common vision (Lefebvre et al,
2016), common culture and targets, and common
language and codes. In other words, this dimension is
related to similarities in members' perceptions and
interpretations. Common goals are concentrated on
development of a common understanding of favorable
achievements and outputs of members. A common
culture refers to common beliefs among members of a
society or organization. Common language and codes
facilitate knowledge sharing among members
(Theodoraki and Messeghem, 2017). A common
outlook also refers to sharing targets, concerns, and
perceptions among network members (Lefebvre et al,
2016).

Relational dimension

This dimension of social capital refers to relations
achievements like trust which are grown via
interaction (Bharati et al, 2015; Castro and Roledan,
2013), members' commitments and expectations and
norms. Norms are powerful tools for creation of trust
in an ecosystem (Theodoraki and Messeghem, 2017).
Relational components of social capital include
emotional closeness, Interaction frequency, and trust
and trustworthiness. In order to measure relational
dimension, usually indices which show node power
(Levin et al, 2016) like multiple partners and
accumulative ratio of coalition actions with others are
used, because these indices can be regarded as
symbols of trust among partners and coalitions and
quality in relations (Castro and Roledan, 2013).

From domestic (Iranian) studies, Salehi Dashti and
Saedi (2020) investigated the influence of occupational
and social psychological pressure factors on
occupational performance of audits. They used
structural equations modeling technique and found that
occupational psychological pressure, social pressure,
and time pressure on audits can decrease their
performance. They did not found any significant
relationship between overwork and conflict between
work and family with audit's occupational
performance. Panahi (2019) conducted a research
titled "a meta-analysis of causes and effects of social
capital in organizations"”. He identified 20 independent
and 35 dependent variables. he showed that human
capital, citizenship behavior, ethical intelligence,
organizational strategies, organizational justice, social
networks,  organizational intelligence,  vertical
relations, transformative leadership and social
responsibility have the highest influence on formation
and intensification of social capital. Further, important
organizational variables like organizational health,
participation, organizational success, life quality,
occupational  satisfaction, team  effectiveness,
knowledge  management, talent  management,
responsiveness, performance improvement, customer
orientation, organizational learning, intellectual
capital, value creation, happiness can influence on
organizational commitment. Davoudi Nasr et al (2018)
conducted a research to investigate an appropriate
model for audits' social capital (social ethics) from
human rights and social values viewpoint using
exploratory factor analysis and structural equations
modeling technique. Their results showed that audits'
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social responsibility dimensions from human rights
and social values viewpoint include social base, use of
mass media, presence in public, citizenship rights, ,
responsiveness and responsibility, civil participation,
informing and transparency, quality and quantity of
services and social mission commitment. Nikbakht et
al (2018) proposed a model for audit independence.
The results of 22 structured interviews with experts of
auditing revealed that factors like human resource
quality, absence of manager's influence on audit,
absence of financial dependence on work manager,
auditing work distribution quality, proper cycle of
auditing  institutes, auditing  salary  quality,
competitiveness of atmosphere in auditing, observation
of  professional regulations and professional
supervision sufficiency can influence on audit's
independence. Moreover, factors like professional
qualification of auditing institutes, manager's quality
of demand for auditing service, and stakeholders'
knowledge of auditing and contextual conditions like
law-making features, executive and supervision
features, socio-cultural and economic features of the
society and auditing profession play intervening roles.
Mehrabanpour et al (2019) investigated the
relationship between social capital and auditing wage.
They found that social capital arisen from
religiousness; collectiveness and relationship with
other companies have negative and significant
influence on auditing wage. For other indices of social
capital like family values and relationship with
government, however, no significant influence was
found. They also found that cognitive and structural
dimensions of social capital have positive and
significant relationship with financial position of
commercial units. They believed that social capital can
play a key role in economic vision and investors'
decision-making model. Bani Mahd and Darvish
(2016) investigated the relationship between social
trust and audits' attitude towards independence. They
found that social trust and audit's occupational position
are influencing factors on audits' attitude towards
independence. Tabandeh (2016) investigated the
relationship between audit's professional ethics and
auditing quality. He found that factors like audit's
commitment to integrity and honesty, audit's
independence and his/her professional neutrality,
audit's commitment to professional behavior, secrecy,
and audit's professional performance have positive and
significant influence on auditing quality. Karimi et al

(2015) designed a conceptual model for social capital
dimensions from Islamic system viewpoint. They
investigated social capital features from western and
Islamic viewpoints. The research had a qualitative and
content analysis approach. The research studied
western and Islamic references to introduce
dimensions and sub-dimensions of social capital
including  structural, relational and cognitive
dimensions to contribute to the literature.

Among similar foreign studies, Castilo et al (2021)
investigated the influence of planned behaviors on
social capital. Their results showed that mental norms,
perceived control and mental attitudes influence on
social capital. Asry and Ginting (2020) conducted a
study to investigate the influence of professional
behavior and emotional quotient on audit performance
in Indonesia. They used linear regression and indicated
that EQ and professional behavior significantly
influence on audits' performance together with each
other (simultaneously). Bianchi et al (2019)
investigated the influence of social capital and human
capital of an audit on his/her wage in Italy. Their
results revealed that an audit's personal ftraits
significantly influence on audit's wage. Furthermore,
they found that value and social capital of audits in
companies which use small auditing institutes is more
and they pay more wages. Akintimehin et al (2019)
conducted a research titled: “investigation of social
capital and its influence on commercial performance"
in Nigeria using structural equations modeling
technique and partial least squares. They proved that
all dimensions of social capital influence on
commercial performance. Further, company's lifetime
intensifies the relationships as a control variable. Joeha
(2017) dealt with the impact of social capital on
financial reports. His results revealed that when an
enterprise is located in an area with a high social
capital, it has higher quality in financial reports. He
found that enterprises located in such an area in USA
present financial information with less probable fraud.
Joeha and Chen (2015) investigated the audit's wage
and social capital. They found that companies located
in low social capital pay more costs for auditing their
financial statements. Hasan et al (2015) investigated
social capital and debt contract. They used regression
analysis and found that companies in environments
with more social capital face easier conditions in debt
contracts.
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Research methodology

In terms of purpose, this was an applied research and
in terms of data gathering technique, it can be regarded
as a mixed exploratory research. Exploratory mixed
studies have two stages in which the results of the first
method (qualitative) contribute to the results and
analyses of the second method (quantitative). This is
useful especially when a researcher wants to develop a
model or test it, because these methods cannot
investigate research variables alone. In this method,
first, interview is used to identify important variables,
develop a categorization system, develop a new theory
or study the details of a subject. The variables and
their relationships are identified to respond to research
questions. In the quantitative section of the research,
the model obtained in the first section was validated.
Questionnaire-based surveys are used usually in this
section (Muhammadpour, 2012).

3.1. Data gathering tools

Semi-structured interview was used to collect
qualitative data. First, research questions were
prepared and new ideas of experts were added during
interviews and new questions were asked if necessary.
In this methodology, acceptable and effective results
were obtained to identify the constructs. A researcher-
made questionnaire with 5-point Likert scale was used
in the quantitative section.

3.2. Analysis method

Thematic method was used to analyze data. According
to Braun and Clarke (2006), thematic analysis is a
method for identifying, analyzing and reporting
patterns (themes) within data. It minimally organizes
and describes your data set in  (rich)
detail. Thematic analysis offers an accessible and
theoretically flexible approach to analyzing qualitative
data. Therefore, three encoding stages, i.e. open, axial
and selective encoding of verbal data were used. In the
quantitative section, structural equations modeling
with partial least squares was conducted using Smart
PLS.

3.3. Statistical population and the sample

The statistical population of the research included
formal accounting and auditing experts. The experts
were divided into two sections: a) theoretical experts:
university lecturers who were educated in auditing

field and were members of universities scientific board
and had more than 10 years of experience. B)
Empirical experts: including members of formal
accounting society with more than 10 vyears of
experience in auditing with minimum master degree.
The statistical population of the research, in
quantitative section, included all members of formal
auditing society. Sampling was non-random and
purposeful in the qualitative section and was cluster
random in the quantitative section. Sample size in the
qualitative section was determined based on theoretical
saturation, where the saturation was reached in the 18t
interview. In the 18" interview, the extracted data was
repetitive and no new code was explored. However,
For more certainty, two more interviews were
conducted.

In the quantitative section, sample size was calculated
by Cocheran's formula for a limited population:

z*pq 1.962 x 0.5 X 0.5
. d _ 0.5
1 [z%pq 1 [1.96% x 0.5 % 0.5
1+N[d2 ‘1] 1+m[ 0052 1
~ 174

Therefore, minimum required sample size was 174
people and 180 people were picked for more certainty.

3.4. Reliability and Validity

To increase validity of data obtained from interview,
all verbal data were sent back to interviewees to
confirm/modify them. The face and content validity of
the questionnaire was confirmed by 10 academics.
Average variance extracted (AVE) was used to
investigate construct validity. Cronbach's alpha and
composite reliability were wused to investigate
reliability of the questionnaire.

Data analysis

Demographic variables

The qualitative data was gathered among 20 experts.
17 respondents were male and 3 were female. Two
respondents were below 35 years old, 7 were aged 35-
45, and 11 were above 45. 5 experts had master degree
and 15 had PhD degrees. 8 people had an experience
between 10 to 20 years, 12 had more than 20 years.
116 respondents were male (64%) and 64 people
(36%) of them were female in the quantitative section.
75 people (42%) had bachelor degree and 85 people
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(47%) had master degree and 20 people had PhD The semi-structured interview questions of the
degree (11%). 34 audits were below 35 years old research are as follows. Regarding the answers to the
(19%), 96 people were 35-15 (53%) and 50 people following questions, more questions were asked from

(28%) were 45 and above.

respondents. After data gathering, open, axial and
selective encoding stages were conducted and a

Qualitative data analysis results sample can be observed in table 2.

Table 1. Interview questions

Questions

1 What are the dimensions of audits' behavior in your opinion?
2 What are the dimensions of social capital in your idea?
3 Which factors influence on audit's behavior based on social capital dimensions?
4 How do you evaluate audit's indigenized behavior model based on social capital dimensions?
Table 2. A sample of coding of verbal data
ANTERET (7 (e o Primary coding Ax!al Selec_tlve
(open) coding coding
Ethical rules are not the results of fixed personal traits but are the
results of interaction between an individual and ethical Senior management Ethics-
1 environment. studies revealed that there is a significant important role in oriented Organization's
relationship between ethical atmosphere and audits' ethical ethical orientation audits' management
judgment. this shows that senior management of enterprises play training
important role in ethical regulation.

In the first stage, verbal data were analyzed by open repeated items. In the third step, axial codes were
encoding. In the second step, axial codes were integrated in larger categories by selective encoding
extracted after classification and elimination of (table 3).

Table 3. Axial and selective encoding of research data

Selective codes

Axial codes

Organization's management

Institutionalization of behavioral values

Inclusion of behavioral education in accounting educational system

Management of ethical values in work environment and managerial actions legitimacy

Instruction of ethical accountants

Behavioral sensitivity presence in management

Improvement of audits' compatibility with ethical standards

Organization's managers and policy-makers' admiration of ethical values

Professional principles and rules

Design of professional behavior code

Proper behavioral values and ethical decision-making

Design of rules and standards

Framework creation by organizational behavior

Human (individual capital)

12. High levels of self-knowledge, self-regulation and self-confidence

Self-efficacy and emotional intelligence

Accountants' adherence to fundamentals of professional behavior

Independence and neutrality, secrecy and honesty

Cognitive factors

Proper understanding of organizational ethical principles

Proper understanding of ethical principles of accounting profession

Understanding and maintenance of common ethical values

Group work morale and cooperation in works

Strategic considerations

Organizational policies and directions

Behavioral values based on organizational policies, processes, and activities

Design of behavioral codes, ethics instruction, and behavioral decision-making teaching
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Strategy design based on ethical models

Ethical rules observation in accounting

Behavioral motivations presentation

Organizational environment

Appropriate organizational behavior atmosphere

Ethical standards implementation

Role conflict in the organization

Norms arisen from family, trust, and ethical behavior among individuals

Creation of an ideal environment for formation of useful cooperation among individuals

Strengthening of family values, integration and friendship among people

Social capital

Mutual trust, achieving benefits and collective synergy

Religiousness, family values and collectiveness

Culture, beliefs, norms, values, tendencies and beliefs

The research proposed model is presented in figure 1 as the final step in qualitative section.

Strategic
considerati
ons

Human
capital

Cognitive
factors

Figurel. Indigenized model for audit's behavior based on social capital

Quantitative data analysis results

The model was tested by means of structural equations
modeling technique and partial least squares approach
in Smart PLS. several points should be cared about in
partial least squares technique: the strength of
relationship between factor (latent variable) and
observable variable is indicated by factor loading.
Factor loading ranges between zero and 1. If its vale is
less than 0.3, the relationship is weak. If it is between
0.3 and 0.6, it is acceptable and it is very desirable if it
is above 0.6. bootstrapping or Jackknife cross-
validation method are used to investigate significance
of the observed correlations. Bootstrap method was
used in this research, which leads to t statistic. In a 5%
error level, if t-value is greater than 1.96, the observed
correlations are significant. In general, there are two

kinds of inter-variable relationship in partial least
squares technique: outer model, which reveals the
relationships between latent and obvious variables.
The Inner model investigates relationships among
latent variables (Davari and Rezazadeh, 2014).
Questions 33 and 34 were eliminated due to small
factor loading and the model was re-executed. The
results of the final model have been presented in Table
3 and Table 4.
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Table 4. Outer model
(research constructs measurement model)

measurement model has convergent validity (Davari
and Rezazadeh, 2014).

COTINER || SETEIEIES Factorijdlng T:?Luj Composite reliability (CR) is a better and more valid
Qo1 ./MV p / > index than Cronbach's alpha in structurall models. This
Q02 ’/A \;/;\ is because in Cronbach's alpha, all indices of a
. 0 oo . . . .
izati Q03 / / construct are imported in calculations with the same
Organizational Qo4 VT YA ) ) ' A
management o VoW importance. In calculation of composite reliability,
ng ~;M rv;/\;/\ however, indices with higher factor loadings have
Q07 i M; . more importance. This in part causes CR values of
808 j/w wi/ - constructs to be more realistic and exact than
Professional : . Cronbach's alpha.
Qog JAAA $N/AE . ..
rinciples and The following conditions must hold for convergent
princip Q10 VJAYS VW/EYA - ) -
rules m T T validity and composite reliability:
Q Condition 1
Q12 A 1ot CR>0.7; CR>AVE; AVE>0.5
Human capital Q13 t/AeY Yo/ AR o ’ '
individual /oY YO/NA - -
( ) Q14 [he / Table 5. Reliability and validity of the research constructs
Q15 t/Ate AVAA Convergent | Composite [
Q16 /v A/ooA Main constructs validity reliability h's alpha
Cognitive Q17 JATY Ya/vyo _ (AVE) (CR)
factors Q18 .JEoA Yoy CognltzéeFIactors VJoNY A I
ng VARYN AAVARA Human capital LYY e \JAYD
Q20 AN - LYARRY (HC)
Strategic Q21 /YA Yy Organizational r AU | asa
considerations Q22 /Aoy vy/toy (OE) environment
- e Organizational A ATy AT
Q23 +/ / (OM) management
Q24 «/AVA VYT Professional
Q25 JJAYY VI/TAY principles and rules VAGY AR +/Ade
Organizational — ¢ Y P (PPR)
environment (SC) Social capital /ot +/va4 Ve
Q27 AV E VUYYA
Q28 YN vy Strategic V29 A Ve
Q29 vTY VYT (SF) considerations
. . Q30 /A YV/ee Y . -
Social capital 031 e YT AVE is greater than 0.5. Thus, the convergent validity
Q32 VYA ) O/AYY holds.

Three indices were used to evaluate reliability and
validity of the outer model:

- Convergent validity

- Composite reliability

- Cronbach's alpha

Convergent validity shows how convergent the
variables of a construct are. It is investigated based on
outer model and by calculation of AVE. AVE index
indicates the shared variance between each construct
and its own indices. In other words, AVE shows the
correlation between a construct and its own indices,
the more this correlation, the better the fit. Fornell and
Larker believe that if AVE is greater than 0.5, the

Cronbach's alpha was greater than 0.7 for all variables.
Thus, the reliability is confirmed.

Composite reliability is also greater than AVE and is
greater than 0.7 in all cases. Therefore, the third
condition also holds.

The relationship between variables in each hypothesis
has been tested by partial least squares (PLS) method
in order to evaluate the internal model of the research.
The general model of the research is presented in
figure 2. This model, which is the output of Smart PLS
software, the summary of results of standard factor
loadings of variables has been presented. T statistic
and bootstrapping value for measurement of
significance of relationships has been presented in
figure 3.

Vol.8 / No.31 / Autumn 2023




62 / An indigenized model for audit behavior based on social capital

| Q24 H Qs

|026||Q2T||028|

pg7o 00922 0987 08140 744

069 |029||030||031||032|

AT o2 bg16 0762 0808 g a9

87

;
0.835
Qo2
Qo3 =
0.50 T
0.824
.58 w630
oM 5 Bl
m:.e 08360 gfs 852 04626
|020 ||021 ||022 || az3 |
Qo7
0870 nggs nkas D893
| Qos || Q09 || Q10 || at ‘

CF

Figure 2. output of model validation with partial least squares technique (Path coefficient mode)

| az4 H azs

|Q26||QZT||028|

7 3178,6573.03516 758 op3

‘029 ||030 ||031 ||Q32|

037 18\031 19118 5 g7

Q0 977

L1187

1.
a0z -
oo 13.225

Qo3 =
1860 10,363

5 o 59.97
.a 59977 766 3153 N26
|QZU ||Q21 ||022 || Q23|
Qo7
28036 45 J15 17015 35956

|ona || aos H Q10 || atl |

088

0.8652
0.853
0545

0676
0.862
0.458
0.798

5}
had
i

5.089
30180
29 932

8553
9.725

3512
992

Figure 3. significance of relationships among variables with partial least squares method (Bootstrapping mode)

Vol.8 / No.31 / Autumn 2023

13

ol |2
ka

2]
=

o
&

o o =
S @ &

Q19

Q12

Qi3

14

H



International Journal of Finance and Managerial Accounting [ 63

Standard factor loading of the influence of
organizational management on strategic considerations
is equal to 0.824. further, t value is equal to 16.291
which is greater than 1.96 critical value. Thus, it can
be said with 95% of certainty that organizational
management has a positive and significant influence
on strategic considerations.

Standard factor loading of the influence of
strategic considerations on organizational environment
is equal to 0.835. Further, t value is equal to 11.367
which is greater than 1.96 critical value. Thus, it can
be said with 95% of certainty that strategic

considerations have a positive and significant
influence on organizational environment.
Standard factor loading of the influence of

strategic considerations on professional ethics and
principles is equal to 0.819. further, t value is equal to
13.976 which is greater than 1.96 critical value. Thus,
it can be said with 95% of certainty that strategic
considerations have a positive and significant
influence on professional principles and ethics.
Standard factor loading of the influence of
organizational environment on social capital is equal
to 0.472. further, t value is equal to 3.997 which is

greater than 1.96 critical value. Thus, it can be said
with 95% of certainty that organizational environment
has a positive and significant influence on social
capital.

Standard factor loading of the influence of
professional ethics and principles on social capital is
equal to 0.381. further, t value is equal to 2.995 which
is greater than 1.96 critical value. Thus, it can be said
with 95% of certainty that professional ethics and
principles has a positive and significant influence on
social capital.

Standard factor loading of the influence of social
capital on human capital (individual) is equal to 0.793.
further, t value is equal to 13.225 which is greater than
1.96 critical value. Thus, it can be said with 95% of
certainty that social capital has a positive and
significant influence on human (individual) capital.
Standard factor loading of the influence of social
capital on cognitive factors is equal to 0.630. further, t
value is equal to 10.863 which is greater than 1.96
critical value. Thus, it can be said with 95% of
certainty that social capital has a positive and
significant influence on cognitive factors capital.

Table 6. Research hypotheses test

hypotheses Independent variable Dependent variable Path coefficient| T value Result

Hypothesis 1 Organizational management Strategic considerations VAT E ARN Supported
Hypothesis 2 Strategic considerations Organizational environment A /¥y Supported
Hypothesis 3 Strategic considerations Professional principles and rules VZSR) AR Supported
Hypothesis 4 Organizational environment Social capital HJEVY /33y Supported
Hypothesis 5| Professional principles and rules Social capital +/YAN /440 Supported
Hypothesis 6 Social capital Human capital +/YAY /YYo Supported
Hypothesis 7 Social capital Cognitive factors AV /ATY Supported

In the end, fit of the outer model was investigated.
Contrary to measurement models, the structural model
does not concern the questions and obvious varibles of
the model and only deals with latent variables and
their relationships. The following indices were used
for fit of the structural model in this research:

e  Determination coefficient (R?)

e Stone-Geisser index (Q?)

e goodness of fit index (GOF)
As determination coefficient (R?) is greater for model
endogenous constructs, the model has a better fit. Chin
proposed three values 0.19, 0.33, and 0.67 as criteria
values for weak, average, and strong values of

structural model fit in determination coefficient
(Davari and Rezazadeh, 2014).

According to table 7, determination coefficient for
model endogenous constructs is desirable. Sport
hosting determination coefficient is 0.582 which is
acceptable.
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Table 7. determination coefficients

Main constructs Determination coefficient
(CF) Cognitive factors JARNS
(HC) Human capital (individual) /14
(OE) Organizational management AR
(PPR) Professional principles and rules <IN
(SC) Social capital /TEY
(SF) Strategic considerations +/1v4

Stone-Geisser index (Q?) specifies model prediction
power. Henseler et al (2013) proposed three values
0.02, 0.15, and 0.35 for weak, average and strong
prediction power. Further, variables values are mainly
in 0.15 and 0.35 interval or greater than 0.35. thus,
prediction power of research constructs are average to
strong.

Goodness of fit (GOF) index is the most important
index in partial least squares technique. This index
evaluates both measurement and structural models.
This index is calculated by square root of the product
of "R? average" and "communalities indices average":

Equation 2

GoF = z\/(ﬁ) x (Communality)

GOF was invented by Tenhaus et al and is calculated
as in equation 2. Wetzels et al proposed three values
0.01, 0.25, 0.36 as weak, average, and strong values
for GOF (Davari and Rezazadeh, 2014). Therefore,
GOF in this research is:

Determination coefficient values average

(R?) = 0.619

Communality values average
(Communality)=0.390

GOF=%/0.619 x 0.390 = 0.491

GOF index is equal to 0.491. thus, the model is of a
good fit.

Conclusion and discussion

The present research developed and tested an
indigenized model for audit behavior based on social
capital determinants and consequences. Qualitative
method and semi-structured interviews were used to
identify these factors. The results of the qualitative
section revealed that factors which affect social capital
includes  professional  principles and  rules,

organizational environment, strategic considerations,
and organizational ~management.  Furthermore,
outcomes of audit's social capital include human
capital and cognitive factors.

Human capital includes knowledge, creativity,
experiences, and occupational skills of audits. This
factor results in creation of added value by audits in
the process of conversion of knowledge and
experience into service for auditing institute. The
results of the quantitative section revealed that human
capital, with significance coefficient of 13.225 and
path coefficient of 0.793 should be regarded as one of
the positive results of social capital. This result is
similar to the results of studies conducted by Coleman
(1988), Teachman et al (1997), Schuller and Field
(1998), and Johnson et al (2012). Cognitive factors are
those approaches and positive and flexible aspects of
life and optimism and self-efficacy. This causes better
self-understanding and helps achieve auditing goals
and can cause success and merit for audits. The results
showed that cognitive factor with a significance
coefficient of 10.863 and path coefficient of 0.63 is an
achievement of social capital for audits. This result is
similar to the results of studies conducted by Hashemi
Nosrat Abad et al (2011), Bahadori KhosroShahi et al
(2012) and Mahfud et al (2020).

Audits' ethical and professional principles include
behavioral Do's and Don'ts (Teodoraki and Messghem,
2017). They have roots in ethics. Ethical rules indicate
the behavior, responsibility of profession members
towards society, each other and third parties.
Observation of these principles increases social capital
responsibility level and individual responsiveness. The
results showed that ethical and professional principles
variable, with a path coefficient of 0.381 and
significance coefficient of 2.995, has a positive and
significant influence on social capital. This result is
similar to the results of studies conducted by Pastoriza
et al (2009), Illingworth (2012), Pastoriza and Arino
(2013) and Pastoriza et al (2015).
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Audits; organizational environment has a close
relationship  with  different aspects of other
organizations and audits' performance. These aspects
include occupational roles and features. The results of
the research showed that organizational environment,
with a path coefficient of 0.472 and significance
coefficient of 3.997 has positive and significant
influence on audits' social capital. This is similar to the
results of studies conducted by Cheong (2006),
Pastoriza et al (2009) and Salehudin (2009).

Ethical and professional principles and also
organizational environment are affected by strategic
considerations. This construct refers to audits and their
supervisors' decisions. Audits use a set of relating
strategies instead of a comprehensive and unit strategy.
Some audits use strengths to exploit external
opportunities and events and some of them make use
of external environment opportunities. Therefore, a
relationship should be considered between auditing
strategies and individual ethics. The results showed
that strategic considerations with a path coefficient of
0.819 and significance coefficient of 13.976 has
positive and significant influence on professional and
ethical principles. This is similar to the findings of
Gilbert (1986) and Hosmer (1994). Further, the results
showed that strategic considerations, with a path
coefficient of 0.835 and significance coefficient of
11.367, has a positive and significant influence on
organizational environment. This is compatible with
the results of Slevin and Kevin (1997) and Bantel
(1998).

Finally, the results revealed that it is the
organization's management which specifies the
strategic considerations of influences on them. This is
compatible with the viewpoints of Mintzberg (2000) in
his book "the rise and fall of strategic planning”. He
believes that although participative management style
is effective in strategy implementation step, planning
and decision-making for organizational strategies
should not be done by participative approach and
should be done by senior management of the
organization because lower-level people may involve
their executive benefits in preparation of plans and
strategies. Moreover, this increases the cost and time
of planning.

Practical implications
The following recommendations are presented based
on the research results:

An important issue regarding the position of audits
is their behavior. the results revealed that audits'

behavior  is effective based on social capital.
Therefore, the following recommendations are
presented:

a) human capital allows for emergence and fruition
of creativity and innovation among audits from two
aspects: understanding and attention to creativity and
innovation and promotion of  organizational
technologies and re-definition and support of
innovative behavior. Therefore, any kind of attempt in
the field of human capital improvement is a kind of
investment in creation of a creative and innovative
auditing institute.  Therefore, considering the
relationship between human capital and creativity, two
approaches can be adopted.one is development of
human capital in regular manners which in part
increases creative behaviors and the other is promotion
of human capital in the meaning of development of
knowledge and skill and expertise in creativity and
creation of new ideas in administrative, educational
and organizational processes.

b) according to the results of the research, audits'
cognitive capital as a dimension of social capital can
result in audits commitment and attempt. Managers
and owners of institutes are responsible for social
capital development. Therefore, this approach should
be institutionalized.

c) spread of ethics among audits means learning a
special style of organizational life. Indirect methods
like social, cultural, and in-service instruction should
be cared about. Besides the instruction type, the
organization should specify instructional needs out of
comparison of the present status and desirable status
(what is necessary for answering ethical constitution
and organizational goals) in order to effectively
determine instructional content. It is necessary to
support research on professional ethics in order to
determine the present status (audits' level of adherence
to professional ethics) and desirable status (audits'
viewpoint to institute conditions as knowledgeable
individuals).

d) the results of the present study can present
recommendations for the statistical population
programmers an experts: managers can hold
periodical meetings and appraise select audits
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ethically in order to increase other colleagues'
motivations. Since audits have important roles in
development of social capital of organizations,
they should be provided with different aspects of
social capital to play effectively in this regard.
An application of dimensions of social capital
concept can help strengthen this concept in
auditing and transfer it to the society widely.

e) the results showed that social capital dimensions
can be replaced in audit's behavior. it can be said that
social structures can be effective in audit's behavior.
considering the importance of audit position in society
and among investors, Tehran Stock Exchange
managers, law-makers and professional boards are
proposed to include social capital concepts in audits'
professional behavior code to increase audits' ethical
knowledge.

Limitations and Future research
Besides practical implications, the following
recommendations for future research are proposed:

a) Researchers should study the impact of local
factors on audits' professional behavior.

b) It is recommended to investigate the impact of
audits' individual bias on auditing techniques.

c) It is recommended to investigate the
relationship between motivational psychology
dimensions and auditing quality in a linear
model.

d) It is recommended to investigate the impact of
organizational ethical culture on audit's
judgment.

e) This research is limited to Iranian audits. More
studies can be conducted among other
occupational groups as well as other countries.

f) This study has not examined the moderating
roles of demographics (gender, age, education,
etc.) in the relationship between independent
variables and dependent variables. Future
research should be done considering these
variables.

g) This research found that organizational
management can affect the determinants of
social capital indirectly through strategic
considerations. However, future research
should find out how different leadership styles
can affect these determinants.
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