THE EFFECT OF PROFESSIONAL SKEPTICISM AND ETHICS
ON THE ABILITY TO DETECT CREATIVE ACCOUNTING

Kiirsad CAVUSOGLU
Mersin University, Anamur Vocational School, Anamur,
Mersin, Turkey, kursatcavusoglu@mersin.edu.tr

Filiz ANGAYKUTLUK

Akdeniz University, Faculty of Applied Sciences,
Department of Banking and Finance, Antalya, Turkey, angay@akdeniz.edu.tr

ABSTRACT

The purpose of this study is to investigate the effect of professional skepticism, ethical
sensitivity and ethics position of independent auditors on their ability to detect the practices
of creative accounting. Data were collected by applying a questionnaire to 340 independent
auditors. This study is limited to independent auditors working in an independent audit
firm authorized by the Turkish Public Oversight, Accounting and Auditing Standards
Authority. The validity and reliability analysis of the variables were performed. Descriptive
statistics of the variables were presented. Path analysis, one of the statistical techniques
included in the structural equation model, was used to test hypotheses.It was observed that
ethical sensitivity and idealism besides interpersonal understanding and questioning mind
characteristics, which are the subdimensions of professional skepticism, have an significant
effect on independent auditors' ability to detect creative accounting practices.The results
imply that in addition to professional skepticism, ethical sensitivity can be emphasized in
accounting-independent audit education at universities and in in-service traing of
independent auditing firms. This study tried to contribute to the literature by explaining the
relationship between ethical sensitivity and the the ability to detect creative accounting
practices, the relationship between professional skepticism and ethical sensitivity, and the
relationship between ethics position and the ability to detect creative accounting practices,
which are less researched in accounting and auditing literature.

Keywords: Professional Skepticism, Ethics, Sensitivity, Creative Accounting,
Auditing
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INTRODUCTION

Unfortunately, in recent years, in business worldthere have been some company
scandals related to accounting and auditing which led to discussions within the
ethical framework.

After the accounting and audit scandals, the issue of ethics in auditing has become
questionable and professional skepticism and ethical principles are
overemphasized in independent auditing standards and other legislations. For
that reason, the research of the effect of professional skepticism, ethical sensitivity
and ethical position is gaining importance in the ability to detect the creative
accounting practices related to ethics.

Ocak and Giiglu (2014) examine 'Creative Accounting' under three perspectives.
According to first perspective, creative accounting is a very broad concept that
comprises presenting unrealized economic events in the financial statements and
includes fraud. From second perspective, creative accounting has been seen as
accounting and reporting of a realized economic event, creating accounting
practices in accordance with specific interests with taking advantage of gaps in
accounting, and according to third perspective, creative accounting is defined as
accounting and reporting of a realized economic event with different interpretation
of accounting and reporting rules by taking advantage of flexibilities in accounting
(Ocak and Giiglii, 2014).In this paper, creative accounting is defined as a fraudulent
financial reporting type that takes the financial statements away from the actual
and correct presentation, occurs on existing economic events, by violating
accounting rules, or by taking advantage of the gaps and flexibilities in accounting.

The first findings of ethical ideologies were obtained by Schlenker and Forsyth
(1977) in their study of the ethics of psychological research; then Forsyth (1980)
made a classification of ethical ideologies. Relativism (RLT) and idealism (IDE) are
the basis of the two dimensions of individual differences in moral judgments
(Forsyth, 1980).Relativism is the degree to which individuals refuse
universal ethics(Forsyth, 1980).Idealism is the degree to which individuals worry
about other people's well-being(Forsyth, 1992).

Hurtt (2010) defines professional skepticism within the neutral framework as a
multidimensional structure that characterizes the deferment tendency of a
concluding person until the evidences provide adequate support for an alternative
opposite to other alternatives.In this framework, six character traits that constitute
professional skepticism, including Questioning Mind (QM), Suspension of Judgment
(S]), Search for Knowledge (SK), Interpersonal Understanding (IU), Self-Confidence (SC)
and Self-Determining (SD) have been defined (Hurtt, 2010).
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Shaubetal. (1993, p. 146) described ethical sensitivity “as the ability to recognize the
ethical nature of a situation in a professional context”. In this study, ethical
sensitivity is defined as “being able to recognize / realize an ethical problem in an
existing situation”.

The purpose of this research is to investigate the effect of independent auditors'
professional skepticism, ethical sensitivities and ethical positionon their ability to
detectthe practices of creative accounting.

This study aims to make a contribution to preparation of future legal regulations,
standards and theoretical knowledge by investigating effect of professional
skepticism, ethical sensitivity and ethics position on detecting creative accounting
practices.

LITERATUREREVIEW AND HYPOTHESES DEVELOPMENT

In his study, Shaub (1989) found that ethical orientation (idealism and relativism)
had no effect on ethical sensitivity.

In the study, which investigated the effect of the ethical orientations of the auditors,
their organizational commitment and their professional commitment on their
ethical sensitivity; Shaub et al. (1993) found that relativism is negatively associated
with ethical sensitivity, however, they found that there was a negative relationship
betweenidealism and ethical sensitivity as they did notexpect.

In a study which examined the factors affecting the ethical sensitivities of tax
consultants, Yetmar and Eastman (2000) could not find a significant relationship
between relativism and ethical sensitivity.In their study on the ethical sensitivities
of accounting students; Chan and Leung (2006) found no significant relationship
between ethical sensitivity and idealism and relativism.

The study of the effect of moral philosophy (idealism and relativism) on the ethical
considerations of the auditors; Kung and Huang (2013) found that idealism has a
positive relationship with auditors' sensitivity to suspicious behavior of their
customers, while corresponding relativism was negatively related to the sensitivity
of auditors to their customers' involvement in illegal activities.In their work
investigating the effects of ethical orientation (idealism and relativism) and threats
to auditor independence on the decision making process of auditors; Johari et al.
(2017) found a positive relationship between idealism and ethical sesitivity and
negative relationship between relativism and ethical sensitivity.Research
hypotheses between ethics position and ES are:

H1:IDEhas a significant positive effect on ES of independent auditors.
H2:RLT has asignificant negative effect on ES of independent auditors.
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In their study they did with industry professionals, which emphasizes importance
of ethics in financial reporting and the factors that cause unethical creative
accounting practices; Tassadaq and Malik (2015) concluded that ethics plays a
positive and important role in financial reporting, as the more ethical values, so the
less fraudulent behavior.

In his studyon public economic organizations that investigates whether corporate
ethical values moderate the effect of good corporate governance on creative
accounting practices, Lestari (2017) found that corporate ethical values moderate
the effect of good corporate governance on creative accounting practices and that
corporate ethical values are important determinants in detecting creative
accounting practices.In their study on undergraduate business students about the
impact of individual ethical ideology (idealism and relativism) on profit
management decisions, Greenfield et al. (2008) found a positive relationship
between relativism and profit management behavior, whereas a negative
relationship was found between idealism and profit management behavior.

Research hypotheses between ethics position and the ability to detect creative
accounting practices (ACA)are:

H3:IDE has a significant positive effect on ACA of independent auditors.
H4: RLT has a significant negative effect on ACA of independent auditors.

Abdolmohammadi and Owhoso (2000) investigated the ethical sensitivity of
auditors in assessing fraud risk in financial reporting. It was concluded that
auditors were sensitive to ethical knowledge in evaluating the probability of fraud,
whereas audit managers were not sensitive.In their study on the effect of
professional ethics sensitivity on auditor performance, Afifah et al. (2015) found
that the sensitivity of professional ethics had a positive effect on auditor
performance.Ashari et al. (2013) examined the multiple relationships between
public internal auditors' awareness of corruption, supporting anti-corruption
program, ethical sensitivity, professional skepticism and corruption risk
assessment and did not find any significant relationship between ethical sensitivity
and corruption risk assessment.

In their work, which investigated the effect of audit ethics on the ability of auditors
to detect the practices of creative accounting; Al Momani and Obeidat (2013) found
that the rules of audit ethics, such as the wage payable, the right to use the
advertising, the use of form and name of the company,independence, honesty and
impartiality, individually and together, affect the ability todetect the practices of
creative accounting.Research hypotheses between ESand ACA are:

Hb5: ES ofindependent auditors have a significant positive effect on theirACA.
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In their study, which investigates the effect of auditor ethics on audit quality
together with professional skepticism, which is moderating variable, Zarefar et al.
(2016) found that auditor ethics together with professional skepticism, which is the
moderating variable, influence the quality of auditing. Farag and Elias (2012)
investigated the relationship between the students' professional skepticism and the
ethical perceptions of profit management activities; students who are more
skeptical have found the profit management actions more unethical than students
who are less skeptical. Ashari et al. (2013) did not find a significant relationship
between professional skepticism and ethical sensitivity in the study in which they
examined multiple relationships between public internal auditors' awareness of
corruption, supporting anti-corruption program, ethical sensitivity, professional
skepticism and corruption risk assessment.Research hypotheses between
professional skepticism and ES are:

H6:1U has a significant positive effect on ES of independent auditors.
H7: QMhas a significant positive effect on ES of independent auditors.
H8: SKhas a significant positive effect on ES of independent auditors.
H9: SChas a significant positive effect on ES of independent auditors.
H10:SD has a significant positive effect on ES of independent auditors.
H11: S]has a significant positive effect on ES of independent auditors.

Popova (2012), in the study thatis applied on auidit students, investigated the effect
of professional skepticism character level and different experiences with
hypothetical customer on the audit judgment and found that more skeptical
participants have come to the conclusion that the evidence is more sensitive to the
evidence of fraud during the evaluation phase.Hurtt et al. (2008), examining the
effect of the level of skepticism of the auditors on the alternative creation and
evaluation and of evidence in both ordinary and suspicious conditions; found that
more skeptical auditors in the normal audit conditions found more incongruity and
partially more alternative explanations than the less skeptical auditors, whereas
they found fewer errors, and they investigated relatively less material accuracy
tests.In case of doubtful audit conditions, Hurtt et al. (2008) found that there was
more focus on material accuracy tests for those with high suspicion, and that the
number of discrepancies and errors was higher.

Rose (2007), in the study on auditors investigating the effect of induced skepticism
on paying attention to aggressive financial reporting practices; found that more
inducedskepticism increases attention to evidence related to aggressive financial
reporting.Pramana et al. (2016), in their study about the effect of professional
skepticism on the ability of auditors to recognize fraud; they found that
professional skepticism had a partial impact on the ability to recognize fraud.In
their studies investigating the relationship between the skepticism and decision
making of the auditors; Royaee et al. (2013) found a significant and positive
relationship between the skepticism of the auditors and their decision
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making.Research hypotheses between professional skepticism and ACA are
expressed as follows:

H12:1U has a significant positive effect on ACA of independent auditors.
H13: QM has a significant positive effect on ACA of independent auditors.
H14:SK has a significant positive effect on ACA of independent auditors.
H15: SC has a significant positive effect on ACA of independent auditors.
H16:SD has asignificant positive effect on ACA of independent auditors.
H17: S has a significant positive effect on ACA of independent auditors.

3.RESEARCH METHOD

RESEARCH MODEL

A causal model was used in this study which investigate effect of professional
skepticism, ethical sensitivity and ethics position of independent auditors on their
ACA. Research model based on hypotheses developed in research is shown in
Figurel:

Figure 1: Research model
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While professional skepticism andethics position are included as independent
variables in research model, ACA is as dependent variable.ES is both dependent
and independent variable (mediator variable).
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OPULATION AND SAMPLE OF RESEARCH

The research includes independent auditors working in independent audit firms
authorized by (Turkish Public Oversight Accounting and Auditing Standards
Authority) POA. In this context, 249 independent auditing firmsthat were
authorized by POAhave been determined on the website of POA (as of 8 March
2018)and 2,701 independent auditors working in these 249 independent auditing
firmshave been determined, again by searching the website of POA. The
population of the study is accepted as 2,701. The table in the study of Yazicioglu and
Erdogan (2007, p. 72) is utilized in order to determine the sample size.

According to this table, when sampling error is d = 0.05 and significance level a =
0.05 and when it is considered that the participants in the research have different
ideas, namely heterogeneous, so p = 0.5 and q = 0,5; if the population of 2,500
people is takenwhose size is the closest to size of populationthat is accepted to be
2,701 people, it has been revealed that a sample size of 333 people should be
researched.In the light of these data, a sample size of 340 people was found
sufficient for this research.

Convenience sampling method has been chosen as a sampling method in order to
reach an adequate number of independent auditors in the appropriate time interval
with appropriate budget possibility in this study.

RESEARCHINSTRUMENT

Data were collected by survey in this research. A Scientific Research Project (SRP)
was prepared (project no:SDK-2018-2903 ) and within the framework of SRP,
service procurement was carried out to collect data bya research company.Research
company conducted surveys by face to face and by telephone.

Ethics PositionScale of Forsyth (1980) which was adapted to Turkish by Yazic1 and
Yazic1 (2010) was used to measure ethics positions.The Ethics Position Scale
includes a total of 20 items, 10 of which are related to idealism and 10 are related to
relativism.In the original case of the Ethics PositionScale, the degree of participation
in the statements is given in the nine-point Likert type (Forsyth, 1980). The degree of
participation in the statements of this research is prepared in the form of a five-point
Likert type, as in the study of Yaziciand Yazic1 (2010).

In this study, professional skepticismcharacteristics/ traitwas tried to be measured
by Professional Skepticism Scale, which was developed by Hurtt (2010). In order to
translate the scale into Turkish and to use it in research, the necessary permission
was obtained by e-mail from Hurtt. Professional skepticism scaleconsists of 30
itemsand six dimensions, six of which are in the dimension of SK, five of which are
in the dimension of SJ, sixof which are in the dimension of SD, five of which are in
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the dimension of IU, five of which arein the dimension of SC and three of which are
in the dimension of QM (Hurtt, 2010).Hurtt (2010)stated the degree of participation
in the statements of his scale in six-likert type; also in this study, the degree of
participation in the statements is prepared in the form of six-type Likert.

In many studies investigating ethical sensitivity (Dickerson, 2009; Karcher, 1992;
Shaub, 1989; Ziegenfuss and Singhapakdi, 1994), scenarios were used to measure
ES.In this study, three scenarios from Shaub (1989),Ziegenfuss and Singhapakdi
(1994) and Cohen et al.(1995)'s studies were used to measure ethical sensitivity.In
each scenario, a situation encountered and an action taken against this situation are
indicated. For each scenario, the degrees of participation in the phrase of“There is
an ethical problem in this scenario” are displayed in the form of a five likert-type.

To measure ACA, 10 itemswere used fromAl Momani and Obeidat (2013)'s studies.
Itemswere selected by taking opinions from experts.The respondents were asked to
indicate the degree of participation in each item in the form of a five likert-type.

In order to determine the demographic characteristics of the independent auditors
participating in the study, four questions were asked about
‘Gender','Age','Experience period passed as an auditor' and 'Educational status'.

VALIDITY AND RELTABILITY ANALYSIS OF RESEARCH INSTRUMENT

Exploratory factor analysis was performed to determine the factor structure of the
professional skepticism scale.In factor analysis, principal component analysis was
used as factorization technique and varimax was used as rotation technique.The
number of eigenvalues whose value is greater than one is taken into consideration
in determining the factor number.Low common variance (communality) value, the
fact that the factor is composed of one question, overlapping item and the low factor
load value are taken into consideration as item extraction criteria. KMO (Kaiser-
Meyer-Olkin) value and Bartlett's test of sphericity were investigated to determine
whether the data set is suitable for factor analysis.

The KMO value was found to be 0.784 and the p value of Bartlett's test was
0.000.These findings indicate that the data set is suitable for factor analysis.As a
result of the exploratory factor analysis, four factors (dimension) were obtained as
IU, SD, SK, and QM.The cronbach's alpha values of these four factors are 0.918,
0.835, 0.834 and 0.694, respectively, and the cronbach alpha value of all factors
togetheris 0.748.These results indicate that reliability is acceptable.

An exploratory factor analysis was conducted to determine the factor structure of
the ethics position scale.Same technique of factorization and rotation, same criteria
of item extraction and determining factor number were used. The KMO value was
found to be 0.515 and the p value of Bartlett's test was 0.000.These findings indicate
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that the data set is suitable for factor analysis.As a result of the exploratory factor
analysis, two factors (dimension) were obtained asIDEandRLT. The cronbach's
alpha values of these two factors are 0.661 and 0.540, respectively, and the cronbach
alpha value of all factors together is 0.491.These results indicate that reliability is
acceptable.

As one of the reasons for applying factor analysis was to reduce the number of
variables (Durmus et al., 2011), exploratory factor analysis was performed to
simplify the number of items related to creative accounting practices.Same
technique of factorization and rotation, same criteria of item extraction and
determining factor number were used. The KMO value was found to be 0.682 and
the p value of Bartlett's test was 0.000.These findings indicate that the data set is
suitable for factor analysis.As a result of exploratory factor analysis, a single factor
as ACAconsisting of three items was obtained.The cronbach's alpha valuesof this
factor is0.738. This result indicates that reliability is acceptable.

As in the studies conducted by Ziegenfuss and Singhapakdi (1994), Singhapakdi et
al. (1996) andDickerson (2009), manipulation control of the scenarios was
performed.The fact that the average of responses to ethical sensitivity was
significantly higher thanthe degree of participationstatedas “Neutral” or “Neither
agree nor disagree”, shows that the situations used in the scenarios are suitable for
empirical work(Singhapakdi et al., 1996).Therefore, the averages and frequency
distributions of all three scenarios were examined.In order to determine whether
the averages are above the degree of participation, which is expressed as “Neither
agree nor disagree”, 'Range / Number of Groups' formula and group value
ranges(Beydogan and Beydogan, 2017) for each degree of participation were
determined.According to this, group value ranges were between 1.00-1.79 for
'Strongly disagree', 1.80-2.59 for 'Disagree', 2.60-3.39 for 'Neither agree nor disagree',
3.40-4.19 for'l agree' and 4.20-5.00for 'Strongly agree'(Beydogan and Beydogan,
2017).

Table 1:Frequency distributions, means and standard deviations of scenarios
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When the frequency distributions in Table 1 were examined, only 24.5% of
respondents for scenario 1 and only 37.7% of respondents for scenario 2 stated that
the scenarios included an ethical problem; it can be stated that 59.1% of respondents
for scenario 1 and 50.0% of respondents for scenario 2 are neutral about whether the
scenarios contain ethical problems.59.1% of respondents stated that the scenarios
contained an ethical problem for Scenario 3.

When the averages of the scenarios are examined, it is seen that the 3.13 average
values of Scenario 1 and the 3.36 average values of Scenario 2 are included in the
'Neither agree nor disagree' group and the 3.44 average value of Scenario 3is included
in the 'I Agree'group in terms of group value ranges.In light of these findings, it can
be stated that only the situation in Scenario 3 is suitable for this study because it is
above the degree of participation which is expressed as 'Neither agree nor disagree'.
For this reason only scenario 3 is taken into account as the ethical sensitivity
variable.

FINDINGS OF DEMOGRAPHIC CHARACTERISTICS

The findings of the demographic characteristics of 340 independent auditors are
presented in Table 2 as frequency and percentage distributions.

Table 2 : Demographic Characteristics of The Sample

Variable Demographic Characteristics | Frequency | Percentage (%)
Gender Male 222 65.3
Female 118 34.7
Total 340 100.0
<30 77 22.6
31-40 203 59.7
41-50 55 16.2
Age 51-60 4 1.2
261 1 0.3
Total 340 100.0
0-5 years 137 40.3
Experience as  |6-10 years 82 24.1
Auditor 11-15 years 86 25.3
16-20 years 34 10.0
20 years 1 0.3
Total 340 100.0
Bachelor degree 270 79.4
Master’sdegree 67 19.7
Education Status |PhDdegree 3 0.9
Total 340 100.0
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TESTING OFHYPOTHESESWITH PATH ANALYSIS

In order to test hypotheses, path analysis has been utilized. The path analysis was
performed with the observed variables in this study.

Before evaluating univariate normality, univariate outlier was examined.
Nounivariateoutlier could be found. If skewness and kurtosis values are between -2
and +2, the distribution of variables can be considered normal(Civelek, 2018;
Eroglu, 2010; Muzaffar, 2016).It was found that only the skewness and kurtosis
values of the SD variable were not between -2 and +2.In this case, itcan be said that
SDdoes not show univariate normality.Therefore,SD variable was not used in the
analysis of the following sections of the study.The remaining seven variables were
continued to be analyzed.

When the Mahalanobis distance for seven variables was examined, it was found
that the three data were multivariateoutlier. These three data were extracted and
the analysis was continued with the remaining 337 data.

Correlation analysis can be used to examine linearity(Durmus et al., 2011).As seen
in Table 3, a significant relationship was found between ACA dependent variable
and IU, SK, QM, IDE, RLT and ES independent variables.Again, there is a
significant relationship between the ES dependent variable and the independent
variables of IU, SK, QM, IDE and RLT.

Table 3:Pearson correlation coefficients of variables

Variable 18] SK QM IDE RLT ACA ES
1U 1
SK 0.327** 1
QM 0.062 0.145%* 1
IDE 0.401%* 0.122* 0.068 1
RLT 0.342%* 0.456** 0.182%** 0.078 1
ACA 0.450%* 0.251** 0.242%* 0.565** | 0.198** 1
ES 0.491%* 0.196** 0.182%* 0.241** 0.137* 0.363** 1
**Correlation is significant at p <0.01 level (2-tailed)
*Correlation is significant at p <0.05 level (2-tailed)

Table 4 presents some descriptive statistics of variables before testing hypotheses
with path analysis.

Table 4:Descriptive statistics of variables

Variable n Minimum | Maximum Mean Standard Skewness | Kurtosis
Deviation Value Value

U 337 1.60 6.00 4.58 1.218 -1.349 0.413
SK 337 1.00 6.00 4.61 1.094 -1.168 0.674
oM 337 1.00 6.00 4.60 1.066 -1.101 1.264
IDE 337 1.00 5.00 3.80 1.048 -1.087 0.647
RLT 337 1.00 5.00 3.79 0.987 -1.050 0.841
ACA 337 1.00 5.00 3.56 1.006 -0.780 -0.287
ES 337 1.00 5.00 3.45 1.306 -0.694 -0.596
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In order to make an evaluation about the means, the Range / Number of Groups
formula and the group value ranges for each degree of participation (Beydogan and
Beydogan, 2017) were determined.In this context, when the means are examined, it
can be stated that the independent auditors involved in the sample generally have
interpersonal understanding, questioning mind and in search of knowledge.Again,
when the means are examined, it can be inferred that independent auditors are
generally idealist and relativist, and have ethical sensitivity and the the ability to
detectcreative accounting practices.

The research model was continued with the remaining variables IU, SK, QM, IDE,
RLT,ESand ACA.

The fit indices were examined before testing the hypotheses by Path analysis.The
chi-square value was 0.00, the degree of freedom was 0, the chi-square p value was
1.00 and the RMSEA was 0.000.In addition, when the model fitindexes in the output
file are examined, the message,

“The Model is saturated, the Fit is Perfect!”is seen.This message means that the
model has reached saturation and fit is perfect; this shows that the model is a
saturated model, a fully defined model is built (Aksu et al., 2017; Cokluk et al.,
2016).In a saturated model, the model is perfectly fitted with the data(Civelek,
2018).In such models where the chi-square value, the degree of freedom are zero,
the hypotheses for certain paths can be tested(Tabachnick and Fidell, 2015).

After evaluating the fit indices, the results of the Path analysis related to the
research model builtin Figure 2 are presented.

Figure 2:Path Analysis Results of the Research Model

Ny

SK 0.48% 0.17*

QM
ACA
R?=0.44
IDE
-0.08 *p < 0.01
Path coefficients are standardized values..
RLT R?, denotes the explained variance.
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Path coefficient, standard error, t and R* values obtained from Path analysis
are presented in Table 5.

Table 5:Path coefficient, standard error, t and v* values obtained from path analysis

Interrelations of Direction | Path Coefficient t value StandardError
Variables (Standardized 3)
IU —» ACA + 0.17 3.07* 0.045
IU —» ES + 0.48 8.59* 0.059
SK —» ACA + 0.08 1.78 0.044
SK —» ES + 0.05 0.92 0.064
QM —» ACA + 0.16 3.80* 0.040
QM — ES + 0.16 3.28%* 0.059
IDE — CA + 0.45 9.84* 0.043
IDE — ES + 0.04 0.77 0.064
RLT — ACA + 0.02 0.43 0.049
RLT — ES - -0.08 -1.46 0.073
ES —» ACA + 0.13 2.61* 0.037
*p<0,01
Structural Equations R?

ACA = 0.097xES + 0.14xIU + 0.078xSK + 0.15xQM + 0.43xIDE + 0.44
0.021xRLT

ES =0.51xIU + 0.06xSK + 0.19xQM + 0.049xIDE 0e0.11xRLT 0.27

Also the effect levels were evaluated during the examination of hypotheses.If the
standardized path coefficients are less than 0.10 as an absolute value, a low or a
weak effect; ifthey are approximately 0.30, that is, between 0.11 and 0.49, a
moderate effect; and ifthey are higher than 0.50, a high or a strong effect can be
mentioned (Aksu et al., 2017; Suhr, 2008).The results of testing hypotheses are as
follows:

* Itwasfound thatIU had a significant, positive and moderate effect on ACA(p =
0.17, p <0.01). According to this finding, H hipotesis is supported.

* Itwas found that SKdid not have a significant effect on ACA(p = 0.08, p> 0.05).
According to this finding, hypothesis H,,is not supported.

* It was found that QMhad a significant, positive and moderate effect on ACA(
=0.16, p <0.01). According to this finding, H,;hipotesis is supported.

e Itwas found that IDEhad a significant, positive and moderate effect onACA (
=0.45, p <0.01). According to this finding, H;hipotesis is supported.

* Itwasfound that RLTdid not have a significant effect on ACA(p = 0.02, p>0.05).
According to this finding, hypothesis H, is not supported.
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e Itwasfound that EShad a significant, positive and moderate effecton ACA( =
0.13, p <0.01). According to this finding, H:hipotesis is supported.

44% of the variance related to ACA(R2 =0.44) is explained by IU, SK, QM, IDE,
RLT and ES.

* It was found that [Uhad a significant, positive and moderate effect on ES(p =
0.48, p <0.01). According to this finding, H;hipotesis is supported.

* It was found that SKdid not have a significant effect on ES(3 = 0.05, p> 0.05).
According to this finding, hypothesis Hyisnot supported.

* Itwasfound that QMhad a significant, positive and moderate effect on ES( =
0.16, p <0.01). According to this finding, H,hipotesis is supported.

* It was found that IDEdid not have a significant effect on ES(} = 0.04, p> 0.05).
According to this finding, hypothesis H, is not supported.

* Itwasfound that RLTdid not have a significant effect on ES(p =-0.08, p> 0.05).
According to this finding, hypothesis H, is not supported.

*  27% of the variance related to ES(R*=0.27) is explained by IU, SK, QM, IDE and
RLT. H,, H,,, H,; H,,, H,, and H,shypothesis could not be tested because the
dimensions of SC and SJcould not be obtained in exploratory factor analysis
and SD variable doesn't show univariate normality.

Indirect effects as well asdirect effects can be measured in Path analysis (Civelek,
2018). Indirect effects include one or more mediator variable, which are assumed to
transfer some of the causal effects of previous variables to the next variables (Kline,
2011).Therefore, it may be necessary to determine mediation to talk about the
indirect impact. Baron and Kenny (1986) stated that certain conditions should be
provided to determine mediation.

Even if the conditions proposed by Baron and Kenny (1986) are examined and
mediation is detected, statistical significance cannot be tested (Aksu etal., 2017).The
Sobel test can be used to determine the statistical significance of the indirect effect of
the independent variable on the dependent variable through mediator variable,
namely to determine the statistical significance (Aksuet al., 2017; Kog et al., 2014;
Tabachnick and Fidell, 2015).

Three models were built to examine the conditions proposed by Baron and
Kenny.Table 6 shows the Path coefficients for these three models.
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Table 6:Path coefficients for model 1, model 2 and model 3

Interrelations Model 1 Model 2 Model 3
of Variables Path Coefficient Path Coefficient Path Coefficient
(Standardizel 3) (Standardizel 3) (Standardizel 3)
IU — ACA 0.23* 0.17*
IU — ES 0.48* 0.48*
SK —» ACA 0.09 0.08
SK —» ES 0.05 0.05
QM — ACA 0.18* 0.16*
QM — ES 0.16* 0.16*
IDE— ACA 0.45* 0.45*
IDE—» ES 0.04 0.04
RLT—> ACA 0.01 0.02
RLT—» ES -0.08 -0.08
ES —» ACA 0.13*
*p<0.01
Allmodels are saturated model.
U U U
SK &, sﬁ SK
QM——>» ES Q ACA oM
IDE—F IDE—D N5 ACA
RLT RLT
IDE
RLT

Table 6 shows that only the IU and QM variables meet the conditions of Baron and
Kenny.The IU variable ( = 0.48, p <0.01) and the QM variable ( =0.16, p <0.01) had
a significant effect on the ES mediator variable.The IU variable ( = 0.23, p <0.01)
and the QM variable (B = 0.18, p <0.01) have a significant effect on the ACA
dependent variable; when the ES mediator variable is included in the model, a
decrease is observed in the significant effects of the IU variable (p = 0.17, p <0.01)
and the QM variable (B =0.16, p <0.01) on the ACA dependent variable and it can be
seen that the effect of ES mediator variable (p = 0.13, p <0.01) on ACA dependent
variableis significant.

Indirect effects were calculated and Sobel test was used to determine the
significance of indirect effects.The indirect effect is found by multiplying the path
coefficient which shows the direct effect of the independent variable on the
mediator variable and the path coefficient showing the direct effect of the mediator
variable on the dependent variable (Aksu et al., 2017).Indirect effect and Sobel test
results are presented in Table 7.

Table 7:Results for indirect effect and sobel test

Interrelations of Variables Indirect Effect Sobel Test
IU — ES —5»ACA 0.48x0.13 = 0.0624 2.50*
SK —»ES —»ACA 0.05x0.13 = 0.0065 0.88
OM—»ES —5»ACA 0.16x0.13 = 0.0208 2.03*
IDE—» ES — ACA 0.04x0.13 = 0.0052 0.73
RLT—» ES —&ACA -0.08x0.13 = - 0.0104 -1.30
*p< 0.05
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As shown in Table 7, the indirect effects of IU and QMonACAthroughES were
0.0624 and 0.0208 respectively and it was found to be significant (p <0.05).As shown
in Table 5, the direct effects of IU and QM on ACAwere 0.17and 0.16, respectively
and it was found to be significant. The total effects of IU and QM on ACA were
0.2324 (0.17 + 0.0624) and0.1808(0.16 + 0.0208), respectively.When Table 5 and 7
were examined, only direct effect of IDE on ACA was found to be significant (p
<0.01) and direct effect was measured as 0.45.According to Table 5, the direct effect
of ES on ACA was found to be significant (p <0.01) and the direct effect was
measured as 0.13.When Table 5 and 7 were examined, there was no significant effect
of SKand RLT on ACA (p> 0.05).1t can be stated that relatively the most important
variable for ACAwaslDE (3 =0.45, p <0.01).

According to Table 5, the direct effects of IU and QM on ES were found to be
significant (p <0.01) and their direct effects were0.48 and 0.16, respectively. There
was no significant effect of IDE, RLT and SK on ES (p> 0.05).It can be stated that
relatively the mostimportant variable for ESis IU ( =0.48, p <0.01).

CONCLUSION

It was understood that idealism and relativism did not have a significant effect on
ethical sensitivity of independent auditors. Idealism and relativism are two
dimensions that underlie individual differences in moral judgments (Forsyth,
1980). In the four-component model of Rest, moral sensitivity, moral judgment,
moral motivation / intention and moral character components do not follow each
other in a fixed temporal order (Rest et al., 1999). However, if it is assumed that
moral sensitivity precedes moral judgment (Rest et al., 1999) logically, it is
reasonable that idealism and relativism, which form the basis of individual
differences in moral judgments, do not affect the ethical sensitivity.

It has been observed that idealism has a significant and positive effect on ACA of
independent auditors. In fact, as the idealism of independent auditors increases,
ACA is expected to increase.As the idealism of independent auditors increases, the
degree of concern about others' well-being increases and they are more convinced
that harm to others can be avoided. Creative accounting practices, in essence, have
deceptive presentations and have the potential to affect the financial statement
users in such a way that leads them to make wrong decisions.Therefore, as the
idealism of the independent auditors increases, they will be expected to focus more
on the creative accounting practices as they will be more concerned about the
mistaking of the users of the financial statements and they will be more convinced
that harm tothe users of the financial statements should be avoided by the creative
accounting practices. As a result of the analyzes, the fact that relatively the most
important variable for ACA is the idealism and it is also supporting these results.
Relativism has no significant effect on ACA of independent auditors.
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It was found in this study that IU and QM have a significant positive effect on the
ethical sensitivity of independent auditors.On the other hand, no significant effect
of SK has been found.As QM characteristic of the independent auditors increases,
their ethical sensitivity is expected to increase.As also Hurtt (2010) stated, as QM
characteristic of independent auditors reflecting a certain degree of disbelief and
suspicionincreases, independent auditors may be expected to make further
inquiries about the ethical nature of the situations they encounter,as they will have
more disbelief and suspicion.

The fact, that SKcharacteristic, as Hurtt (2010) stated, reflecting the general sense of
curiosity and interest, does not have an effect on the ethical sensitivity of the
independent auditors, can be interpreted as the general sense of curiosity and
interest of independent auditors is not reflected in the ethical nature of the events
and situations they encounter. As IU characteristic of the independent auditors
increases, their ethical sensitivity is also expected to increase.lU, as Hurtt (2010)
states, can be expressed as the understanding of motivation and honesty of those
who provide proof.Therefore, as Ucharacteristicincreases, independent auditors
will try to further analyze the motivation and honesty behind the decisions,
behaviors and representations of the financial statements preparers and the
employees, independent auditors may be expected to make more efforts to resolve
the ethical nature of the behaviors, representations or decisions taken by the
financial statements preparers and the employees.

Ithas been observed thatIUand QM have a significant and positive effect on ACA of
independent auditors.As QM and IU characteristic of independent auditors
increases, their ACA is expected to increase.As QM increases, independent
auditors may be expected to be more aware of the creative accounting practices by
making more inquiries and working more rigorously in the audit work, as they will
have more disbelief and suspicion.As IU increases, it may be expected that the
auditors' awareness of the creative accounting practices in the financial statements
will increase.This may be due to the fact that the independent auditors' efforts to
solve the motivation and honesty behind behind ther behaviors, representations or
decisions taken by the financial statements preparers and the employees.It was
observed that SK has no significant effect on ACA of the independent auditors.This
situation can be interpreted as the general sense of curiosity and interest of the
independentauditors is not reflected in the creative accounting practices.

It has been observed that ethical sensitivity has a significant and positive effect on
ACA of independent auditors.Creative accounting practicesmay mislead the users
of financial statements by taking the financial statements away from the actual and
correct presentation.In this respect, as Archer (1996) states, the creative accounting
practices performed in order to deliberately mislead the users of the financial
statements can be considered as a form of lying.
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Therefore, as the ethical sensitivity of the independent auditors increases, their
ACA increases; it can be interpreted that creative accounting practices have an
ethical nature.

In this study, it was found that IU and QMcharacteristic indirectly affect ACA
through ethical sensitivity.In other words, the ethical sensitivity of the independent
auditors increases as theirlU and QM characteristic increase, and the increased
ethical sensitivity of the auditors raises the awareness of independent auditors'
creative accounting practices.The fact that ethical sensitivity has a direct effect on
ACA and, IU and QM have indirect effect on ACA through ethical sensitivity, may
necessitate an emphasis on ethical sensitivity inindependent auditing standard of
the auditor's responsibilities relating to fraud laying emphasis on the importance of
professional skepticism.While ethical rules are mentioned in the audit standards,
ethical rules can be taken into consideration from aview of ethical sensitivity
instead of a view ofnormative point. There may be more coverage of case studies
that emphasize and improve ethical sensitivity by the independent auditing firms
in their in-service training.Also, in addition to professional skepticism, ethical
sensitivity can be emphasized in accounting-independent audit education at
universities.

Research has some limitations. It is limited to independent auditors working in an
independent audit firm authorized by Turkish Public Oversight Accounting and
Auditing Standards Authority(POA). Creativeaccounting practices related to
recognition of income, capitalization of expenses, accounting estimates,
assumptions, valuation, classification and off-balance sheet finance are included in
research, while creative accounting practices related to tax practices are not
included. Creative accounting practices related to hedge accounting are not
included in study.

As a result, it was seen that IU and QMcharacteristics,as well as ethical sensitivity
and idealism,are effective on ACA of independent auditors.
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