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Abstract

The objective of this study is to examine the potential impact of superior’s orders on the quality of
internal audits conducted inside the North Sumatra Government. The primary objective of this
research is to ascertain the dynamics and determinants that exert an influence on the conduct of
internal auditors when confronted with directives or coercion from higher-ranking individuals, and
to examine the subsequent ramifications on the quality of audits produced. This study examines the
factors that influence the behavior of internal auditors when they encounter pressure to fulfil
organizational demands, and the potential consequences on the quality of the audit process and
outcomes. The present study examines the impact of superior’s orders on professional standards,
ethical conduct, and the overall efficacy of the internal audit function. The research methodology
employed in this study involves the utilization of a survey method approach, wherein a
representative sample of internal auditors within the North Sumatra Government is collected. The
present study employs the Partial Least Squares (PLS) methodology to examine the association
among variables. This study aims to identify the primary factors that lead to the variation in
Internal Audit Quality (IAQ), with a specific focus on the issues encountered by internal auditors
who work inside intricate government settings. The aforementioned discoveries not only constitute
a valuable contribution to the scholarly conversation surrounding the influence of compliance
demands and professional conduct, but they also provide practical knowledge for policymakers and
practitioners who aim to enhance the efficiency of internal audit practices within the public sector.
This study adds to the expanding corpus of literature about the behavioral dimensions of internal
audit and offers empirical findings that might guide efforts to enhance the quality of audits in
governmental organizations, specifically within the distinct setting of North Sumatra.

Keywords: Obedience pressure, Superior’s order, Agency theory, Obedience theory, Internal
audit quality.

INTRODUCTION

Internal Audit (Al) has a crucial role in ensuring accountability, transparency, and
operational efficiency of government entities. In this context, the quality of internal audit is a
determining factor in producing reliable information for stakeholders. In the Government of North
Sumatra, as in many other government entities, internal auditors operate in a complex environment,
where superior orders can play a significant role in shaping their behavior and decisions. The
quality of the internal audit carried out will be related to the competence and objectivity of the
organization's internal auditor staff (Adams, 1994; Bou-Raad, 2000). Internal auditors are very
dependent on their organization as an employer because, as employees, they receive pay from the
company where they work. Conversely, internal auditors have a duty to maintain their
independence as part of their obligation to the public and their profession (Abdolmohammadi &
Owhoso, 2000). Here audit conflicts arise when internal auditors carry out internal audit activities.
Internal auditors as workers in the organization being audited will experience problems when they
must report findings that may be unfavorable in assessing management performance or the audit
objects they carry out.

Effective internal auditing is a prerequisite for putting good governance into practice. The
public sector is often seen as a source of inefficiency, waste, a source of leaks, and an institution
that always experiences financial losses. Audit opinions on local government financial reports
reflect the level of local government financial accountability. The quality of internal audits in the
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government environment is becoming increasingly important along with demands for transparency,
accountability, and effectiveness in managing public resources. The obedience and professional
behavior of internal audit employees is a key factor in assessing the extent to which internal audit
can make a significant contribution to good governance. The quality of government internal audits
is very important, because internal audit quality will increase financial accountability which will
produce reliable financial reporting as a basis for decision making by stakeholders (Davey, 2009;
Havens, 1990).

Audit quality can be interpreted as whether or not an audit has been carried out by the
auditor. The inspectorate or internal auditor of the Regional Government is usually called APIP
(Government Internal Auditor Agency). The quality of audits produced by APIP is needed to
encourage the realization of good governance and clean government in the government system.
This is because the aim of APIP supervision is to support the smooth and accurate implementation
of government activities and development. APIP's role as an internal auditor is needed to provide
guidance, supervision, and inspection to minimize the potential for errors and fraud. The President
of the Republic of Indonesia hopes that by 2019 all APIPs within the Regional Government will
have level 3 maturity. In accordance with PP Number 60 of 2008, SPIP (Government Internal
Control System) consists of five elements, namely: control environment, risk assessment, control
activities, information and communication, and internal control monitoring (Badan Pengawasan
Keuangan dan Pembangunan (BPKP) Sumatera Utara, 2022). SPIP is an integral process of actions
and activities carried out continuously by leadership and all employees to provide adequate
confidence in achieving organizational goals through effective and efficient activities, reliability of
financial reporting, safeguarding state assets, and compliance with laws and regulations.

However, as table 1. shows, only 11 regencies/cities in North Sumatra have attained this
level.

Tabel 1. North Sumatra's APIP Capability Maturity Level by

Unit APIP L2 L2+ L3 Total
Inspektorat Propinsi - - 1 1
Inspektorat Kabupaten 13 5 7 25
Inspektorat Kota 3 2 3 8
TOTAL 16 7 11 34

Source: BPKP North Sumatra, data processed

Transparency and accountability in regional financial management requires regional
government supervisory institutions, in this case internal auditors (inspectors), to improve their
quality. Internal audit quality helps in achieving accountability in the government system. This is
confirmed by the results, (Baltaci & Yilmaz, 2006) that audit quality can increase financial
transparency and accountability. The audit function as a balance in the implementation of the
Regional Revenue and Expenditure Budget (APBD) contributes to the development of Regional
Government Work Units (SKPD) within the scope of regional government. The quality of
government internal audits is very important, because internal audit quality will increase financial
accountability which will produce reliable financial reporting as a basis for decision making by
stakeholders (Davey, 2009;Havens, 1990).

There's no denying that fraud and irregularity-related events will cast doubt on the calibre of
internal audit, which, if unanticipated, may lead to mistrust of the field and ultimately threaten the
survival of the internal audit profession. Agency theory explains the differences in interests
between local government and society, as well as openness of public information as a way of
accountability (Mack & Ryan, 2006). Agency theory views that regional government as an agent
for the community which is projected through the DPRD as (principal) will act in accordance with
the tasks given by the community. Agency problems occur when fraud generally originates from
the aim of minimizing the level of effort in order to increase compensation received through misuse
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of public office for one's own interests which is interpreted in the form of corruption (Leruth &
Paul, 2021).

Pressure or orders from superiors in the context of government internal audit have a crucial
role in ensuring that internal audit can identify problems, provide relevant recommendations, and
overall, contribute to improving government processes and governance. The obedience of internal
audit employees is a key factor in assessing the extent to which internal audit can make a
significant contribution to good governance. Milgram (1974) states that obedience pressure is
related to people who have authority in a hierarchical context. One person's influence over others is
due to authorization because it is a form of legitimized power. A person with authority can
influence the behavior of others through his or her orders. Authority orders in an organization will
influence the behavior of subordinates because superiors have a position as legitimate authority so
that all orders ordered must be obeyed (Lord & DeZoort, 2001). Subordinate obedience in a
pressure situation will change the condition of psychological autonomy into a condition of agentic
shift. Obedience pressure from superiors or authorities is a factor that can have a significant
influence on audit quality. These factors can have a positive or negative impact depending on how
they are managed in the audit process. Auditors can be in an ethical dilemma if instructions from
superiors’ conflict with ethical principles or audit standards. They must decide between obeying
superiors or maintaining professional integrity.

Excessive pressure or orders from superiors can threaten the auditor's independence.
Auditors who feel bound by orders or desires of superiors may tend to reduce their independence,
which should be an important prerequisite for an objective audit. Audit reports that are influenced
by pressure or orders from superiors may be less reliable. Pressure or orders from superiors can
influence auditors in choosing the findings and recommendations they report. Auditors may tend to
adjust their findings to suit management or authority expectations, compromising the objectivity
and integrity of the audit report. In extreme situations, excessive pressure or orders from superiors
can give rise to ethical dilemmas. Auditors may be in a position where they must choose between
obeying a superior's orders or maintaining the integrity and ethical principles of auditing. A review
of key concepts in superior pressure or orders will be a first step in understanding the relevant
issues at the government internal audit level. In addition, an analysis of empirical data will be
carried out which will make it possible to investigate the extent to which internal audit quality is
influenced by factors such as ethics, integrity, competence, as well as internal and external
pressures that internal audit employees may face. Pressure or orders from superiors refer to factors
that encourage or limit auditors in complying with the guidelines, procedures and regulations
governing internal audits. This factor plays an important role in maintaining independence, the
quality of audit findings, and the ability of internal audit to provide added value to the organization.

This research aims to investigate the influence of superior orders on the quality of internal
audits in the North Sumatra Government. In an organization, superior orders can shape direction,
provide guidance, and, in some cases, create pressure that can affect the integrity and independence
of internal auditors. This influence can have a significant impact on the quality of the resulting
audit and, therefore, influence the success of internal audit objectives. North Sumatra Province, as
one of the regional government entities in Indonesia, is also faced with various challenges in
ensuring optimal internal audit quality. Therefore, the in-depth empirical research in this article
will help understand the extent to which superior pressure or orders impact internal audit quality in
the local government context. With a deeper understanding of the role of pressure or orders from
superiors in internal audit quality, we can identify recommendations and steps that the North
Sumatra Provincial Government, as well as other local government entities, can strengthen their
internal audit function, increase accountability, and ensure more efficient use of public resources.
This research can also provide valuable insights for practitioners, researchers, and other
stakeholders interested in issues related to government internal audit and good governance in
general.
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LITERATURE REVIEW
Agency Theory

In government, the legislature plays the main role, while government agencies play the role
of agents (Douglas & Franklin, 2006 ;Jiraporn et al., 2011). Agency theory explains the differences
in interests between local government and society, as well as openness of public information as a
means of accountability (Mack & Ryan, 2006). Agency theory views that regional government as
an agent for the community which is projected through the DPRD as (principal) will act in
accordance with the tasks given by the community. However, in reality the agent (regional
government) will carry out actions that are contrary to their duties so that this will influence the
public (principal) in assessing the performance of the regional government (agent).

Some researchers believe that agency theory is inappropriate for governments and other
nonprofit organizations (Bhandari, 2010). However, this view does not take into account the
internal checks and balances designed within government structures. While it is true that
governments do not have easily identifiable owners, the internal structure, and different branches of
government function as a similar system of checks and balances, resulting in a principal-agent
relationship. Some researchers have shown that government entities function as agents of higher
institutions and legislatures (Jiraporn et al., 2011). Problems related to the quality of financial
reports often occur due to conflicts of interest when management/government commit fraud solely
to maximize their own welfare and secure their position without considering the impact on society.
Agency problems occur when fraud generally originates from the aim of minimizing the level of
effort in order to increase compensation received through misuse of public office for one's own
interests which is interpreted in the form of corruption (Leruth & Paul, 2021).

The literature also indicates that legislatures use a mix of budgeting techniques in an effort
to increase efficiency, provide flexibility, and maintain control of agency functions (Hilgers, 2010;
Lienert & Ljungman, 2009; Mikesell & Mullins, 2011). Agency theory in regional government has
begun to be put into practice, especially since the implementation of regional autonomy since 1999.
The implementation of regional autonomy which began in 2001 was based on Law (UU) no.
22/1999 concerning regional government (UU No 22, 1999) which was later replaced by Law no.
32 of 2004 and finally changed to Law no. 23 of 2014 which was then issued a Government
Regulation in lieu of Law no. 2 of 2014 concerning Amendments to Law no. 23 of 2014 and Law
no. 9 of 2015 concerning the second amendment to Law no. 23 of 2014, and Law no. 25/1999
concerning Financial Balance between the Central Government and Regional Governments (UU
No 25, 1999) which was later replaced by Law no. 33 of 2004 and was finally replaced by Law no.
1 of 2022. The application of agency theory can be studied from two perspectives, namely the
relationship between the executive and the legislature, and the legislature and the people, the
implications of which can be positive things in the form of efficiency, but more negative things in
the form of opportunistic behavior (Subhan, 2011). This consequence occurs because the agent
understands financial information better than the principal, while the principal tends to enforce his
personal interests (self-interest) because he has authority. Agency problems arise when executives
tend to maximize their personal interests starting from the budgeting process, decision making, to
preparing fair financial reports to show that they have good performance, in addition to securing
their position in the legislature and society.

Internal Audit Quality

Reliable audit quality is a prerequisite for ensuring that supervision over the Regional
Government's administration operates effectively and efficiently in compliance with legal
requirements. This can only be achieved by implementing internal audits. Kualitas audit yang baik
diharapkan dapat menghasilkan laporan keuangan yang dapat diandalkan sebagai dasar
pengambilan keputusan. Good audit quality is expected to produce reliable financial reports as a
basis for decision making. Therefore, a competent and highly independent auditor is needed to find
and report a violation in his client's accounting system (DeAngelo, 1981). Audit quality is an
auditor's ability to carry out his duties, where in carrying out an audit an auditor can find client
errors and report them. DeAngelo (1981), audit quality is the probability that the auditor will find
and report violations in the client's accounting system. Public accountants in carrying out their
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audit duties must be guided by the applicable Public Accountant Professional Standards (SPAP), it
is hoped that the audit can reduce the mismatch of interests between management and shareholders.
By adhering to applicable standards and principles, the desired goal will be achieved, namely a
quality audit. According to (Botha & Wilkinson, 2020) the internal audit function can make
recommendations for efficiency improvements, or to limit losses, or can detect fraudulent activity.
These activities will add value but will not be reflected in the organization's current year financial
returns. Libby & Frederick (1990), Bonner (1990) dan Soh & Martinov-Bennie (2011) states that
auditor competency obtained from experience and knowledge plays an important role in improving
audit quality.

Obedience Pressure

Lord & DeZoort (2001) states that obedience pressure is social pressure faced by
individuals from their superiors in the organization which can influence their behavior. Pressure
from superiors or agencies has an impact on the audit process which can reduce the quality of
internal audits. Compliance pressures have serious negative consequences on auditors, such as
potential litigation, loss of professionalism, public trust, and social credibility (DeZoort & Lord,
1994). Milgram (1974) states that obedience pressure is related to people who have authority in a
hierarchical context. One person's influence on others is due to authorization which is a form of
legitimized power. Obedience theory (Milgram, 1974) states that individuals who are under
pressure from authority orders will obey those orders even if they conflict with their attitudes,
beliefs and values. Obedience theory is rooted in power theory (DeZoort & Lord, 1994). Blass
(1999) states that subordinates tend to obey authority orders even though they have the freedom to
behave, but they allow authority to determine the decisions and behavior that must be taken.
According to Rittenberg (2015) some internal auditors reported being pressured to change or ignore
findings.

DeZoort & Lord (1994) found that auditors were more likely to make unethical decisions
when faced with obedience pressure from superiors. They also found evidence of a positive
relationship between a supervisor's hierarchical status (partner versus manager) and the magnitude
of influence. A previous report raised similar concerns by showing that more than 50 percent of
responding internal auditors were approached with a request to change their findings (Miller &
Rittenberg, 2015). This means that quite a lot of internal auditors report experiencing pressure as
internal audit professionals.

Superior’s orders

Orders from superiors or pressure from management can affect the quality of internal
audits. This influence can be positive or negative depending on the nature and purpose of the
command. If the auditor is given orders to complete the audit quickly without carrying out the
necessary checks, this can be detrimental to the quality of the audit. Excessive time pressure can
also cause auditors to miss risks or not perform adequate testing. Authority orders in an
organization will influence the behavior of subordinates because superiors have a position as
legitimate authority so that all orders ordered must be obeyed (Lord & DeZoort, 2001). Park &
Peterson (2006) found that individuals who lack strength of character may not “do what is right” or
“take the right action” in certain situations. Milgram (1965) shows that normal people can commit
destructive actions when faced with great pressure from legitimate authorities. DeZoort & Lord
(1994) found that auditors tend to make unethical decisions when faced with obedience pressure
from superiors.

It is important for auditors to understand expectations and ensure that orders from superiors
do not harm the independence, integrity, and quality of internal audit. The auditor's independence
and objectivity must be maintained to ensure that the audit report provides an accurate and
objective picture of the state of the organization. Wilhelm (2012) obedience to persons in authority
can have a major influence on individual decision makers to support unethical behavior even when
they individually would not support such behavior. Some internal auditors reported being pressured
to change or ignore their findings (Rittenberg, 2015).

H1: Superior’s orders has an impact on the internal audit quality.
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METHOD

The quality of internal audits is influenced by demand factors from superiors/authorities.
The conceptual framework of this research can be seen in Figure 1. below:

Superior's H, Internal Audit
orders > Quality
(SO) (IAQ)

Figure 1. Theoretical Framework

RESULTS AND DISCUSSION

Findings
Convergent Validity

Test concurrent validity for any research using Cronbach's alpha to test construct validity
and reliability. This work uses PLS Algorithm to calculate factor loadings, composite reliability
(Lopez-Arceiz et al., 2022), and the average variance extracted (AVE) value. The Cronbach's alpha
of each variable exceeded the threshold of 0.70 suggested by(Hair et al., 2019). Additionally, each
construct had a factor loading greater than 0.60, a CR greater than 0.60, and an AVE greater than
0.50, as suggested by (Hair et al., 2019). The reliability and validity of this research are very high.
The results are presented in Figure 2. and Table 2.
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Figure 2. Measurement Model

SO = Superior’s order and IAQ = Internal Audit Quality
Discriminant Validity

The discriminant validity of each study was tested to examine differences between study
constructs. Modern research tests discriminant validity with the Heteritrait-Monotrait (HTMT)
method. Therefore, this study used the HTMT method to test discriminant validity, and all
discriminant validity values were below 0.90 recommended by (Hair et al., 2021). Therefore, the
research construct has significant discriminant validity. The results are available in Table 3.
The PLS-SEMs Results

The direct effects results taken by PLS Bootstrapping are presented in this part of the study
(Figure 3). SO has significant impact on IAQ (B = -0.819, t = 29.357 and P = 0.000) and the
hypothesis is significant.
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DPEN 8 ALCESS

Tabel 2. Convergent Validity

Variables °'°"":;:"" Constructs | Loadings i?:bﬁ; AVE
Superior's orders (SO) 0.954 SO1 0.899 0.964 0844
502 0.948
S03 0939
S04 0.500
SO5 0.907
Intemal Audit Quality (1AQ) |  0.984 1aQ1 0926 0.986 0.873
14Q2 0.885
1AQ3 0912
1AQ4 0.934
1AQS 0.937
1AQS 0936
1AQ7 0.931
IAQ8 0955
1AQS 0.950
IAG10 0.968

SO = Superior's order and IAQ = Internal Audit Quality

Tabel 3. Discriminant Validity
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IAQ
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0
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SO = Superior's order and IAQ = Internal Audit Quality
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Figure 3. Structural Model
SO = Superior’s order and IAQ = Internal Audit Quality
Tabel 4. Direct Effects
Direct Effects Beta Value s“'.‘d?"’ t Value P Value Remarks
Deviation
SO -> 1AQ -0.819 0.028 29.357 0.000 Significant
SO = Superior's order and JAQ = Internal Audit Quality
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CLOSING
Conclusion
Orders from superiors or authorities have an impact on the quality of internal audit, this
makes H1 significant. Orders from superiors or authorities have a significant impact on the quality
of internal audit because they affect the work environment, independence, and decision-making
processes within the audit team. If superiors have certain relationships or interests with clients or
other stakeholders, there is a potential conflict of interest that could affect the independence and
quality of the audit. If the auditor feels that superiors prioritize positive end results or client-
friendly conclusions, this can also affect the auditor's independence and objectivity, as well as the
overall quality of the audit. Orders from superiors can provide direction and guidance, the auditor's
integrity and independence must be maintained. Auditors have the responsibility to comply with
ethical and audit standards and ensure that audits are carried out with high integrity and objectivity
to achieve optimal audit quality. The conclusions of this study are in accordance with previous
research on internal audit quality (AL Fayi, 2022; Bello et al., 2018; Gamayuni, 2018; Kaawaase et
al., 2021; Kabuye et al., 2019; Pitt, 2014; SHBAIL, 2018; Zeyn, 2018).
Excessive pressure from superiors on internal audit quality can have a significant negative
impact. Some possible negative impacts include:
1) Non-neutrality and non-objectivity:
If superiors place excessive pressure on the audit team to obtain certain results or steer
the audit in a certain direction, the auditor may lose impartiality and objectivity. This can
lead to errors in judgment or an inability to identify true risks.
2) Non-Compliance with Professional Standards:
Auditors are expected to comply with professional standards in carrying out their duties.
Pressure from superiors to ignore or violate ethical and professionalism standards can
cause auditors to violate their integrity and create legal risks.
3) Decreased Quality of Inspection:
Pressure to complete an audit quickly or without taking sufficient inspection steps can
lead to a reduction in audit quality. This can increase the risk that significant problems go
undetected or are ignored.
4) Inability to Communicate True Findings:
If the auditor feels forced to report findings that are in accordance with the wishes of
superiors, rather than the findings that were revealed during the audit, then the audit
report will not reflect the actual situation and management may not get accurate
information.
5) Psychological Pressure on Audit Teams:
Excessive pressure can create an unhealthy work environment among the audit team.
This can lead to stress, burnout, and job dissatisfaction, which in turn can have a negative
impact on the team's mental wellbeing and performance.
6) Risk of Conflict of Interest:
If superiors have interested that conflict with the audit results, their pressure may cause
the auditor to place the superior's interests above those of the organization or society.
7) Loss of Stakeholder Trust:
If fraud or serious problems are not uncovered due to pressure from superiors, this can
undermine stakeholder confidence in the integrity and quality of internal audit. This trust
IS very important to ensure the effectiveness of the internal control system.

It is important for organizations to ensure that the work culture supports ethical,
professional, and transparent audit practices. This can involve approaches that promote auditor
independence and provide support for high standards of ethics and professionalism.

In order to mitigate the adverse effects of heightened pressure on the quality of internal
audits, it is imperative to undertake the following measures:
1) Organizational Culture that Supports Independence:
Build an organizational culture that encourages auditor independence and independence.
Ensure that each member of the audit team feels free to report their findings without
fear of repression.
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2) Clarification of Expectations and Goals:
Clearly explain the expectations and objectives of the audit to all related parties,
including superiors. This helps avoid disagreements and ensures that all parties
understand the scope and objectives of the audit.
3) Ethical Training and Awareness:
Provide regular training to audit and management teams on their ethical standards,
professionalism, and responsibilities. Raise awareness of the importance of complying
with audit standards and professional ethics.
4) Clear and Documented Audit Procedures:
Ensure that there are clear and documented audit procedures. This helps in ensuring that
each audit is conducted with a consistent and thorough method, reducing the risk of
unhealthy external influences.
5) Management Commitment to Ethics and Integrity:
Management must demonstrate a commitment to ethics and integrity at every level of
the organization. This creates a foundation for ethical business practices, including
internal audit processes.
6) Safe Reporting Mechanism:
Provide a secure and confidential reporting mechanism for audit team members who
wish to report pressure or ethical violations. This may include communication channels
that are independent of direct management.
7)  Fair Performance Evaluation:
Performance evaluations should be fair and based on achieving goals and quality of
work, not just on achieving targets or financial expectations. This helps prevent undue
stress on the audit team.
8) External Monitoring and Independent Evaluation:
Involve external parties or independent evaluators in evaluating audit quality and
ensuring compliance with professional standards. This can provide an objective view of
the quality of internal audits.
9) Open Communication:
Encourage open communication between management, audit team and superiors. A
clear understanding of expectations and potential problems can reduce unhealthy
tension and stress.
10) Involvement of External Parties:
Involving external parties such as the supervisory board or independent auditors in
reviewing and supervising internal audit activities. This can increase the accountability
and independence of the audit process.
By applying the aforementioned procedures, organizations may effectively mitigate the
adverse effects of superior pressure on the quality of internal audits. This will enable them to
uphold ethical standards and maintain professional boundaries in their audit practices.
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