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A reliable quality assurance (QA) function in the nuclear
environment is underpinned by the effective identification of risk,
and by effective decision-making processes in relation to the risk
identified. The need for competent auditors who are able to remain
objective and independent at all times forms a critical component
of this process. This exploratory study sought to determine reasons
for the noted inconsistency among auditors when rating the severity
of audit findings, and to provide recommendations to reduce this
variability. The Delphi technique, a structured process to gather
information from a panel of experts, was adopted to enable
multiple iterations of qualitative and quantitative data collection
and analysis, in an attempt to mimic the elements of a sequential
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Dol word ondersteun deur die effektiewe identifikasie van risiko sowel
http://dx.doi.org/10.7166/28-1-1512 as doeltreffende besluitnemingsprosesse met betrekking tot die
geidentifiseerde risiko. Die behoefte aan bekwame ouditeure wat

in staat is om objektief en onafhanklik te bly ten alle tye, is ’n
kritieke komponent van hierdie proses. Hierdie verkennende studie
het gepoog om die redes vir die bekende teenstrydigheid te bepaal
onder ouditeure wanneer die erns van ouditbevindinge beoordeel
word; en om aanbevelings om die bekende variasie te verminder te
verskaf. Die Delphi-tegniek, 'n gestruktureerde proses vir die
insameling van inligting uit 'n paneel van kundiges, is aangeneem
om verskeie iterasies van kwalitatiewe en kwantitatiewe data-
insameling en analise in staat te stel, in ’n poging om die elemente
van ’'n opeenvolgende verkennende strategie na te boots.

1 INTRODUCTION

Within the nuclear industry, where the failure of processes to conform to safety codes and standards
can have catastrophic results, it is imperative that an organisation’s quality assurance (QA)
department can provide the necessary assurance of process compliance that is deemed necessary
for the safe operation of a nuclear power plant. Key to providing this assurance is the performance
of process audits that provide the platform for collecting and analysing critical information;
formulating significant, reliable, and value-adding audit findings; and reporting all this key
information at the most appropriate levels within an organisation, as claimed by Beckmerhagen,
Berg, Karapetrovic, and Willborn.[1].

The significance of the research is noted in the area of controlling subjectivity among auditors when
rating the severity of quality management system (QMS) audit findings. If the subjectivity can be
controlled, and the levels of variability reduced, then the confidence placed in the QMS audit
outcomes can be improved. Based on this increase in confidence in the QMS audit outcomes, senior
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management would potentially be more willing to assign resources to address significant QMS audit
findings.

The research seeks to explore and describe how auditors rate the severity of audit findings;
potentially identify reasons for inconsistencies among auditors; and provide recommendations to
improve the level of consistency among auditors when they rate QMS audit findings.

2 LITERATURE REVIEW

2.1 Audit process performance

Beckmerhagen et al. [1] defined the QMS audit as a system used to achieve pre-determined
objectives that might include identifying risks to operational and business processes. This is
particularly critical in high-risk organisations where non-compliance is associated with unacceptable
risks.

Contextualising the topic of audit effectiveness, a study by Duff [2], dealing with the quality of
finance auditing, provides the four factor audit quality model (Figure 1). The model identifies
elements, separated into service quality and technical quality that impact overall audit quality. The
elements relate directly to people and processes and, by inference, when an organisation effects
positive changes to one or all of these elements, the effectiveness of the audit process can also be
enhanced, potentially improving the opportunity to identify risk to the processes. Colbert and
Alderman [3] supported this view of Duff [2], and it is this model that will form the basis for further
evaluation in subsequent sections. Service quality will initially be the focus of the discussion,
followed by the technical quality of an audit.

Audit quality

Technical quality Service quality

Independence: Audit

relationship with auditeg engagement Customer satisfaction

Perceived competence

Figure 1: Four factor audit quality model
2.2 Auditee perception

The dissection of auditee perception relating to audit effectiveness by Elliot, Dawson and Edwards
[4], returned the view that audits can be seen in a negative light — not necessarily based on audit
execution performance, but rather on perceptions held by auditees. This is evident when managers
and auditees consider audits as mandatory exercises with very few or no positive benefits.
Furthermore, when the various role players consider audit findings to be neither adding value nor
being reliable, it remains a challenge to convince managers and auditees of the potential value of
the audit process. In satisfying the auditee and ensuring customer satisfaction, the following aspects
have been identified:

. Execute audits seen as value-adding to the auditee.

. Identify findings that are considered significant.
Formulate findings that give rise to effective acts of resolution (corrective, preventive, and
improvement actions) that minimise recurrences of non-compliance.

Beecroft [5] supported the previous viewpoints, and found that management plays a crucial role in
promoting the reputation of the QMS audit. However, this positive endorsement only occurs when
managers themselves believe that audits offer benefits to the organisation. Similar sentiments were
echoed by Robitaille [6], who highlighted the auditor’s responsibility to promote the worth of audit
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activities by evaluating the findings and the associated risk; prioritising these findings; and
effectively communicating these findings to the auditee/management. Continuing from this,
Beckmerhagen et al. [1] warned that when too many nonconformities are raised or too many
opportunities for improvement are noted, the possibility of success in fixing problems effectively is
reduced, which might challenge managers to see the audit in a positive light.

Elliot et al. [4], citing Roth (2000), found that the value of the audit process improves through
communication and marketing, and by gaining the auditee’s support. Similarly, Rajendran and
Devadasan [7] supported the notion of communication and marketing, and emphasised the need to
determine the expectations of the audit customer by soliciting the necessary feedback from
stakeholders.

2.3  Auditor role and performance

Robitaille [6] maintained that competent auditors are the most crucial element needed to execute
effective audits. Supporting this, Elliot et al. [4] emphasised that when audits are performed by
auditors who are unaware of the risk impact of a particular process on the organisation; who accept
shortcomings in the scoping of audits; and who fail to consider previously raised nonconformities,
this all impacts on the effectiveness of the audit’s execution. Similarly, Mohamed and Habib [8],
and Fadzil, Haron and Jantan [9] argued that audit quality hinges on fully independent auditors who
are confident to share all aspects of the audit findings and process with the auditee.

Despite the positive endorsement in the literature, auditors are still perceived as the ‘organisational
watchdog’, according to Romero [10]. However, numerous sources — including Vanasco [11]; Fadzil
et al. [9]; Robitaille [6]; Deribe and Regasa [12]; and Rajendran and Devadasan [7] citing
Beckmerhagen, Berg, Karapetrovic and Willborn. (2003) — continue to argue that internal auditors
provide tangible benefits. These include:

. Process monitoring and performance improvement;
. Risk management; and
. An advisory role to management.

Similarly, Keogh [13] perceived the role of the QA practitioner as vital in detecting defects and
faults in business processes in order to correct and improve overall performance. Similarly, Robitaille
[6] found that auditors fulfil a crucial role in business management; and associated with that role is
a fundamental responsibility compelling auditors to provide unbiased information to the
organisation’s top management so that effective strategic and operational decisions can be made.
Consequently, to execute effectively the “significant responsibility” referred to by Robitaille [6],
auditors are required to possess specific skill sets, competencies, and mind-sets, including the
attributes of auditor independence and objectivity.

2.4  Auditor independence

The Institute for Internal Auditors [14] provided the following definition of independence:

‘Independence is the freedom from conditions that threaten the ability of the
internal audit activity to carry out internal audit responsibilities in an unbiased
manner...’

Law [15] linked auditor independence to auditor credibility, which potentially influences the audit
outputs; the overall audit activity; the reputation of the auditor; and auditee perception. Auditor
independence has been noted as fundamental to the auditing vocation, and is identifiable by the
professional and ethical behaviour of an auditor when criticised by the auditees (Mohamed and Habib
[8], citing Nichols and Price (1976); Lu (2005)). Mohamed and Habib [8], citing Cameran, Di Vincenzo,
and Merlotti et al. (2005), also indicated that integrity, objectivity, and professional judgement all
contribute to auditor independence — just as Karapetrovic and Willborn [16, 17] and Mohamed and
Habib [8] indicated that the attributes required for auditor independence are strongly linked to the
public perception of audit execution and auditor performance.

2.5 Auditor objectivity

Karapetrovic and Willborn [16] described the following link between independence and objectivity:

147



‘Independence refers to both the auditor’s organisational position and state of mind.
Objectivity is related to the consistency of the auditing methodology, process and
outputs and is being free from bias.’

Dissecting the concept of objectivity, Vanasco [11], citing The Institute for Internal Auditors (1964),
highlighted an auditor’s mental attitude and the concept of psychological bias as key aspects
influencing auditor objectivity.

2.5.1 Auditor’s cognitive ability and mental attitude

Even though auditors may not be able to change their organisational position or the existing
organisational culture, they can achieve objectivity through a number of methodologies, according
to Karapetrovic and Willborn [17]. By addressing an auditor’s cognitive ability and mental attitude,
auditor objectivity can be enhanced.

Cognitive functionality is broadly divided into two systems, each with its own associated attributes.
The first system relates to thinking based more on emotions and intuitive reasoning; the second
system is based more on logic and rational reasoning. When an auditor is aware of their predominant
thinking style, they can guard against the pitfalls and bias related to the specific type of thinking.
This can ultimately change an auditor’s mental attitude and lead to enhanced auditor objectivity,
as noted by Caputo [4], citing Stanovic and West (2000).

2.5.2 Auditor bias and its related influence

Linked to an auditor’s mental attitude, Caputo [18] evaluated the effect of bias on decision-making
processes, and highlighted twenty-one possible types of biases that influence the decisions that
individuals make. The study also highlighted that, even though all individuals are affected by bias,
individuals can counter the effect of the bias by understanding the type of bias that is present.

Associated with mitigating bias, Leveson [19], evaluating risk assessment in the area of aeronautics
and astronautics, unpacked the topic of risk identification and the impact of bias. That study noted
the influence of heuristic biases on decision-making processes and as part of risk identification. The
types of biases noted in the study included:

. Confirmation bias: Evident when individuals pay particular attention to information that will
support an existing opinion of a particular individual or group.

. Availability bias: Evident when individuals are more likely to raise concerns when previous data
is readily available and is recalled by the individual.

. Defensive bias: Also called defensive avoidance — a tendency to deny or rationalise certain
difficult topics that might result in confrontation, conflict, and possible stressful situations.

In controlling bias and maintaining objectivity, Leveson [19] found that individuals are more likely
to negate the effect of psychological influences and to identify significant risk when they are aware
of their own biases. The study also promoted the use of a structured approach when identifying and
assessing risk in order to minimise the effect of bias when making decisions. This recommendation
of using a structured process speaks directly to the definition of ‘objectivity’ noted in the study by
Karapetrovic and Willborn [16].

2.6 Audit findings

Robitaille [6] found that audit findings and the resolution of identified anomalies are considered the
tangible outputs of the QMS audit process. These outputs require evaluation by both the auditee and
the auditor to determine whether the audit activity has been successful.

Elliot et al. [4], citing both Beckmerhagen, Berg, Karapetrovic and Willborn. (2004) and Walleans
(2000), highlighted specific challenges related to formulating audit findings. According to these
authors, audit findings need to be valid and significant to justify the recording of such a finding and
to warrant action to address the finding. Furthermore, the authors highlighted that when audit
findings are considered petty and unimportant by the auditees, these negatively impact the
effectiveness of the audit outcome.

Beckmerhagen et al. [1] clarify the concepts of valid and significant audit findings respectively as
follows:
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‘The findings are of sufficient importance and are confirmed without reasonable
doubt.’

‘Recognising and adequately analyzing the findings in connection with the audit
objectives with an emphasis on risk management.’

Robitaille [6] added that valid audit findings lead to important risk identification or meaningful
improvements, and could bring financial benefit or bring about positive changes as perceived by the
auditee. Beckmerhagen et al. [1] highlighted the importance of significant findings, particularly
when providing assurance of compliance with operational and safety standards in high-risk industries
where resources must be assigned effectively and efficiently.

Besides the need for significant audit findings, the need for reliable audit findings has also been
noted. Elliot et al. [4] emphasised that the aspect of reliability is dependent on auditor
performance; perceived auditor competence; auditee perception; and the specific audit findings
being raised. Therefore, the ability of the audit finding to add value to the organisation’s
performance, and the ability of the auditor effectively to identify risk during the audit process, are
both aspects that contribute to the definition of reliability in the context of the audit activity and
specifically of the audit finding.

2.7 Management of identified risk

According to the Institute of Internal Auditors [20]:

‘Auditors should have a means of measuring or judging the results and impact of
matters identified on an audit.’

Similarly, Robitaille [6] shared the importance of reporting effectively on the audit outcome, and
highlighted the challenges auditors experience as part of reporting the audit result, especially when
specific risks are not readily quantified or suitably conveyed.

2.7.1 Quantifying risk

Overcoming challenges related to measuring or quantifying, Hubbard [21] shows that, in order to
measure any concept effectively, some key elements are required. The first is to understand the
purpose of a measurement — whether to support decisions, reduce uncertainties, or reap certain
benefits. Apart from the purpose, a clear definition of the concept being measured, and identifying
the specific indicators that reflect the presence of that concept, are also needed. Only once all
these elements have been identified and understood can the amount of energy and effort needed
as part the measuring process be determined.

Gehman, Lefsrud and Lounsbury [22] argued that the concept of risk has become of paramount
interest to any organisation that aims to improve its business performance and achieve business
sustainability. In this context, the relevance of audit findings in the management of risk and business
performance can assist an organisation on various levels. Tummala and Leung [23] found that
identifying risk and related uncertainties as part of an audit process is primarily to influence
decision-making processes, which could lead to achieving business goals and objectives, and result
in improved business performance.

Related to the auditing process and risk evaluation, Robitaille [6] found that, irrespective of the
methodology employed to identify the risks, merely identifying a nonconformity as part of the audit
process might not be enough to convince management of the risk inherent in a certain process, or
of the decisions and actions that are needed to resolve anomalies. Further evaluation by the
auditor/audit team is therefore required. In resolving anomalies, Kendrick [24] found that, besides
identifying and understanding risk, appropriate responses by the relevant stakeholders are vital. To
support appropriate action, auditors are usually required to provide an opinion related to the
perception of risk, in order to influence management decisions and actions that can steer
organisations in a particular direction.

2.7.2  Evaluation of risk

In support of Kendrick [24], Robitaille [6] recommended that auditors seek assistance from auditing
colleagues when analysing nonconformities so that they better understand the effect, significance,
and risk profiling of the nonconformity within the QMS audit environment. Auditor bias could possibly
be mitigated at the same time.
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As part of prioritising actions and providing the advisory input to managing risk, the Institute of
Internal Auditors [20] recommends using a rating process in conjunction with a formal criteria
framework and associated methodology to evaluate these risks. When developing and implementing
a grading system, criteria framework, and methodology, a number of aspects require consideration.
These include:

. Determining the purpose of the assurance provided.
Identifying the level at which assurance is provided to an organisation.

. Obtaining stakeholder concurrence on criteria to be adopted to ensure stakeholder
endorsement once audit findings are evaluated and reported.

. Determining whether the proposed rating criteria will satisfy the unique business requirements.

Furthermore, to develop sustainable criteria, the specific framework should consider current and
future business needs that should encourage consistent application of the criteria, and could
ultimately improve the credibility of the auditing organisation. Specific attributes for the adopted
criteria are proposed by the Institute of Internal Auditors [20], and were also re-iterated by the
International Atomic Energy Agency [25]. These attributes include:

Relevance to the organisation.

Reliability — being able to provide accurate data.

Neutrality — thus able to eliminate bias and subjectivity.

Understood by all parties/stakeholders, and considered as value-adding by all.

Completeness — considering all viewpoints to provide a holistic evaluation of the audit findings.

3 RESEARCH ENVIRONMENT

The QA department performs process audits to provide the assurance that processes at a nuclear
power plant are established, maintained, and implemented in a way that ensures the prevention of
a nuclear or radiation incident or accident. The outcome of these audits is interrogated by various
levels of management within the organisation, and by multiple stakeholders external to the
organisation, including the National Nuclear Regulator (NNR).

The QA department, which currently has twelve auditors with varying technical backgrounds, has
encountered increased variability in audit activity outcomes. The cause of such variability may be
due to shortcomings in the current methodology used to rate the severity of both the audit activities
and the audit findings. Since audit findings form the building blocks for rating the overall audit
activity, the study focused on factors that might influence consistency (repeatability) among
auditors when rating the severity of audit findings.

4  RESEARCH DESIGN AND METHODOLOGY

The aim of this study was to explore the practice among auditors when rating the severity of audit
findings, to identify reasons for inconsistencies and provide recommendations to improve
consistency. The Delphi technique, which is a structured process to gather information from a panel
of experts with elements of a sequential exploratory strategy, was deemed a suitable research
method. The Delphi technique is distinguishable by its guarantee of anonymity and its use of
controlled feedback, and can be adopted when a realistic reflection of a complex situation is
required, or when participation and contributions from individuals to resolve the problem are
required. The method includes the collection, analysis, and interpretation of the qualitative and
quantitative data to corroborate findings. Multiple sources, including Turoff and Linstone [26];
Skulmoski, Hartman and Krahn [27]; Hsu and Sandford [28]; Inaki, Landin and Fa [29]; Paliwoda [30];
along with Vakani and Sheerani [31] support this choice of methodology.

The empirical phase of this study included the collection, analysis, and interpretation of data using
the qualitative data analysis (QDA) framework suggested by Baptiste [32]. This included:

Defining analysis: Recognising which data would be required to achieve the research goals.
. Classifying data: The emphasis is placed on tagging data and grouping the tagged data items.
. Making data connections: The linking of information creates the necessary context of the study,
and provides a holistic view that is important in establishing insights.
. Related meanings: Conveying or reporting the significance of the data collected.
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Furthermore, a sequential exploratory strategy (mixed method strategy) aims to explore a
phenomenon through an initial qualitative data collection and analysis, followed by a quantitative
data collection and analysis. The quantitative data is used to support the qualitative data, making
the qualitative findings easier to defend and more acceptable to critics, according to Creswell [33,
34]. The strategy was adopted where applicable.

5  DATA COLLECTION AND ANALYSIS

The research participants represented 60 per cent of the auditor population in the in the Quality
Assurance department.

5.1  The first round of the Delphi evaluation

The Delphi evaluation investigated the following areas:

Key area 1 - Q1: “Why do QA auditors rate/grade audit findings?”
Key area 2 - Q2: “What elements affect the objectivity of an auditor?”
Key area 3 - Q3: “What elements contribute to auditor/audit team variability?”

5.1.1 Data collection

The primary data source was the responses to the questions noted in section 5.1 (Q1 to Q3). The
responses were collected, tagged, quantified (percentage occurrence), and represented in the
associated figures.

Key area 1: “Why do QA auditors rate/grade audit findings?”

The occurrence of responses associated with key area 1 is depicted in Figure 2. It is noted that
‘significant’ with respect to audit findings denotes a finding that is able to identify risk, according
to Beckmerhagen et al. [1], and denotes a finding perceived as value-adding by the auditee. It was
observed that all participants held similar opinions about the purpose of rating audit findings.

Why do QA auditiors rate/grade audit findings?

90
80
70

60
50
40

30
20

Percentage occurrence

Identify Highlight
potential risks significant audit
to operaticnal findings

and business
processes

Figure 2: Distribution of responses for Q1

Key area 2: “What elements affect the objectivity of an auditor?”

The occurrence of responses associated with key area 2 is depicted in Figure 3. Robitaille [6] found
that team dynamics can assist auditors to attain objectivity; they also support the practice where
auditors seek assistance from auditing colleagues when analysing nonconformities. However, the
category of ‘Audit team dynamics’ only scored 20 per cent during the survey.

Leveson [19] noted that there is a strong correlation between an auditor’s mindset and existing
biases. Being aware of these particular mindsets and heuristic biases could assist an auditor to
counter the negative effects of bias and thus maintain objectivity. Sixty per cent of the participants
identified an individual’s objectivity/mindset as an input to overall auditor objectivity.

According to Karapetrovic and Willborn [16], ‘Auditor independence’ is related to auditor
objectivity, an auditor’s mindset, and the organisational position of the assurance function. This
category was, however, one of the lowest-scoring in relation to auditor objectivity. Similarly, the
category of ‘Audit team dynamics’ was one of the lowest-scoring categories.
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What elements affect the objectivity of an auditor?
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Figure 3: Distribution of responses for Q2

Key area 3: “What elements contribute to auditor/audit team variability?”

The occurrence of responses associated with key area 3 is depicted in Figure 4. Related to variability
among auditors and audit teams, ‘Perceived competence and knowledge’, ‘Auditing methods’, and
‘Biased decisions’ scored relatively high.

Even though ‘Auditor qualification and experience’ reflected a high score for key area 2 (Figure 3),
a score of only 20 per cent was achieved for key area 3 (Figure 4). ‘Unable to identify potential risk’
and ‘Planning’ had similar scores to ‘Auditor qualifications’.

What elements contribute to auditor/ audit team variability?
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Figure 4: Distribution of responses for Q3
5.2  The second round of the Delphi evaluation

The empirical data collected during the first round of the Delphi technique was evaluated, within
the context of the relevant literature sources, to determine the specific quantitative data needed
to examine the three key areas further. Once identified, the relevant quantitative data was
collected using a survey consisting of three related statements for each key area.

The survey used the following statements:

Key area 1:

St1: Rating findings is an indication of risk.

S§2:  Rating audit findings is for QA use only.

S3: The reason for rating audit findings is not well understood by auditees.

Key area 2:

S4:  Audit team dynamics can affect auditor objectivity.

S§5: QA organisational position can affect auditor objectivity.
S6: Individual auditor bias can affect auditor objectivity.

Key area 3:
S7: A rating methodology will enhance consistency among auditors.
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S8: A four-level rating score will enhance consistency among auditors.
S9: Variability in rating findings is based on the current skills-set of auditors.

5.2.1 Data collection: Analysis and interpretation

The responses noted during the second round of the study (S7-S9) are quantitatively represented in
Figures 5 to 13.

5.3 Results and researcher’s perspective related to the Delphi evaluation

Key area 1 revisited

In response to the question: “Why do QA auditors rate/grade audit findings?”, all participants
identified the purpose of rating audit findings as including identifying risk or raising significant audit
findings (Figure 2). These are both related to risk identification and risk management, according to
Beckmerhagen et al. [1].

Reviewing the data for the second round of the Delphi evaluation provided an unexpected result for
S1, depicted in Figure 5. The opinion noted in round 1, that the rating of an audit finding was to
indicate risk, was not unanimously held among the participants.

Rating audit findings is an indication of risk
60
40
0

o B N N

Strongly ~ Agree  Neutral Disagree Strongly
agree disagree

Figure 5: Distribution of responses for S1

The responses noted for S2 indicated that the majority of participants disagreed that the information
related to audit finding ratings was for QA use only (Figure 6). By inference, rating information could
therefore be used by, and be valuable to, additional stakeholders, including the auditee.

Rating audit findings is for QA use only
80

60
40
0 I
0 T T T 1

Strongly  Agree Neutral ~ Disagree  Strongly
agree disagree

Figure 6: Distribution of responses for S2

Conversely, the participants also noted that the current rating system was not well understood by
auditees (Figure 7), making it difficult to solicit auditee support for the findings if they do not
primarily understand the purpose of the rating process.
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The reason for rating audit findings is not well
understood by auditees
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Figure 7: Distribution of responses for S3

Key area 2 revisited

In response to the question: “What elements affect the objectivity of an auditor?”, consensus among
the participants was observed in the following areas: ‘Planning’; ‘Auditor qualification’,
‘Experience, knowledge and perceived auditor competence’ (Figure 3). This result was unexpected,
as the literature review provided limited indications that these elements would potentially impact
auditor objectivity.

A smaller proportion of participants initially acknowledged ‘Auditor independence’ and ‘Audit team
dynamics’ as elements that could affect auditor objectivity (Figure 3). This result was unexpected,
as the relevant literature supports the use of team moderation to enhance objectivity (Robitaille
[6]). The participants, however, acknowledged the value of audit team members in achieving and
enhancing objectivity, by relying on the background and perceived competence of fellow team
members. S4 evaluated the element of audit team dynamics impacting objectivity. The result
depicted in Figure 8 indicates that participants supported the statement; however, the perception
was not unanimous.

Audit team dynamics can affect auditor
objectivity

80

60

40

20

. ]

Strongly Agree Neutral ~ Disagree  Strongly
agree disagree

Figure 8: Distribution of responses for S4

During the first round of the Delphi evaluation of key area 2, the following elements were not
identified by the participants: ‘Organisational position’ and the use of ‘Applied methodologies’.
These elements have been noted in the literature (Karapetrovic and Willborn [16]) as impacting on
decision-making processes, individual bias, and subsequent objectivity. In round 1, a smaller
proportion of participants initially acknowledged ‘Auditor independence’ — which potentially relates
to organisational position — as an element affecting auditor objectivity (Figure 3).

To determine the participants’ perception about ‘Organisational position’ and ‘Individual auditor
bias’ as related to auditor objectivity, S5 and S6 were used to collect the relevant data. The result
indicated consensus among participants, with 100 per cent of the participants agreeing that
organisational position and individual auditor bias impacted the levels of auditor objectivity (Figures
9 and 10).
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QA's organisational position can affect auditor Individual a”dit°br_biat? can affect auditor
objectivity objectivity

80
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agree disagree agree disagree

Figure 9: Distribution of responses for S5 Figure 10: Distribution of responses for S6

Key area 3 revisited

As part of evaluating the question, “What elements contribute to auditor/audit team variability?”,
the following categories scored significantly lower among all the categories identified during round
1: ‘Auditor qualification and experience’, ‘Unable to identify potential risk’, and ‘Planning’.

In assessing the ‘Planning’ category, Beckmerhagen et al. [1] regarded planning as imperative for
the execution of effective audits. However, they did not identify planning as critical to auditor
variability. For this reason, further investigation in this area was not performed.

The highest scoring categories were ‘Perceived auditor competence’, ‘Auditing methods’, and
‘Biased decisions’ (Figure 4). This result was unexpected, since only the first category was identified
in the evaluation of auditor objectivity (Figure 3), while the latter two categories were not identified
by any participants, leading the researcher to infer that participants might not have recognised that
auditor objectivity and auditor consistency (and, conversely, variability) were related, as noted by
Karapetrovic and Willborn [16].

Furthermore, if these concepts are regarded as interdependent, and since objectivity is associated
with the application of a consistent auditing methodology, the value of such a key element cannot
be disregarded when trying to reduce variability. Thus questions arose about the consistent
application of the existing methodologies in the research environment; and this led in turn to further
evaluation of the auditing methods and the associated rating methodologies (57-59). The results are
shown in Figures 11 to 13.

Avrating methodology will enhance consistency
amongst auditors

60
30
40

30
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0 : ‘

Strongly Agree Neutral ~ Disagree  Strongly
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Figure 11: Distribution of responses for S7

Figure 11 indicates agreement among the participants that a rating methodology could enhance
consistency among auditors (57). The consensus, however, was not unanimous, raising questions
about the appropriateness of the current methodology as seen by the participants.

The existing methodology applied in the research environment is a three-level rating score. And
since the aim was to determine opinions about the appropriateness of the current rating criteria, an
alternative rating scale was proposed as part of the second statement for this focus area (S8).
Neutral responses were observed when the use of a four-level rating score rather than the three-
level score was proposed (Figure 12).
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Afour level rating score will enhance consistency
amongst auditors
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Figure 12: Distribution of responses for S8

Since objectivity is associated with the consistent application of an auditing methodology, and a
consistently applied methodology can reduce variability, it can be inferred that the skills required
to apply such auditing methodologies could also impact the overall variability among auditors and
audit teams.

Based on the contradictory data collected in round 1 (Figure 3 versus Figure 4) related to auditor
competency, it was decided to evaluate the impact of an auditor’s skills set (qualification,
experience, competence, and knowledge) as part of reducing variability (59). Subsequently,
consensus was not reached about whether the auditor skills set could influence variability in rating
the severity of audit findings (Figure 13).

Variahility in rating findings is based on the
current skills set of auditors
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Figure 13: Distribution of responses for S9

The result noted in Figure 13 is inconsistent with the perception noted in Figure 10, where it was
unanimously agreed that auditor bias could affect auditor objectivity, and could lead to variation
among auditors and audit teams due to individual biases. It is also inconsistent with the literature
reviewed in this area, which supports the findings shown in Figure 10 (Karapetrovic and Willborn
[16]; Mohamed and Habib [8] citing Cameran, Di Vincenzo and Merlotti, (2005); Vanasco [11]).

5.4 Respondent feedback related to the Delphi evaluation

The data collected in the first and second rounds of the Delphi evaluation was tabulated and
presented to the participants in order to determine their overall perception of the data collected.
The key aspects of the feedback received from the participants were as follows:

. Focus area 1: Participants questioned whether the rating of audit findings was of value to the
auditee (Figure 5), based on the data highlighting the fact that not all auditees understood the
purpose of rating audit findings (Figure 7).

. Focus area 2: Respondent feedback highlighted the perception that team dynamics could have
a negative impact on auditor objectivity (Figure 8), rather than the positive impact noted in
the literature. Furthermore, participants concurred that auditor experience promotes a level
of auditor objectivity (Figures 3 and 4). This is not aligned with the literature reviewed, which
links objectivity to the implementation of consistent methods.
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. Focus area 3: Even though the participants concurred that a rating methodology could enhance
consistency among auditors (reduce variability), opinions varied among them about whether
applied auditing methods would enhance auditor objectivity (Figure 11).

5.5 Related meanings in relation to the Delphi evaluation

Key area 1
In reviewing the purpose of rating findings and reducing subjectivity among auditors, a number of
significant points were noted.

Since rating an audit finding is a type of measurement, the measurement must be reliable and be of
value. As previously mentioned by Hubbard [21], to ensure that a measurement of any sort or for
any purpose is effective, certain elements are needed. It was determined that there was a common
understanding among the participants about the purpose of rating an audit finding. However, further
evaluation indicated some incompatibilities. Even though participants claimed the rating was for
both QA and auditee use, the fact that auditees do not understand the purpose of rating audit
findings challenges the validity, reliability, and value-add of the rating measurement to the auditee,
at least in respect of the expectations noted by Hubbard [21].

Furthermore, if the intent of the measurement is not understood by the auditee, it can be inferred
that the expectations related to actions associated with the various ratings might not be defined,
understood, or effectively communicated. When expectations are not understood or communicated,
dissatisfaction on the part of either or both parties might be experienced when these expectations
are not met, resulting in a perception of ineffectiveness.

According to Elliot et al. [4], audit effectiveness seems to be as dependent on auditee perception
as it is on audit execution and auditor competence. Thus the ability to influence and improve auditee
perception could enhance auditor/auditee relations and add value to the organisation’s performance
as a whole. Even though all participants acknowledged that the purpose of the rating process was
to identify significant findings and operational and business process risk, when the
elements/indicators needed as part of the measurement are not well-defined, it becomes a
challenge to perform the measurement effectively.

Key area 2 and 3

In determining the elements that affect auditor objectivity, the following salient points were noted.
Robitaille [6] and Beckmerhagen et al. [1], recommend the use of peer-checking as a way to
moderate and improve auditor objectivity. As part of the moderation process, it is important to note
that nobody is immune to the effect of their own pre-conceptions; and therefore an individual’s risk
appetite and tolerance level to risk can influence auditor objectivity. Since heuristic biases might
be unavoidable, the audit team moderation mentioned above could only mitigate biases to a certain
extent, as individuals are able to skew decisions related to risk identification and risk analysis. In
the current research environment, this could translate directly into how auditors identify and rate
audit findings.

Even though ‘auditing methods’ and ‘biased decisions’ were noted as influencing variability among
auditors, the omission of ‘auditing methods’ as an element that could impact auditor objectivity,
along with the impact of negative audit team dynamics, could collectively impact on the level of
objectivity exercised by an auditor and audit teams (Karapetrovic and Willborn [17]).

Based on the data collected, there is an over-reliance on individual capabilities, and not enough
emphasis is placed on consistent decision-making processes. This was evident from the consistently
high scores noted for the categories ‘Auditor qualification and experience’ and ‘Perceived
knowledge and competence’.

Furthermore, when the same participants are unable to agree on the value of implementing applied
auditing methods to enhance auditor objectivity, it is probable that this very mindset impacts the
application of consistent methods when formulating and evaluating audit findings. To test this view,
a survey was completed to determine which elements were consistently considered, by all the
participants, as part of the auditing process.
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5.6 Input element survey

Since the participants might have had different worldviews, experiences, and biases, it is highly
probable that the variation noted in the rating of audit findings stemmed from the inputs applied
when formulating, justifying, and rating an audit finding. Each of these steps is key when
communicating the significance of an audit finding, whether it is to provide a summary description,
a context, or a measure of severity.

Before continuing, an understanding of the following key concepts, noted by Smith, Bester and Moll,
[35] citing Ciardiello (2002), may be required:

. Cause: The reason or reasons an event or finding has occurred.

. Effect: An occurrence, problem, or event. Noted as the ‘as found’.

. Consequence: The actual or potential resultant or follow-on effect experienced, if the
identified condition remains untreated.

Participants were surveyed to determine which elements (from the concepts noted above) were
considered as inputs when formulating, justifying, and rating an audit finding. The three
administered questions were:

“Which elements do you consider when:

Q4 Formulating an audit finding description;
Q5 Formulating an audit finding justification;
Q6 Rating an audit finding?”

5.7 Data collection and analysis

The empirical data collected during this survey was grouped and quantified by applying the key
concepts of cause, effect, and consequence. The percentage distribution of responses was captured
in Figures 14-16.

Elements considered when
formulating a description

Percentage occurrence
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Figure 14: Distribution of responses for Q4

Figure 14 indicates that, when participants formulated an audit finding description, 50 per cent of
them primarily considered a category that combined both ‘effect and ‘consequence’, while 30 per
cent of them considered only ‘effect’ and 10 per cent of them considered ‘cause’ and ‘cause and
effect’ respectively.
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Figure 15: Distribution of responses for Q5

Figure 15 reflects the elements considered by participants when formulating an audit finding
justification. Of the participants surveyed, 40 per cent considered a combination of ‘effect and
consequence’ and only ‘consequence’ respectively; the remaining 20 per cent selected the category
of ‘cause, effect, and consequence’.
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Figure 16: Distribution of responses for Q6

Figure 16 indicates that when participants rated an audit finding, 50 per cent of them considered a
combination of ‘cause, effect, and consequence’. while fewer of them, 40 per cent, considered
‘effect and consequence’. and only 10 per cent considered only ‘consequence’.

5.8 Results, and researcher’s perspective on the input element survey

The prominent input elements identified for Q4 (Figure 14) are represented by the shaded area in
Figure 17.

CONSEQUENCE

EFFECT

CAUSE

Figure 17: Principal elements used in formulating a finding description

The majority of the participants considered a combination of ‘effect and consequence’ when
formulating a finding description. However, since the finding description is a summary of the
nonconforming condition, variation might arise due to how participants perceive the finding. This is
supported by Smith et al. [35] citing Ciardiello (2002), as follows:
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‘...the nonconformity problem statement can be located dynamically within the ‘cause and
effect’ chain. This introduces the difficulty that different auditors may position the same
nonconformity effect or consequence in a different location on the chain.’

Practically, therefore, when more than one input - whether cause, effect, or consequence - is used
to formulate a finding description, variation among participants might be unavoidable.

The prominent input elements identified for Q5 (Figure 15) are represented by the shaded area in
Figure 18.
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Figure 18: Principal elements used in formulating a justification description

The majority of the participants considered ‘effect and consequence’ and ‘consequence’ when
formulating a justification description. Since the justification description is considered as
information that provides additional context to the audit finding, it stands to reason that
‘consequences’ would be a logical input to provide this required framework.

According to Robitaille [6], however, a certain level of subjectivity arises among auditors when
analysing nonconformities in relation to effect, significance, and risk-profiling of the nonconformity;
and so a level of variation might occur among the participants, based on individual biases and risk
tolerance levels.

The prominent input elements identified for Q6 (Figure 17) are represented by the shaded area in
Figure 19.
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Figure 19: Principal elements used in rating a finding

According to Smith et al. [35], when rating an audit finding, the potential effects or consequences
of the audit finding are to be considered, while also keeping in mind the context in which the audit
finding became evident (Smith et al. [35]). Reviewing the distribution of data collected for Q6
(Figure 16), a larger proportion of participants considered a combination of ‘cause, effect, and
consequence’ while fewer of them considered ‘effect and consequence’, and the lowest number of
them considered only ‘consequence’.

Identifying the ‘cause’ element as part of the ‘cause, effect, and consequence’ category was an
unexpected result, and is not supported by the relevant literature reviewed. In particular, Smith et
al. [35] maintain that rating is to be based on the significance and consequence of the finding, and
does not refer to ‘cause’ as a consideration when rating. Consequently, when all of the elements
are considered by half of the participants - and when acknowledging the potential variation within
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the ‘cause and effect’ chain mentioned earlier - it is not surprising that variation among participants
occurs when rating audit findings.

Likewise, the Institute of Internal Auditors [20] recommended bearing in mind the materiality
(effect) and impact (consequence) of a finding when formulating and evaluating audit findings,
rather than considering the cause of the finding.

5.9 Respondent feedback on the input element survey

As with the Delphi evaluation, participant feedback was solicited to determine participant opinion
about the empirical data captured for this section of the study. The participants confirmed the
validity of the data collected, and provided additional comment.

Although the cause of a nonconformity was not prescribed as part of the rating step, within the
research environment participants indicated that they used this element as an input when rating an
audit finding, as is evident in the feedback from one respondent:

‘Very rarely would the cause be used as the basis, because this requires an analysis to find
the cause. Sometimes the cause is clear; then it can be used.’

Although the participants indicated that the ‘cause’ of the audit finding was rarely considered,
reviewing the data (Figure 16), it is reasonable to deduce that the ‘cause’ is considered by at least
50 per cent of the participants, thus increasing the likelihood of variation among participants when
rating audit findings.

5.10 Related meanings in the input element survey

When both formulating and justifying an audit finding, similar input elements were considered by
the majority of the participants (Figures 17 and 18). When reviewing Figures 17 and 18, it would be
reasonable to deduce that the inputs were considered to the same extent. However, reviewing the
specific data (Figures 14 and 15), the specific distribution of the elements considered indicates the
extent of variation among participants in this area.

Similarly, when reviewing Figure 19, it is evident that aspects far beyond the effect of the finding
(and possibly the immediate consequence too) have been considered when rating findings. When
reviewing the specific data (Figure 16), the extent of the variation when rating might be greater
than initially perceived, since the majority of the participants considered cause as an input,
increasing the potential for variation and inconsistency among auditors when rating a finding.

Collectively, the variation observed across all aspects of formulating an audit finding may therefore
result in inconsistencies among auditors that are particularly evident when rating the audit finding.
Furthermore, when the prescription and methodology about which aspects to include and measure
when formulating and rating an audit finding is absent; auditors might be required to apply their
professional judgement to a greater extent, leading to subjective decisions.

6  RESEARCH FINDINGS

This exploratory study sought to determine reasons for the noted inconsistency among auditors when
rating the severity of audit findings, by applying the qualitative data analysis framework suggested
by Baptiste [32]. The following research findings were formulated:

. There is a limited correlation between the perceived purpose of rating audit findings and the
methodology/criteria currently adopted.

. There is a disconnect between how participants regarded and achieved auditor objectivity and
auditor consistency.

. The potential benefit of audit team composition and team dynamics is not fully realised, and
is skewed towards the negative influence of audit team dynamics.

. The variation in input elements as part of the formulation, rating, and justification process has
contributed to the variability among auditors.
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7  RECOMMENDATIONS
Based on the key findings, the following analysis and recommendations were noted:

. Review the intent of the rating process, and specify the expectations of both the auditor and
the auditee in this regard. Once the intent of the measurement (rating) is established and
understood, determine which indicators/aspects will be measured. Revise the current rating
criteria to consider and include all these inputs.

. Establish an applied methodology with clear guidelines for rating audit findings, always keeping
the purpose in mind. Guidelines should include: actions to mitigate individual auditor bias;
actions to benefit from positive audit team moderation; actions to eliminate the over-reliance
on auditor competency; identified aspects of risk deemed necessary as part of the rating
process; and specified inputs to be used as part of formulating, rating, and justifying audit
findings.

. Improve auditor communication with both the auditee and senior management about the
purpose of rating audit findings; and, if applicable, communicate to auditees the expectations
about required actions in relation to the different severity grading categories.

8  CONCLUSION

The study has shown that inconsistencies among auditors arise when the purpose of rating audit
findings and the applied methodology and criteria are not aligned. Additionally, these
inconsistencies are magnified when there is an over-reliance on individual auditor capabilities rather
than relying on specific auditing methods to mitigate auditor bias. So the study recommends that,
by consistently applying an established framework of criteria and a prescribed methodology, QA
organisations can control and potentially reduce subjectivity among auditors, and so improve the
credibility of the QA function within a high risk industry.

The study claims that, when auditors consider various elements in formulating and rating an audit
finding, and position the audit finding within the cause-and-effect chain with variation, this too
increases the variability among auditors that can directly impact on the variability of audit
outcomes. The study also reasons that, by understanding the importance of positioning the audit
finding effectively within this cause-and-effect chain, auditors are effectively able to highlight the
significance of the audit findings and the associated risk impact on the organisation. And highlighting
the significance and the risk impact can result in effective acts of resolution that will improve
confidence in the QA audit outcomes and improve the credibility of the QA function.
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