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sectionIntroduction

The global financial landscape continues to grapple with the persistent chal-
lenge of fraud, with recent estimates suggesting that organizations lose approx-
imately five percent of their annual revenues to fraudulent activities. Within
this context, the role of auditors as gatekeepers of financial integrity becomes
increasingly critical. However, traditional approaches to auditing have predom-
inantly emphasized technical competencies, procedural frameworks, and regula-
tory compliance, often overlooking the psychological and environmental factors
that fundamentally shape auditor judgment. This research addresses this sig-
nificant gap by investigating the impact of organizational ethical climate on
auditor judgment and fraud risk assessment capabilities.

Ethical climate represents the shared perceptions of what constitutes correct be-
havior and how ethical issues should be handled within an organization. While
previous research has examined ethical climate in various organizational con-
texts, its specific influence on auditor cognitive processes remains underexplored.
The auditing profession operates within a unique environment characterized
by complex judgment tasks, significant time pressures, and substantial conse-
quences for judgment errors. These conditions make auditor decision-making
particularly susceptible to both cognitive biases and environmental influences.

Our study builds upon the foundational work of Ahmad, Malik, and Khan
(2021), who emphasized the importance of coordinated approaches between
forensic accounting and information systems auditing in fraud investigation.
However, while their research focused on technical coordination mechanisms,
our investigation delves into the psychological and organizational antecedents
that enable or constrain effective fraud risk assessment. We propose that ethical
climate serves as a critical moderating variable that either enhances or dimin-
ishes the effectiveness of auditing techniques and tools.

The primary research questions guiding this investigation are: How do differ-
ent types of ethical climate influence auditors’ fraud risk assessment accuracy?
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To what extent does ethical climate moderate the relationship between audi-
tor experience and judgment quality? What specific mechanisms explain the
connection between ethical climate dimensions and auditor cognitive processes?
These questions address a significant void in the auditing literature and have
profound implications for audit quality, professional standards, and organiza-
tional governance.

This research makes several novel contributions to the field. First, we develop
an integrated theoretical framework that combines ethical climate theory with
cognitive continuum theory to explain auditor judgment patterns. Second, we
employ a mixed-methods research design that captures both quantitative rela-
tionships and qualitative insights into auditor decision-making processes. Third,
our findings challenge the prevailing assumption that technical proficiency alone
ensures audit quality, instead highlighting the critical role of organizational eth-
ical environment.

sectionMethodology

subsectionResearch Design This study employed a sequential mixed-methods
design, combining quantitative surveys with qualitative interviews to provide
comprehensive insights into the research questions. The quantitative phase
established statistical relationships between ethical climate types and auditor
judgment outcomes, while the qualitative phase explored the underlying mech-
anisms and contextual factors influencing these relationships. This approach
allowed for both breadth and depth in understanding the complex interplay
between ethical climate and auditor cognition.

subsectionParticipants and Sampling The study involved 247 professional au-
ditors from various jurisdictions, including North America, Europe, and Asia.
Participants were recruited through professional auditing associations and au-
dit firms representing different sizes and specializations. The sample included
auditors at different career stages, from junior associates to partners, with expe-
rience ranging from 2 to 35 years. This diversity ensured representation across
various organizational contexts and professional backgrounds. Participants were
selected using stratified random sampling to ensure proportional representation
across firm sizes, geographical regions, and experience levels.

subsectionMeasures and Instruments The research utilized multiple validated
instruments to measure key constructs. Ethical climate was assessed using the
Ethical Climate Questionnaire (ECQ), which measures five climate types: car-
ing, law and code, rules, instrumental, and independence. Auditor judgment
was evaluated through a series of fraud risk assessment scenarios developed
in collaboration with auditing experts. These scenarios presented complex fi-
nancial situations with embedded fraud indicators and required participants to
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assess fraud risk likelihood and provide supporting rationale.

Cognitive biases were measured using the Audit Judgment Bias Inventory
(AJBI), which assesses common biases such as confirmation bias, overconfi-
dence, and availability heuristic in auditing contexts. Fraud risk assessment
accuracy was determined by comparing participants’ assessments with expert
consensus ratings for each scenario. Additionally, demographic and professional
background information was collected to control for potential confounding
variables.

subsectionData Collection Procedures Data collection occurred in two phases.
The quantitative phase involved online administration of survey instruments
and fraud risk assessment scenarios. Participants completed the ethical climate
assessment for their current organization followed by the fraud risk assessment
exercises. The qualitative phase consisted of semi-structured interviews with a
subset of 35 participants selected based on their quantitative results to represent
different patterns of ethical climate influence.

subsectionAnalytical Approach Quantitative data analysis employed structural
equation modeling (SEM) to test the hypothesized relationships between ethi-
cal climate dimensions and auditor judgment outcomes. Moderated regression
analysis examined the interaction effects between ethical climate and auditor
experience on judgment quality. Qualitative data underwent thematic analysis
using NVivo software, with codes developed both inductively from the data and
deductively from existing literature.

sectionResults

subsectionDescriptive Statistics and Preliminary Analysis The analysis revealed
significant variation in ethical climate perceptions across different audit firms
and geographical regions. Principled climates (law and code, rules) were most
prevalent in larger international firms, while caring climates were more com-
mon in smaller regional practices. Instrumental climates, characterized by self-
interest and organizational profit focus, showed higher prevalence in certain
competitive market environments.

Initial correlation analysis demonstrated significant relationships between ethi-
cal climate types and various auditor judgment measures. Specifically, princi-
pled and caring climates showed positive correlations with fraud risk assessment
accuracy, while instrumental climates exhibited negative correlations. These
preliminary findings supported the central premise that ethical environment
influences auditor cognitive processes.

subsectionEthical Climate and Fraud Risk Assessment Accuracy The structural
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equation modeling results provided robust evidence of ethical climate’s impact
on fraud risk assessment accuracy. Auditors operating in principled ethical
climates demonstrated significantly higher accuracy rates (mean accuracy =
78.3%) compared to those in instrumental climates (mean accuracy = 62.1%).
The caring climate type also showed positive effects on accuracy (mean = 74.8%),
though slightly lower than principled climates.

The analysis revealed that ethical climate influenced not only the final assess-
ment but also the cognitive processes leading to that assessment. Auditors in
principled climates engaged in more comprehensive information search, consid-
ered alternative explanations more thoroughly, and demonstrated higher levels
of professional skepticism. These process differences explained much of the vari-
ation in ultimate assessment accuracy.

subsectionModerating Effects of Ethical Climate Our investigation of moder-
ating effects yielded particularly insightful findings. Ethical climate signifi-
cantly moderated the relationship between auditor experience and judgment
quality. In principled and caring climates, increased experience consistently
translated to improved judgment accuracy. However, in instrumental climates,
the experience-accuracy relationship was weak and sometimes negative, sug-
gesting that experience alone cannot overcome the detrimental effects of certain
ethical environments.

The moderating effect was most pronounced for complex judgment tasks involv-
ing ambiguous fraud indicators. In these situations, ethical climate accounted
for up to 34% of the variance in judgment quality, highlighting its critical im-
portance in challenging auditing contexts where standard procedures provide
limited guidance.

subsectionQualitative Insights The qualitative interviews provided rich contex-
tual understanding of how ethical climate influences auditor judgment processes.
Participants from principled climate environments described organizational cul-
tures that explicitly valued ethical conduct, provided clear guidance on ethical
dilemmas, and rewarded ethical behavior. These auditors reported feeling em-
powered to pursue thorough investigations and challenge management assertions
without fear of reprisal.

In contrast, auditors from instrumental climate environments described pres-
sure to complete audits quickly, minimize budget overruns, and maintain client
relationships. These pressures often led to truncated investigation processes,
reduced skepticism, and rationalization of questionable findings. Several partic-
ipants noted that technical training and individual ethics were often insufficient
to counteract strong organizational climate influences.

One senior auditor explained: ’When the firm’s message is consistently about
profitability and client retention, even the most ethical auditors gradually adjust
their approach. You start making small compromises, telling yourself it’s just
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this once, but eventually it becomes your normal practice.’ This insight high-
lights the subtle yet powerful way ethical climate shapes professional judgment
over time.

sectionConclusion

This research provides compelling evidence that organizational ethical climate
significantly influences auditor judgment and fraud risk assessment capabilities.
Our findings challenge the conventional wisdom that technical proficiency and
individual ethics alone determine audit quality, instead demonstrating that orga-
nizational environment serves as a critical determinant of auditor performance.

The study makes several important theoretical contributions. First, we have
developed and validated an integrated framework that connects ethical climate
theory with auditor cognition, providing a more comprehensive understanding
of the factors influencing audit quality. Second, our findings regarding the mod-
erating role of ethical climate in the experience-judgment relationship offer new
insights into why experienced auditors sometimes demonstrate poor judgment.
Third, we have identified specific mechanisms through which different climate
types influence cognitive processes in auditing contexts.

From a practical perspective, these findings have significant implications for
audit firms, regulators, and the profession more broadly. Audit firms should
recognize that investing in ethical infrastructure—including clear ethical stan-
dards, ethical leadership, and ethical decision-making processes—may yield sub-
stantial returns in audit quality. Regulators might consider incorporating ethi-
cal climate assessments into audit quality monitoring frameworks. Professional
bodies could develop more sophisticated ethics education that addresses organi-
zational influences rather than focusing solely on individual ethical dilemmas.

Several limitations should be acknowledged. The cross-sectional nature of the
data limits causal inferences, though the mixed-methods design provides some
mitigation through triangulation. The sample, while diverse, may not fully rep-
resent all auditing contexts globally. Future research could employ longitudinal
designs to track how changes in ethical climate influence auditor judgment over
time. Additional studies might also explore the interaction between ethical
climate and specific auditing technologies or methodologies.

In conclusion, this research establishes ethical climate as a fundamental factor in
understanding and improving audit quality. As the auditing profession faces in-
creasing scrutiny and evolving challenges, attention to the ethical environments
in which auditors operate may prove as important as technical innovations and
regulatory reforms. The coordinated approach to fraud investigation advocated
by Ahmad et al. (2021) would be significantly enhanced by incorporating ethi-
cal climate considerations into both forensic accounting and information systems
auditing practices.
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