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The Impact of the Auditor Client Business Risk
and the Effectiveness of his Internal Control Structure
on the External Auditor’s Decision to Rely on the Internal
Audit Function —An Experimental Study

Abstract

The main objective of this research is to study whether client business risk
and the eftectiveness of control structure affect the decision of the external
auditor to rely on the internal audit function, while examining the impact of
both the experience and auditor firm size on previous relationships. To
achieve the research goal, an experimental study conducted on a sample of
external auditors in the Egyptian environment, and the sample was 104
external auditors. The results indicate that there is a significant effect of the
business risk and the effectiveness of the internal control structure, both of
them together, and each separately on the decision of the external auditor to
rely on the internal audit function, and that the external auditor’s registration
in the Financial Supervision Authority and auditor firm size have a significant
impact on previous relationships. An additional analysis was also conducted
by adding a third modified variable, which is the qualification of the external
auditor. The results showed an effect of the external auditor's qualification on
the relationships. A sensitivity analysis was also conducted by changing the
method of measuring the level of experience of the external auditor through
the number of work years. The results showed a significant eftect of the level
of experience measured by the number of years on the relationships under

study.

Keywords: The decision of the external auditor to rely on the internal

audit function — Enterprise Business Risk - Internal Control Effectiveness
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— g nsaddS sl eyal 3¢ Non  parametric  testsdialesdUl &fyLaaY) ol tests
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Statistic | df |Sig. |Statistic | df |Sig.

Jald 501 104 [.000 [ .443 |104 |.000
3 il 322 104 |.000 | .774 |104 |.000
ll 528 104 |.000 | .353 |104 |.000
Sl ana 390 104 |.000 | .623 | 104 |.000

A8 A Anidie s hlaa) Al 225 104 (.000 | .819 104 |.000
A 48 ) dunddie jhalaa YAl 453 104 1.000 | .535 104 |.000
LALE ) dai yo plalaaTAllall 210 104 (.000 | .841 104 1.000
Aaddia 48 ) dadl yo ylalie E41) 433 104 [.000 | .578 104 |.000

Gunne (M) adinall Jaia¥) ajaill IS 1) L sasy Lol Kolomgrov—Smirrnovd sy cigagasls jLis) !
Jis & L ¢ paall (s o o %0 e ST P— Value dad cul 138.Y of sl Jiadll aysill iy disel) 4
) i) Jsd o Aanills paell (g ) iy %0 (e il Aaill culs
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e L 5 dxabyall daee (gl ddalall LB JSa dullad G A8 Ao Al 46,01 e
AL 315l dxadie Bl B AR dralial diidy o slae¥) Glis a8 Slleal)

a1



____________ 08000 241 J<a Allad g danl yal) Jae Jlasi i i TIPS PRIV TN

H2b epdl) (apdll JLad) dadi -

e Aulad) (i€a aanl Hili aag OIS 13 L lasl (H2b) sdll (aydll Cisgiul
e slae¥) li o8 5 Laaball Jaee (gl Adalall L (< Alled G dulad) 3D
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