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ABSTRACT

Massive Global corporate scandals, financial crisis and collapses of large entities have diluted
the investors’ confidence in the worlds capital market The auditing profession has also come
under the spotlight, following the melodramatic flop of eminent companies without any prior
warning signals and highlighted the miracle phenomena, the audit expectation gap (AEG).
Based on a questionnaire survey with auditors and investors, this paper discovers significant
audit expectation gap (AEG) in the areas of auditor’s general responsibility, auditor’s
responsibility for fraud detection, auditor’s responsibility for internal control reporting
assessment, meaning of the audit report, and also auditor’s responsibility for going
concern reporting in Bangladesh. No expectation gap is emerged regarding the usefulness of
audit report. Most of the gap has been refereed as reasonableness gap, but it can lead the
standard setters and the practitioners of audit profession to set higher standards of
performance.
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1. Introduction

Accountants establish accountability through external audit process, protect and promote the public
interest, act as gate keepers (Coffee Jr, 2002; Dontoh, Ronen, & Sarath, 2013; Fox 2008; Sikka, Willmott, & Lowe,
1989). Massive Global corporate scandals, financial crisis and collapses of large entities such as Barings, HIH,
Parmalat, Enron and Lehman Brothers have adulterated the investors’ confidence in the world’s capital market.
The United States was bang by an upsurge of business failures during the year 2001 and
2002 and Enron and WorldCom were the utmost remarkable instances of these monetarist crisis.
The staple purpose of gatekeeping is the melioration of the information dissymmetry amid stockholders and
Enron and WorldCom are the diagnostic of insightful vicissitudes in the gatekeeping vocations
and the atmospheres in which they maneuver as well as (Fox, 2008). Auditors flunked to play their role
as liberated gatekeepers and specified upsurge to the monitoring initiatory, the Sarbanes-Oxley Act of 2002 and
pursues encompass  the delinquent by amplified directives and penalization, authorization of audit committees,
and lessening the auditor’s engrossment with the clienteles (Dontoh, 2013). The auditing profession has also come
under the spotlight, following the melodramatic flop of eminent companies without any prior warning signals
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in audit reports and highlighted the miracle phenomena, the audit expectation gap (AEG). Generally, AEG indicates
the divergent anticipations of what the public cravings from the audit and what the auditors cognizes their role to
comprehend (Wolf, Tackett, & Claypool, 1999).

The collapse of the big companies have always been costly to the auditing profession in many ways, such
as compromising the professional reputation, incurring high cost of litigation in order to settle down these cases
in courts, and the possibility of taking increased responsibilities and the most importantly loosing stakeholders
faith (Wolf, Tackett, & Claypool, 1999). However widespread criticism and litigation indicate that there is a gap
between society’s expectation of auditors and auditor’s performance as perceived by the society (Porter, 1993).
An audit judgment enunciates; amongst further =~ matters that the financial statements are relinquish from
substantial misstatements thus rears the queries whether preparers of financial statements, auditors and users
group have the similar interpretation around the meaning of free from material misstatements (Boterenbrood,
2017). Stakeholders have conveyed apprehensions regarding the applicability of audits in today's business
surroundings and the hitches in understanding the reasonableness and material trustworthiness of the audited
financial statements. However, these stakeholders may be naive about the materiality, sampling techniques, the
role of auditors in detecting fraud and error and the responsibility of Management. There is a gap between
society’s expectation of auditors and auditor’s performance as perceived by the society. The AEG debate raised
firmly on the agenda of accounting profession, regulators and the society, as the World has seen a wave of
corporate scandals, financial crisis and audit failure (Humphrey, Moizer, & Turley, 1993). Ample debate is
required on the action plan ensuring that both audits of financial statements and auditor reports are apt for the
purpose (Green report on audit, European commission 2010).

Now the question arises what society can expect from audit of financial statements? Hence, the study
objective is to assess empirically the presence of audit expectation gap in Bangladesh in the contemporary regime.
This research is very pertinent because the regulators of audit profession assess people’s perception towards
audit and request annotations from the public and take actions according to their desires in developing audit
reporting model to improve the value of audit (IAASB 2011, 2012, 2014, 2015; PCAOB 2011; Schelluch, P., & Green,
W. 1996). The study escorts the regulators and the practitioners of audit profession, because each dimension of
audit expectation gap may inform the regulators which gap actually exists and take the action plan to improve the
current audit standard. The consequent segment of this paper presents as follows: A review of the related
literature and hypothesis development in section 2, followed by a description of data and methodology in section
3. After that, section 4 includes results and section 5 discussions, and the section 6 conclusion.

2. Literature review and hypothesis development
2.1 A glimpse of the term Audit Expectation Gap (AEG)

AEG has been defined by various researchers from different dimension. Liggio (1974) delimitated, Audit
Expectation Gap (AEG) as the metamorphosis between the echelons of anticipated performance as expected by
both the user of a financial statement and the liberated accountant. The Cohen commissions (1978) defined Audit
Expectation Gap as the slit what the public expects or cravings and what auditors can and should realistically
presume to execute. Conferring to the American Institution of Certified Public Accountants (AICPA, 1992), AEG is
the breach concerning what the public and financial statement consumers believe auditors are responsible for
and what auditors themselves believe their responsibilities are. Moreover, Porter (1991) came with a
comprehensive definition of AEG and introduced the term reasonableness gap and performance gap.

a. Reasonableness Gap: The difference between what the public believes auditors to achieve and what
they can practically be likely to achieve. This gap arises due to the misapprehension of users regarding the
objective and scope of audit, lack of sufficient accounting and audit related familiarity, above expectation of
users to auditor performances as well as obliviousness of users about audit responsibilities and limitations.

b. The deficient standards gap: The difference between what can sensibly be expected from auditors and
auditors' existing duties as defined by the law and professional standards. This gap arises due to dissimilar
perception regarding what duties reasonably can be expected from auditors' existing duties as defined by the law
and professional promulgations. This can be further referred as failure of the standard setters to set available
standards to define the auditors’ standard performance.

c. The deficient performance gap: The gap between the expected standard of performance of auditors’
existing duties and auditors' perceived performance, as perceived by the public. This gap arises due to the
dissimilar perception about the expected standard of performance of auditors’ existing duties prescribed in the
existing laws and standards and auditors’ perceived performance, as expected and perceived by society. This can
further conferred as the failure of auditors to meet the society expectation based on their performance under
the existing standards. Auditors providing consultancy services to the clients, conflict of interest between the
auditors and clients, Long term tenure with the same clients are some of the areas where users may have
expectation gap regarding the auditors’ perceived performances.

The AEG has been centered on a number of issues such as the role and responsibilities of auditors, the
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Figure 1. Structure of the audit expectation performance - gap
Source: Porter1993, p. 2.

audit quality, construction and instruction of the profession, the nature and connotation of the message
transported by the audit report (Humphery 1992) as well as auditor’s capability to converse altered
intensities of assurance to users( Peter Schelluch & Gay, 2006)Moreover significant AEG was found in respect of
Auditors independence and in respect of the short form of audit report (P Schelluch, 1996).

2.2 Hypothesis development

AEG has been acknowledged by numerous researchers from several factors such as auditor’s
responsibilities, responsibilities for fraud detection, auditor’s scope, independence, usefulness of the auditor’s
report and so on. The expectation gap stanches since the divergent anticipations regarding the purpose of
liberated audit amid the auditors and the extents where metamorphosis in anticipations generally upraises such
as auditors responsibility for going concern, detection and prevention of fraud and illegal acts, auditors objectivity,
and obligation of due care Sweeney (1997). Humphrey (1991) found the focal areas of audit expectations gap
in the role of auditors to reveal deception, extortions to auditors’ independence; and the aptitude of auditors to
handle menace and ambiguity. However AEG construct could be bestowed with the following items:

2.2.1 Auditor’s general responsibilities

There has been a noteworthy expectations gap amid what financial statement customers presume an
audit is conveying and what the audit profession considers it is delivering and this gap befits awkward for auditors
during the corporate catastrophic and special attention has been focused to the role of the auditor(Mock et al,,
2012).The AEG has been bestowed with a number of issues such as the role and responsibilities of auditors, the
characteristics and connotation of the message conveyed by audit report, audit quality and the framework and
ordinance of the profession (Humphey et al 1992). The primary objective of audit is to provide opinion on the
financial statements prepared by the management whether those financial statements as a whole in all substantial
reverences correspond to an applicable financial reporting framework and it enhances the degree of confidence
of the intended users on the audited financial statements (ISA 200). Still users of financial statements perceive
disingenuous discernment regarding the auditor’s general responsibilities. Hence, we constitute our first
hypothesis:

H1: There is an expectations gap between auditors and investors in relation to the performance of the
auditors’ general responsibilities.

2.2.2  Auditor’s Responsibility for fraud detection

The users of corporate reports expect auditors to detect and report material fraud and irregularities,
whereas the auditors argue that the society misunderstands the role of the auditor and fraud detection and
reporting is not a major audit objective. As audit is a social practice it is subject to incessant challenges, the AEG
can never be wiped out. Accommodating duties for reporting fraud to the regulators revive the common sense
meaning of audit (Sikka et al., 1998). The statutory audit has always been considered as an important weapon
against fraud and it provides a continuous protection against fraud. Auditors’ responsibility for fraud detection is
the most talked topic of all the time. Users have tremendous expectation regarding the auditor’s role for the fraud
detection and countless researchers has revealed AEG in the areas of auditors responsibility for fraud detection
(Pourheydari & Abousaiedi, 2011),(Dixon, Woodhead, & Sohliman, 2006; Ruhnke & Schmidt, 2014; Siddiqui,
Nasreen, & Choudhury-Lema, 2009).(Best, Buckby, & Tan, 2001; Lin & Chen, 2004) .Moreover, users of the
financial statements sited precise extraordinary anticipation regarding the auditors’ obligations for
deception inhibition and sleuthing (Stirbu,2010). Hence, we constitute our first hypothesis.

H2: There is an expectations gap between auditors and investors in relation to the performance of the
auditors’ responsibilities regarding auditor’s responsibility for fraud detection.
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2.2.3  Auditor’s responsibility for internal control reporting

Internal control is the process designed, implemented and maintained by those charged with governance,
management, and other personnel to provide reasonable assurance about the achievement of an entity's
objectives with regard to the reliability of financial reporting, effectiveness and efficiency of operations, and
compliance with applicable laws and regulations. The auditor shall obtain an understanding of internal control
relevant to the audit for assessing the risks of material misstatement (IAASB, 2009¢).When an auditor releases an
antagonistic view concerning internal control potency, specialists provide greater risk assessments of the
company (Waller Shelton & Whittington, 2008) and stock returns risks are associated with the weaknesses in the
internal controls (KIM, Yeung, & Zhou, 2013).Hence internal control reporting is a vital phenomenon and users
have divergent views ambiances the auditors responsibility for internal control reporting and we hypothesize the
following statement:

H3: There is an expectations gap between auditors and investors in relation to the performance of the
auditors’ responsibilities regarding internal control assessment.

2.2.4 Meaning and usefulness of the audit report

An audit report on the general purpose financial statements articulates a positive and unbiased opinion
providing a high but not absolute level of assurance whereas the report on review engagement provides a
moderate level of assurance, which is a lower level of assurance (Gay, Schelluch, & Baines, 1998). Reasonable
assurance is an eminent degree of assurance and it is attained when the auditor has acquired abundant and
applicable audit evidence to moderate audit risk to a reasonably small stage as well as due to the inborn precincts
of an audit utmost of the audit evidence on which the auditor lures inferences and roots the auditor’s opinion are
cogent rather than decisive therefore reasonable assurance is not a perfect raze of assurance.  Nevertheless,
Users have multi-dimensional expectation regarding the level of assurance provided by the auditors, and
somewhat they think that audit might provide guarantee about the fairness of the audited financial statements.
Different stakeholder dialogues regarding the surfacing role of the auditor specify that an unmodified audit
opinion offers investors with a standard or initial point for their decision-making processes. However, the
envisioned meaning of the unmodified audit report is not vibrant mainly users have difficulty in accepting the
basic notions in the audit report such as reasonable assurance, materiality, and sampling (Gray et al.2011).

Unmodified audit report provides users a considerably advanced glassy of confidence in the company’s
management, investment soundness, and achievement of tactical objectives although there are significant
metamorphoses amid auditors and users in their understanding of the extensive memorandums transported such
as roles, responsibilities, and conclusions of an audit (Asare & Wright, 2012). AEG was also found in the
dependability and usefulness of the audit report (Mansur & Tangl, 2018; Nazri Fadzly & Ahmad, 2004; Best et al.,
2001).

H4: There is an expectations gap between auditors and investors in relation to the meaning of the audit
report.

H5: There is an expectations gap between auditors and investors in relation to the useful of the audit
report.

2.2.5 Auditor’s responsibility for going concern assessment

The worldwide financial crunch has renewed the issue from regulators, standard setters, and investors
about the auditor’s judgment and commentary on a company’s capability to endure as a going-concern
specially after the 2007 banking disaster the question raised , why numerous banks were in distress and that
the world’s financial organism was at risk, though there was only tiny or no warning regarding the matter(Carson
et al,, 2012).Management report on their company’s ability to continue as a going-concern (FASB 2008, 2011),
whereas auditors are required to issue a specific statement in auditor’s report on the appropriateness of
management’s use of the going-concern assumption (IAASB 2012). Audit report is apparent to be expedient to the
decision makers by furnishing substantiation that the entity will endure as a going concern and the financial
reports do not enclose substantial misstatements (Asare & Wright, 2012). GC audit report is value relevant and it
is more explanatory when it delivers innovative information, such as referring specific difficulties with financing.
Moreover, a patron requires additional sentience around the auditors’ obligation concerning sustainability, the
going concern issues of the entity (Mansur & Tangl, 2018).

H6: There is an expectations gap between auditors and investors in relation to the performance of the
auditors’ responsibilities regarding going concern assessment.

3. Data & methodology

In this study a semantic differential instrument has been developed to measure the level of Audit
expectation gap as previous research followed this method (Malhotra 1981, Gay, Schelluch, & Baines, 1998;
Monroe & Woodliff, 1994; Schelluch & Gay, 2006; schelluah 1996; Monoroe & Woodliff 94, Asare 2012&Wright).
The academic and professional literature and also the audit standards were reviewed to develop the instruments.
The survey instrument included a paper questionnaire with the aim to reach the widest possible target groups.
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The questionnaire consisted of two parts. Part 1 of the questionnaire contained questions related to demographic
data and general questions to elicit information such as respondents’ level of education and their experience about
audit. Part 2, the main part of the questionnaire in terms of content, gathered information about auditors’
functions. The reviewed literature revealed that while conducting analyses of the audit expectation gap,
researchers surveyed a wide range of users of financial statements such as investors (Fadzly & Ahmad 2004),
bankers (Best et al. 2001), financial directors; investment analysts (Haniffa & Hudaib 2007; Humphrey et al.,
1993), educators (Lin & Chen, 2004), government officials; brokers (Fadzly & Ahmad 2004) .Our study
respondents include the general investors investing in the capital market. We select the investors randomly
having the beneficiary owner account enlisted in the Dhaka stock exchange of Bangladesh. The auditors group
have been selected randomly for the list available in the website of institute of chartered accountants of
Bangladesh (ICAB).The selection criteria of auditor is that passing the final qualifying exam to hold the title
associates of chartered accountants (ACA).

The intended questionnaire was pre-tested by 10 respondents as pre-testing the questionnaire with 5 to
10 respondents is apposite (Burns and Bush 2003). From the feedback in the pre-testing, some questions were
modified. The questionnaire has been designed on the basis of a 5-point Likert scale anchored as 5=strongly agree;
4=agree; 3= no opinion; 2=disagree; 1=strongly disagree. The questionnaire entailed 20 questions. Three
hundred respondents were approached, and 156 responses were received with 52% response rate. After
removing the incomplete response, the final sample remained 130 usable questionnaires for the analysis A
reliability test of the data has been done in SPSS version 24 software, and the value of Cronbach's alpha was found
to be 0.748 for auditor’s general responsibilities ,0.907 for auditors responsibility for fraud detection, 0.745 for
auditors responsibility for internal control, 0.723 for meaning of audit report, 0.664 for usefulness of audit report,
0.743 for auditors’ responsibility for going concern reporting, 0.783 for provision of non-audit services and 0.723
for other assurance services. The  acceptable values of alpha usually ranges from 0.70 to 0.95 (Tavakol and
Dennick 2011), Here, Mann Whitney U test (Nachar, 2008) which is a non-parametric test, has been done to
assess the differences in the two independent sample mean.

4. Results of the analysis

A demographic profile of the respondents and answer of some basic questions have been displayed in
table 1.The result of the questionnaire survey are presented in both table 2 and table 3. The differences in the
average mean responses and the mean responses for individual questions and also the significant p values in the
Mann-Whitney-U test will be regarded as the presence of audit expectation gap. If the average means response, in
some cases the mean response of individual question among two groups auditors and investors are almost similar,
and the p value of the Mann-Whitney-U test is not significant, then we may recommend that no expectation gap
exists in a particular areas.
Table 1.
Sample characteristics

Variable/Dimension Frequency Percentage

Respondents Groups

Auditors 60 46
Investors 70 54
Total 130 100
Level of Education
Graduate 44 34
Post Graduate 26 20
Professional Degree eg. ACA/FCA 60 46
Total 130 100
Accounting & Audit related Experiences
01 to 03 years 15 12
04 to 06 years 72 55
07 to 09 years 36 28
10 years+ 07 5
Total 130 100
Table 2

Journal of Business (JoB)
Page 5



Taslima et al,, JoB (2019), 04(02), 01-11

Mean responses
Respondent group Auditors (n=60) Investors (n=70)
Statement of differences Mean SD Mean SD

(H1) Auditor’s general responsibilities:
1. The objective of audit is to provide guarantee about the 4.47 0.724 1.66 1.062
accuracy of audited financial statements.
2. The auditor is responsible for safeguarding the assets of 4.33 1.188 1.47 0.503
the company.
3. Auditor’s role is to provide guarantee that the entity is 4 1.496 1.5 0.504
financially sound.
Average mean response 4.27 1.54
(H2) Auditor’s responsibility for fraud detection:
4. The auditor is primarily responsible for the prevention 4.63 0.486 1.47 0.503
and detection of fraud and error of the entity.
5. Auditor can detect all misstatements due to frau and 3.93 1.388 1.6 0.75
error.
6. Auditor should disclose in audit report about the theft 3.93 1.326 1.61 0.728
of company’s assets by the managerial and non-
managerial employees.
7. Auditor should report to the tax authority about the 3.93 1.413 1.66 0.7
noncompliance of tax laws by the company.
8. Auditor should be held responsible if the entity goes 3.9 1.386 1.9 1.079
bankrupt due to fraud.
Average mean response 4.06 1.65

H3) Auditor’s responsibility concerning internal control
assessment:
9. The auditor is responsible for the internal control 4.18 1.142 2.31 1.368
structure of the entity.
10. Auditor is responsible for material weaknesses in the 4.33 1.003 3.19 1477
entity’s internal control structure.
11. Auditors report about the weakness of internal control 3.55 1.545 1.61 1.026
that could increase the opportunity of corporate
corruption.
Average mean response 4.02 2.37

H4) Meaning of audit report
12. Auditor provides reasonable assurance about the 3.77 1.294 1.59 0.602
true and fair view of financial statements
13. Reasonable assurance means guarantee for the 3.85 1.3 1.59 0.602
accuracy of the financial statements audited.
14. Unmodified opinion means the auditor does not 3.34 0.816 1.25 1.727
concludes that the financial statements are prepared, in all
material respects, in accordance with the applicable
financial reporting framework.
Average mean response 3.65 1.48

H5) Usefulness of audit report:
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15. Audit report is not useful for taking investment
decision

16. The audit report is not useful for assessing whether the
company is well managed or not.

17. Audited financial statements are not useful for
monitoring the performance of the entity.

Average mean response

(H6) Auditor’'s responsibility for going concern

assessment:

18. Auditor makes an assessment of an entity’s ability to
continue as a going concern.

19. The auditors can conclude that the company will
continue as a going concern in the near future.

20. Auditor can forecast whether the entity has sufficient
liquidity to operate through the next year.

Average mean response

4.67

4.7

4.63

4.67

473

3.77

3.87

412

0.752

0.788

0.663

0.446

1.382

1.295

3.73

3.64

3.71

3.69

1.61

2.19

1.69

1.83

0.833

0.817

0.764

0.687

1.311

0.772

Table 1.
Assessment of Audit Expectation Gap (AEG)

Respondents Group

Auditors-Investors

Statements of Differences Zvalues P values
(H1) Auditor’s general responsibilities:
1. The objective of audit is to provide guarantee about the accuracy of audited -9.06 0.00™
financial statements.
2. The auditor is responsible for safeguarding the assets of the company. -9.33 0.00™
3. Auditor’s role is to provide guarantee that the entity is financially sound. -8.11 0.00™
(H2) Auditor’s responsibility for fraud detection:
4. The auditor is primarily responsible for the prevention and detection of fraud and  -10.17 0.00™
error of the entity.
5. Auditor can detect all misstatements due to frau and error. -7.70 0.00™
6. Auditor should disclose in audit report about the theft of company’s assets by the -7.97 0.00™
managerial and non-managerial employees.
7. Auditor should report to the tax authority about the noncompliance of tax laws by  -7.61 0.00™
the company.
8. Auditor should be held responsible if the entity goes bankrupt due to fraud. -6.83 0.00™
(H3) Auditor’s responsibility concerning internal control assessment:
9. The auditor is responsible for the internal control structure of the entity. -6.48 0.00™
10. Auditor is responsible for material weaknesses in the entity’s internal control -4.14 0.00™
structure.
11. Auditors report about the weakness of internal control that could increase the -7.19 0.00™
opportunity of corporate corruption.

H4) Meaning of audit report
12. Auditor provides reasonable assurance about the true and fair view of financial -7.96 0.00™

statements.
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13. Reasonable assurance means guarantee for the accuracy of the financial -8.05 0.00™
statements audited.

14. Unmodified opinion means the auditor does not concludes that the financial = -7.59 0.00™
statements are prepared, in all material respects, in accordance with the applicable

financial reporting framework.

(H5) Usefulness of audit report:

15. Audit report is not useful for taking investment decision -0.27 0.79
16. The audit report is not useful for assessing whether the company is well -0.59 0.56
managed or not.

17. Audited financial statements are not useful for monitoring the performance of -0.42 0.68
the entity.

(H6) Auditor’s responsibility for going concern assessment:

18. Management makes an assessment of an entity’s ability to continue as a going -10.14 0.00™
concern.

19. The auditors can conclude that the company will continue as a going concern in -5.53 0.00™
the near future.

20. Auditor can forecast whether the entity has sufficient liquidity to operate -7.76 0.00™
through the next year.

5. Discussion on the result

The result of H1 recommends that there exists a significant expectation gap between auditors and
investors concerning the auditor’s general responsibilities. The average mean response from, regarding auditors
general responsibility is 4.27 of auditors, where 1.54 of the investors (see table 2). The p value is significant (see
table 3) between auditors and investors regarding the performance of auditors general responsibilities. There
exists significant differences among all the groups regarding the proclamation that the objective of an audit is to
provide guarantee about the accuracy of audited financial statements, whereas according to (IAASB, 2009a), the
objective of audit is to provide opinion and provide reasonable assurance on the accuracy of the financial
statements. The mean response of question 1, “The objective of audit is to provide guarantee about the accuracy
of audited financial statements” is 4.47 of auditors, where is 1.66 of auditors. Auditors group strongly disagree
with the statement where investors group strongly agree. We refer this gap as reasonableness gap, because the
present audit standards only allow the auditors to provide opinion on the financial statements prepared by the
management and there is no reason to believe auditors opinion as a guarantee of the accuracy of the audited
financial statements.

The result of H2, recommends that there exists a significant AEG concerning auditors responsibility for
fraud detection. Investor group shows huge expectation regarding auditor can detect all misstatements due to
fraud and error, the auditor should disclose in audit report about the theft of company's assets by the managerial
and non-managerial employees and even auditor should be held responsible if the entity goes bankrupt due to
fraud. The average mean response from, regarding auditors fraud detection responsibility is 4.06 of auditors,
where 1.65 of the investors (see table 2). The p value is significant (see table 3) between auditors and investors
regarding the performance of auditors responsibilities for fraud detection. According to (IAASB, 2009b)
auditors can detect and prevent only the material misstatements and provides a reasonable assurance that those
financial statements as a whole are free from material misstatements due to fraud and error. These indicate the
presence of significant reasonableness gap among the users' group. However, auditors can apply more
professional judgment and techniques and act more independently in case of performing fraud detection
responsibility. However, users tremendous expectation regarding fraud detetction responsibilities may lead to
modification in the existing auditing standards.

According to the result of H3, a significant AEG has been revealed regarding the auditors' responsibility
for internal control assessment as users believe that auditors are responsible for the internal control system of
the entity. The average mean response from, regarding auditors responsibility for internal control assessment is
4.02 of auditors, where 2.37 of the investors (see table 2). The p value is significant (see table 3) between auditors
and investors regarding the performance of auditors responsibilities internal control assessment. According to
(IAASB, 2009c¢), auditors only assess the effectiveness and efficiency of the internal control system of an entity
and communicate if there are deficiencies in the internal control with the governing body (IAASB, 20094d).

Significant AEG has also been identified regarding auditors and investors perception on the meaning of
audit report (H4). Most of the investors believe that auditors provide absolute assurance, whereas auditors can

Journal of Business (JoB)
Page 8



An investigation ...

provide merely a reasonable assurance on the accuracy of the financial statements and level of assurance varies
according to the types of services provided by the auditors. The average mean response regarding the meaning of
the audit report is 3.65 of auditors, where is 1.48 of investors. These also specify the presence of the
reasonableness gap. Nevertheless, no significant AEG has been revealed in the areas of meaning and usefulness of
the audit report. The average mean response regarding the usefulness of audit report is 4.67 of auditors, where is
3.69 of investors. The result of the H5 shows that both auditors and investors have the approximately same
perception regarding the usefulness of audit report.

A noteworthy AEG has been identified concerning expectation for an entity's ability to continue as a going
concern, H6. The average mean response regarding the auditors responsibility for going concern assessment” is
4.12 of auditors, where is 1.83 of investors. Auditors group strongly disagree with the statement where investors
group strongly agree. This gap can be referred as reasonableness gap, but it can lead to a sensible performance
gap also. Either auditor cannot resolve this gap for the deficiency in the standards or standards should be revisited
to oversee the entity’s ability to continue as going concern. Although going concern is the fundamental assumption
in preparing the financial statement, auditors need to reassess the issue and users can expect signal in the audit
report if there any significant deficiency is found in the entity’s ability to continue as going concern. According to
IAASB, (2009d), the auditors should obtain sufficient appropriate audit evidence regarding  the
appropriateness of management’s use of the going concern assumption in the preparation of the financial
statements; and conclude, based on the audit evidence obtained, whether a material uncertainty exists related
to events or conditions that may cast significant doubt on the entity’s ability to continue as a going concern; and
determine the implications of going concern issues for the auditor’s report. The international auditing & assurance
standard board (IAASB) has proposed an expansion of audit report and urged to disclose the opinion about going
concern issues in a separate section. Management report on their company’s ability to continue as a going-concern
(FASB, 2008, 2011) whereas auditors are required to issue a specific statement in auditor’s report on the
appropriateness of management’s use of the going-concern assumption (IAASB, 2012). However, importance has
been given on the expansion of audit report and key audit matters and going concern issues should be mentioned
into a separate section so that entity does not dissolve without any signals in the audit report (IAASB, 2015).

6. Concluding remarks

The study has explored significant audit expectation gap in the areas of auditors general responsibility,
auditors responsibility for fraud detection, meaning of audit report, auditor’s responsibility for going concern
assessment. Although reasonable assurance is a high level of assurance most of the users expect for absolute
assurance as they assume audit provides a guarantee instead of providing only an opinion. Most of the gap has
been refereed as reasonableness gap because investor’s perception varies significantly those of the auditors and
is not included in the scope of the current audit standards. Our research result is more confront with (Ruhnke, K.,
& Schmidt, M. (2014), where a study in Germany revealed that users perceive audit of financial statements as a
tool for fraud detection and a technique for assessing the going concern of the entity. However, the recent audit
standards urge for the expansion of the audit report and provide more information to meet the users’ expectation.
Reasonableness gap arise due to the unreasonable expectation of the society and it is more dangerous, as it can
spoil the auditors’ professional dignity and significance of the audit profession. Although these findings cannot be
generalized with other parts of the world but it's an attempt to generate a bit similar views regarding the audit
expectation gap phenomenon all over the world. This study will guide the policy makers and audit regulators
regarding the implementation of audit standards and ethical requirements. Establishing audit standards should
reflect the users’ expectation to serve their interest to maintain the ultimate purpose of auditing. If the audit
regulatory initiative doesn’t focus the users expectation those regulation will create no benefits. Future research
may collaborate more users group such as creditors, regulatory agencies, and others stakeholders related to audit
to explore the audit expectation gap in a wide range.
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