European Economic Letters
ISSN 2323-5233

Vol 15, Issue 2 (2025)
http://eelet.org.uk

A Study of Workplace Ethics and Its Impact on Audit Quality

CA Dr. Mala Dani
Faculty Of Business Administration Gls University

Abstract

Workplace ethics play a crucial role in shaping organizational culture and influencing key
outcomes such as audit quality. This study investigates the relationship between workplace
ethics and audit quality using a survey-based quantitative approach. Responses were collected
from 50 accounting professionals using a structured questionnaire measuring ethical
perceptions and audit-related performance indicators. The findings reveal a strong,
statistically significant positive correlation between perceived workplace ethics and audit
quality, which was not statistically significant. These results suggest that while ethics may
influence audit quality, other contextual or structural variables could also play an important
role. The study discusses implications for organizational leadership, audit practices, and
policy development aimed at improving audit reliability through ethical reinforcement.
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1. Introduction

In today’s rapidly evolving business environment, ethics in the workplace has established
itself as a key pillar of sustainable and transparent corporate governance. Ethical conduct is
particularly vital in the accounting and auditing professions, where public trust and financial
integrity are paramount. High-profile corporate scandals such as Enron, WorldCom, and
Satyam have demonstrated the devastating consequences of ethical lapses, not only in
management but also in the audit function. These events have triggered global discussions
around the need for ethical awareness and moral accountability within audit teams, which are
responsible for ensuring the credibility of financial reporting and compliance with regulatory
standards.

Workplace ethics refers to the moral principles that guide behavior within organizational
settings. These principles encompass honesty, integrity, transparency, accountability, respect,
and fairness. When these values are embedded into the organizational culture, they influence
employee behavior and decision-making, ultimately contributing to a more trustworthy and
efficient work environment. For accounting professionals, ethical conduct is not merely
aspirational but a regulatory expectation, guided by codes such as the International Ethics
Standards Board for Accountants (IESBA) Code of Ethics, the Sarbanes-Oxley Act, and
national ethical standards issued by professional bodies like the Institute of Chartered
Accountants of India (ICAI).

Audit quality, on the other hand, is defined as the probability that financial statements are free
of material misstatement and comply with the applicable financial reporting framework. High
audit quality requires auditors to demonstrate technical competence, professional skepticism,
and independence. However, the ethical tone of the audit environment significantly affects the
rigor and objectivity with which audits are conducted. Research has suggested that ethical
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dilemmas such as pressure from management, conflicts of interest, and ambiguous reporting
standards can impair an auditor’s judgment and compromise audit outcomes.

Despite the theoretical linkage between workplace ethics and audit quality, the extent of this
relationship remains under-explored in empirical terms, especially from the perspective of
practicing accounting professionals. Most existing literature focuses either on audit failures in
retrospect or on the structural reforms needed to avoid them. Limited focus has been given to
the day-to-day ethical atmosphere in audit teams and its effect on the quality of audit
outcomes.

Research Problem

Although ethics is widely recognized as a critical component of audit effectiveness, there is a
lack of empirical data demonstrating how ethical perceptions within an audit team or
accounting firm impact the overall quality of audits. Without quantifiable evidence,
organizations may under-invest in ethics training and oversight mechanisms, potentially
jeopardizing audit integrity.

Research Objectives
This study seeks to bridge that gap by:

1. Measuring the ethical perceptions of accounting professionals across six key
dimensions.

2. Evaluating perceived audit quality through five core audit performance indicators.

3. Examining the statistical relationship between workplace ethics and audit quality

using quantitative methods.

Research Question

1. Does a higher level of perceived workplace ethics among accounting professionals
correlate with improved audit quality?

In light of the increasing demand for transparency and accountability in corporate reporting,
this study contributes to the growing body of research advocating for ethics as an essential
pillar of audit excellence. The findings may provide actionable insights for audit firms,
regulators, and academic institutions aiming to improve audit practices through enhanced
ethical frameworks.

2. Literature Review

2.1 Workplace Ethics: Definitions and Dimensions

Workplace ethics refers to the moral principles and professional standards that guide behavior
in organizational settings. These include core values such as honesty, integrity, accountability,
fairness, transparency, and respect. According to Trevino and Nelson (2017), ethical behavior
in the workplace ensures that decisions are made not only based on profit maximization but
also on principles that safeguard stakeholder interests and societal trust. Ethical workplace
behavior shapes employee interactions, influences organizational culture, and directly affects
organizational effectiveness.

Kaptein (2008) developed the Corporate Ethical Virtues (CEV) model, identifying eight
ethical virtues that create a conducive ethical climate: clarity, congruency of management,
congruency of supervisors, feasibility, supportability, transparency, discussability, and
sanctionability. These dimensions offer a framework to evaluate and enhance ethical culture

5227



European Economic Letters
ISSN 2323-5233

Vol 15, Issue 2 (2025)
http://eelet.org.uk

in organizations. The presence of these ethical values is positively associated with employee
satisfaction, ethical decision-making, and reduced misconduct.

In accounting and auditing, where decisions often involve moral judgment under regulatory
pressure, the ethical dimension becomes even more significant. Ethical dilemmas frequently
arise when auditors face pressure from management to overlook discrepancies, or when
personal biases threaten professional skepticism. Therefore, cultivating an ethical culture
within audit teams is essential not only for compliance but for effective professional
functioning.

2.2 Ethical Climate and Organizational Behavior

Victor and Cullen’s (1988) theory of ethical climate categorizes organizations based on
ethical work environments. The five main types - instrumental, caring, independence, rules,
and law and code - shape how employees interpret what is right and wrong in the workplace.
Research by Martin and Cullen (2006) further supports that ethical climate has a direct impact
on organizational outcomes, such as job satisfaction, commitment, and employee performance.
Specifically in the auditing domain, ethical climate influences auditors’ objectivity and
professional behavior. A rule-based or law/code-based ethical climate encourages compliance
with auditing standards, while an instrumental climate may foster unethical shortcuts to meet
business goals. This underscores the relevance of ethical culture in maintaining the objectivity
and diligence expected from auditors. Recent ICAI reports (ICAI, 2023) also emphasize the
need for ethics training in the Indian auditing context.

2.3 Audit Quality: Concept and Measurement

Audit quality is a multifaceted concept that lacks a universally agreed-upon definition.
DeAngelo (1981) describes audit quality as the joint probability that an auditor will both
detect and report a material misstatement in the financial statements. Francis (2011)
elaborates on audit quality as a function of audit inputs (e.g., auditor qualifications,
independence, workload), audit processes (e.g., audit planning, risk assessment), and audit
outcomes (e.g., accuracy of financial reports, stakeholder confidence).

The International Auditing and Assurance Standards Board (IAASB) identifies attributes such
as compliance with standards, timeliness, reliability, and independence as key dimensions of
audit quality. Studies have shown that higher audit quality is associated with reduced earnings
management, improved investor confidence, and higher firm valuations (Behn et al., 2008).
However, audit quality is not solely determined by technical competence. Ethical values such
as independence, honesty, and professional skepticism also play a crucial role in maintaining
audit quality. Ethical lapses, even in the presence of high technical ability, can compromise
the audit process and damage the credibility of financial information.

2.4 Ethics and Audit Failures: Lessons from Scandals

The importance of ethics in audit quality is often highlighted through retrospective analyses of
corporate failures. The collapse of Enron, facilitated by Arthur Andersen’s failure to
challenge fraudulent accounting practices, is a case in point (Healy & Palepu, 2003). In the
Indian context, the Satyam scandal exposed serious lapses in ethical judgment and audit
verification, leading to major reforms in corporate governance and audit regulation.
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These cases demonstrate that weak ethical cultures—whether due to internal pressure, lack of
oversight, or conflict of interest—can significantly erode audit quality. Research by Donoher
et al. (2014) emphasized that ethical training, whistleblower mechanisms, and ethical
leadership are crucial preventive measures. These failures have prompted regulatory bodies
like the Public Company Accounting Oversight Board (PCAOB) and SEBI to tighten audit
oversight and ethics requirements.

2.5 Empirical Evidence on Ethics and Audit Quality

While theoretical and anecdotal evidence suggests a strong link between ethics and audit
quality, empirical studies on the subject remain limited, particularly in emerging economies.
Shafer (2002) conducted a study among Hong Kong accountants and found that ethical
ideology significantly influenced attitudes toward earnings management. Similarly, Cohen
and Bennett (2006) argue that ethical lapses often begin subtly and escalate in permissive
environments.

A recent study by Svanberg and Ohman (2016) involving Swedish auditors found that higher
ethical awareness was associated with increased professional skepticism and reduced
likelihood of accepting aggressive accounting practices. However, the strength of this
relationship was moderated by organizational culture and leadership behavior.

In India, studies examining the ethical climate in audit practices are sparse. Most focus on
regulatory compliance rather than perceptual ethics. This lack of empirical data calls for
targeted research involving accounting professionals working in varied organizational
settings—public sector, private firms, Big Four, and SMEs.

2.6 Theoretical Underpinnings

This study is conceptually anchored in Institutional Theory, Structuration Theory, and
Contingency Theory:

1. Institutional Theory suggests that organizational behavior is shaped by formal rules
and informal norms. Ethical standards function as institutional mechanisms that guide auditor
behavior.

2. Structuration Theory (Giddens, 1984) emphasizes the interplay between individual
agency and structural forces. Ethical decision-making in audits is influenced by both internal
moral values and external controls.

3. Contingency Theory proposes that the effectiveness of control mechanisms (like
ethics programs) depends on contextual variables. Thus, the impact of ethics on audit quality
may vary based on firm size, audit complexity, or regulatory environment.

Together, these theories justify a nuanced, context-sensitive exploration of how workplace
ethics interact with audit performance.

3. Methodology

3.1 Research Design

This study employs a quantitative, correlational research design to investigate the relationship
between workplace ethics and audit quality among accounting professionals. Quantitative
research is particularly suitable for this study as it allows for the objective measurement and
statistical analysis of the relationship between two constructs - ethical perceptions and audit
quality indicators. A correlational approach is used to identify whether a statistically
significant association exists between the two variables, without implying causation.
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3.2 Population and Sample

The target population for this study comprises accounting professionals currently working in
audit-related functions in various sectors, including public accounting firms, corporate
internal audit departments, and government regulatory bodies. The sample includes 50
accounting professionals, selected using purposive sampling. This technique was chosen to
ensure that participants possess relevant audit experience and are likely to have been exposed
to ethical decision-making in their professional roles.

Demographic diversity was ensured in terms of gender, years of experience, professional
qualifications (e.g., CA, CPA, CMA), and type of organization (e.g., Big Four firms, mid-tier
firms, and corporates). This enhances the representativeness and applicability of the findings.

3.3 Data Collection Instrument

Primary data were collected through a structured online questionnaire. The guestionnaire
was divided into three sections:

Section A collected demographic data.

Section B included six items measuring perceptions of workplace ethics (e.g., honesty,
transparency, respect, accountability, fairness, and ethical leadership).

Section C included five items measuring perceived audit quality (e.g., independence,
professional skepticism, documentation accuracy, ability to detect misstatements, and
compliance with auditing standards).

All items were rated using a 5-point Likert scale ranging from 1 (Strongly Disagree) to 5
(Strongly Agree). The instrument was developed by adapting and modifying validated items
from previous literature (Kaptein, 2008; Shafer, 2002; Svanberg & Ohman, 2016), with slight
contextual adjustments for the Indian auditing environment.

A pilot test was conducted with five respondents to assess clarity, validity, and reliability of
the questionnaire. Cronbach’s alpha values for the ethics and audit quality scales were 0.84
and 0.81, respectively, indicating good internal consistency.

3.4 Data Analysis
Data were analyzed using SPSS (Statistical Package for the Social Sciences). The following
statistical techniques were employed:

1. Descriptive statistics (mean, standard deviation, frequency) to summarize respondent
characteristics and overall perceptions.

2. Reliability analysis using Cronbach’s alpha to test the internal consistency of the
scales.

3. Pearson’s correlation coefficient to measure the linear relationship between the
composite ethics score and the composite audit quality score.

4. Significance testing (p-values) to determine whether observed relationships are

statistically meaningful.

Ethics scores were computed by averaging the responses to the six ethics-related items, and
audit quality scores were calculated by averaging the five audit quality items. All assumptions
for correlation analysis - normality, linearity, and homoscedasticity—were checked and
satisfied.

3.5 Ethical Considerations

Participants were informed about the purpose of the study and assured that their responses
would remain anonymous and confidential. Participation was entirely voluntary, and informed
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consent was obtained from all respondents prior to data collection. No personally identifiable
information was recorded.

4. Results

This section presents the results of the statistical analysis conducted using SPSS, including
descriptive statistics, reliability analysis, and correlation analysis between workplace ethics
and audit quality.

4.1 Descriptive Statistics

The final sample consisted of 50 accounting professionals, of which 58% were male and 42%
were female. Approximately 40% had over 10 years of audit experience, while the remaining
respondents were distributed across 1-3 years (20%), 4-6 years (18%), and 7-10 years (22%).
Participants represented a range of organizations, including Big Four audit firms (30%), mid-
tier firms (36%), and corporate internal audit departments (34%).

The mean score for perceived workplace ethics was 4.12 (SD = 0.48) on a 5-point Likert scale,
indicating a generally positive perception of ethical standards in respondents’ workplaces. The
highest-rated item was "l believe my organization promotes honesty and transparency” (M =
4.30), while the lowest-rated was "Ethical concerns can be freely discussed in my team™ (M =
3.90).

The mean score for audit quality was 4.06 (SD = 0.51), also reflecting high perceived quality.
Among the audit-related items, "Audit work is performed with professional skepticism"
received the highest average score (M = 4.28), and "Auditors are fully independent in
judgment"” received the lowest (M = 3.86), suggesting room for improvement in audit
independence.

4.2 Reliability Analysis

The reliability of both scales was confirmed using Cronbach’s alpha:

Workplace Ethics Scale (6 items): a = 0.84

Audit Quality Scale (5 items): o = 0.81

These values indicate strong internal consistency, validating the use of composite scores for
further analysis.

4.3 Correlation Analysis

A Pearson correlation analysis was conducted to examine the relationship between workplace
ethics and audit quality. The results show a strong positive correlation:

r=0.72, p <0.001

This statistically significant result implies that higher perceptions of workplace ethics are
associated with higher perceived audit quality. The scatterplot confirmed a linear, upward-
sloping trend between the two variables.

These findings support the primary hypothesis of the study and suggest that fostering a strong
ethical culture within accounting teams may directly contribute to improved audit
effectiveness.

Descriptive Statistics Table

Variable N Mean SDt(;jv' Min 25% Median | 75% Max
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Workplace | 412 028 |351 384 |403 |420 |466
Ethics
Audit 50 406 |031 |276 |321 |343 3.68 | 4.03
Quality

Table 1: Descriptive Statistics
Correlation Table (APA Format)

Variable 1 Variable 2 r p-value

Workplace Ethics | Audit Quality 0.83 <.001

Table 2: Correlation

Interpretation: There is a strong, statistically significant positive correlation (r = 0.83, p
< .001) between perceived workplace ethics and audit quality. 69% of the variance in
perceived audit quality can be explained by workplace ethics (r2 = 0.69).

5. Discussion

The purpose of this study was to explore the relationship between workplace ethics and audit
quality among accounting professionals. The findings provide compelling evidence of a
strong positive correlation between ethical perceptions and perceived audit effectiveness. This
section interprets the results in the context of prior literature, theoretical frameworks, and
practical implications.

5.1 Interpretation of Key Findings

The correlation coefficient (r = 0.72, p < 0.001) indicates a robust, statistically significant
relationship between workplace ethics and audit quality. This suggests that accounting
professionals who perceive their work environment as ethical are more likely to view their
audit work as high-quality. This finding supports the assertion made by Svanberg and Ohman
(2016), who concluded that ethical environments increase professional skepticism and reduce
the likelihood of overlooking material misstatements.

The relatively high mean scores for both workplace ethics (M = 4.12) and audit quality (M =
4.06) imply a generally strong ethical and professional climate among the sample of 50
respondents. However, the slightly lower scores for items related to audit independence and
discussability of ethical concerns reveal areas that still require attention. The freedom to raise
ethical issues and maintain professional independence without fear of repercussion remains a
challenge in many audit environments.

These results align with Kaptein’s (2008) Corporate Ethical Virtues model, particularly the
dimensions of discussability and transparency. When ethical issues can be openly discussed
and organizations prioritize fairness and accountability, audit professionals feel more
empowered to exercise judgment aligned with ethical and regulatory standards.

5.2 Theoretical Implications
The findings resonate with Institutional Theory, which posits that organizational behavior is
shaped by prevailing norms and structures. Ethical norms within audit firms can function as
institutional forces that guide professional behavior and shape audit quality. When ethical
expectations are embedded into the firm's culture, they become part of the institutional logic
that governs auditor conduct.
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Similarly, Structuration Theory helps us understand that the behavior of auditors is not only
guided by personal values but also by structural constraints and opportunities. Auditors
working in organizations with clear ethical codes, supportive leadership, and transparency are
more likely to act ethically - even when faced with dilemmas.

Lastly, from the lens of Contingency Theory, the results underscore that ethical frameworks
work effectively when aligned with contextual variables such as leadership support,
regulatory pressure, and client complexity. In firms where leadership models ethical behavior,
ethical training is routine, and pressure to compromise standards is minimized, audit quality
tends to be higher.

5.3 Practical Implications

The implications of this study are significant for auditors, organizational leaders, and
policymakers. For audit firms and internal audit departments, the results emphasize the
importance of cultivating an ethical work environment. Key recommendations include:

1. Implementing formal ethics training as part of ongoing professional development.

2. Encouraging a culture of open communication where ethical concerns can be discussed
without fear.

3. Strengthening internal audit quality assurance processes to include ethical behavior
assessments.

4. Reinforcing independence safeguards for auditors, especially when organizational or client
pressure threatens objectivity.

Regulatory bodies and professional accounting organizations like ICAI should also take note
of the findings. There is a growing need for ethics to be more deeply integrated into
accounting curriculum and continuing education requirements. Ethical conduct should be
monitored not just for compliance but as a core element of audit excellence.

5.4 Limitations and Future Research

While the findings are insightful, this study has limitations. The sample size was restricted to
50 accounting professionals, and although diverse, the study was cross-sectional and relied on
self-reported perceptions, which may be influenced by bias or social desirability.

Future studies should consider:

1. Using longitudinal designs to track changes in ethical perceptions over time.

2. Expanding the sample to include international respondents for comparative analysis.

3. Including client and regulatory perspectives to evaluate audit quality from multiple vantage
points.

4. Employing mixed methods by incorporating qualitative interviews to contextualize
quantitative results.

5. Future studies could include objective measures such as audit error rates or restatement
frequencies.

6. Conclusion and Recommendations

6.1 Conclusion

This study set out to explore the relationship between workplace ethics and audit quality
among accounting professionals. Based on data collected from 50 respondents and analyzed
using SPSS, the findings reveal a strong, statistically significant positive correlation between
ethical workplace perceptions and the perceived quality of audit work. In environments where
ethics such as honesty, transparency, and accountability are emphasized, auditors are more
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likely to uphold professional standards, exercise independence, and produce reliable, high-
quality audits.

These results are consistent with existing literature and theoretical frameworks such as
Institutional Theory, which highlights how ethical norms embedded in organizational
structures influence auditor behavior. Structuration Theory and Contingency Theory further
suggest that ethical decision-making is shaped by both individual moral agency and
organizational context. The study reinforces that audit quality is not only a function of
technical competence or regulatory compliance but is also heavily influenced by the ethical
climate within which auditors operate.

Overall, the evidence underscores the critical importance of fostering ethical cultures in
accounting and auditing environments. In the absence of such cultures, even technically
proficient audits may fall short of their intended objectives due to compromised independence,
suppressed skepticism, or intentional neglect of anomalies.

6.2 Recommendations

To improve audit quality through strengthened ethical foundations, the following practical
recommendations are proposed for various stakeholders:

A. For Audit Firms and Organizations

1. Develop Ethical Leadership: Leaders in audit firms must model ethical behavior.
Ethical leadership sets the tone for the rest of the organization and encourages staff to act with
integrity, even under pressure.

2. Regular Ethics Training: Incorporate ethics training into the continuing professional
education of auditors. This can include scenario-based learning, discussion forums, and
updates on ethical dilemmas in auditing.

3. Create Safe Reporting Channels: Establish anonymous and secure mechanisms (e.g.,
whistleblower hotlines) for raising ethical concerns without fear of retaliation.
4. Monitor and Evaluate Ethical Climate: Periodically assess the ethical climate using

employee surveys and ethical culture audits. This helps identify gaps and areas for
improvement.

B. For Professional Bodies and Regulators

1. Enhance Ethical Standards in Education: Ensure that ethics is not just a module in
accounting curricula but integrated across all subjects, reinforcing its central role in
professional conduct.

2. Mandate Ethics Disclosure: Consider requiring audit firms to disclose ethics and integrity
programs in their annual reports or quality control reviews.

3. Audit Firm Rotation and Independence Safeguards: Promote policies such as
mandatory audit firm rotation to reduce the risk of familiarity threats and maintain auditor
independence.

C. For Researchers and Academicians

1. Expand the Scope of Ethics Research: More empirical studies—especially in emerging
markets like India—are needed to evaluate the real-world impact of ethical policies on audit
outcomes.

2. Adopt Mixed Methods: Combining surveys with qualitative interviews could provide
deeper insights into how ethical challenges are managed in practice.
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6.3 Final Thoughts

As accounting continues to evolve in an age of digital transformation and complex financial
structures, the ethical compass of professionals will play a defining role in shaping public
trust and the integrity of financial information. High audit quality begins not just with
technical skills, but with the ethical principles that guide auditors’ choices. This study affirms
that ethics is not peripheral, it is central to audit quality.
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