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1. JUSTIFICATION OF THE RESEARCH TOPIC
AND RESEARCH OBJECTIVES

My field of research is the practice and theory of auditing. The topic of my research was
chosen after | had obtained the relevant theoretical and practical knowledge of the subject.
The constant regulatory changes in accounting and auditing activities as well as the new
challenges stemmed from this provided bases for conducting research into several sub-
areas of accounting and auditing.

The audit expectation gap has preoccupied the finance and accounting profession for a
long time. A great number of studies have been performed on this issue and attempts have
been made to provide an accurate definition of audit expectation gap, model this concept
and assess the possibilities of its narrowing. Also, numerous of studies investigate the ex-
istence of an audit expectation gap in several researched regions. The objectives of the
empirical studies on the structure and nature of the audit expectation gap are to identify the
existing and expected roles and responsibilities of auditors as well as the factors, which
contribute to the existence of the audit expectation gap in a society.

The findings of international studies on the audit expectation gap cannot directly be ap-
plied to a particular country without further investigation. Nor can they be applied in Hun-
gary. This is because economic, social and legal factors of a specific country have a con-
siderable impact on research results and might even distort them.

Therefore, this research study aims at identifying the causes and the typical composition of
the audit expectation gap in Hungary to enable us to find appropriate combinations of solu-
tions for narrowing the expectation gap.

Also, through an analysis of the literature —national and in particular, international litera-
ture on audit expectation gap — this study aims at getting a deep insight into the theoretical
background of this empirical research in sufficient detail. Then the study attempts to create
a Hungarian model of the audit expectation gap and conduct an empirical analysis of im-
portant areas of this gap, which are closely related to expectations towards auditors and
their performance such as:

- the information content of the audit report, its usability in decision-making process-
es and
- the perception of auditors’ independence in Hungary.



2. RESEARCH METHODOLOGY

2.1. ANALYSIS OF THE THEORETICAL BACKGROUND TO THE EMPIRI-
CAL STUDY

2.1.1. DEFINITION, EVOLUTION, INTERNATIONAL AND HUNGARIAN REGU-
LATIONS ON AUDITING

In order to support the hypotheses about the audit expectation gap formulated in the current
study, it is critical to conduct a detailed analysis of the existing audit systems and the inter-
national and Hungarian national standards to enable us to identify any regulatory inconsist-
encies or overlaps hidden in legislation. The primary aim of analysing the regulatory and
professional aspects of audit is to test the following hypothesis:

Hypothesis H1

Hungarian legislation clearly defines the purpose and the scope of the audit based on
regulatory requirements and specifies the auditors’ responsibilities and duties in
order to assist the interest groups in interpreting their content and significance.

Procedures and methods used for

testing the hypothesis

The Hypothesis Hlwas tested by a detailed analysis of international and Hungarian
auditina standards and related leaislation.

Hungarian rules on auditors’ responsibilities are of two levels. The most significant nation-
al rules — governmental laws and regulations — are written, whereas the detailed rules on
auditing are specified by the Chamber of Hungarian Auditors, which sets mandatory audit-
ing standards and requirements.

A

Hungarian regulations on audit

Regulation of the European Union refer to audit

Source: author’s own elaboration based on mandatory auditing standards

Figure 1: Hungarian model of auditing rules.

The legislation lacks a uniform and comprehensive definition of auditing, which would
cover the whole control process. The legislation only specifies audit objectives and duties
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as well as auditors’ responsibilities (Szekeres, 2007). This provides grounds for investigat-
ing audit regulations in Hungarian legislation.

One of the fundamental issues of corporate laws — also from conception aspects - is to pro-
vide an appropriate legislative framework for rules on auditing.

Figure 2 shows the essential elements of auditing in specific — the most essential — legisla-
tion:

Act LXXV of 2007
Act CXXXVI of 2007

on the Chamber of Act V. of )
Act 2000.C. on Hungarian Auditors, the cLv.o on the Prevention and
Accounting Activities of Auditors, and 2013.on the Civic Code Combating of Money
on the Public Oversight of Laundering and Terrorist
Auditors Financing
r N ” " —
Legal Status and [
: vested duties of the
Purpose of audit = Chamber of Formation, features | Customer due
Hungarian Auditors and termination of diligence
\ / L ) — legal relation
between the auditor \
r . ’ o and the undertaking
. Rights and [
Necessity and rules of obligations of
AN T members of the == Reporting obligations
chamber D ——
' N 4 B
Rights, obligations [
Independence and d duties of audit
Content of audit, == confidentiality of anc cuties ot aucrior Regulation rules
tasks of auditor LT
- / — L
\. J p ~
4 A Education and
|| continuing
professional training
program of auditors
L Audit report and
auditor's seal of - o
approval
—
Quality assurance,
disciplinary
= proceedings, system
of public oversight of
statutory auditors

) —

Source: author’s own elaboration based on the legislation referred to in this study
Figure 2: Significant legislation on auditing in Hungary

The detailed analyses of the relevant audit rules show that the legislation on auditing has
several overlapping topics. Hence, the overlaps occur in audit topics stipulated in various
rules on auditing and in rules mostly with the same content or with a supplementing con-
tent, which makes it difficult for practitioners acting in good faith to interpret the regulato-
ry requirements.

Table 1 illustrates the aggregation of rules in regulations on auditing by researched topics
and by rules.



Table 1. Aggregations of rules in regulations on auditing in the Hungarian legislation

Researched topics Szt. | Ptk. | Kkt Btk.

Auditors’ functions ://////////////////,

3.§(Ma)

v

certification of the annual accounts’
compliance with the regulations,
providing a true and fair view of the | 155.§ (1)
economic entity’s assets and liabilities,
financial position and profit or loss;

review of the annual accounts specified
in the Accounting Act, certification of 156. §
its compliance with the regulations, its (1),(4)
reliability and authenticity
compilation of independent auditor’s | 156.§ (1),
report (4)

3:129. § (1)

3:129. § (1)

Auditors’ duties

confidentiality 157.§ (3) 66. § (1)-(2)

warning of the undertaking in case of
occurring or due to happening certain
occurrence

| Auditors’ rights ;////////////////////////////%://////////////////%
| 157.) [ 3385 [
| Auditors’ responsibilities

- - - - - %
professional, financial and criminal / 2:53. § 60.§ (1)-2) 403. § ‘

liability |

Auditors’ independenc;; - /////////////////,
3:129.§ 3) (2j,§6§.)§
155/A. § (1) | 3:130.82) | (1), 64. § (1)
3:131.§(1) |, 53.8, 54. §

24.§ (1)-(2)

157.§ (2) | 3:38.§(2)

25.§

request of data and information

requirement of independence and
incompatibility

B)-@)

Source: author’s own elaboration based on the legislation referred to in this study

The detailed analysis of the legislation and standards on auditing show that the statement
formulated in H1 require correction due to overlaps in audit legislation. Hence, based on
the conclusions drawn from the analysis, the following thesis has been formulated:

Thesis T1/a

The aim and the scope of audit based on the legislative compliance obligations as well
as the auditors’ responsibilities and duties are clearly defined in the Hungarian
legislation. However, the overlaps occurring in audit topics stipulated in various rules
on auditing and in rules mostly with the same content or with a supplementing
content make it difficult for interest groups to interpret the regulatory requirements

In addition, the analysis of the statement about the legislation on auditing formulated in
T1/thesis - closely linked with this — and the standards set and continuously updated by
professional organisations provide bases for drawing further conclusions. The key audit
areas can be identified. The knowledge and the interpretation of these areas as well as the
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appropriate application of the audit results are fundamental for performing auditing activi-
ties. Hence, the following thesis can be formulated:

Thesis T1/b

In order to provide clarity in the interpretation of audit expectations, the following
audit issues are to be addressed and appropriately communicated towards the groups
interested in auditing:

— auditors’ duties and tasks;

— auditors’ assurance, reliability and relevance;

— auditors’ responsibilities;

— auditors’ independence, objectivity, neutrality and conflict of interests;

— correct interpretation of the terminology, information content, up-to-datedness

of audit reports and their usability in decision — making processes.

After reviewing the legislation and standards on auditing, this study focused on the litera-
ture and research findings related to audit expectation gap.

2.1.2. DEFINITION, NATURE AND STRUCTURE OF AUDIT EXPECTATION GAP.
REVIEW OF MAJOR RESEARCH STUDIES AND KEY FINDINGS

The audit expectation gap has preoccupied the finance and accounting profession for a
long time. Considerable research has been conducted into this issue and attempts have been
made to provide an accurate definition of audit expectation gap, model this concept and
assess the possibilities of its narrowing. Also, a number of studies investigate whether
there is an audit expectation gap in several researched regions. The objectives of empirical
studies on the structure and nature of the audit expectation gap aim at recognising the actu-
al existing and expected roles and responsibilities of auditors as well as identifying the
factors, which contribute to the existence of the audit expectation gap in a society.

The hypotheses about the literature on audit expectation gap in this study were formulated
based on the reviewed literature and the prior research findings of other studies. The hy-
potheses were tested by a detailed review of the existing literature on the topic.

Hypothesis H2

Studies carried out on providing a definition, modeling and seeking the possibilities of
narrowing the audit expectation gap are in the focus of attention in countries with
different audit regulations and at different stages of economic development.

Procedures and methods of test-

\ingthehflithes'is/-/

The Hypothesis H2 was tested by a detailed review of the existing literature and of
the available prior research findings on the audit expectation gap

The definition given to the audit expectation gap by scientists has undergone considerable
evolution over the time. The concept of expectation asymmetry in audit was first formulat-



ed by Liggio (1974), who defined it as the difference between the levels of ‘expected per-
formance as envisioned by auditors and by users of financial statements’. In 1978, Liggio’s
definition was further extended by the Cohen Commission (CAR), which defined it as a
gap, which ‘may exist between what the public expects or needs and what auditors can and

should reasonably expect to accomplish’ (Cohen Commission on auditors responsibilities,
1978).

Porter considered Liggio’s and CAR’s definitions to be too narrow because they failed to
realise that auditors might not accomplish the expected performance level (Liggio, 1994),
or the level they can or should reasonably expect to accomplish, as defined by CAR. Based
on the empirical research, she preferred and suggested adopting the term ‘audit expecta-
tion-performance gap’ because of the recent criticism of auditors. She defined the gap as
the difference between society’s expectations of auditors and society’s perceptions of audi-
tors’ performance. Porter distinguished two major components of the audit expectation-
performance gap. First, the reasonableness gap, which is the difference between what the
public expects of auditors to achieve and what they can reasonably be expected to accom-
plish. Second, the performance gap, which is the difference between what the public can
reasonably expect auditors to accomplish and what auditors are perceived to achieve. The
performance gap was further subdivided into deficiencies in standards (regulations), that is,
the difference between what can reasonably be expected of auditors and auditors’ existing
duties and auditors’ deficient performance, that is, the difference between the expected
standard of performance of auditors’ existing duties and auditors’ perceived performance

(Porter, 1993, 2.).

Perceived Performance Audit Performance-Expectation _ Society's Expectations
of Auditors ) Gap g of Auditors
; Performance Gap ’ Reasonableness Gap )
Deficient Performance ) Deficient Standards  Unreasonable Expectations

Duties reasonably expected

Auditors existing duties )
of auditors

Source: Porter, 1993, 2.
Figure 3: Structure of the Audit Performance-Expectation Gap

From the consideration in Chapter 3, the definition given to the audit expectation gap by
scientists has undergone considerable evolution over the time. However, the Porter’s defi-
nition was considered the basic definition and the research into the gap shifted from the
definition towards the nature, structure and cause of the audit expectation gap and audit
expectation-performance gap as well as towards indentifying the possibilities of narrowing
the gap.

The research results confirmed the existence of the audit expectation gap in the United
States of America, the United Kingdom, Australia, New Zealand, South African Republic,
Singapore, Denmark, Malaysia, Thailand, China, Egypt, Lebanon, South Arabia, India,
Iran, and the Netherlands.



The following map shows the countries where surveys on audit expectation gap have been
conducted:

United Kingdom
Humphrey at al., 1993 Hojskov, 1998
Chandler at al., 1993
Porter & Gowthrope, 2004
o'
i
Netherlands Lebanon /
Hassink et al., 2009 Sidani, 2007

o> ‘
USA [ Dixon, Woodhead & Sohliman, 2006

Baron et al., 1977

Iran
Salehi & Azary, 2008
Salehi Mansouri & Azary, 2009

China
Lin & Chen, 2004

Boonyanet &
€ | ongthammakul, 2006

o . Lee et al., 2010

g

Epstein & Geiger, 1994

McEnroe & Martens, 2001
Haniffa & Hudaib, 2007 =
India
Swamy, 2007 /

Malaysia

Noordin, 1999

Mohamed & Muhamad-Sori, 2002
Fadzly & Ahmed, 2004

Lee, Gloeck, Palaniappan, 2007

LY

Singapore

Low, Foo, Koh, 1988
Martinis, Kim, Amy, 2000
Best, Buckby, Tan, 2001

South Africa
Gloeck & de Jager, 1993
Mcinnes, 1994 Australia

Low, 1980
Gay & Schelluch, 1993
Monroe & Woodliff, 1994
Schelluch, 1996

New Zealand
Porter, 1993
Cameron, 1993

Source: author’s own elaboration based on the reviewed literature
Figure 4: Studies justifying the existence of the audit expectation gap

The review of the prior literature — presented in chapter 3.3 of the thesis — reveals that after
identifying the typical components of the audit expectation gap, the studies conducted re-
cently in different economic and political environment and in various countries and socie-
ties have focused on the extent and composition of the gap. Since the studies have found
evidence of expectation gap in different countries, we can speak of a global audit expecta-
tion gap.

Most researchers agree that audit expectation gap encompasses several issues. The greatest
emphasis is laid on the auditors’ role and responsibility (Porter, 1993, Fazdly & Ahmad,
2004, Dixon et al., 2006.), nature and meaning of the message communicated by an audit
report (Monroe & Woodliff, 1994; Gay, Schelluch & Baines, 1998.) and auditor’s inde-
pendence (Sweeney, 1997; Lin & Chen, 2004; Alleyne et al, 2006).

Identifying components of the audit expectation gap is critical because problems arising
from different components require different solutions. Possible tools to reduce the gap can
be assigned only after the audit expectation gap and its components in a specific society
have been identified.

The next figure summarizes possible tools that have been identified based on research re-
sults and can narrow some components of the audit expectation gap.



Reform of auditor's education

Reform of auditor's vocational

- training
Improvement of
Performance Gap | auditor's
performance Development of auditor's quality
control
Improvement of audit methods
Potential tools for : :
narroving the Expansion of auditor's
Audit Expectation Development of responsibility
Gap ‘ Standard Gap  Standards on Audit
and Accounting Expansion of auditor's

independence

Education of society about

Univocal definition ; ; ;
auditors' function and duties

Reasonableness | and communication
Gap of auditor's duties
and responsibilities

Long form (extended) audit report

Source: author’s own elaboration based on the reviewed literature

Figure 7: Potential tools for narrowing the audit expectation gap
based on the results of former research studies

The hypotheses formulated based on the reviewed literature and the prior research findings
of other studies on the audit expectation gap are considered supported and accepted as fol-
lows:

Thesis T2

Studies carried out on providing a definition, on modeling and on seeking the
possibilities of narrowing the audit expectation gap are in the focus of attention in
countries with different audit regulations and at different stages of economic
development.

As over-mentioned, the findings of international research on the audit expectation gap can-
not directly be applied to a particular country without further investigation. Nor can they
be applied in Hungary. This is because economic, social and legal factors of a specific
country have a considerable impact on research results and might even distort them. There-
fore, the objective of this research is to identify the causes and the typical composition of
the audit expectation gap in Hungary to enable us to find appropriate combinations of solu-
tions for narrowing the expectation gap.



2.2. DEFINITION, DESING AND IMPLEMENTATION OF THE EMPIRICAL
RESEARCH METHOD

The aim of the quantitative research conducted by primary research is to design a Hungari-
an model of the audit expectation gap, which focuses on the analyses of four coherent sets
of questions, such as:

+ Is there an audit expectation gap in Hungary in terms of the selected issues?

« What are the causes of evolution of the audit expectation gap?

» What are the structure and the composition of the audit expectation gap in Hunga-

ry?

» What are the possibilities of narrowing the audit expectation gap?
In order to support the stated hypotheses in the current study, active players of economic
life were invited to provide the information on these issues on a regular basis. The primary
source of this empirical study was generated from a well-structured questionnaire, which
was sent electronically to participants. The survey instrument also included a paper ques-
tionnaire with the aim to reach the widest possible target groups.

As for the time-period, the research attempted to record the state of audit in an economic,
social and regulatory environment in Hungary at the time when the research study was
conducted. The groups involved were surveyed and their opinions were summarised.

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 respond-
ents’ age, level of education and their feelings about audit. Part 2, the main part of the
questionnaire in terms of content, gathered information about auditors’ functions, tasks,
responsibilities and independence. The structure of questions compiled to support the stat-
ed hypotheses are as follows:

Table 2: Structure of professional issues of the questionnaire

Structure of professional issues

Number of the questions in

the questionnaire Subject searched by the questions

2.1-2.12 Existence and causes of evolution of audit expectation gap

3.1-35 Assessment of performance of audit and auditors

4.1-4.26 Judgement of auditor’s duties

5.1-5.20 Interpretation of terminology used in audit reports

6.1-6.15 Usefulness of information communicated in audit reports and of the audi-

tors’ opinions in investors’ decision-making processes
7.1-7.10 Perception of auditors independence
Source: author’s own elaboration

DEFINITION OF RESEARCH POPULATION

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 (Haniffa &
Hudaib, 2007), senior managers (Alleyne & Howard, 2005), investment analysts (Haniffa
&iHudaib, 2007; Humphrey et al., 1993), educators (Lin & Chen, 2004), government offi-
cials (Haniffa & Hudaib, 2007; Lin & Chen, 2004), brokers (Fadzly & Ahmad, 2004),
credit managers (Haniffa & Hudaib, 2007), judges (Lowe, 1994) and jurors (Frank et al.,
2001).
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In the process of the research design, groups involved in an audit were identified as possi-
ble target groups of the questionnaire survey. Within the framework of this approach, and
from the population of interest groups consisting of preparers, analysts and beneficiaries of
financial statements, a sub-population was selected, whose opinion seemed to be valuable
and suitable for analyses. Time and feasibility limits were also taken into account.

Finance and accounting managers and accountancy service providers in the capacity of
preparers of financial statements liaise very closely and are responsible for financial state-
ments. They are well informed about auditing processes, auditors’ roles, accomplished
work and the applicability of the work, which provides sound bases for a more reliable
assessment of deficiencies in potential performance and standards. Consequently, less em-
phasis is laid on potential reasonableness gap. The sample was selected from the public
database of accounting service providers, who were listed in the register held by the Minis-
try for National Economy. The questionnaire was mailed to 3,800 addresses and 184 re-
sponses were obtained.

Bankers and financial consultants were selected to represent beneficiaries of financial
statements. It is fundamental to elicit information from different users since users are
linked to monitored businesses in different ways. These users face a larger information
asymmetry and may have different expectations of auditors. They may benefit from audi-
tors’ activities, without paying for audit services. In terms of cost-benefit implications, the
users taking advantage from free services may expect auditors to further intensify their
efforts. As a result, their opinion may differ from finance and accounting managers’. The
Hungarian Banking Association provided assistance with establishing contacts with its
forty-seven members and electronically forwarded the questionnaire to accounting and
database divisions. As many as ten responses were received.

Auditors were selected from the population to represent the opinion of the audit profession,
which is most involved in the audit expectation gap. The Chamber of Hungarian Auditors
assisted with forwarding the questionnaire to its 5,306 registered active and passive audi-
tors and 268 members sent back the filled questionnaire. In addition, a national control
authority, a representative of the Borsod-Abatj-Zemplén country, however, not in the ca-
pacity of an authority, also provided assistance with distributing 100 paper questionnaires
to the population involved in the control, to people dealing with preparing and using finan-
cial statements. As many as 48 responses were received.

The online responses were registered, stored and summarised by EvaSys automation soft-
ware that implemented the survey, assessed the responses and forwarded them to the au-
thor, who analysed them.

Altogether 510 responses, which accounted for 5.50 % of usable response rate, were ob-
tained.

EVALUATION OF THE OBTAINED SURVEY SAMPLE

The responses from active and passive auditors registered with the Chamber of Hungarian
Auditors amounted to 53% and the response rate of accounting service providers registered
by the Ministry for National Economy accounted to 36%. As many as 9% respondents
dealt with audited financial statements and worked for audit authorities. Experts working
for member institutions of the Hungarian Banking Association filled the remaining re-
sponses of 2%.

The objective of this study was to sample four different groups of population with similar
relationships with audit. However, the responses to the demographic questions revealed a
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surprising picture. For instance, only 69% respondents from the population of the Chamber
of Hungarian Auditors indicated that they were involved in audit activities. Similarly, re-
spondents, who were accounting service providers listed in the register held by the Minis-
try for National Economy, could not be considered to be a homogenous group in terms of
their activities for as many as 26% did not pursue the career of an accountant or a financial
manager at the time of the survey. Consequently, in order to support the hypotheses stated
in the study, another, not the originally planned sub-population was taken into account in
the process of analyses. The classification and division was made based on the questions
related to the respondents’ own activities.

The table below illustrates classification of the respondents by their activities mentioned
above into three main groups, which may provide grounds for eliciting differences or simi-
larities in opinions:

Groups of Interested parties by their relation to audit

Auditor Audited Auditusers
Finance Bank Emplovee
Anditee  Accountan and officer, Institutional ~ Company el )
Auditor _ . . : of Others
t Accounting financial mvestor owner e
= . authorities
Manager advisor

Source: author’s own elaboration
Figure 9: Groups of interest parties by their relation to audit

The following pie chart shows the distribution percentage of the number of items within
the total sample in the three developed and examined groups.

Sample Structure by interested parties

m Auditor
m Audited
Audit users

Source: author’s own elaboration based on the data processed by EvaSys Education Survey Automation Suite

Figure 10: Sample structure by interest parties

Survey responses were used to test the hypotheses.
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3. EMPIRICAL TESTING OF THE HYPOTHESES AND RE-
SEARCH CONCLUSIONS

The research hypotheses about the audit expectation gap were formulated after the availa-
ble literature had been synthesised. The hypotheses were empirically tested by evaluating
the findings of the collected survey responses, which reflected the opinion of the groups
interested in auditing.

3.1. EMPIRICAL TESTING OF THE HYPOTHESIS ABOUT THE EXIST-
ENCE OF THE AUDIT EXPECTAION GAP

Hypothesis H3

The evaluation of the responses of groups interested in financial statements show no
significant difference in the perception of the existence and causes of evolution of the
audit expectation gap in Hungary.

Procedures and methods used for

testing the hypothesis

The Hypothesis H3 was tested by evaluating the responses given to the relevant
questions with the Pearson’s Chi-square (y°) Test for Independece, by comparing the
differences between two probabilities (a two-sample Z-test equation), by analysing
the differences between two expected values and by signle-factor analysis of variance.

As for the existence of the audit, expectation gap perceived by the interest groups and dis-
cussed in Chapter 5.1. of the study, it can be claimed that the majority of respondents in
each interest group agreed that there is an audit expectation gap. However, the audit users -
the indirectly concerned groups - perceive little of the problems arising from audit expecta-
tions. The analysis shows that the investigated factors are independent from each other,
that is, the perception of the existence of the audit expectation gap is independent from the
group the respondents belong to. Also, the differences in perceptions of the gap by the au-
ditors and by non-auditors are insignificant.

While evaluating the responses regarding the perception of the audit expectation gap, the
study also seeks for evidence of the gap. If the responses reveal that there is an audit ex-
pectation gap in Hungary, the study has to focus on investigating the causes of its evolution
and widening in the country. This is because the causes have to be directly mapped first.
The respondents choose from the provided possible causes, which are checked later with
the help of indirect means when the responses related to audit functions, usability and per-
formance are evaluated.

The most frequent causes of the evolution and existence of the audit expectation gap indi-
cated by respondents are as follows:

— corporate crises and financial reporting scandals, which result in new professional
expectations and responsibilities of the auditing profession (Question 2.3);

— misunderstanding, ignorance of audit users —who rely on the information in the au-
dit reports when making economic decisions - about auditors’ responsibilities and
audit limitations (Question 2.9)

— unreasonable expectations of audit users —who rely on the information in the audit
reports when making economic decisions - about audit functions (Question 2.10)
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The respondents consider non-audit services provided by auditors to be the least determin-
ing factors of the audit expectation gap (Question 2.8). As for this factor, the whole sam-
ple is homogenous in terms of the investigated criterion since there are no significant dif-
ferences in responses of interest groups.

The conducted analysis fails to support the initial hypotheses fully. The analysis shows that
the initial hypothesis has not been supported fully. However, the research findings enable
us to formulate the following hypothesis:

Thesis T3

The groups interested in financial statements show no significant difference in the
perception of the existence of the audit expectation gap in Hungary.

Each interest group attributes the audit expectation gap to corporate crises, audit and
report scandals, which results in new professional expectations and responsibilities of
the auditing profession. However, they do not consider non-audit services provided
by auditors to be a common cause.

Also, the interest groups attributes the audit expectation gap to misunderstanding
and ignorance of audit users about auditors’ responsibilities and audit limitations as
well as unreasonable expectations of audit users about audit functions. There is a
significant difference between the perceptions of different groups regarding the
extent to which these factors contribute to the evolution of the audit expectation gap.

3.2. EMPIRICAL TESTING OF THE HYPOTHESIS ABOUT THE STRUC-
TURE OF THE AUDIT EXPECTATION GAP

Among the many theories that look at the audit expectation gap discussed in Chapter 3 in
this study, Porter’s model of ‘audit performance-expectation gap’ stands out for its com-
prehensiveness. This study attempts to validate its amended version in Hungary by a pri-
mary analysis. This is because the audit expectation gap can be the result of not only per-
formance and reasonableness implication, but also the result of false interpretation of the
specific audit terminology by groups interested in audit. This study assumes that this is
closely linked with the conclusions drawn from audit results stipulated in the standards,
which auditors comply with. However, the interest groups misinterpret their meaning. The
hypothesis was formed on the basis of the above-mentioned considerations:

Hypothesis H4/a

In Hungary the audit expectation gap stems from the combination of the deficient
performance of auditors, deficiencies in audit standards, unreasonable expectations
and false interpretations of audit functions, the mapping of which enable us to
identify the possible tools required for narrowing the gap.

Procedures and methods used for

testina the hvpothesis

The Hypothesis H4/a was tested by evaluating the responses to the relevant questions
in the questionnaire and by hypothesis testing relating to the population ratio (Z-test
equation)
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In order to achieve the research objectives of this hypothesis, namely identifying the causes
of the audit expectation gap and typical components of its nature, the respondents were
requested to assess auditors’ performance based on the provided assessment criteria - audi-
tors’ professional competence, preparedness, independence, responsibility for the audit
report and reliability and usability of their work, - and to express their opinions about the
statements of the study related to auditors’ responsibilities and duties. The respondents
were asked whether auditors could perform the entrusted tasks efficiently (the invested
work, the achieved results, pay for work with special focus on the ratio between them) and
bear the responsibility for the performed work. In addition, they had to indicate whether
the listed tasks, duties and responsibilities were expected of auditors in Hungary. If they
were, the respondents had to indicate how auditors met these expectations. If they were
not, the participants of the survey were invited to indicate whether auditors would need to
meet the expectations related to their tasks, duties and responsibilities in the future.

From the consideration above it follows that auditors’ responsibilities can be classified as
follows:

- the requirements for auditors laid down in the Hungarian legislation;
- auditors’ responsibilities adopted in Hungary and specified in the Hungarian Na-
tional Standards on Auditing and Quality Control; and
- not existing auditors’ responsibilities based on Porter’s study (1993), which en-
compassed the following main issues:
e auditors should bear responsibilities for accuracy of corporate financial state-
ments and sustainability of corporate solvency;
e auditors should provide early warnings and issue alerts concerning mistakes
made by companies;
e auditors should detect possible tax fraud or any other financial fraud and other
financial illegal acts and report them both to the stakeholders of the company
and to the appropriate authorities.

The responsibilities belonging to the first two categories and determined by audit legisla-
tion in Hungary and stipulated in the Hungarian National Standards on Auditing and Quali-
ty Control hereinafter are called ‘auditing standards requirements’

From the consideration above it follows that the structure of the audit expectation gap in
Hungary, that is which duties and responsibilities contribute to which component of the
gap, can be identified. The classification principles are as follows:

I. Deficient performance gap are the responsibilities set down by auditing standards re-
quirements, but:
- auditors do not consider them to be their duties or responsibilities, or
- the interest groups perceive that auditors do not perform their responsibilities to a sat-
isfactory level.

I1. Deficient standards gap encompasses responsibilities that are not defined by standards,
but can reasonably be expected of auditors to accomplish.

I1l. Reasonableness gap is related to responsibilities that that are not defined by standards
and cannot reasonably be expected of auditors to accomplish.

IV. Improper interpretation gap, a new component of the audit expectation gap introduced
by the author. The existence of the gap has been proved and involve conclusions
drawn from audit results which are defined by standards, auditors meet them, but the
interest groups misinterpret their meaning.
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For classification purposes, an analysis of interest groups’ opinions was conducted, which
could prove the existence of performance, standard, reasonableness and improper interpre-
tation gap. This depended on whether the specific responsibility was reasonably expected
not existing, reasonably not expected not existing or improperly interpreted responsibility
by the groups involved.

The process of defining the audit expectation gap in Hungary was modelled as follows:

Audited

Auditors Users of audit

Is the duty an existing duty

of auditor's
yes ‘ no
Is the interpretation of
audi tor‘srfonclusion Is the performance of Is the duty expected
auditor's sufficient? from auditors?
correct?
no ‘ yes
Is the duty reasonably
expected from auditors?
£e 1 yes no yes no
yes

,,,,,,,,,,, | — | | | |
I i
| i ion | . Reasonableness
! The audit expectgtlon ‘ Interpretation Gap Performance Gap Standard Gap
i gap does not exist. Gap

Audit Expectation Gap

Source: author’s own elaboration based on Porter, 1993
Figure 11: Process of determining the audit expectation gap

Based on the analysis of responses, the specific factors, which contribute to the existence
of certain components of the audit expectation gap, may be presented.

In the process of defining the audit expectation gap on the basis of the model illustrated in
Figure 11 and evaluating the responses of the interest groups, a numerical criterion is to be
established to enable us to clear what position a specific group regarding the above-listed
issues take. The reviewed literature offers several solutions to establishing a numerical
criterion. Whilst examining the audit expectation gap and identifying the position of the
interest groups taken on this issue, Porter (1993) asserts if 20% respondents considered that
a duty was reasonably expected and should be performed, it was relevant. Troberg
&Viitanen (1999) in their studies suggested a higher rate of 25%, which ‘constituted a
qualified minority’. This study adopted Troberg & Viitanen’s (1999) numerical criterion.

For the purpose of establishing a proper criterion, this research study conducted a hypothe-
sis testing regarding the population rate on the basis of sample characteristics formed by
auditors, audit and audit users. Hence, the conclusions formulated in this study are relevant
to all interest groups concerned. For the assessment of the hypotheses set in this study
(supported or refuted), a Z-test was used to determine a significance level of 5%.
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After a statistical evaluation of the responses to the questionnaire and further developing
Porter’s model of the structure of the audit expectation gap, this study modelled the audit
expectation gap in the Table below. The most typical factors characterising the component
elements of the audit expectation gap and providing a basis for identifying the measures,

which contribute to narrowing the gap in Hungary, are illustrated in the model.

Perceived Perfor-
mance of Auditors

Audit Expectation Gap

Society’s Expecta-
tions of Auditors

Performance Gap

Deficient
Performance

Deficient
Standards

Reasonableness Gap

Unreasonable Expecta-
tions

& N

Interpretation Gap

False interpretation
< N

Auditors existing

duties

Duties reasonably
expected of audi-

tors

Duties unreason-
ably expected of
auditors

The most typical, common, identified component elements

expressing doubts about
the solvency of the com-
pany in the audit report;

providing reasonable
assurance that financial
reports are free from ma-
terial misstatements
whether due to fraud or
errors;

complying with profes-
sional ethics rules;

verifying all material
estimates in the financial
statements;

examining other financial
information of the compa-
ny and exploring the ex-
isting material inconsist-
encies with the audited
financial statements;

reporting deliberate
distortion of financial
information to au-
thorities;

verifying competent
management of a
company;

verifying responsible
attitude of the com-

pany to environmen-
tal and social issues;

reporting the detected
fraud cases to stake-
holders of the com-
pany and indirectly
(in the audit report)
to the society;

guarantying complete
compliance with account-
ing standards - legisla-
tion, regulations, etc.;

guarantying complete
compliance with fiscal
provisions — legislation
regimes

preparing financial
statements in time, in a
required form and con-
tent

preventing illegal opera-
tions, fraud and errors
and detecting all fraud
and errors in financial
statements

managing, and develop-
ing the accounting and
internal control system of
the investigated company
and its reliability

sufficient certainty

sufficient and appropri-
ate evidence

material misstatement,
raising awareness,
other issues

rejecting opinions

Source: author’s own elaboration

Figure 12: Structure of audit expectation gap in Hungary
by the perception of audit interest parties

The conducted analyses support the hypotheses set in this research study. Hence, the fol-
lowing thesis can be formulated on the basis of the findings this research:
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Thesis T4/a

In Hungary the audit expectation gap stems from the combination of the deficient
performance of auditors, deficiencies in audit standards, unreasonable expectations
and false interpretations of audit functions, the mapping of which enable us to
identify the possible tools required for narrowing the gap.

3.3. EMPIRICAL TESTING OF THE HYPOTHESIS ABOUT AUDITORS”’
RESPONSIBILITY FOR FRAUD WITHIN A BUSINESS ENTITY

The auditors ‘existing and expected role in fraud prevention and detection is a characteritic
element in the analysis of audit expectation gap.

Numerous studies conducted in various countries have revealed auditors’ role in fraud and
deficiency detection perceived by interest groups. (Alleyne & Howard, 2005; Best et al.,
2001; Dixon et al., 2006; Epstein & Geiger, 1994; Fadzly & Ahmad, 2004; Frank, Lowe &
Smith, 2001; Haniffa & Hudaib 2007, Humphrey et al., 1993; Lin & Chen, 2004; Lowe,
1994; McEnroe & Martens, 2001; Sidani, 2007).

Hence, this study lays a special emphasis on investigating this area of audit expectation
gap and formulates the following hypothesis about fraud:

Hypothesis H4/b

Groups interested in audit expect greater responsibilities of auditors for fraud
prevention, detection and communication of the detected fraud in Hungary.

Procedures and methods used for

testing the hypothesis

The Hypothesis H4/b was tested by evaluating the responses to the relevant questions
in the questionnaire and by using the results of previous studies

In order to obtain a more comprehensive picture of the beliefs of interest groups and to
support the formulated hypothesis, the responses to questions related to auditors’ responsi-
bilities for prevention of audit fraud and other illegal acts are evaluated.

The findings reveal that audit users have the greatest demand and auditors have the lowest
demand for modification of the existing audit regulations and standards in terms of audi-
tors’ responsibilities for prevention of audit fraud and other illegal acts.

Whilst identifying the characteristic components of audit expectation gap in Hungary — in
Sub-chapter 5.2 - this study focuses on three factors related to prevention, detection and
communication of detected audit fraud and expected responsibilities. In order to test the
hypothesis 4/b, auditors’ responsibility for detection of fraud is investigated in detail.

1 Questions 2.6, 4.5, 4.7 and 4.8 in the questionnaire.
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Figure 13: Perception of auditors’ responsibilities for audit fraud by interest groups

This study defines the expectations related to auditors’ responsibilities for preventing ille-
gal acts, audit fraud audit errors and detecting fraud and errors in every audit report (Ques-
tion 4.5) — despite the fact that the standard gap complied with all the assessment criteria —
as a component of reasonableness gap. This is because the accomplishment of the expected
duties is incompatible with original audit functions and auditors’ possibilities and would
presume a full investigation of entities ‘economic activities, accounting, cost calculations,
cost prices and of the whole compilation process of the audit report. The high demand for
accomplishing these tasks — altogether 25% of audited and audit users believe that this ob-
ligation can be fulfilled — indicates that interest groups expect changes in this field.

Taking into account the author’s prior findings, this study defines the expected responsibil-
ity for reporting the authority the deliberate distortion of financial information (Question
4.7) and communicating the detected fraud to stakeholders and indirectly — by publishing it
in the audit report — to the society (Question 4.7) as deficient standards gap. Hence, it is
worth considering in what forms these factors can become auditors’ duties.

The responses to the question about the existing and expected auditors’ responsibilities for
communicating the detected fraud (Question 4.7 and Question 4.8) show surprising results.
Auditors believe that it is more important to report the deliberate distortion of financial
information — which is actually fraud by auditors themselves — to appropriate authorities
than publishing this in an audit report. Preferences of audit users in terms of fraud are less
surprising. It is more important for audit users that auditors should communicate the de-
tected fraud to stakeholders and indirectly — by publishing the fraud in the audit report to
make this accessible for audit users - to the society than to appropriate authorities.

The auditors’ opinions reveal that they are unwilling to take responsibility for reporting
their client fraud and publishing this in an audit report.

The tests fail to fully support the initial hypotheses. However, on the basis of the research
findings the following hypothesis can be formulated:
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Thesis T4/b

It is the audited and audit users from the groups interested in audit who expect
greater responsibilities of auditors for fraud prevention and detection within an
economic entity and for communication of the detected fraud.

3.4. EMPIRICAL TESTING OF THE HYPOTHESIS ABOUT THE USEFULL-
NESS OF AUDIT REPORTS IN INVESTMENT DECISIONS

Apart from the above considerations, the aim of the questionnaire survey was to conduct
empirical analyses of other key aspects of auditing, which are closely related to expecta-
tions towards auditors and performance expected of them such as:

— content and usability of audit reports and

— Perception of auditors’ independence in Hungary.

Hence, the following hypothesis has been formulated:
Hypothesis H5/a

Significant differences exist in the perception of usefulness of audit reports in
investment decisions between different interest groups in Hungary.

Procedures and methods used for
testing the hypothesis

The Hypothesis H5/a was tested by evaluating the responses given to the relevant
questions with the Pearson’s Chi-square (%) Test for Independece and by comparing
the differences between two probabilities (a two-sample Z-test equation)

The testing of Hypothesis H5/b was conducted by requesting the respondents to judge the
quality of the information in audit reports and the usefulness of auditors’ opinions in mak-
ing investment decisions. Figure 14 illustrates the respondents’ firm opinions about the
current usefulness of audit reports.

Judgement of usefulness of auditors report in decision
making
100,0% - 27 go@1.308 322
80.0%
60.0%
0, 4
40,0% 14.8% %2285 40,
20,0% -
0,0% . .
No impact Little impact Significant impact
m Auditor Auditees B Audit users

Source: author’s own elaboration based on the data processed by EvaSys Education Survey Automation Suite

Figure 14: Judgement of information usefulness in audit reports and audit clauses in in-
vestment decisions
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The analysis shows that that the investigated factors are independent of each other. Belong-
ing to a specific group is independent of perceptions about usefulness of audit reports. On
the other hand, the results clearly show that a significant majority of respondents with firm
opinions in each group think that both the information in the audit reports and the rating of
the audit clause have an impact on investment decisions and increase the reliability of audit
data and information. However, neither of them is enough to support the investment deci-
sions.

The findings fail to support the initial hypothesis. The hypotheses tested in pairs show that
the difference in perception of usefulness of audit reports in investment decisions between
the different interest groups is insignificant. The response distribution in the sample high-
lights that audit users are the least satisfied with the content of audit information in terms
of supporting investment decisions.

Based on the conclusion drawn from the performed analysis, the following thesis has been
formed:

Thesis T5/a

There is no significant difference in the perception of usefulness of audit reports in
investment decisions between the groups interested in audit in Hungary.

A significant majority of respondents with firm opinions in each group think that both the
quality of the information contained in the audit reports and the auditors’ opinions have an
impact on investment decisions and increase the reliability of audit data and information.
However, neither of them is enough to support the investment decisions.

The initial presupposition and the statement of Thesis T5/a — namely, the information con-
tained in audit reports is insufficient to support investment decisions — induced another
related hypothesis the aim of which is to determine the scope of information used for in-
creasing usefulness of audit reports by perceptions of interest groups.

Hypothesis H5/b

The usefulness of audit reports in investment decisions can be enhanced by increasing
the information content of audit reports.

Procedures and methods used for

\tes“ngthey

The Hypothesis H5b was tested by a detailed analysis of responses to the relevant
questions in the questionnaire and by categorizing the examined factors — following
the order of usefulness perceived by respondents.

The testing of Hypothesis H5/b was conducted by requesting the respondents to indicate in
the questionnaire whether the usefulness of audit reports in investment decisions could be
increased by providing supplementary information in audit reports.
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Figure 15 shows how the expected usefulness of supplementary information® to be poten-
tially included in audit reports was categorized by usefulness order — approximated by the
increase of the expected proportion of interest groups’ usefulness based on the responses of
interest groups
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Figure 15: Judgement of the content of the required information in audit reports

Figure 15 clearly shows that each interest group shares the same perception about audit
information and indicates that the usefulness of audit reports can be increased if auditors
express their opinion about entity’s ability to continue as a going concern (Question 6.10).
The distribution of interest groups’ responses reveals that the majority of respondents agree
that it could be useful if auditors:
— declare that they have not received all the necessary information and explanation
enabling them to form their opinion about the audited financial statement (Question
6.14);
— Declare that the audited financial statement complies with applicable accounting
criteria (standards, legislation, etc.) (Question 6.4);
— use clear terminology, which everybody can understand because current audit re-
ports fail to meet this need (Question 6.6);
— express their opinion about the efficiency and efficacy of accounting and other in-
ternal controls (Question 6.9).

Only two information requests comply with previous research findings. On the one hand,
interest groups expect auditors to bear responsibilities for full compliance of audited finan-
cial report with applicable accounting criteria (standards, legislation, etc.) (Question 6.4).

This was completely incompatible with audit nature and the study defines it as a compo-
nent of reasonableness gap. Hence, this statement would be unreasonable to include in
audit reports. On the other hand, a significant number of interest groups require the use of
audit terminology that everybody can understand, because the current audit reports fail to
meet this need (Question 6.6). This supports the research findings about audit expectation
gap, that is, interest groups have insufficient knowledge about the real content of the ter-

2 The information examined in the questionnaire is assigned the serial number used in the questionnaire.
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minology used in audit reports. Hence, the usability of audit information is also inappro-
priate.

Interest groups believe that it would be useful if auditors disclosed that they had not re-
ceived all the necessary information and explanation enabling them to form their opinion
about the audited financial statement (Question 6.14). This could be achieved since its im-
plementation would result in a more stringent application of the current audit scope limita-
tions, even of immaterial items.

Also, interest groups indicated that it would be beneficial if auditors expressed their opin-
ions on the efficiency and efficacy of accounting and other internal controls (Question 6.9).

Currently, the audit report shall describe an audit by stating that the auditor is considering a
relevant internal control essential for preparing a financial statement by the entity in order
to design audit procedures that are appropriate in the circumstances and not for the purpose
of expressing an opinion on the effectiveness of the entity’s internal control (ISA700. 31a
)%. However, the standard does not exclude the possibility that auditors may express their
opinion on the effectiveness of the entity’s internal control. In this case, the auditor shall
omit the phrase that the auditor’s consideration of internal control is not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Expressing this
opinion would result in auditors’ undertaking additional responsibilities, benefit of which
is the subject of a separate analysis.

The conducted analysis shows that financial statements contain potential supplementary
information. The overwhelming majority of interested groups believe that if this supple-
mentary information was published in audit reports, the usability of audit reports in making
investment decisions would considerably increase. However, this paper also takes into
consideration the risks of publishing supplementary information in audit reports. Since
audit procedures, determining the materiality threshold, significant accounting estimates
and introducing the challenges experienced in the course of audit may also contribute to
misinterpretation of audit reports without providing any extra benefits.

The above considerations support the initial hypothesis. By supplementing this hypothesis,
the study forms the following thesis:

Thesis T5/b

Based on the interested groups’ opinion, the usefulness of audit reports can further
be enhanced by improving its content value in the following way:

- auditors express their opinion about entity’s ability to continue as a going
concern;

- auditors declare that they have not received all the necessary information and
explanation enabling them to form their opinion about the audited financial
statement

- auditors use terminology that everybody can understand because the current
audit reports fail to meet this need;

- auditors express their opinion about the efficiency and efficacy of accounting
and other internal controls.

* International Standard on Auditing 700 and Forming an Opinion and Reporting on Financial Statements
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3.5. EMPIRICAL TESTING OF HYPOTHESIS ABOUT INDEPENDENT AU-
DIT

Independent audit is critical both from regulatory aspects and practical aspects. It has a
dual character since auditors need to form an objective and usable opinion about the finan-
cial statement prepared by entities that shortlisted and hired them. The aim of research into
independent audit is to test the following initial hypothesis:

Hypothesis H6

Audit independence is a phenomenon which can be interpreted from different aspects
and involves various risk factors.

Procedures and methods used for
testing the hypothesis

The hypothesis was tested by evaluating the distribution percentage of the responses
given to the relevant questions

his study mvestigated the respondents’ perception of audit independence by different
factors. The respondents were asked to indicate what they meant by independent audit
(they were allowed to choose several factors). Figure 16 illustrates the percentage of re-
sponses that considered a specific element could ensure audit independence by interest
groups.
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Figure 16: Interpretation of audit independence

The majority of respondents considered auditors’ independence to be personal independ-
ence — which excludes maintaining interpersonal and family relationships with stakehold-
ers, managers and relatives of audited companies as well as audited companies. The inde-
pendence is less ensured when auditors are responsible for reporting to third parties who
are involved in fraud or other illegal acts. A considerable proportion of respondents agreed
that audit independence could be ensured if stakeholders and managers of audited compa-
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nies had no influence on auditor independence and did not receive non-audit services from
their auditors, which would underpin the auditors’ professional judgement in the course of
audit. This is closely linked with another criterion, namely that auditors should be finan-
cially free from audited companies, their stakeholders and managers.

After clarifying the meaning of auditor independence, the respondents expressed their
opinion whether auditors are able to express independent and credible opinion on financial
statements of entities that selected and hired them.

The evaluated responses show that a significant majority of respondents in each interest
group, who have firm opinions, agreed that auditors were able to form an independent
opinion on financial statements of entities hiring them.

Auditors’ responses indicate that it was the auditors who gave the best appraisal of their
independent work. The audit users were the least satisfied with the audit independence.
This is interesting because they had the least information about the independence of audi-
tees and auditors, which was supported by the fact that the percentage of those in this
group who believed that they failed to make judgements about audit independence, was the
highest. In addition, this could undermine the users’ confidence in audit reports on finan-
cial statements or in other audit aspects. The obtained results are similar to the ones in
terms of audit independence in Chapter 5.2.1 of this study.

After this, the respondents were requested to indicate how much the listed factors threat-
ened auditor independence.

The responses revealed that auditors naturally considered that the listed factors threaten
their independence very little. The difference between the responses of interest groups in
terms of threatening was insignificant.

Figure 17 shows the percentage distribution of firm responses regarding elements threaten-
ing audit independence:
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Figure 17: Perception of factors threatening audit independence by interest groups

Low percentage of respondents — less than one-fifth — felt that the listed factors do not
threaten audit independence. Based on the responses, the extent of threat factors to audit
independence may be determined. The overwhelming majority of respondents considered
the provision of non-audit services to audit clients to be the greatest threat to audit inde-
pendence. The provision of accounting services and internal audit were viewed as increas-
ingly threatening factors (Question 7.9). Interest groups ranked audit fees — within the total
audit turnover - generated from specific stakeholders of businesses to be the second great-
est threat due to a large proportion of total fees creating financial dependence (Question
7.6). Almost the same ranking was given to a threat that arises when audit fees generated
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from a client represent a large proportion of an audit firm’s total fees resulting in high fi-
nancial dependence (Question 7.5). Respondents viewed simultaneous pursuit of such non
- audit services as provision of tax consultancy services, information technology consul-
tancy, property valuation, etc. to audit clients the least offensive and threatening to audit
independence (Question 7.8).

The thesis formed based on the conducted analysis of responses is as follows:

Thesis T6

Audit independence is a phenomenon which can be interpreted from different aspects
and interest groups associate it with auditors’ personal independence — excluding
audited companies and their stakeholders and family and friendly relationships with
entity management.

Procedures and methods used for

testing the hypothesis

The hypothesis was tested by evaluating the distribution percentage of the responses
given to the relevant questions

There are several factors that give rise to threats to audit independence. Interest groups felt
that the provision of non — audit services to audit entities

Respondents considered simultaneous provision of such non - audit such services to a par-
ticular entity as accounting services and internal control to be the most offensive and the
greatest threat to audit independence. They viewed simultaneous pursuit of such non - au-
dit services as provision of tax consultancy services, information technology consultancy,
property valuation, etc. to audit clients as the least offensive and threatening to audit inde-
pendence.

It should be noted that the author of this study is fully aware of the limitations of previous
and the current research conducted into the audit expectation gap. This study attempts to
express general and homogeneous opinion about a profession, which requires a high level
of professional knowledge and constant evolutionary development even though the author
Is aware that this profession is a total of individuals, whose professional knowledge, atti-
tude to their profession and reliability may differ. Contrary to individuals pursing this pro-
fession, audit interest groups also consider the audit profession to be a homogeneous total
when they make decisions about the audit future, duties and responsibilities to be per-
formed.

It should be highlighted that criticism of competence and professionalism of the interest
groups involved in audit, including auditors, auditees and audit users, did not belong to the
aim of this study. The current study rather attempted to identify possible ways of reaching
compromises and consensus and provide them to interest groups to enable auditors having
extremely high professional knowledge to meet expectations of its users.

It is envisaged that the findings reported in this research study would provide useful infor-
mation to all three interest groups. Auditors should consider making some modifications
concerning certain aspects of regulatory character and identifying ways of further increas-
ing audit performance. Auditees and audit users should further improve their knowledge on
audit functions and limitations, the lack of which results in unreasonable expectations and
false interpretations of the true content of independent audit reports in some cases.
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4. FUTURE POTENTIAL RESEARCH DIRECTIONS

The existing literature on audit expectation gap in Hungary is surprisingly scarce. Howev-
er, it is evident from the international literature that research into similar issues has been
conducted in several countries.

The under-researched area of audit expectation gap in Hungary and the scarcity of the
Hungarian literature on this topic fully justify the need for conducting further investiga-
tions into this matter, which would receive support from practitioners.

The questions and the challenges formulated in the course of writing this dissertation sug-
gest several directions for further research in this area. Also, the compiled questionnaire
and the responses to the questions provided by interest groups create a valuable infor-
mation data base, which determine the main directions for further research.

When the Hungarian model of the audit expectation gap was investigated, the first three
steps were analysed, which are as follows:

- Is there an audit expectation gap in Hungary?
- What are the causes of the audit expectation gap in Hungary?
- What is the structure and composition of the audit expectation gap in Hungary?

Conducting further research into the last step built on the previous two steps is exciting.
Identifying an appropriate tool combination used for narrowing the mapped audit expecta-
tion gap requires further research. Both the reviewed existing international literature on
this topic and the conducted empirical research provide a sound basis for this.

Much research also remains to be done on viewing the decisions of the European Union on
audit changes as a tool for narrowing the audit expectation gap in Hungary. Also, it is
worth investigating whether the adopted measures — so far exclusively statutory audits of
public-interest entities - fit in with the Hungarian model of the audit expectation gap.

The long-term research goal is to expand the current research to Visegrad Countries be-
cause this geographical region lacks reliable information about audit expectation gap sup-
ported by rigorous empirical research, which could also be conducted there.

The author of the current study believes that the finding of this research study contributes
to further developing audit and accounting rules and regulations and can be beneficial in
strengthening the knowledge of participants in higher education and interest groups.
Hence, it becomes one of the tools of narrowing the audit expectation gap in Hungary.

The author of the current research believes that this dissertation and her further studies will
make a positive contribution to making the importance of audit known to a wider audience.
Also, the scientific explanations of the problems encountered in the course of research and
the theses formed on their bases as well as the research recommendations will constitute
useful input to other researchers and economic players.
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