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Abstract ARTICLE INFO 
A 2×2 full factorial experiment is designed by manipulating participants' exposure to 

the positive behavioral information of a Chief Financial Officer (CFO) as a violator of 

Related Party Transactions (RPT) (high versus low exposure) and his related 

assertions (combined versus denial assertion). These manipulated variables can 

influence internal auditors' credibility and reporting judgments in accordance with the 

mere-exposure effect and the benefit of the doubt. This study included 80 Iranian 

internal auditors as participants. The results suggest that exposure to the violator’s 

positive behavioral information enhances internal auditors’ perceived credibility of the 

violator, leading to a decreased likelihood of reporting the RPT. Furthermore, the 

findings demonstrate that when internal auditors are exposed to the positive behavioral 

information of the RPT violator, the combined assertion of the RPT violator reduces 

the probability of reporting the RPT by internal auditors. The results underscore the 

significance of professional judgment and skepticism among internal auditors. 
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1. Introduction 
A Related Party Transaction (RPT) transfers resources, services, or obligations between an entity 

and a related party, regardless of whether a price is charged. According to internal audit standards 

worldwide, such as the Standard on Internal Audit (SIA), internal auditors are required to perform 

audit procedures and related activities to gather information relevant to evaluating internal controls 

associated with RPTs. Furthermore, internal auditors must obtain sufficient and appropriate audit 

evidence regarding management’s assertion that a RPT was conducted under terms equivalent to 

those prevailing in an arm’s length transaction. 

This study examines whether internal auditors' credibility and reporting judgments are affected 

by (1) exposure to the CFO’s positive behavioral information and (2) the CFO’s assertions 

regarding the RPT. Both factors are essential components of the internal audit process. Familiarity 

with the CFO relates to auditor-client staff interactions, which form an inseparable part of the 

internal audit process with potential unintended consequences. Considering the CFO’s assertions 

(including admissions, denials, etc.) about the RPT is also a crucial element of evidence gathering 

in the audit process. 

The combined influence of the two factors on internal auditors’ credibility and reporting 

judgments has not been explored, yet it holds significance for several reasons. Familiarity arising 

from exposure to the violator’s positive behavioral information alone (i.e., without any claims 

regarding the detected RPT) serves as an irrelevant cue; however, psychological research indicates 

that this can adversely impact internal auditors' reporting judgments. According to the mere-

exposure effect, a well-known heuristic, individuals often develop a preference for things simply 

because they are familiar with them. Psychological studies reveal familiarity predicts liking, 

goodness, attractiveness, and pleasantness (Orive and Gerard, 1987; Clark and Watson, 1988; 

Bornstein and D’Agostino, 1994; Lee, 2001; Denrell, 2005). Consequently, familiarity is 

recognized as a threat to internal auditors (IIA, 2001). It may cause an auditor to lose perspective 

and prejudge a client based on past issues (or lack thereof), adopting a stance aligned with that 

prejudgment instead of approaching the situation with a fresh and objective viewpoint (Mutchler, 

2003). Furthermore, the violator’s assertions may influence the judgments of internal auditors. 

Psychoanalytic theory suggests that denial effectively helps repair trust after integrity-based 

violations (Kim et al., 2004, 2006; Ferrin et al., 2006), possibly because acknowledging violations 

triggers an unpleasant emotional response in those affected by a breach of trust. In practice, a third 

category of assertions also exists, which we refer to as a combined assertion in this study. 

Assertions that are appropriately combined convey both loyalty and innocence signals 

simultaneously. Consequently, a combined assertion may foster more favorable perceptions than a 

denial assertion. In the context of exposure to the violator’s positive behavioral information, the 

violator’s combined assertion may lead to further decreased objectivity in internal auditors’ 

judgment while reporting the RPT, which poses a significant concern. 

Various surveys and experiments illustrate the impact of external auditors’ familiarity with 

clients on the audit process (Asare and McDaniel, 1996; Hussey, 1999; Wilson et al., 2018). For 

example, Bamber and Lyer (2007) noted that auditors tend to identify with their clients, and those 

who identify more strongly are more likely to conform to the client-preferred position. Cefaratti and 

Barkhi (2013) explored the effects of communication media and client familiarity on auditors’ 

confidence in detecting deception. Asare and McDaniel (1996) analyzed the influence of familiarity 

with the preparer and task complexity on reviewers' effectiveness in identifying errors. Their study 

revealed that reviewers of unfamiliar preparers performed more of the preparers’ work but did not 

identify more classification errors. In contrast, interactively, preparer familiarity and task 

complexity influenced effectiveness in detecting conclusion errors. Wilson et al. (2018) conducted 
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an experiment to assess whether increased audit firm tenure and auditor familiarity lead to greater 

trust, which enhances the willingness to whistle-blow. They found evidence that auditor familiarity 

boosts trust, positively affecting an employee’s intentions to whistle-blow. While these studies 

emphasize external audit and client-related issues, our investigation in this study focuses on internal 

auditors and reporting issues concerning the client staff, specifically the CFO. 

An experiment is conducted to investigate the related issues. The primary advantage of the 

experimental approach is that it allows us to manipulate the participants' exposure to the CFO's 

positive behavioral information and assertions. Furthermore, employing the experimental approach 

enables us to control other factors, such as pressures imposed on auditors and audit tenure, which 

influence internal auditors' reporting judgment in this study. 

In this study, we conceptualized a CFO as a violator, an RPT as a violation, and the internal 

auditors’ perceived credibility of the CFO and their decision to report or not report the RPT as the 

two dependent variables. We conducted a 2×2 full factorial between-subject experiment, 

manipulating two independent variables: prior exposure to the violator’s positive behavioral 

information (low vs high exposure) and the violator’s assertion regarding the RPT (combined vs 

denial assertion). The study participants consisted of Iranian internal auditors with professional 

experience in the internal audit departments of parent companies. 

Our findings indicate that exposure to the violator’s positive behavioral information enhances 

internal auditors’ perceived credibility of the violator, leading to a decreased likelihood of reporting 

the RPT. Furthermore, the results demonstrate that when auditors are presented with the violator’s 

positive behavioral information, this combined assertion boosts the perceived credibility of the 

violator and lowers the probability of internal auditors reporting the RPT. 

This investigation adds to the existing body of knowledge in two significant ways. Firstly, we 

find that when internal auditors are presented with the violator’s positive behavioral information, 

the perceived credibility of the violator is greater when they encounter the combined assertion 

rather than the denial assertion. Secondly, the increased credibility of the violator through high 

exposure, along with the combined assertion, reduces the likelihood of RPT reporting. 

In the following section, we examine the relevant literature and formulate the hypotheses. Next, 

we outline the research design and experimental procedure, analyze the experimental results, and 

conclude the paper. 

 

2. Hypotheses development 
The familiarity principle is a cognitive shortcut through which individuals tend to develop a 

preference for things simply because they are familiar with them. Zajonc (1968) defines the 

familiarity principle as the mere exposure effect. The mere exposure effect is a heuristic by which 

individuals tend to favor things merely due to familiarity (Zajonc, 2001). In a meta-analysis, 

Bornstein (1989) documents a significant mere exposure effect concerning various types of stimuli: 

sounds, ideographs, nonsense words and symbols, drawings, photographs, words and names, 

polygons, objects, and people. Evaluating the mere exposure effect with people as stimuli has led to 

a research stream focused on interpersonal relationships. Moreland and Beach (1992) conducted a 

seminal study. Four female confederates entered a classroom in a manner visible to other students 

either zero, five, ten, or fifteen times over a semester; they did not interact with the students. 

Afterwards, students were asked to rate the confederates on various dimensions. The more often a 

confederate was seen by students, the more she was liked and rated positively across different 

dimensions. Other studies indicate that the more frequently another person is seen, the more 

participants rate that person positively and desire to interact with her/him (Brockner and Swap, 
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1976); the longer participants are exposed to another person's ideas, the more they appreciate that 

person (Brickman et al., 1975); and the more familiar participants are with a negotiation partner, the 

more willing they are to reach compromise solutions (Druckman and Broome, 1991). 

Four general explanations clarify why familiarity predicts liking, goodness, attractiveness, and 

pleasantness. First, since most social experiences are mildly positive in affective tone, or at least not 

aversive (Clark and Watson, 1988; Denrell, 2005), individuals encountered more frequently become 

associated with positive effects. Second, novel stimuli evoke uncertainty and cautious reactions 

(Orive and Gerard, 1987; Lee, 2001), which diminish once repeated exposure, revealing the novel 

stimulus as benign. Third, familiarity creates opportunities for interactions. Positively toned 

interactions are more prevalent than aversive ones, suggesting that such opportunities are more 

likely than not to lead to rewarding social experiences and favorable impressions (Denrell, 2005). 

Fourth, familiar stimuli are processed perceptually and cognitively with greater fluency, and fluency 

is typically experienced in relatively positive affective ways (Mandler et al., 1987; Jacoby et al., 

1992; Bornstein and D'Agostino, 1994). All four explanations indicate that prior exposure will 

similarly positively influence credibility assessments. 

The positive effects of the familiarity principle enhance efficiency in executing various social 

tasks; however, these effects can backfire in certain situations. According to the framework of 

internal auditors (IIA, 2001), internal auditors perceive familiarity as a potential threat. This threat 

may arise from an auditor’s relationship with the client or if the auditor has previously worked 

within the client unit. Familiarity can cause an auditor to lose perspective on an audit by making 

them overly sympathetic to the client. Conversely, familiarity may lead an auditor to prejudge a 

client based on past issues (or lack thereof) and adopt a stance aligned with that prejudgment rather 

than approaching the situation with a fresh, objective perspective (Mutchler, 2003). 

Prior studies in the auditing and accounting literature have focused on the impacts of frequent 

exposure to decision-relevant information, such as repeated individual presentations of financial 

statement errors (Butt, 1988), financial statements alongside voluntary disclosures containing the 

same information (Joe, 2003), and redundancy in financial performance information (Hugon, 2004), 

as well as decision-irrelevant information, like the frequency of an analyst’s name appearing 

(Bonner et al. 2007; Chen and Tan, 2013), on various types of judgments. While these studies 

investigate the effects of repeating individual decision-relevant and decision-irrelevant information, 

a variety of irrelevant information is often present simultaneously in more realistic situations. 

Specifically, internal auditors are consistently exposed to various pieces of information (such as 

appearance, name, age, marital status, number of children, work experience, education level, skills, 

attitude, behavior, mood, etc.) about the employees of the company, particularly the CFO, which 

creates a mental sense of familiarity. Thus, there is always some degree of familiarity with the CFO. 

The lowest level of familiarity is confined to personal information, such as appearance, name, age, 

marital status, number of children, work experience, and education level, resulting from human 

resource process auditing. Conversely, familiarity at the highest level evolves into intimacy due to 

the long-term relationship. However, the most common level of familiarity is where internal 

auditors gather some behavioral information, such as attitude and mood, along with personal 

information through observation, interaction, and document review during the audit process. 

Accordingly, we anticipate that exposure to both personal and positive behavioral information 

about the RPT violator will lead to a higher perception of the violator's credibility and, 

consequently, a lower likelihood of internal auditors reporting the RPT. We define low exposure as 

the auditor being exposed solely to personal information, while the high exposure condition refers 

to the scenario in which the auditor is exposed to both personal and positive behavioral information 

about the RPT violator. 
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In addition to exposure and familiarity, the judgment of internal auditors appears to be 

influenced by the violator's assertions. The claims regarding the identified violations are compelling 

and appealing in this context, particularly when paired with the positive effects of the familiarity 

principle. Two straightforward assertions in this scenario involve admitting versus denying the 

violations. Psychoanalytic theory posits denial as a defense mechanism whereby an individual 

confronts a fact that is too uncomfortable to accept and rejects it, insisting it is untrue despite 

potentially overwhelming evidence (Vaillant et al., 1986). 

Research has shown that denial can be a more effective response in repairing trust after integrity-

based violations (Kim et al., 2004, 2006; Ferrin et al., 2006), possibly indicating that admitting 

violations triggers a more unpleasant emotional reaction in those harmed by a trust breach. 

According to Kim et al. (2004), denial, which explicitly asserts that accusations of guilt are false, 

aids in trust repair by encouraging the betrayed individual to extend the transgressor the benefit of 

the doubt1. It may be that acknowledging culpability by admitting to the violations, rather than 

allowing for doubt about responsibility through denial, results in more negative emotions (Kim et 

al., 2004). Some studies indicate that denying culpability in the transgression while expressing 

empathy significantly increases the violator's perceived integrity (Bagdasarov et al., 2019). People 

may be more inclined to repair trust after an integrity-based violation when the violator denies 

responsibility and responds with an empathetic display. 

Although previous research has focused on comparing behavioral reactions to denial and 

admission, we also encounter combined assertions in the real world. In our study, the CFO might 

use a combined assertion such as "Although I was aware of the RPT, I was unable to prevent the 

transaction." While the initial admission ("I was aware of the RPT") demonstrates the CFO's 

loyalty, the subsequent denial ("I was unable to prevent the transaction") conveys innocence. 

Consequently, a combined assertion may foster even more positive perceptions compared to a 

denial assertion ("I was not aware of the transaction"). Combined assertions (denial following 

admission) may elicit stronger positive feelings. 

Accordingly, we anticipate that the content of the combined assertion will lead to a higher 

perceived credibility of the violator and, consequently, a lower likelihood of internal auditors 

reporting the RPT. Hypotheses one through four are formally stated below. 

H1: Exposure to both personal and positive behavioral information about the RPT violator has a 

more favorable impact on internal auditors' assessments of the violator's credibility when the 

violator employs a combined assertion rather than a denial assertion. 

H2: A combined assertion utilized by the RPT violator has a more favorable impact on internal 

auditors' assessments of the violator's credibility when the internal auditor is exposed to both 

personal and positive behavioral information about the RPT violator compared to exposure to only 

personal information. 

H3: Exposure to both personal and positive behavioral information about the RPT violator 

results in a higher likelihood of not reporting the RPT violation when the violator employs a 

combined assertion rather than a denial assertion. 

H4: A combined assertion utilized by the RPT violator results in a higher likelihood of not 

reporting the RPT violation when the internal auditor is exposed to both personal and positive 

behavioral information about the RPT violator compared to exposure to only personal information. 

 

 

 
1 According to the Merriam-Webster dictionary, the benefit of the doubt is defined as the state of accepting something 

or someone as honest or deserving of trust even though there are doubts. 
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3. Method 
3.1 Participants 

We experimented with Iranian internal auditors in 2023. After reviewing LinkedIn user profiles 

over sixty days, we identified approximately 187 internal auditors with experience in the internal 

audit units of parent companies. LinkedIn is an American business and employment-oriented online 

service that enables members (both employees and employers) to create profiles and connect in an 

online social network that reflects real-world professional relationships. Given LinkedIn's 

popularity among Iranian professionals and the absence of a professional survey institution in Iran 

to assist researchers in locating relevant professional participants, we selected it as the most 

effective tool for identifying internal auditors.  

We sent connection requests to all 187 internal auditors. Approximately 155 internal auditors 

accepted our invitation. After randomly sending online experiment links through LinkedIn 

messaging, 93 internal auditors participated in our study. According to G*Power output, a sample 

size of around 80 participants is sufficient for testing our hypotheses. Each participant is 

compensated with a certain amount for their involvement in the experiment. 

 

3.2 Design 

We utilize a 2×2 full factorial (exposure to the RPT violator's information; RPT violator's 

assertion) between-subjects design to test four hypotheses. The first independent variable is the 

exposure to the RPT violator's personal information (including age, marital status, work experience, 

and the number of children) and positive behavioral information (including general attitude and 

collaborative mood). Only the violator's personal information is presented to the participants in the 

low exposure condition. In the high exposure condition, however, participants are exposed to both 

personal and positive behavioral information of the violator. The second independent variable is the 

assertion made by the violator regarding the RPT. In the combined assertion condition, the violator 

admits he was aware of the RPT but denies his ability to prevent it. In the denial assertion condition, 

the violator claims he was unaware of the RPT. 

 

3.3 Procedure 

Participants are randomly assigned to the four conditions. Each condition consists of three main 

sections: (1) context description, (2) judgmental questions, and (3) demographic questions. The first 

section sets the scenario within an internal audit firm established by a parent company to 

periodically audit its associated companies. Following this, a specific case study is presented. One 

month has elapsed since the commencement of auditing at one of the associate companies in the 

construction industry. According to the parent company's internal regulations, no staff member's 

relatives are permitted to engage in transactions with the company where they are employed. It is 

then explained that the participant discovered evidence that the CFO's brother-in-law had purchased 

an apartment from the company through the bidding process. In odd conditions 1 and 3, only the 

CFO's personal information (including the photo, name, age, marital status, number of children, 

education level, and work experience) is provided. In even conditions (conditions 2 and 4), both 

personal information (including the photo, name, age, marital status, number of children, education 

level, and work experience) and positive behavioral information (including general attitude and 

collaborative mood) of the CFO is presented to the participants. Behavioral information in 

conditions 2 and 4 was conveyed to the participants through the following sentence: "The CFO is an 

affable and accommodating person who provides all the information and documents that you need". 

According to the majority of male CFOs in Iran, we used the same photo and full name of a man 

across all four conditions. To test the hypotheses, we also shared the CFO's assertions regarding his 
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RPT in two statements: (1) Although I was aware of this transaction, I was unable to prevent it 

(conditions 1 and 2); and (2) I was not aware of this transaction (conditions 3 and 4). Finally, we 

added the sentence "the conditions of the RPT (such as price) are the same as a normal transaction" 

to complete the context description and make the case more analogous to an ethical dilemma. This 

final sentence also mitigates the effects of the violator's potential financial incentives in RPT on 

internal auditors' reporting judgments. Figure 1 serves as a guide for manipulating independent 

variables across four conditions. 

 

 
Figure 1. Manipulating independent variables in four conditions 

 

In the second section, three identical judgmental questions were posed across all four conditions. 

Following prior research (e.g., Barton and Mercer, 2005; Mercer, 2005; Cianci and Kaplan, 2010; 

Chen and Tan, 2013), the credibility of the CFO is evaluated using a 9-point scale (0 = extremely 

low and 8 = extremely high) to test Hypotheses 1 and 2 in the first question. The second question is 

designed to capture participants' reporting judgments by providing two options: (1) to report the 

RPT or (2) to refrain from reporting the RPT. After selecting an option, participants encounter the 

third question, which assesses their confidence in their judgments on a 9-point scale (0 = extremely 

low and 8 = extremely high). Internal auditors were asked the final two questions to evaluate the 

likelihood of reporting the RPT to test Hypotheses 3 and 4. The data from the reporting judgment 

question (with a value of 1 for reporting and a value of 0 for not reporting the RPT) and the 

confidence question (measured on a 9-point scale, where 0 = Extremely low and 8 = Extremely 

high) are integrated using the following formula to determine the probability of reporting the RPT: 

[If the reporting judgment value is 1, then the probability of reporting the RPT is ((confidence 

level/8) × 1); if the reporting judgment value is 0, then the probability of reporting the RPT is ((1-

(confidence level/8)) × 1)]. The research instrument across four experimental conditions is 

presented in Appendix A. 

In the next section, participants responded to four demographic questions: age, gender, education 

level, and work experience as internal auditors. Appendix B contains the demographic questions. 

 

4. Results 
4.1 Manipulation checks 

Participants are also asked to respond to two questions to verify their understanding of the key 

elements of the independent variables. One question is included to ensure that participants have 

accurately recognized the extent of exposure to the RPT violator's personal and positive behavioral 

Condition 
Exposure 

(Low, High) 

RPT violator's assertion 

(Combined, Denial) 

1 

2 

3 

4 

Low Combined 

High Combined 

Low Denial 

High Denial 
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information. Another question is posed to confirm that participants correctly understood the CFO's 

assertion regarding the RPT. A total of 80 participants answered the manipulation check questions 

correctly. We excluded 13 participants who did not answer the manipulation checks accurately. 

Appendix B contains the manipulation check questions. 

 

4.2 Descriptive statistics 

The descriptive statistics are shown in Table 1. The average age of the 80 participants was 32.22 

years. Among the 80 participants, 64 were male (80%) and 16 were female (20%). A total of 40 

participants (50%) were randomly assigned to conditions 1 and 3, while 40 individuals (50%) took 

part in conditions 2 and 4. Regarding work experience, 11 (55%), 11 (55%), 12 (60%), and 10 

(50%) participants had over 6 years of internal auditing experience in conditions 1 to 4, 

respectively. The majority of male participants were also evident in all conditions, with 16 (80%), 

15 (75%), 16 (80%), and 17 (85%) participants in conditions 1 to 4, respectively. 
 

Table 1. Descriptive statistics 

Demographic Questions 

Low Exposure High Exposure 

All 

Participants 

Combined 

Assertion 

Denial 

Assertion 

Combined 

Assertion 

Denial 

Assertion 

Condition 1 Condition 3 Condition 2 Condition 4 

No. of Participants: 20 20 20 20 80 

Work Experience:      

Less than 3 years 5 6 4 5 20 

3 to 5 years 4 3 4 5 16 

6 to 10 years 6 5 5 6 22 

More than 10 years 5 6 7 4 22 

Gender:      

Male 16 15 16 17 64 

Female 4 5 4 3 16 

Mean Age: 33.68 32.94 30.33 31.94 32.22 

Education Level:      

Bachelor degree 4 5 6 5 20 

Master degree 13 12 13 12 50 

Ph.D. 3 3 1 3 10 

 

4.3 Test of Hypotheses  

Table 2 presents the results regarding participants’ perceived credibility of the RPT violator. The 

ANOVA results indicate a significant main effect of exposure to the RPT violator information (p = 

0.039), an insignificant effect of the RPT violator’s assertion (p = 0.075), and an insignificant 

interaction effect (p = 0.452; Panel B Table 2).1 Figure 2 offers a graphical summary of ANOVA 

results related to testing Hypotheses 1 and 2. 

The ordinal interaction suggested in Hypotheses 1 and 2 is examined through a contrast test with 

a weight of -3 in the "high exposure + combined assertion" condition and +1 in the "low exposure + 

combined assertion," "high exposure + denial assertion," and "low exposure + denial assertion" 

conditions (Buckless and Ravenscroft, 1990; Rosnow and Rosenthal, 1995). The results indicate 

that the contrast test is significant (F = 63.459, p < 0.05; Panel C Table 2). 

 
1- We run several robustness tests. First, we transform data to ranks (as shown in Panel A, Tables 2 and 3) and run the 

two-way ANOVA using ranked dependent variables. Second, we run the non-parametric Kruskal–Wallis H test. Results 

from these tests were similar to those in our main analyses. 
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Figure 2. Estimated marginal means of perceived credibility of the RPT violator 

 

Table 2. Credibility of the RPT Violator 
Panel A: Mean perceived credibility of the RPT violator (standard deviation) [rank] 

Exposure to the RPT Violator Information 
RPT Violator Assertion 

Combined Denial Row Mean 

Low 
5.00 (0.86) [31.43] 3.75 (1.16) [15.70] 4.38 (1.19) [23.56] 

N= 20 N= 20 N= 40 
[Condition 1] [Condition 3]  

High 
7.30 (0.66) [67.40] 6.00 (0.86) [47.48] 6.65 (1.00) [57.44] 

N= 20 N= 20 N= 40 
[Condition 2] [Condition 4]  

Column Mean 
6.15 (1.39) [49.41] 4.88 (1.52) [31.59]  

N= 40 N= 40  

Panel B: ANOVA results  

Source   df Mean square F p-Value 
Intercept  1 131220.000 4.491 0.208 
Exposure  1 22950.312 260.208 0.039 
Assertion  1 6354.612 72.048 0.075 
Exposure × Assertion  1 88.200 0.571 0.452 
Panel C: Contrast tests for testing H1 and H2 
Source df Mean square F p-Value 
Contrast: [H1 & H2: +1/-3/+1/+1] 1 9797.708 63.459 0.000 
Contrast: Condition 1 vs. Condition 2 1 12942.006 100.112 0.000 
 [H1: Effect of exposure in the presence of a combined assertion] 
Contrast: Condition 3 vs. Condition 4 1 10096.506 56.244 0.000 
[H1: Effect of exposure in the presence of a denial assertion] 
Contrast: Condition 1 vs. Condition 3 1 2472.756 14.980 0.000 
[H2: Effect of an assertion in the low exposure] 
Contrast: Condition 2 vs. Condition 4 1 3970.056 27.625 0.000 
[H2: Effect of an assertion in the high exposure]  

 

To test Hypothesis 1, we conducted two contrast tests using the participants’ perceived 

credibility data. Both contrast tests yielded significant results (F = 100.112, p < 0.05; F = 56.244, p 
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< 0.05). These findings support Hypothesis 1. Specifically, participants in the high exposure 

condition rated the CFO's credibility higher (mean = 6.65) compared to those in the low exposure 

condition (mean = 4.38). 

Two additional contrast tests were conducted to evaluate Hypothesis 2. In line with Hypothesis 

2, the outcomes of these contrast tests are also significant (F = 14.980, p < 0.05; F = 27.625, p < 

0.05; Panel C, Table 2). Specifically, participants in the combined assertion condition perceive the 

CFO's credibility as higher (mean = 6.15) compared to the denial assertion condition (mean = 4.88). 

 

4.4. Test of hypotheses 3 and 4 

Table 3 summarizes the results of participants' RPT reporting probabilities. The ANOVA results 

indicate insignificant main effects of exposure to the RPT violator information (p = 0.063), the RPT 

violator's assertion (p = 0.079), and the interaction effect (p = 0.718). Figure 3 presents a graphical 

summary of the ANOVA results related to testing Hypotheses 3 and 4. 

A planned contrast test utilizing weights comparable to those employed in the contrast test of 

Hypotheses 1 and 2 is conducted to examine the ordinal interactions outlined in Hypotheses 3 and 

4. The result of the planned contrast test is significant (F = 7.357, p < 0.05; Panel C Table 3). 

To test Hypothesis 3, we conducted two contrast tests. The first contrast test, which compares 

conditions 1 and 2, was significant (F = 8.600, p < 0.05), while the second contrast test, comparing 

conditions 3 and 4, was not significant (F = 2.847, p = 0.069). Specifically, participants in the 

combined assertion condition were less likely to report the RPT when they were highly exposed to 

the RPT violator’s information (mean = 0.35) compared to when they were not (mean = 0.64). 

Two additional contrast tests related to hypothesis 4 indicate that while the probability of 

participants RPT reporting in low exposure conditions remains unchanged regardless of whether the 

violator employs a combined or a denial assertion (F = 3.174, p = 0.083), in high exposure 

conditions, it increases when the violator uses a combined assertion compared to a denial assertion 

(F = 5.462, p < 0.05, Panel C, Table 3). 

 

 
Figure 3. Estimated marginal means of probability of reporting RPT by auditors 
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Table 3. Internal Auditors’ Reporting Probability 
Panel A:  Mean internal auditors’ reporting probability (standard deviation) [rank] 

Exposure to the RPT Violator Information 
RPT Violator Assertion 

Combined Denial Row Mean 

Low 
0.64 (0.28) [31.43] 0.78 (0.29) [15.70] 0.71 (0.29) [23.56] 

N= 20 N= 20 N= 40 
[Condition 1] [Condition 3]  

High 
0.35 (0.29) [67.40] 0.58 (0.31) [47.48] 0.47 (0.32) [57.44] 

N= 20 N= 20 N= 40 
[Condition 2] [Condition 4]  

Column Mean 
0.50 (0.32) [49.41] 0.69 (0.31) [31.59]  

N= 40 N= 40  

Panel B: ANOVA results 

Source df Mean square F p-Value 

Intercept 1 131220.000 14.118 0.071 
Exposure 1 5746.05 102.402 0.063 
Assertion 2 3604.612 64.239 0.079 
Exposure × Assertion 2 56.112 0.132 0.718 
Panel C: Contrast tests for testing H3 and H4 

Source df Mean square F p-Value 

Contrast: [H3 & H4: +1/-3/+1/+1]  1 3135.592 7.357 0.000 
Contrast: Condition 1 vs. Condition 2 1 3468.906 8.600 0.006 
 [H3: Effect of exposure in the presence of a combined assertion] 
Contrast: Condition 3 vs. Condition 4 1 1393.878 2.847 0.069 
[H3: Effect of exposure in the presence of a denial assertion] 
Contrast: Condition 1 vs. Condition 3 1 1380.625 3.174 0.083 
[H4: Effect of an assertion in the low exposure] 
Contrast: Condition 2 vs. Condition 4 1 2280.100 5.462 0.025 
[H4: Effect of an assertion in the high exposure]  

 

5. Conclusion 
This study investigates the combined effect of exposure to the RPT violator’s positive behavioral 

information and the violator’s assertions regarding the RPT on the reporting judgments of internal 

auditors from parent companies. In our experiment, we manipulated whether participants were 

exposed to the positive behavioral information of the CFO as an RPT violator in Stage 1 and 

whether the CFO acknowledged being aware of the RPT but was unable to prevent it (combined 

assertion) or simply denied awareness of the RPT (denial assertion) in Stage 2. Results indicate that 

while exposure to the RPT violator’s positive behavioral information enhances the perceived 

credibility of the RPT violator, it results in a lower likelihood of internal auditors reporting the RPT. 

This underscores the familiarity threat faced by internal auditors. Additionally, results indicate that 

when auditors are presented with the RPT violator’s positive behavioral information, the overall 

assertion of the RPT violator reduces the likelihood of internal auditors reporting the RPT. 

Our study has implications for how client staff violators can influence auditors' judgments for 

their own benefit by enhancing their credibility through a shift in mentality (being friendly and 

accommodating while providing all necessary information and documents to the auditor) and their 

assertions regarding the violation (admitting and then denying their control over the violation 

instead of simply denying it). Consequently, auditors can remain vigilant in making their 

professional judgments. Our findings underscore the significance of professional judgment and 

skepticism among internal auditors. 

Several limitations of the study should be acknowledged. One limitation is that we focus on the 

exposure of a male violator. In contrast, a female violator may hold greater credibility in auditors' 

minds due to the "women are wonderful effect". Future research could explore the incremental 
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impact of a female violator. Another limitation of the current study is our focus on internal auditors 

in Iran. Due to varying cultural contexts, conducting this research in other countries may yield 

different results. Other contextual factors may also influence our theoretical predictions and 

findings. For example, inexperienced auditors might be more susceptible to the exposure and 

assertion effects than their more experienced counterparts. We leave these questions for future 

research. 
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Appendix A. Experimental conditions (Research instrument) 
A.1. Condition 1 

Consider an internal audit firm that is established by a parent company to audit associated 

companies periodically. As an auditor in this firm, you are committed to report all violations in 

related rules and regulations to your supervisor. In a specific case, one month has passed from the 

start of the auditing in an associate company in the construction industry. Mr. X is the CFO of the 

company. Mr. X has a master degree in accounting, he is 32, married, and has two children. 

According to the parent company’s internal regulation, none of the staff’s relatives are allowed 

to transact with the company which they are working. That is while you have found evidence 

showing that the Mr. X’s brother-in-law has purchased an apartment from the company through the 

bidding process. Your further investigations show that the transaction’s condition (such as price) is 

the same as other normal transactions. During an interview, Mr. X asserted that although he was 

aware of this transaction, he was unable to prevent the transaction. Now, you have only two 

options to choose from: 

1. To report the RPT. 

2. To not report the RPT. 

 

- How do you assess the credibility of Mr. X?  
0 1 2 3 4 5 6 7 8 

Extremel
y Low 

   Moderately    
Extremel
y High 

 

- Which option is right to choose? 1□     2□   

- Determine your confidence in choosing the right option. 
0 1 2 3 4 5 6 7 8 

Extremel
y Low 

   Moderately    
Extremel
y High 
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A.2. Condition 2 

Consider an internal audit firm that is established by a parent company to audit associated 

companies periodically. As an auditor in this firm, you are committed to report all violations in 

related rules and regulations to your supervisor. In a specific case, one month has passed from the 

start of the auditing in an associate company in the construction industry. Mr. X is the CFO of the 

company. Mr. X has a master degree in accounting, he is 32, married, and has two children. It 

seems to you that Mr. X is an affable and accommodating person and has worked well with you by 

presenting all the information and documents you needed. 

According to the parent company’s internal regulation, none of the staff’s relatives are allowed 

to transact with the company which they are working. That is while you have found evidence 

showing that the Mr. X’s brother-in-law has purchased an apartment from the company through the 

bidding process. Your further investigations show that the transaction’s condition (such as price) is 

the same as other normal transactions. During an interview, Mr. X asserted that although he was 

aware of this transaction, he was unable to prevent the transaction. Now, you have only two 

options to choose from: 

- To report the RPT. 

- To not report the RPT. 

 

- How do you assess the credibility of Mr. X?  
0 1 2 3 4 5 6 7 8 

Extremel
y Low 

   Moderately    
Extremel
y High 

 

- Which option is right to choose? 1□     2□   

- Determine your confidence in choosing the right option. 
0 1 2 3 4 5 6 7 8 

Extremel
y Low 

   Moderately    Extremel
y High 
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A.3. Condition 3 

Consider an internal audit firm that is established by a parent company to audit associated 

companies periodically. As an auditor in this firm, you are committed to report all violations in 

related rules and regulations to your supervisor. In a specific case, one month has passed from the 

start of the auditing in an associate company in the construction industry. Mr. X is the CFO of the 

company. Mr. X has a master degree in accounting, he is 32, married, and has two children. 

According to the parent company’s internal regulation, none of the staff’s relatives are allowed 

to transact with the company which they are working. That is while you have found evidence 

showing that the Mr. X’s brother-in-law has purchased an apartment from the company through the 

bidding process. Your further investigations show that the transaction’s condition (such as price) is 

the same as other normal transactions. During an interview, Mr. X asserted that he was not aware of 

this transaction. Now, you have only two options to choose from: 

1- To report the RPT. 

2- To not report the RPT. 

 

- How do you assess the credibility of Mr. X?  
0 1 2 3 4 5 6 7 8 

Extremel
y Low 

   
Moderatel
y 

   
Extremel
y High 

 

- Which option is right to choose? 1□     2□   

- Determine your confidence in choosing the right option. 
0 1 2 3 4 5 6 7 8 

Extremel
y Low 

   
Moderatel
y 

   
Extremel
y High 
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A.4. Condition 4 

Consider an internal audit firm that is established by a parent company to audit associated 

companies periodically. As an auditor in this firm, you are committed to report all violations in 

related rules and regulations to your supervisor. In a specific case, one month has passed from the 

start of the auditing in an associate company in the construction industry. Mr. X is the CFO of the 

company. Mr. X has a master degree in accounting, he is 32, married, and has two children. It 

seems to you that Mr. X is an affable and accommodating person and has worked well with you by 

presenting all the information and documents you needed. 

According to the parent company’s internal regulation, none of the staff’s relatives are allowed 

to transact with the company which they are working. That is while you have found evidence 

showing that the Mr. X’s brother-in-law has purchased an apartment from the company through the 

bidding process. Your further investigations show that the transaction’s condition (such as price) is 

the same as other normal transactions. During an interview, Mr. X asserted that he was not aware of 

this transaction. Now, you have only two options to choose from: 

To report the RPT. 

To not report the RPT. 

 

How do you assess the credibility of Mr. X?  
0 1 2 3 4 5 6 7 8 

Extremel
y Low 

   Moderately    Extremel
y High 

 

Which option is right to choose? 1□     2□   

Determine your confidence in choosing the right option. 
0 1 2 3 4 5 6 7 8 

Extremel
y Low 

   Moderately    Extremel
y High 
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Appendix B. Manipulation checks and demographic questions 
B.1. Manipulation Checks: 

What information is provided about Mr. X?  

Personal information (photo, age, marital status, the number of children, education level, and 

working experience in the company) 

Personal (photo, age, marital status, the number of children, education level, and working 

experience in the company) and Behavioral information (attitude and collaboration mood) 

What was Mr. X’s assertion about your findings about his brother-in-law’s transaction with the 

company?  

Mr. X asserted that he was not aware of it  

Mr. X asserted that he was aware of it but unable to prevent it 

 

B.2. Demographic questions: 

Age: ……. 

Gender: Male□ Female□ 

Education level: Bachelor degree□ Master degree□ Ph.D. □ 

Work experience as an internal auditor: Less than 3 years□ 3 to 5 years□ 6 to 10 years□ More 

than 10 years□ 

 


