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Abstract

This study examines the impact of external audit attributes, namely external audit
Audit Quality; Audit Technology; quality, external audit technology, and external audit risk on organizational
Audit Risk; Financial Reporting performance, with financial reporting credibility as a mediating variable. The
Credibility; Onganizational  research focuses on financial institutions listed on the Pakistan Stock Exchange
Performance (PSX), including banks, insurance companies, and microfinance institutions. A
JEL Codes: C12, C31, M42, quantitative research approach was adopted, and data were collected from
F65 employees working in these institutions through a structured questionnaire. A total

Keywords

of 343 walid responses were analyzed using Partial Least Squares Structural
Equation Modeling (PLS-SEM). The findings reveal that external audit quality,
external audit technology, and external audit risk have a significant and positive
direct impact on organizational performance. However, the mediating role of
financial reporting credibility was found to be insignificant. The study contributes
to the existing literature by providing empirical evidence from a developing economy
context, highlighting that external audit mechanisms act as direct drivers of
organizational performance. The findings offer practical implications for financial
institutions, regulators, and policymakers in strengthening audit practices to
enhance organizational outcomes.

Article History

Received: 01 January 2026
Accepted: 17 March 2026
Published: 31 March 2026

Copyright @Author
Corresponding Author: *
Hunaiza Amir, Saba ljaz,

Ayesha Ishaq
CHAPTER # 1 encompasses several critical sub-sectors, including
INTRODUCTION financial services, telecommunications,

Background of the study

The world economy is broadly classified into two
primary sectors: the manufacturing sector and the
service sector, both of which play pivotal roles in
economic growth and development (Mahmood et
al., 2025). While the manufacturing sector
contributes  through industrial production,
employment generation, and export promotion,
the service sector facilitates economic activities by
providing essential services,
intermediation, and business support mechanisms
(Jahangir et al., 2026). The service sector

financial

transportation, healthcare, and education, all of
which underpin economic efficiency and
productivity (Deshmukh, 2025).

Among these service sectors, financial institutions
are instrumental in mobilizing savings, allocating
capital effectively, and providing liquidity to
businesses and households (Ndirangu et al., 2026).
However, auditingrelated challenges such as
weaknesses in oversight, internal controls, and
governance mechanisms persist within these
financial institutions, affecting transparency and
stakeholder confidence in their financial reporting
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(Nkansa, 2025). The performance, credibility, and
governance of these institutions are central to
maintaining investor confidence, ensuring
financial market stability, and promoting
sustainable economic development (Otaibi, 2025).
Recognizing the audit related cases in Pakistan, the
present study focuses specifically on Financial
Institutions, a service sector, to explore issues
related to auditing, governance, and operational
effectiveness within Pakistan’s financial sector.
Such issues have broader implications beyond
individual institutions. Weak auditing and
oversight can compromise financial credibility,
impede capital allocation, and increase systemic
risk, thereby affecting the stability and overall
growth of Pakistan’s economy (Naveed & Akmal,
2025). Therefore, understanding and addressing
auditingrelated  challenges  in  financial
institutions is essential for strengthening
governance standards, enhancing stakeholder
confidence, and supporting the sustainable
development of Pakistan’s financial sector and the
economy at large (Nawaz, 2026).

Problem Statement

External audits are vital for validating the
credibility of a company’s financial performance
and improving overall organizational effectiveness
(Celestin, 2015). Several cases in Pakistan have
demonstrated situations where companies failed
to comply with established standards, and internal
audits were unable to detect these issues,
highlighting the clear necessity of external
auditing. The United Insurance Company of
Pakistan Limited became the focus of controversy
due to significant weaknesses in financial
reporting, corporate governance, and regulatory
compliance. The SECP identified multiple issues,
including non-compliance  with insurance
regulations, inadequate disclosure practices, and
gaps in oversight mechanisms.

These results revealed significant flaws in the
organization’s internal audit and control systems,
which were unable to identify or stop improper
financial activities and did not guarantee
compliance with governance standards. As a
result, the company's financial reports were closely
examined, and the confidence of stakeholders like

investors and policyholders was lost. The
ineffective internal audit processes allowed
management practices that did not align with
regulatory requirements, exposing the company to
potential financial and reputational risks. This
case emphasizes the critical role of robust internal
controls, efficient audit mechanisms, and
proactive regulatory supervision in ensuring
credible financial reporting. It is important to
improve these functions to boost how well an
organization works and keep people's trust in the
insurance industry, as reported in Daily Times.
Another case has also been highlighted. During FY
2024-25, the Auditor General of Pakistan (AGP)
highlighted major auditing and governance
weaknesses at NBP. External auditors had flagged
high-risk corporate borrowers, totaling over Rs. 40
billion, as requiring “close monitoring” due to
weak financial health, poor repayment history,
and cash flow problems. Despite these warnings,
management approved and restructured loans,
including a Rs. 12.934 billion, exposing the bank
to significant financial risk. This indicates a failure
in acting upon audit findings. At the internal audit
and governance level, weaknesses were observed in
the bank’s risk assessment and internal control
systems. Departmental Accounts Committee
(DAC) meetings, the primary forum to review
audit observations, were repeatedly not convened
despite multiple reminders.

This internal oversight failure prevented the
implementation of audit recommendations,
allowing high-risk exposure to persist. The internal
audit team had some problems, like not holding
DAC meetings and not properly following
internal control rules, which let risky loans go
through without being checked. This internal
oversight gap undermined risk management,
compromised financial reporting credibility, and
negatively affected the bank’s organizational
performance and stability as reported in Pakistan
Today.

Despite the wvast research on Organizational
performance by considering audit in general or
specifically related to internal and external audit
(Pramukti, 2024), there is still limited research on
how external audit attributes impact the
organizational performance altogether.
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Additionally, the mediating role of financial
reporting credibility is unexplored. In recent
studies, the importance of external auditing in
enhancing transparency, stakeholder confidence
and organizational performance have been
underscored (Pramukti, 2024). Fewer studies
focus on the financial institutions as the research
population and studies have just focused on the
banking sector and many stakeholders have been
considered (Prasanth & Perera, 2022), hence the
employee perception of external auditor is not
explored well.

Research Questions

1)What is the impact of external audit attributes
on organizational performance of the studied
institutions?

2)Does financial reporting credibility mediate the
relationship between external audit attributes and
organizational performance!

Research Objectives

1)To examine the impact of External Audit
Attributes on Organizational Performance.

2)To examine the mediating role of Financial
Reporting Credibility between external audit
attributes and organizational performance.

Research Scope

This study uses a quantitative and explanatory
approach to examine the impact of the attributes
of external audits, namely audit quality, audit
technology, and audit risk on organizational
performance, with financial reporting credibility
acting as a mediating variable. The research uses a
cross-sectional method, which means primary data
will be gathered at one specific time using a
structured questionnaire. This type of design is
good for looking at how people perceive things
and checking if there are any indirect effects
through statistical methods. The study focuses
only on the financial institutions sector, including
banks, insurance companies, and Micro Finance
Institutions that are listed on the PSX. These
institutions operate in a highly regulated
environment where external auditing and credible
financial reporting are critical for maintaining
stakeholder confidence. Data will be gathered
from employees in finance, accounts, internal

audit, and risk departments or who have direct
interaction with external auditors. The study
focuses on perceptual performance measures and
excludes unlisted firms and non-financial sectors.
This defined scope ensures contextual relevance
and strengthens the validity of findings within
Pakistan’s listed financial sector.

Significance of the study

Considering the constraints of earlier research,
there is a distinct necessity for thorough studies
that combine audit quality, technology, and risk
factors into a cohesive framework to assess the
impact of these attributes on organizational
performance. This research can help solve current
issues in a few ways. First, it gives real examples
showing how different parts of an audit affect how
well an organization performs, helping companies
understand which parts of external auditing
actually add value. Second, by examining financial
reporting credibility as a mediating factor, the
study identifies the underlying mechanism
through which external audits influence
organizational outcomes, thereby offering insights
for improving financial reporting practices.

Practical Significance

This research provides valuable practical insights
for financial institutions within the service sector,
particularly banks, insurance companies, and
Micro Finance Institutions listed on the PSX. By
empirically examining the impact of external audit
attributes on organizational performance, the
findings can assist management in strengthening
audit engagement strategies, improving
governance practices, and reinforcing stakeholder
confidence.  Policymakers and  regulatory
authorities can utilize the results to develop
stronger audit regulations, encourage technology
adoption, and enhance governance frameworks,
thereby promoting transparency, financial
stability, and investor trust within the financial
system. For future researchers, this study fills an
important gap by integrating multiple external
audit attributes with financial reporting credibility
as a mediating mechanism, offering a structured
foundation for further empirical investigation in
emerging economies and sector-specific contexts.
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Theoretical Significance

This research uses Agency Theory, which explains
how principals like shareholders relate to agents
such as management. This theory suggests that
conflicts occur when managers prioritize personal
gains over the welfare of shareholders, resulting in
information  asymmetry. External auditing
functions as a separate oversight tool that aids in
minimizing these conflicts by guaranteeing the
trustworthiness and precision of financial data.
Superior audit quality, efficient risk evaluation,
and the application of advanced auditing
technologies improve the trustworthiness of
financial reports by lowering the risk of errors and
biased information. When financial reports are
perceived as credible, stakeholder confidence
increases, which can positively influence
organizational performance. Therefore, Agency
Theory offers a solid basis for understanding how
the characteristics of external audits enhance the
credibility of financial reporting and, in turn,
influence organizational performance.

Contextual Significance

This study is significant as it analyzes the financial
landscape of Asia, specifically focusing on
Pakistan's economic hub, Karachi. It examines
Banks, Insurance Companies, and Micro Finance
Institutions listed on the PSX, operating within a
highly regulated and risk-sensitive environment.
In an emerging economy where transparency
remains a challenge, a critical research gap exists
regarding how external audit attributes specifically
Audit Risk, Audit Technology, and Audit Quality
directly influence Organizational Performance.
Furthermore, the mediating role of Financial
Reporting Credibility in enhancing performance
within this sector has not been extensively
explored. By focusing on these specific PSX-listed
Fls, this study bridges these gaps, providing
evidence-based insights aligned with local
governance, regulatory pressures, and the unique
operational dynamics of Pakistan’s financial
sector.

Organization of the study
This study is split into five main parts. The first
part explains the research by giving the

background, stating the problem being studied,
the goals of the research, why it's important, and
the basic ideas that guide the study. The second
section provides a detailed literature review,
critically analyzing prior studies related to external
audit attributes, financial reporting credibility,
and organizational performance, while also
presenting the underpinning theory and
hypotheses development. Section three explains
the method of investigation, including study
framework,  demographic and  sampling,
procedures for data gathering, measurement
instruments, and analysis of data. The fourth part
shows the results and findings from the statistical
analysis. Finally, the fifth part talks about the
results, explains what they mean, points out the
limits of the study and suggests useful ideas for
future research.

CHAPTER # 2

LITERATURE REVIEW

Theoretical Background

This research is based on Agency Theory, which
shows how shareholders and managers interact
inside companies (Jensen & Meckling, 1976).
Agency theory suggests that conflicts of interest
arise when ownership is separated from
managerial control, as managers may pursue
personal objectives that do not necessarily align
with the interests of shareholders (Jensen &
Meckling, 1976). These conflicts are intensified by
information asymmetry, where managers possess
more detailed information about the firm's
operations and financial condition than external
stakeholders, potentially leading to opportunistic
behavior and reduced transparency in financial
reporting (Eisenhardt, 1989).

To reduce these agency issues, organizations use
monitoring  systems meant to  improve
accountability and openness. One of the most
important mechanisms is external auditing, which
serves to verify the accuracy and reliability of
financial information and reduce information
asymmetry between management and
stakeholders (Fama & Jensen, 1983). Efficient
auditing improves corporate governance by
ensuring that financial statements correctly and
openly show the organization's activities, thereby
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protecting the interests of investors and other
stakeholders. In this context, external audit
elements like audit quality, audit technology, and
audit risk are vital for enhancing monitoring
effectiveness.

Robust auditing procedures enhance the
credibility of financial reporting by guaranteeing
that financial statements are compiled and
displayed in a dependable and clear way. When
financial reports are perceived as credible,
stakeholders gain  greater confidence in
organizational disclosures, which can improve
decision-making, strengthen investor trust, and
enhance overall organizational performance
(Alsmady, 2022). Therefore, Agency Theory
provides an appropriate theoretical foundation for
examining how external audit attributes influence
organizational  performance  through  the
mediating role of financial reporting credibility.

Empirical Review

Early empirical investigations into audit and
performance relationships largely focused on audit
quality and firm outcomes. Rahman (2019)
analyzed how audit characteristics influence
company performance based on evidence from
manufacturing firms on the Dhaka Stock
Exchange. Audit quality was represented by BIG 4
affiliation, the size of the audit committee, and
how often the audit committee met, whereas firm
performance was assessed using accounting
metrics like ROA, profit margin, and EPS. The
findings showed that better quality external audits
were linked to better firm performance, but having
more audit committee meetings was connected to
lower performance. These findings emphasized
the importance of audit quality and governance
systems in affecting organizational performance
Building on the audit quality performance linkage,
Ivungu et al. (2019) conducted a comprehensive
review of literature examining audit quality and
firm performance. The study identified several
factors that show how good an audit is, like the
size of the company doing the audit, how often the
auditors change, how long they work with the
same client, the type of opinion they give, and how
independent they are. The review presented varied
results, as certain studies indicated positive

impacts of audit quality on performance, whereas
others revealed negative or no significant links.
The authors highlighted the necessity for
additional quantitative studies, especially in
developing countries, to elucidate these
discrepancies.

Subsequently, Zhong (2020) investigated the
relationship between audit quality and financial
reporting quality using data from Chinese firms
between 2000 and 2022. The results showed that
strong auditing practices and solid internal
controls greatly improve the trustworthiness and
accuracy of financial reporting. The research
strengthened the claim that audit quality is a key
factor in the credibility of financial reporting,
especially in settings where information is vital for
business decisions.

Recent research has shifted attention toward audit
risk and its implications for reporting outcomes.
Le et al. (2022) examined the influence of a risk-
based audit approach (RBA) on audit quality in
Vietnam using survey data analyzed through
structural equation modeling. The findings
revealed that client risk, information technology
support, auditor capacity, and competitive
pressures significantly influence the adoption of
RBA, which in turn positively affects audit quality.
This study underscored the importance of risk-
focused audit procedures in strengthening audit
effectiveness.

Extending this perspective, Obiosa et al. (2025)
examined how the elements of audit risk; Inherent
Risk, Control Risk, and Detection Risk, impact
the accurate portrayal of financial statements in
Nigerian manufacturing companies. The findings
indicated that although Inherent Risk did not
have a significant effect, Control Risk adversely
affected faithful representation, while Detection
Risk positively and significantly influenced it.
These results highlighted the importance of risk
assessment and internal control systems in
improving the reliability of financial reporting.

In the same vein, Putri and Arum (2025), via a
systematic literature review of research published
from 2018 to 2025, verified that audit risk has a
considerable impact on audit quality. The
assessment emphasized that the combination of
technological integration, ethical standards, and
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institutional capacity enhances the connection
between audit risk and audit quality. The research
indicated the creation of more flexible audit
models in reaction to digital transformation.

As the attention on risk has been increasing,
recent research has also been looking more closely
at how audit technology can improve the results of
audits. Atta et al. (2024) investigated the adoption
of Computer-Assisted Audit Techniques (CAATS)
among Jordanian auditors and found that
performance expectancy and effort expectancy
significantly influence CAAT adoption. The study
highlighted that using technology improves the
efficiency and effectiveness of audits.

Tinyase (2025) further examined the relationship
between technology adoption and audit quality,
incorporating auditor experience as a moderating
factor. Using survey data from 385 auditors, the
findings demonstrated that technology positively
affects audit quality, with stronger effects observed
among more experienced auditors. This
highlighted the complementary role of
technological capability and human expertise in
improving audit performance.

Winarningsih et al. (2025) advanced this research
by examining the effect of Big Data Analytics on
audit quality through SEM-PLS methodology. The
results indicated that Big Data Analytics notably
improves audit quality, accounting for a
considerable amount of its variance. The research
validated the Technology Acceptance Model,
showing that the perceived usefulness and
simplicity of digital tools enhance the effectiveness
of audits.

Wassie (2025) extended the focus from audit
quality to explore the wider performance effects of
audit technology. The research into Ethiopian
audit firms revealed that adopting CAAT
enhances non-inancial performance results
notably, including operational efficiency, client
relations, and employee
Organizational readiness was recognized as a
moderating variable, strengthening the strategic
importance of technology in improving
performance.

Liang et al. (2025) also examined the link between
digital audit skills and detection risk with data
from audit firms in China. The outcome showed

involvement.

that having sufficient digital audit skills notably
decreases detection risk and improves audit
digitization, even though digitization might bring
some risks. The research emphasized the linked
pathways among talent, technology, and risk
management.

Albahrun et al. (2025) aggregated research from
2015-2025 to analyze how improvements in audit
quality bolster the reliability of financial reporting.
The assessment found that enhancements in
governance  systems, risk-focused  auditing
methods, and the efficiency of audit committees
correlate with reduced discretionary accruals,
fewer restatements, and more trustworthy
financial reporting results.

While earlier studies have separately explored
audit quality alongside firm performance, audit
risk and reporting credibility, as well as audit
technology and audit quality, there is a scarcity of
research that combines these external audit
characteristics into a cohesive framework to assess
their  joint influence on  organizational
performance. Furthermore, the supportive role of
financial reporting credibility in connecting
external audit attributes, namely audit quality,
audit risk, and audit technology, to organizational
performance is still inadequately investigated,
especially in financial institutions within
developing economies.

Hypotheses Development

Organizational Performance

Organizational performance is often seen as a
main way to measure how well an organization
reaches its goals and objectives. This
multidimensional perspective highlights  the
importance of integrating both objective and
perceptual measures when evaluating
organizational outcomes (Gutterman, 2023).
According to recent open-access research,
organizational performance refers to how well an
organization achieves its goals and fulfills its
mission through efficient and effective operations
(Al-Haddad et al., 2025). Similarly, Bozic (2023)
defines OP as the degree to which an organization
effectively and efficiently utilizes its human and
non-human resources to accomplish its mission
and organizational objectives. Furthermore,
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scholars highlight that organizational performance
is a multifaceted concept that includes both
financial and non-Afinancial results, such as
profitability, operational efficiency, customer
satisfaction, and market competitiveness (Navarro
& Naranjo, 2025).

From a measurement point of view, OP can also
be seen as how well an organization meets its
planned goals and objectives by looking at what it
actually produces compared to what was expected
(Adu & Ajigboso, 2024). In contemporary
research, the concept is also viewed from a
stakeholder perspective, where organizational
performance represents the extent to which an
organization fulfills the expectations of its key
stakeholders such as shareholders, employees, and
customers (Mukhsin &  Suryanto, 2022).
Additionally, performance assessment systems are
utilized to evaluate the efficiency and effectiveness
of organizational operations and to ascertain how
effectively organizations transform inputs like
resources, capabilities, and management processes
into favorable outputs and outcomes (Xu et al.,
2022).

Because of its complex characteristics,
organizational performance has been extensively
used as a dependent variable in management and
business research, indicating the overall success of
organizations in fulfilling strategic goals and
maintaining competitive advantage (Sarwar,
2024). Richard et al. (2009) also offer an extensive
perspective  on OP, defining it as a
multidimensional concept that includes financial
performance, product market performance, and
shareholder return. Based on these perspectives,
OP in this research pertains to the degree to which
financial institutions effectively achieve their
strategic and financial objectives, sustain
competitive positioning, and enhance overall
organizational effectiveness.

External Audit Quality

DeAngelo (1981) explained audit quality as the
chance that an auditor will both find a mistake in
the client's accounting and report it properly,
according to what the market thinks. Audit quality
is typically characterized as the likelihood that an
auditor will identify significant misstatements in

financial statements and report them correctly
(Ivungu et al., 2019). It conceptualises audit
quality as a joint function of auditor competence
and auditor independence, emphasising the role
of reputational capital and litigation risk (Kaluwila
& Mpundu, 2026).

DeAngelo was one of the first people to explain
audit quality as the general chance that an auditor
will find and report serious errors in the financial
statements. This basic definition emphasizes two
important aspects: the auditor's ability to identify
uncertainty and its independence in disclosing
uncertainty (Garefalakis et al, 2025). Audit
quality is further defined as the probability that an
auditor discovers material misstatements in a
client’s accounting system and report them
(Pramono & Idawati, 2026). Audit quality should
not be seen as a binary concept, but as a
continuum determined by a variety of factors, such
as the size of the audit firm, its field specialization,
and the strength of the legal and institutional
environment (Garefalakis et al., 2025).

According to the IAASB, audit quality is more
than just the results of integrity tests the behavior
of individual auditors, the functioning of systems
and culture within the audit firm, and external
factors such as regulatory structures and
stakeholder expectations (Garefalakis et al., 2025).
In this study, audit quality specifically pertains to
EAQ, defined as the extent to which external
auditors demonstrate competence, independence,
and professional rigor in detecting and reporting
errors in reports.

External Audit Technology

Early conceptualizations defined audit technology
as part of the auditor’s “tool kit.” Elliott and
Jacobson (1987) described audit technology as any
tools intended to improve the auditor’s ability to
execute audit functions efficiently. Expanding on
this view, Yeow & Siew (2013) characterized audit
technology as the application of technological
instruments to aid auditors in executing audit
procedures, which encompasses electronic
spreadsheets,  generalized audit software,
embedded audit modules, database search and
retrieval systems, parallel simulation software, and
test data methods. More recent studies broaden
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the concept to incorporate information
technology integration within audit processes.
Katamba (2025) defines audit technology as
technological tools that combine auditing
techniques with IT systems, sophisticated
software, and computer applications to support
transaction processing and financial reporting.
Similarly, Noor et al. (2022) emphasize that audit
technology enhances fraud detection, audit
quality, and decision-making by enabling timely
and accurate financial information.

Eulerich et al., (2023) explain that technology-
based audit methods are also called automated
audit tools. These include software used for
general audits, computer programs designed for
auditing, data analysis tools, and Computer-
Assisted Audit Techniques (CAATS). Thottoli et
al. (2022) argue that emerging digital technologies
improve audit efficiency, reduce operational costs,
and enhance audit quality. In a wider context of
IT-enabled auditing, Santoso (2020) emphasizes
technologies  like artificial ~ intelligence,
blockchain, cloud computing, and robotic process
automation as key elements that transform
contemporary auditing.

Likewise, Permana & Puspitadewi (2023) define
audit technology as computer-based tools that
facilitate the collection and evaluation of audit
evidence more accurately and efficiently. In this
study, the idea is focused on EAT, which means
use of advanced technology and digital systems by
external auditors to carry out audit tasks and
properly assess financial information.

External Audit Risk

Earlier academic and professional discussions on
audit risk mainly emphasized the possibility that
auditors could issue an incorrect opinion when
financial statements include material
misstatements (Holmes, 2025). Over time,
professional bodies formally defined the concept.
IFAC, in Standard No. 200 (2007), explained
audit risk as the chance that an auditor gives the
wrong opinion when the financial statements have
major errors. This definition reinforced the
connection between audit risk and the reliability
of financial reporting. In a similar vein, the
American  Institute of  Certified Public

Accountants (AICPA) linked audit risk to the
identification and evaluation of risks associated
with material misstatements that require
particular audit attention, emphasizing the
importance of structured risk assessment
procedures (Nikolovska et al., 2016).

A more structured and widely accepted definition
was later provided by IAASB in its Glossary of
Terms, which defines audit risk as the chance that
an auditor gives the wrong opinion when the
financial statements have big mistakes. The
IAASB also explained that audit risk comes from
two things: the risk that there are major errors in
the financial statements and the risk that these
errors are not found. This makes the framework
more organized, which helps in understanding the
theory better and using it in real situations.
Scholars have expanded on this definition; for
instance, Eze, G. (2013) explained audit risk as the
chance that significant assertions related to
transactions, balances, or disclosures may include
material misstatements that the auditor fails to
identify.

Additionally, Nikolovski et al. (2016) described
audit risk as the risk encountered by auditors
when they fail to uncover and report material
errors in financial statements, emphasizing its
disclosure-related dimension. More recently, Al-
Hajri et al. (2026) explained that audit risk is the
chance that auditors might not realize there are big
errors in the financial statements and could give
the wrong opinion, which matches what is said in
international auditing standards. Within the
scope of this study, EAR specifically relates to
external audit risk which refers to the likelihood
that  external  auditors detect  material
misstatements or irregularities in financial
statements and respond with appropriate audit
procedures.

In this study, this construct is further interpreted
in the context of audit risk assessment practices,
where external audit risk is evaluated through the
auditors’ ability to identify, assess, and respond to
potential misstatement risks during the audit
process. Accordingly, the variable captures the
risk-based evaluation mechanism used in external
auditing rather than only the probability of
detection failure. This broader operationalization
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aligns with the practical application of audit risk
assessment tools, which guide auditors in planning
and executing effective audit procedures to
enhance financial reporting reliability.

Financial Reporting Credibility

Financial reporting credibility refers to the extent
to which financial statements are perceived as
reliable, accurate, unbiased, and free from
material misstatements (Santos & Juita, 2025).
Similarly, Okpala (2012) defines it as the degree to
which financial information can be trusted and is
free from manipulation or fraudulent elements.
Recent literature has broadened this concept
beyond accuracy to include stakeholder trust and
accountability. Liang et al. (2018) emphasized that
credibility reflects the level of confidence investors
place in reported earnings, believing them to be
reliable and not misleading. Tontiset and Kaiwinit
(2018) described FRC as the reliability of
published financial statements in providing useful
information that supports economic decision-
making and contributes to efficient resource
allocation, ultimately enhancing organizational
performance. Over time, the concept has evolved
from focusing primarily on accuracy and fraud
prevention to incorporating transparency, investor
confidence, and improved decision-making
outcomes.

Organizational Performance and External Audit
Quality

AQ is widely acknowledged as an essential tool in
strengthening capital markets and enhancing
corporate governance (Sattar et al., 2020).
Transparent reporting not only improves investor
confidence but also promotes effective governance
practices within organizations (Sattar et al., 2020).
Prior empirical studies suggest that audit quality
positively influences firm performance. For
instance, Al-Ani and Mohammed, (2015) argue
that improved audit quality contributes to better
firm performance by enhancing financial
reporting integrity. Similarly, DeAngelo (1981)
conceptualizes audit quality as an external
corporate governance monitoring mechanism that
can improve firm performance. Supporting this
view, Ziaee (2014) finds that firms listed on the

Tehran Stock Exchange experience improved
financial performance with higher audit quality
(Sattar et al.,, 2020). Auditor independence is
considered a fundamental determinant of audit
quality. Research indicates that greater auditor
independence,  often  achieved  through
mechanisms such as audit firm rotation, leads to
higher audit quality and improved firm
performance (Sattar et al., 2020).

Moreover, Audit committee independence was
considered positive with firm performance (Satar
& Hussain, 2011). Rustam et al. (2013) further
highlight that independent audit committees
significantly influence audit fees and auditor
performance, particularly in the Pakistani context.
The size and effectiveness of the audit committee
are key factors reflecting audit quality. Miettinen
(2011) demonstrates that audit committee size has
a direct and significant impact on firm
performance, while Barako et al. (2006) identifies
a positive correlation between audit committee
size and corporate disclosure. Large firms also
invest substantial resources in ensuring high audit
quality to reduce errors and financial
misstatements, which subsequently enhances
organizational performance (DeAngelo 1981;
Beatty 1989). While certain research indicates a
negligible link between audit quality and company
performance (Elewa & Haddad, 2019; Mehran et
al., 2022), the majority of empirical findings
endorse a positive and significant correlation
between audit quality and financial performance
metrics like ROA and ROE (Mehran et al., 2022).
External audits of high quality boost the reliability
of financial statements, decrease information
asymmetry between management and
stakeholders, and curb opportunistic behavior by
management. By improving transparency and
accountability, audit quality strengthens investor
trust and facilitates better access to capital, which
ultimately enhances operational efficiency and
financial outcomes. Therefore, audit quality serves
as an effective governance mechanism that
promotes sustainable organizational growth and
improved overall performance. Considering the
theoretical foundations and empirical findings
discussed above, it can be inferred that audit
quality  constitutes a crucial governance
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mechanism  that  strengthens  monitoring
effectiveness and ultimately contributes to the
sustained  improvement of  organizational
performance.

H,.: There is a significant impact of external
audit quality on organizational performance.

Organizational Performance and External Audit
Technology

Technological adoption in auditing, including
tools like CAATSs, Big Data Analytics, and other
IT-enabled methods, has greatly changed how
auditors gather evidence, evaluate risks, and carry
out detailed audit procedures (Nasrah et al., 2023).
Recent research from Ethiopian audit firms shows
that using CAATSs is strongly linked to better
performance in areas like operational efficiency,
customer relationships, and employee
engagement. This suggests that audit technology
can impact more than just compliance,
influencing a range of performance aspects
(Wassie, 2025). Evidence from Egypt also suggests
that external auditors’ adoption of big data and
analytics tools shapes how audits are conducted,
highlighting the practical relevance of advanced
technology in external audit practice (Abdelwahed
et al., 2024).

Similarly, studies exploring Big Data Analytics in
auditing contexts have found that technological
tools significantly enhance audit quality and audit
process outcomes, suggesting that advanced
analytics capabilities contribute to efficiency and
effectiveness in audit engagements (Winarningsih
et al., 2025; Ditkaew & Suttipun, 2024). Research
employing the Technology Acceptance Model
further supports the theoretical premise that
auditors’ acceptance and use of technology
influences critical audit outcomes, providing a
theoretical bridge between technology adoption
and performance implications (Al-Ateeq et al.,
2022). Together, these findings offer support for
examining the link between EAT and OP. In
companies that are publicly listed, where
technology is important for auditing and
reporting, it's important to check if how employees
feel about using audit tools has an effect on the
company's overall performance.

H,, There is a significant impact of external
audit technology on organizational
performance.

Organizational Performance and External Audit
Risk

OP indicates how well a firm survives, grows, and
creates value for its stakeholders. Audit Risk
Assessment (ARA) is an essential part of the
external audit process that enables auditors to
identify, evaluate, and respond to potential audit
risks within an organization. Through audit risk
assessment procedures, auditors obtain a deeper
understanding of the entity’s operations, internal
control systems, and areas that may be exposed to
material misstatements or irregularities. The
effective assessment of audit risk helps auditors
focus their efforts on high-risk areas, improve
audit planning, and enhance the overall quality of
the audit process (Mujalli, 2024). As a result,
organizations benefit from more reliable financial
reporting, stronger internal controls, improved
transparency and better managerial decision-
making (Hazaea et al., 2024). Audit risk
assessment also assists management in identifying
weaknesses and potential threats that may affect
organizational objectives, thereby enabling timely
corrective actions and more efficient resource
utilization (Ardianingsih et al., 2024).

In the context of Pakistan, where organizations
often face challenges related to governance,
internal control effectiveness, and financial
reporting credibility, audit risk assessment serves
as an important mechanism for identifying audit
risks and strengthening accountability. Effective
identification and evaluation of audit risks
contribute  to  enhanced  organizational
effectiveness, fraud prevention, stakeholder
confidence, and ultimately improved
organizational performance (Khan et al., 2020).
Therefore, although audit risk itself reflects the
possibility of material misstatements remaining
undetected, the process of audit risk assessment
helps identify and manage these risks effectively,
leading to better organizational outcomes and
superior performance. Strong risk assessment and
control systems, which are key aspects of audit risk
mitigation are linked to organizational
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performance (Salin et al., 2025). Based on the
literature and theory discussed, here is the
hypothesis that is being proposed:

H;: There is a significant impact of external
audit risk on organizational performance.

Organizational Performance, External Audit
Quality & Financial Reporting Credibility

EAQ is very important for making sure that the
financial information shared by companies is
trustworthy. Previous research shows that auditing
helps make financial statements more accurate
and builds confidence among people who rely on
that information. How well a company's financial
reporting works depends a lot on how good its
audits are (Rahman et al., 2023). High-quality
audits increase transparency and financial
statements, which contributes to stronger trust
among stakeholders. Research on EAQ and
reporting systems indicates that audit processes
improve the credibility and reliability of
disclosures, strengthening the usefulness of
financial reports for decision making. As stated in
the literature, EAQ has emerged as a vital
assurance mechanism to enhance the credibility
and reliability of sustainability disclosures (Ilias &
Zin, 2025). Audit committee characteristics such
as sustainability expertise and independence can
improve both financial credibility performance
and disclosure quality through more robust
internal oversight (Ilias & Zin, 2025). Credible
financial reporting is widely recognized as a
determinant of organizational effectiveness and
performance. Financial reports that are accurate
and  transparent  provide  decision-useful
information for investors, managers, and
regulators. Prior research notes that the quality of
financial reporting can be assessed based on the
reliability and accuracy of the company’s financial
data (Gardi et al., 2023).

Furthermore, empirical evidence suggests that
improvements in financial reporting quality
positively influence organizational outcomes. For
example, research examining public organizations
found that the quality of financial reporting has a
positive effect on the performance of public
organizations (Saputra et al., 2024). These results
together show that EAQ makes financial reporting

more trustworthy, and trustworthy financial
reports help organizations make better decisions
and achieve better performance. So, FRC can be a
key way that EAQ affects OP. Based on these ideas
and the evidence, the following hypothesis is
suggested:

H,; Financial Reporting Credibility
mediates the relationship between external audit
quality and organizational performance.

Organizational Performance, External Audit
Technology & Financial Reporting Credibility
Technological advancements in auditing, such as
CAATs, data analytics, and other digital tools,
have significantly changed how auditors carry out
their work and assess financial data (Nasrah et al.,
2023). Studies show that these technologies help
auditors handle large sets of accounting
information more effectively, reduce the need for
manual tasks, and make the audit process more
efficient and reliable (Atta et al.,, 2024). Such
technological capabilities allow auditors to
perform more comprehensive tests of financial
transactions, identify anomalies, and strengthen
audit evidence collection during financial
statement audits (Agwupuye, 2023). Empirical
evidence also demonstrates that using CAATs and
other audit tools helps make audit results better
and more trustworthy. These tools make data
analysis more accurate and lower the chance of
mistakes in financial reports (Omonuk & Oni,
2015).  Similarly, studies examining the
application of technology-based audit techniques
show that the integration of digital tools in
auditing improves audit efficiency, audit
effectiveness, and overall audit task outcomes
(Eulerich et al., 2023).

Recent evidence derived from surveys suggests that
the implementation of CAATs in audit firms
enhances non-inancial performance metrics,
including operational efficiency, employee
engagement, and client relations (Wassie &
Lakatos, 2025). In addition to refining audit
procedures, technology utilized by auditors
significantly contributes to the trustworthiness
and dependability of financial statements.
Information technology and audit evidence
systems support effective financial disclosure
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practices and strengthen the transparency of
financial ~ statements,  thereby  increasing
stakeholder confidence in reported financial
information (Effiok & Bassey, 2015). Aligned with
this perspective, empirical studies have shown that
better financial reporting quality correlates with
improved  company  performance  results,
highlighting the importance of credible financial
information for organizational success (Alsmady,
2022).

Collectively, the current research shows that using
audit technologies improves the audit process and
makes financial reports more trustworthy, and
trustworthy financial reports are linked to better
performance in organizations. These results
indicate that FRC could serve as a significant
pathway by which EAT influences OP.

H;: Financial reporting credibility mediates
the relationship between external audit
technology and organizational performance.

Organizational Performance, External Audit
Risk & Financial Reporting Credibility

FRC acts as an important link through which the
effects of audit risk influence organizational
performance (Sunday et al., 2025). External audit
risk has significant implications for organizational
outcomes because weaknesses in external auditing
increase  the  likelihood  that  material
misstatements remain undetected and unassessed,
thereby reducing stakeholder confidence in
financial disclosures (Obiosa et al.,, 2025).
According to IFAC, higher levels of external audit
risk are associated with greater certainty in
financial reporting, which may enhance the
reliability perceived by investors and other
stakeholders. When stakeholders perceive higher
risk in external auditing processes, their trust in
reported financial information declines, which
can undermine organizational stability and
performance (Grakhov & Sokolov, 2025).
Empirical evidence suggests that ineffective
external monitoring mechanisms  increase
information asymmetry and reduce the credibility
of corporate disclosures (Fathi et al., 2025). FRC
helps improve OP because credible disclosures
help shareholders to make better decisions

(Babalola et al., 2025). Greater credibility in

financial reports reduces agency conflicts and
fosters accountability within organizations, which
contributes to improved operational and financial
outcomes  (Ajaegbu &  Mmayie, 2025).
Organizations that maintain credible financial
reporting systems are more likely to attract
investors and secure external financing on
favorable terms, thereby enhancing overall
performance (Silva et al., 2025).

Transparent and trustworthy reporting practices
also strengthen corporate reputation and
stakeholder  relationships, ~which  positively
influence longterm  organizational  success
(Sunday, 2025). Within this framework, financial
reporting credibility operates as a mediating
mechanism that explains how external audit risk
affects organizational performance. External audit
risk influences the extent to which financial
statements are perceived as credible, and this
perception subsequently shapes stakeholder
decisions that determine performance outcomes
(Pramukti, 2024). Higher level of audit risk
assessment enhances the credibility of financial
disclosures, which improves investor confidence
and support efficient resource allocation
(Ebrahim, 2024). Improved credibility reduces
uncertainty in the capital market, facilitates
strategic planning, and strengthens organizational
competitiveness (Anjani, 2023). Conversely,
elevated audit risk assessment may erode the
perceived credibility of financial reports, weaken
stakeholder  trust, and  adversely  affect
organizational performance (Cohen et al., 2017).
Therefore, financial reporting credibility transmits
the influence of external audit risk to
organizational ~ performance by  shaping
stakeholders’  perceptions and  decisions
(Joksimovi€ et al., 2025). The literature collectively
supports the argument that the impact of EAR on
OP becomes better understandable when FRC is
considered as an intervening variable. This
mediating perspective provides a comprehensive
understanding of how external audit risk
indirectly shapes organizational outcomes through
its effect on credible financial disclosures. Based
on the review of existing research and logical
reasoning, the following hypothesis is suggested:
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Hy: Financial reporting credibility mediates
the impact of external audit risk on
organizational performance.

Research Framework

( Financial Reporting
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Figure 1: Research Framework

This framework highlights the analysis of our
research and shows the impact of external audit
attributes  including audit  quality, audit
technology, and audit risk on organizational
performance and the mediating effect of financial
reporting credibility. External audit attributes are
conceptualized as drivers of credibility of financial
reporting and performance improvement of
organizations.

CHAPTER # 3

RESEARCH METHODOLOGY

Research Onion

The Research Onion is a methodological
framework that helps researchers make systematic
decisions about their research design by moving
through different layers, including research
philosophy, approach, strategy, time horizon, and
data collection methods (Saunders et al., 2007).

Philosophy

According to Mubhaise et al. (2020), research
philosophy explains the basic ideas about how
knowledge is created and how research should be
done. This study uses the positivist research

philosophy because it focuses on looking at how
different factors are connected using quantitative
techniques and statistical analysis. The positivist
paradigm is suitable because it emphasizes
measurable constructs and objective hypotheses
testing. Interpretivism was not adopted as it
focuses on subjective interpretations rather than
measurable relationships.

Approach

According to the Alan Bryman (2016), research
approach is the logical process through which
researchers develop and test theories. The three
common approaches are deductive, inductive, and
abductive reasoning. Ditlmann & Kopf-Beck
(2019) explain that the inductive approach focuses
on developing theories from observations, whereas
Bingham & Witkowsky (2021) state that the
deductive approach starts with existing theories
and uses empirical data to test hypotheses. This
study uses the deductive approach because it is
based on established theories related to auditing,
financial reporting credibility, and organizational
performance. These theories are used to formulate
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hypotheses, which are then tested using collected
data.

Strategy

According to Robert K. Yin (2018), Research
strategy is a comprehensive plan that outlines how
data will be collected and analyzed to answer the
research questions effectively. This study used a
survey method to examine the impact of EAQ,
EAT, and EAR on OP, with FRC acting as the
mediator. Sekaran & Bougie (2019) explains that
survey research method is used to collect data from
a  large  population  using  structured
questionnaires. The survey approach helps the
researcher collect information about how
employees view audit practices and makes it easier
to gather consistent, standardized data from many
people at once. It also helps ensure the data is
reliable and suitable for statistical analysis.

Choices

Methodological choice refers to the selection of
quantitative, qualitative, or mixed methods
techniques to address the research objectives and
answer research questions (Poth & Baker, 2022).
The study uses a quantitative method to examine
the impact of attributes of an external audit on
organizational performance, and the mediating
role of FRC. Information is gathered through a
survey with specific questions that are rated on a
5-point Likert scale. This setup helps in testing
ideas and allows for a clear, organized analysis of
both direct and indirect relationships between the
different factors being studied.

Time Horizon

Time horizon refers to the period over which data
are collected. Research may be cross-sectional,
involving data collection at a single point in time,
or longitudinal, involving repeated observations
over time (Sekaran & Bougie, 2019). This research
follows cross-sectional time axis where data
is collected at a point in time. This design is
appropriate for examining relationships between
variables without considering changes over time.
According to Sekaran & Bougie (2019), cross-
sectional data refers to data collected at a single
point in time from multiple subjects to examine

relationships  between  variables. In  this
study, this approach allows researchers to analyze
employees’ current perceptions of external audit
Practices and organizational effectiveness. This
design saves time and resources and is often used
in surveys. That's why it's a good choice for this
study's goals.

Data Collection

Primary data were collected using a structured
questionnaire. ~ The  instrument  includes
constructs such as EAQ, EAT, EAR, FRC, and
OP. A structured questionnaire is used in survey
research because it provides standardized
questions for all respondents, ensures ease of
statistical analysis, and reduces bias in data
collection (Sekaran & Bougie, 2019). Responses
are recorded using a 5-point Likert scale ranging
from strongly disagree to strongly agree. This
ensures consistency and facilitates statistical
analysis. The use of questionnaires enables
efficient data collection from employees of
financial institutions.

Data Analysis

Data analysis uses statistical methods. Descriptive
statistics help to show the basic details about the
people who answered the survey and their
responses. Multiple linear regression is used to
check the hypotheses and checked the impact of
different audit attributes on organizational
performance. The mediating effect of FRC is also
evaluated  through  appropriate  statistical
procedures. Multiple linear regression is used to
analyze the relationship between one dependent
variable and multiple independent variables and
to determine the extent to which each predictor
influences the outcome (Montgomery et al., 2021).
This method ensures impartial and empirical
outcomes, enabling the researcher to draw
meaningful conclusions and support decision-
making grounded in the results.

Unit of Analysis

In Unit of Analysis, researcher identifies the main
entity of analysis such as individuals, groups, or
organizations (Babbie, 2020). The unit of analysis
in this research consists of individual employees
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employed in financial institutions such as banks,
insurance  companies, and  microfinance
institutions. These employees are deemed suitable
respondents because they have pertinent
knowledge of auditrelated practices and financial
reporting procedures. Data collected from each
respondent represent individual perceptions and
experiences. The use of individual-level data allows
for statistical analysis of relationships between
variables.

Population and Sample size

Population refers to the entire group of
individuals relevant to the study, while sample size
represents a subset selected from the population
for data collection, ensuring practical and reliable
analysis within the research design (Saunders et
al., 2007). The population of this study consists of
employees working in Fls listed on the Pakistan
Stock Exchange (PSX), including banks, insurance
companies, and microfinance institutions. As the
exact number of employees is unknown, the
population is considered large. Sekaran and
Bougie (2016) suggest a sample size of 384 to get a
95% confidence level with a 5% error margin.
However, due to time limits and prevailing
economic conditions, the study was able to collect
a total of 343 valid responses. Despite being
slightly lower than the recommended sample size,
this number is still considered adequate for
statistical analysis and provides reliable insights.

Sampling Technique

This research uses a non-probability sampling
approach, incorporating both purposive and
snowball sampling methods. According to Etikan
et al. (2016), non-probability sampling is a
technique where respondents are selected based
on accessibility or researcher judgment rather than
random selection, and it is commonly used in
survey research due to time and cost efficiency.
Purposive sampling is used to target employees
involved in external audit and financial reporting,
while snowball sampling helps reach additional
relevant respondents through referrals. This
approach is suitable as the study focuses on
specific individuals with relevant knowledge. It

also helps in accessing a wider group of
respondents efficiently.

Variable and Measurement Tool

This study uses a structured questionnaire as the
primary instrument for gathering data. The
questionnaire is designed to measure five key
constructs, namely EAQ, EAT, EAR, FRC, and
OP. All items are adapted from previously
validated studies to ensure results are dependable
and accurate. The responses are measured using a
five-point Likert scale ranging from 1 (Strongly
Disagree) to 5 (Strongly Agree). Each construct is
operationalized using multiple items reflecting
different dimensions of the respective variables.
The complete questionnaire used for data
collection is provided in Table 1 (Appendix A).

Content Validity

Before collecting data, we checked if the
measurement tool was suitable and relevant by
assessing its content validity. The questionnaire
items were reviewed by a panel of five experts,
including two academic experts, two field experts,
and one English language expert, to evaluate
clarity, comprehensibility, and relevance of the
items related to external audit technology, external
audit risk, external audit quality, financial
reporting  credibilityy, and  organizational
performance. The Content Validity Index (CVI)
approach was used to check how much the experts
agreed. The Item-Level Content Validity Index (I-
CVI) values ranged from 0.80 to 1.00, showing
strong agreement that each item is relevant.
Furthermore, the Scale-Level Content Validity
Index (S-CVI) was 0.984, while the Expert
Agreement (EA) value was 0.92, which means the
experts mostly agreed overall.

CHAPTER # 4

FINDINGS

Demographics Analysis

This section presents the demographic
characteristics of the respondents, including
gender, age, position, education, department, and
type of financial institution. The distribution
helps in understanding the sample composition
and its relevance to the study.
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Table 2: Demographics

Frequency Percentage
Gender Male 270 78.7%
Female 73 21.3%
Age Group Less than 30 years 113 32.9%
31-40 years 128 37.3%
41-50 years 91 26.5%
Greater than 50 years 11 3.2%
Management Level Non-Managerial Level 17 22.4%
Supervisory Level 84 24.5%
Middle Level 157 45.8%
Top Level 25 7.3%
Qualification Diploma 36 10.5%
Undergraduate 192 56.0%
Graduate 111 32.4%
Post Graduate 4 1.2%
Department Finance 117 34.1%
Audit 50 14.6%
Accounts 151 44.0%
Risk 25 7.3%
Financial Institution Conventional Bank 171 49.9%
Islamic Bank 51 14.9%
Insurance Company 77 22.4%
Micro-Finance Institutions 44 12.8%

The demographic profile of the respondents
indicates a significant gender imbalance, with
78.7% of the sample being male, while the
remaining 21.3% were females. Regarding the age
distribution, the substantial majority of the
participants, 37.3%, fell within the 31-40 years’
age bracket, followed by 32.9% who were less than
30 years old. Those aged 41-50 years accounted
for 26.5%, while only 3.2% of respondents were
greater than 50 years of age. In terms of
organizational hierarchy, 45.8% of the sample
occupied Middle Level management positions,
whereas 24.5% were at the Supervisory Level and
22.4% at the Non-Managerial Level; only a small
fraction, 7.3%, represented Top  Level
management. Educational qualifications showed
that 56.0% of the participants were
undergraduates, with 32.4% holding Graduate
degrees, while 10.5% held a diploma and 1.2%
were post-graduated.

Data regarding departmental distribution revealed
that 44.0% of respondents worked in Accounts,
34.1% in Finance, and 14.6% in Audit, with the

remaining 7.3% in Risk management. Finally,
looking at the types of financial institutions,
approximately half of the sample, 49.9%,
originated from Conventional Banks, followed by
Insurance Companies at 22.4%, Islamic Banks at
14.9%, and Micro-Finance Institutions
representing 12.8% of the total.

PLS-SEM
The study used Partial Least Squares Structural
Equation Modeling (PLS-SEM) to examine how
the different variables in the research are
connected and to test if the hypotheses were
supported.

Measurement Model

The measurement model was checked to make
sure the ideas used in the study are reliable and
valid. This involved looking at how well each part
works, how consistent the results are, how well the
ideas relate to each other, and how different they
are from each other.
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Figure 2: Measurement Model

The measurement model focuses on the reliability
and validity of the constructs by examining the
outer loadings. Most indicators for EAQ, EAT,
and EAR exhibit strong factor loadings above the
0.70 threshold, suggesting that the items
effectively represent their respective latent
variables. However, in the OP construct, item OP,
shows a lower loading of 0.513, and FRC, shows
0.613. Regarding the model’s predictive power,
the R’ values indicate that the independent

Table 3: Outer loadings

variables explain 85.8% of the variance in OP and
65.5% of the variance in FRC. This suggests a high
level of explanatory power, particularly for the OP
outcome.

Outer Loadings

Outer Loadings reflect the strength of each
connection indicator and its respective construct.
They are used to assess indicator reliability in the
measurement model.

EAQ EAR EAT FRC opP

EAQ1 0.794

EAQ2 0.822

EAQ3 0.780

EAQ4 0.732

EAR2 0.700

EAR3 0.762

EAR4 0.770

EAR5 0.766

EAT1 0.782
EAT2 0.782
EAT3 0.729
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EAT4
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FRC1
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FRC2
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FRC3
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OoP2

0.815

OoP3

0.828

OP4

0.513

According to Arifin Djakasaputra & Tony Nawawi
(2024), the value will be removed from the model
if it does not reach the minimum threshold of 0.5.
Hair et al. (2024), suggests a more stringent
criterion of 0.7 for stronger indicator reliability. In
this study, almost all constructors and their
respective indicators exceed the rigorous 0.7
loading criterion, demonstrating high indicator
reliability. The 0.5 threshold is utilized only for the
final value (OP,), while the remaining results
comfortably meet the higher benchmark, ensuring
the model's variables are effectively measuring

their intended constructs. Since FRC serves as a
mediating variable, its strong indicators imply that
EAQ, EAR, and EAT significantly influence
financial reporting credibility, which in turn
affects organizational performance.

R Square

R-square shows how much of the change in the
outcome variable is explained by the other
variables in the model. It tells you how well the
model can explain the data.

Table 4: R Square
R-square R-square adjusted
FRC 0.655 0.652
oP 0.858 0.857

The regression model for FRC exhibits a solid fit
to the data, as indicated by the R-squared value of
0.655. It suggests that the independent variables
included in the model explain approximately
65.5% of the variance in Financial Reporting
Credibility, as evidenced by an adjusted R-squared
value of 0. 652.The regression model for OP
demonstrates an excellent fit for the data, with an
R-squared value of 0.858. This indicates that the
independent variables account for 85.8% of the

variance in  Organizational =~ Performance,

supported by a strong adjusted R-squared value of
0.857.

F Square

F-square measures how much each independent
variable affects the dependent variable. It is used
to evaluate the effect size within the structural
model.

Table 5: F Square
EAQ EAR EAT FRC or
EAQ 0.073 0.041
EAR 0.217 0.641
EAT 0.266 0.110
FRC 0.006
or
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The F-squared values for EAQ, EAR, EAT, FRC,
and OP reveal varying influences on financial
reporting  credibility = and  organizational
performance. EAQ has a small effect on FRC with
the value of 0.073 and little impact on OP (0.041),
indicating limited influence. In contrast, EAR
shows a medium effect on FRC with the value of
0.217 and a Ilarge effect on OP (0.641),
highlighting its significance for organizational
performance. EAT has a medium effect on FRC

Table 6: Construct Reliability and validity

with the value of 0.266) and has an effect on OP
(0.110) while FRC has a small effect on OP
(0.006).

Construct Reliability and validity

Construct reliability and validity check how
consistently and accurately the model measures
the underlying concepts it is supposed to
represent.

Cronbach's Composite reliability Composite Average variance extracted
alpha (rho a) reliability (rho ¢) (AVE)
EAQ 0.789 0.793 0.863 0.613
EAR 0.740 0.743 0.837 0.563
EAT 0.840 0.841 0.887 0.611
FRC 0.760 0.778 0.774 0.536
or 0.781 0.649 0.770 0.538

The data demonstrates acceptable internal
consistency reliability, as most constructs show
Cronbach’s Alpha values close to or above the
threshold of 0.7 (Zhao et al., 2025). To check
validity, we looked at the Average Variance
Extracted (AVE). The results show that all AVE
values are above 0.5 (Nguyen et al., 2025), which
means the constructs have good convergent
validity. The results of the measurement model
indicate satisfactory reliability and validity. Hence,
the measurement model is reliable and suitable for
further structural analysis.

Table 7: Heterotrait-monotrait ratio (HTMT)-Matrix

Discriminant Validity

Discriminant validity evaluates whether the
constructs are distinct and not highly correlated
with each other.

Heterotraitmonotrait ratio (HTMT)-Matrix
HTMT is used to check discriminant validity by
looking at how similar different constructs are. In
order to check the discriminant validity, the results
were generated by using the PLS-SEM software.
The results for HTMT are reported in table # 7.

EAQ EAR EAT FRC or
EAQ
EAR 0.765
EAT 0.662 0.715
FRC 0.876 0.893 0.831
op 0.890 0.839 0.811 0.842

Discriminant validity using the HTMT criterion is
established when values are below 0.90, indicating
that constructs are empirically distinct from each
other (Henseler et al., 2015). In the provided table,
all values are below the 0.90 threshold, ranging
from 0.662 to 0.893. Specifically, the highest

observed value is 0.893 which is showing the
relationship between EAR and FRC, which is
marginally below the 0.90 limit. Since all HTMT
ratios in this matrix do not exceed 0.90, it suggests
that discriminant validity has been established for
these constructs. This indicates that each
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construct in the model is sufficiently distinct from
the others, meaning they are capturing different
underlying theoretical concepts.

Table 8: Fornell-Larcker Criterion

Fornell-Larcker Criterion

The Fornell-Larcker criterion checks discriminant
validity by looking at how much variance is
common between different constructs.

EAQ EAR EAT FRC or
EAQ 0.783
EAR 0.584 0.750
EAT 0.539 0.567 0.742
FRC 0.626 0.702 0.703 0.732
opP 0.637 0.710 0.641 0.726 0.731

The Fornell-Larcker criterion shows that the
square root of AVE values (diagonal elements) is
higher than the inter-construct correlations in
most cases, confirming adequate discriminant
validity (Fornell & Larcker,1981). All constructs
EAQ, EAR, EAT, FRC, and OP demonstrate
satisfactory distinctiveness, as each construct
shares more variance with its own indicators than
with other constructs. However, relatively high
correlations between FRC, EAR, and OP indicate

Table 9: Table Collinearity Statistic

that these constructs are closely related, though
still within acceptable thresholds. Overall, the
measurement model confirms  satisfactory
discriminant validity as per the Fornell-Larcker.

Table Collinearity Statistic (VIF)

Collinearity statistics (VIF) are used to check if
there is multicollinearity among the predictor
variables in the model.

VIF

EAQI1 1.657
EAQ?2 1.736
EAQ3 1.554
EAQ4 1.443
EAR2 1.312
EAR3 1.462
EAR4 1.487
EARS 1.431
EAT1 1.733
EAT2 1.791
EAT3 1.584
EAT4 2.093
EATS5 2.069
FRC1 1.079
FRC2 1.271
FRC3 1.257

OoP2 1.266

OoP3 1.235

OP4 1.113
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The collinearity statistics show that all VIF values
fall below the critical threshold of 5 (Fang et., al
2026), indicating no serious multicollinearity
issues among the indicators. Most values are closer
to 1, suggesting a moderate level of correlation
without redundancy. Therefore, the data confirms
that collinearity is not a concern and the model is

EAQ1

EAQ2

EAQ3

EAQ4

EAR2

EAR3

EAR4

EARS

0.169 (0.009)

0.416 (0.000)

0.365 (0.000)

0.583 (0.000)

0.422 (0.000)

suitable for further analysis.

Structural Equation Model

The structural equation model examines how
different underlying concepts are connected and
checks if the expected connections in the research
plan are supported.

FRC1

0000~
> 0.000—»  FRC2
0.000
TR e
FRC
-0.038 (0.259)
op2
0.000

OoP4

Figure 3: Structural Equation Model

The bootstrapping results provide the statistical
significance of the hypothesized paths using p-
values. The analysis reveals that EAT has the
strongest significant positive impact on OP (B =
0.583, p <0.001) and FRC (B = 0.416, p < 0.001).
EAR also shows a highly significant positive
relationship with OP (= 0.422, p <0.001). While
EAQ has a significant impact on both FRC (p =
0.009) and OP (p = 0.006), its direct effect on OP
is notably weak (8 = 0.098). Crucially, the path
from FRC to OP is non-significant ( = -0.038, p
= 0.259), meaning that FRC does not act as a

significant predictor or mediator for OP in this
specific model configuration.

Path Coefficient

Path analysis is a statistical method applied to
assess both direct and indirect associations among
variables in a conceptual framework. It builds on
multiple regression by calculating path coefficients
(B), which show the magnitude and direction of
relationships between different constructs.
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Table 10: Path Coefficient

Original sample  Sample mean  Standard deviation T statistics P values
O) M) (STDEV) (]O/STDEV
)
EAQ > FRC 0.169 0.156 0.065 2.612 0.009
EAQ > OP 0.098 0.101 0.036 2.743 0.006
EAR > FRC 0.365 0.372 0.046 7.900 0.000
EAR > OP 0.422 0.418 0.039 10.827 0.000
EAT -> FRC 0.416 0.415 0.038 10.876 0.000
EAT > OP 0.583 0.581 0.034 16.989 0.000
FRC > OP -0.038 -0.033 0.034 1.129 0.259
The results of the path coefficient table show that i e Equation(ii)
EAQ has a positive and significant impact on both OP; = B + B;(FRC) +&q..uuuvenne. Equation(iii)
FRC (B = 0.169, p = 0.009) and OP (f = 0.098, p Whereas,
= 0.006). Similarly, EAR demonstrates a strong EAQ = External Audit Quality
positive and significant relationship with both EAT = External Audit Technology
FRC (B = 0.365, p = 0.000) and OP (B = 0.422, p EAR = External Audit Risk
= 0.000). EAT exhibits the strongest impact FRC = Financial Reposting Credibility
among all variables. It has a significant positive opr = Organizational Performance
effect on FRC (B = 0.416, p = 0.000) and an even
stronger effect on OP (B = 0.583, p = 0.000). In Total Indirect Effect

contrast, the relationship between Financial
Reporting Credibility (FRC) and OP is statistically
insignificant (§ =-0.038, p = 0.259).

OP; =B + B (EAQ) + B(EAT) + B5(EAR) +
B4(FRC) + g ............ Equation(i)
FRC,; = B + B1; (EAQ) + B(EAT) + B5(EAR) +

Table 11: Total Indirect Effect

Total Indirect Effect represents the combined
mediating influence of a variable between an
independent variable which are EAQ, EAT, EAR
and a dependent variable which is OP. It captures
the combined impact of all indirect paths through
the mediator. The result of total indirect effects is
given below.

Original Sample Standard deviation T statistics P
sample (O) mean (M) (STDEV) (O/STDEV) values
EAQ > OP -0.006 -0.006 0.006 1.023 0.306
EAR > OP 0.014 0.012 0.012 1.116 0.264
EAT > OP 0.016 0.014 0.014 1.112 0.266

The results show that the total indirect effects of
EAQ, EAT, and EAR on OP through Financial
Reporting  Credibility are all statistically
insignificant. Specifically, EAQ — OP has a
coefficient of -0.006 and has a sig.value of 0.306,
EAR — OP has a coefficient of -0.014 and a
sigivalue of 0.264, and EAT — OP has a
coefficient of -0.016 and a sig. value of 0.266). The
tstatistics for all relationships are below the
threshold value of 1.96, and p-values are greater

than 0.05, confirming the lack of significance.
This indicates that Financial Reporting Credibility
does not mediate the relationship between
external audit attributes and organizational
performance. The results reveal that all three
paths, EAQ — FRC — OP (B =-0.006, p = 0.306),
EAR — FRC — OP (8 =-0.014, p = 0.264), and
EAT — FRC — OP (B = -0.016, p = 0.266) are
statistically insignificant. Similar to the total
indirect effects, the t-statistics are below 1.96 and
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p-values exceed 0.05. These findings confirm that
none of the individual mediation paths through
FRC are significant, reinforcing the conclusion
that FRC does not play a mediating role in the
model. The negative coefficients, although very
small, suggest a negligible inverse relationship, but
since they are insignificant, they hold no practical
or theoretical importance.

Table 12: Hypotheses Summary

Summary of Hypotheses

The results indicate that hypotheses H;, H,, and
H; are supported, showing significant direct
relationships between external audit factors and
organizational performance. However, H,, Hs and
Hg¢ are not supported, suggesting that financial
reporting credibility does not mediate these
relationships.

Hypotheses

P-Value Coefficient Result

There is a significant impact of external audit quality on

H, o 0.011 0.091 Accepted
organizational performance

H, There is a signiﬁcant impact of external audit technology 0.000 0.567 Accepted
on organizational performance.

H, There. is a significant impact of external audit risk on 0.000 0.408 Accepted
organizational performance.
Financial =~ Reporting  Credibility —mediates the Fails to

H, relationship between external audit quality and 0.306 0.006 A(cce .
organizational performance. P
Financial reporting credibility mediates the relationship Fails to

H; between external audit technology and organizational 0.266 0.016 A(cce .
performance. P
Financial reporting credibility mediates the relationship Fails to

Hy, between external audit risk and organizational 0.264 0.014 zA:cce .
performance. p

Discussion Pakistan, where weak auditing practices and

The present study examined the direct and
indirect impact of external audit attributes and
organizational —performance, with financial
reporting credibility as a mediating variable.

Hypothesis 1: The results indicate that the quality
of external audit positively and significantly
influences organizational performance, thus
supporting H;. This outcome aligns with earlier
studies, highlighting that quality audits increase
transparency, strengthen governance systems, and
enhance company performance (DeAngelo 1981;
Ziaee 2014). Likewise, research conducted by
Sattar et al. (2020) emphasizes that the quality of
audits enhances investor trust and results for
organizations. Although some studies like Elewa
& Haddad, 2019 & Mehran et al., 2022 reported
insignificant relationships, the present findings
align with the dominant stream of literature
supporting a positive association. In the context of

internal control challenges persist, high external
audit quality plays a significant role in enhancing
organizational performance.

Hypothesis 2: The research validates a notable and
favorable influence of external audit technology
on organizational performance, supporting H,.
This result aligns with previous research,
indicating that audit technologies like data
analytics and CAATSs enhance the efficiency and
effectiveness of audits (Nasrah et al., 2023).
Empirical evidence by Wassie (2025) also indicates
that technological adoption enhances non-
financial performance outcomes. These results
support the argument that audit technology
contributes  to  improved  organizational
performance. No strong contradictory evidence
was identified, further strengthening the
consistency of this finding with existing literature.
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Hypothesis 3: The findings show that external
audit risk positively influences organizational
performance  significantly, supporting  Ha.
However, this finding contrasts with much of the
existing literature, which generally suggests that
higher audit risk negatively affects performance
due to increased uncertainty and reduced
credibility (Saeedi et al., 2025; Wahyuandari et al.,
2025). The positive relationship noted in this
research might be clarified by the context, where
audit risk reflects effective risk identification and
management rather than uncertainty. This
suggests that proactive audit risk assessment can
enhance monitoring mechanisms and improve
organizational outcomes, particularly in emerging
economies like Pakistan and hence supporting Hy.

Hypotheses 4, 5, & 6: Contrary to expectations,
the mediating rtole of financial reporting
credibility between external audit attributes EAQ,
EAT, and EAR and organizational performance
was found to be insignificant, leading to the
rejection of Hy, Hs, and Hg. These findings are not
consistent with prior studies, which generally
report that financial reporting credibility acts as a
key mediating mechanism linking audit attributes
with performance outcomes (Healy & Palepu,
2001; Gardi et al., 2023; Saputra et al., 2024). The
current literature indicates that the quality of
audits and technology increase the financial
reporting credibility, consequently enhancing
organizational performance.

However, the insignificance of mediation in this
study suggests that external audit attributes may
influence organizational performance more
directly rather than through financial reporting
credibility. One possible explanation is that in
Pakistan’s corporate environment, stakeholders
may rely more on the reputation and presence of
external auditors rather than solely on the
perceived credibility of financial reports.
Additionally, weaker regulatory enforcement and
varying transparency levels may limit the role of
financial reporting credibility as an effective
mediating mechanism.

CHAPTER # 5

CONCLUSION, RECOMMENDATIONS &
LIMITATIONS

Conclusion

This study concludes that external audit attributes
specifically audit quality, audit technology, and
audit risk serve as fundamental drivers of
organizational performance within Pakistan’s
financial institutions. The acceptance of
hypotheses H,, H,, and H; reinforces the idea that
robust auditing practices directly enhance
transparency, operational efficiency, and financial
discipline in banks, insurance companies and
microfinance institutions. By examining real-
world failures such as those at United Insurance
and the National Bank of Pakistan, the research
highlights how proactive external monitoring can
help to control internal controls and weaknesses
gaps and safeguard institutions against significant
reputational and performance of organizations.
Surprisingly, the results indicate that financial
reporting credibility does not act as a mediating
factor, leading to the rejection of hypotheses H,,
Hs, and Hg. This suggests a unique institutional
dynamic in Pakistan where stakeholders place
higher value on the direct presence and reputation
of external auditors than on the reports
themselves.  Consequently,  the  research
underscores that high-tier audit attributes are
strategic assets rather than mere regulatory
requirements. It is recommended that
policymakers and management prioritize digital
transformation and rigorous risk assessment to
bridge the gap between theoretical expectations
and practical financial stability across the Pakistan
Stock Exchange.

Recommendations

According to the results of the study, the
subsequent suggestions are put forth for relevant
policymakers and stakeholders to enhance
decision-making and improve overall results.
Financial institutions must prioritize improving
external audit quality by guaranteeing auditor
independence, professional skills, and efficient
audit committee operations. Moreover,
organizations are urged to  implement
sophisticated audit technologies like data analytics
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and automated audit tools to enhance efficiency,
precision, and fraud detection. Enhancing risk
evaluation methods in auditing procedures can
improve  oversight systems and  overall
organizational performance.

Regulatory authorities such as the State Bank of
Pakistan should develop and enforce stronger
audit regulations and governance frameworks to
improve transparency and accountability within
financial institutions. Policymakers should
promote the adoption of audit technologies by
providing guidelines, incentives, and training
initiatives. ~ Furthermore,  enhancing  the
effectiveness of financial reporting standards and
their  enforcement can help strengthen
stakeholder confidence and improve overall
financial system stability.

Future studies should incorporate a more detailed
examination of audit constructs by including
specific dimensions such as auditor independence,
competence, and components of audit risk.
Researchers are also encouraged to collect data
from multiple stakeholders, including
shareholders, customers, and regulators, to obtain
a more comprehensive perspective. Enhancing the
research by incorporating a more extensive sample
size, various financial organizations, and
longitudinal study designs would strengthen the
findings' generalizability and reliability. Moreover,
upcoming studies might investigate additional
possible mediators or moderators to gain deeper
insights into the connection between external
audit attributes and organizational performance.
The implementation of these recommendations
can significantly contribute to improving
transparency, efficiency, and overall performance
of organization across various sectors specifically
service sector.

Limitations

Every empirical investigation has some constraints
that can affect the extent, understanding, and
wider applicability of its results. In this research,
which examines the effect of external audit
attributes on OP with the mediating role of FRC,
it is important to clearly outline these constraints
to ensure a transparent understanding of the
results. One of the key limitations of study is

related to the conceptual depth of the variables.
EAT has been examined in a general context
without a specific focus on the use of auditing
software or advanced digital tools during the audit
process. Similarly, external audit quality has been
analyzed without incorporating its detailed
determinants such as auditor independence,
professional competence, industry expertise,
features of audit firms. In case of EAR, its core
components which includes IR, CR and DR have
not been individually assessed and considered.
This broader treatment of constructs may limit a
more detailed understanding of how each
underlying factor contributes to organizational
performance.

Another limitation is related to where the data
comes from and who is included. While financial
institutions have many stakeholders like
shareholders, customers, employees, suppliers,
regulators, and others, the data used in this study
was only collected from employees. The research is
specifically based on employees’ perceptions
regarding external audit practices, meaning that
the viewpoints of other key stakeholders have not
been included. This limited viewpoint may reduce
the overall depth of the findings, since various
stakeholders can have different expectations and
assessments  of audit effectiveness and
organizational performance.

The selection of financial institutions also presents
a limitation. The study does not cover the entire
financial sector; rather data has been gathered only
from conventional banks, Islamic banks,
microfinance  institutions, and insurance
companies. Some other kinds of financial
companies weren't included in the study, which
might limit how widely the findings can be applied
throughout the entire financial sector. In
addition, practical constraints have also
influenced the research process. Limited time
availability reduced the period for data collection,
while financial constraints restricted the ability to
reach a larger and more geographically diverse
sample. Moreover, the current international and
economic conditions in Pakistan created
difficulties in accessing organizations and
respondents, which further affected participation
levels. Due to these combined factors, the study
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relies on a comparatively small sample, which can
restrict how far the results can be applied to a
wider population.

Another limitation comes from how the research
was set up. The study uses data collected at one
specific time, which means it can't show how
things change over time. This makes it harder to
know for sure if one thing causes another. Also,
since the information comes from people's own
reports, there's a chance they might not tell the
truth or give accurate information about what
really happens in their organizations. In short,
even though there are some limits, the study still
gives useful insights into how features of external
audits relate to how well an organization does. But
when looking at the results, these limits should be
kept in mind. Future research could improve this
by looking at more detailed factors related to
audits, including views from different groups like
customers, workers, owners, suppliers, and
government regulators. It could also cover more
organizations, get more responses, and use studies
that follow the same groups over time to get better
and more widely applicable results.

Ethical Consideration

Ethical principles are important for keeping
research trustworthy, clear, and honest. In this
study, all the ethical rules were followed closely
during collection of data. Everyone took part on
their own choice, and before they filled out the
form, they were clearly informed what the study
was about, making sure they understood and
agreed to take part. The confidentiality and
anonymity of participants were carefully protected,
as no personal or organizational identifiers were
collected or disclosed, and the data were used only
for academic purposes. Furthermore, the people
who took part were not treated in any way that
could hurt them, make them feel pressured, or
force them to take part. They were allowed to leave
the study at any time without facing any problems
or penalties. This research also upholds honesty
along with transparency in reporting, since no data
manipulation or fabrication was conducted, and
all findings, including insignificant results, were
presented  truthfully.  Additionally, proper
acknowledgment of all sources was ensured to

avoid plagiarism and maintain academic integrity.
Overall, these ethical practices were implemented
to safeguard participants’ rights and to improve
the credibility and trustworthiness of the research
outcomes.
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