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ABSTRACT:

Purpose —This study explores the potential relationship lestwthe existence of a
professional oversight body and certain countryesgjgeeducation regulations in auditing and
the country's perceived level of corruption.

Method -Drawing on data from the International FederatibAccountants (IFAC) database,
we used univariate (Mann-Whitney U) and multivaiabalysis techniques to test the
difference between countries perceived level ofugaiion based on whether they have or
have not developed professional oversight bodiddieensing regulations.

Findings —Resultssuggest that countries that have established ah@ofession oversight
body are, indeed, perceived to be less corruptil&iy) countries that require practical
experience, academic study, and a licensing exaioimi order to practice auditing are
perceived to be less corrupt. On the other hamdatialysis shows that requiring auditors to
fulfil continuing education requirements is notrsigcantly related to corruption. Overall,
higher aggregate audit competency standards aveiates] with lower levels of perceived
corruption.

Research Implications Fhe study provides important insights for policykees, business
leaders, education and the audit profession asoéewhRuture research directions are also
suggested.

Originality/Value— This paper provides some of the first empirstgdport for the
relationship between corruption and the use ofsight bodies and licensing regulations in
professional auditing at a country level.
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Corruption, International Federation of Accountants



Introduction

This study explores the potential relationship smwaudit education, audit profession
oversight bodies and a country‘s perceived leveoofuption. In recent years, as a result of
large-scale scandals in organizations throughauwnibrld, management scholars (Mele and
Rosanas, 2005; Hooker, 2009; Albrecht and Albre2®®9; Burke, Tomlinson, and Cooper;
2011), investment circles (Pujas, 2003), and reégulommunities (Farber, 2005) have had a
renewed and increased focus on the topic of busieidscs and corruption from a cross
cultural perspective.

Research on corruption has demonstrated thatuhetis such as an audit profession
oversight body are an important deterrent to cdiongLederman et al., 2005). Given that
many instances of corruption reported in the phas® to do with financial fraud and a lack
of internal control over financial assets, it folt® that understanding the relationship between
certain country-specific audit regulations and gption would be beneficial in helping
countries fight corruption and, in the processpeinage the creation of more efficient audit
regulations.

This research uses data from 87 countries colldnyete International Federation of
Accountants (IFAC) to explore the relationship betw the existence of an audit profession
oversight body and corruption, the relationshipdaein requirements to obtain an audit
license and corruption, and the relationship betweguirements to retain an audit license
and corruption. Further, this research developaggnegate measure of audit education,
which we refer to as tHadex of Audit Education Standarf&ES). Using this index, we
examine the relationship between audit educatiandstrds, presence of oversight body and
corruption while controlling for a country’s levef economic freedom and rule of law.

Results from the univariate analyses suggest thaitdes that have established audit

profession oversight bodies are perceived to lsdegupt. Similarly, countries that require



practical experience, academic study, and a liognsxamination in order to receive an audit
license are perceived to be less corrupt. Howekieranalysis shows that requiring auditors
to fulfil continuing education requirements, aféer initial license has been granted, does not
appear to be associated with a lower level of peedecorruption. Results from the
multivariate analysis provide support for a sigrafit relationship between the index of audit

education standards and corruption.

Corruption and Auditing

The definition of corruption involves illegal prams that are often associated with
illegal cash payments, misallocation of assets,a@hdr inappropriate economically driven
transactions (Husted, 1999; Treisman, 2000). Rekees have also suggested that corruption
includes financial statement fraud and other sinstandals (Albrecht, et al., 2007).
Corruption can involve both public and private isgis and can occur in profit and not-for-
profit organizations as well as government. In gfaper, corruption is defined as the abuse of
entrusted power for personal gain.

Research has suggested that there are many mmggatd intervening factors that help
explain the relationship between various attribaties country and corruption. For example
research by Treisman (2000) suggests that a cositesel of Protestantism, history of
British rule, and use of a federal system of goaroe are negatively correlated with
corruption. Similarly, DiRienzo and colleagues (2PProvide evidence to suggest that the
accessibility of information within a country isgegively associated with corruption. Other
scholars have suggested that inequality of incosteltlition and government size are
mitigating factors of corruption (Husted, 1999)n&lly, researchers have suggested that

economic freedom (Henderson, 1999), competitioreAahd Di Tella, 1999), human



development, judicial quality, credit ratings, ahd accessibility of newspapers are all
mitigating factors of corruption (Galtung, 1997).

The effect that corruption has on countries thraughhe world is devastating. For
example, scholars have suggested that corruptigatively affects the level of GDP per
capita, investment activity, international tradel amice stability (Bardhan, 1997). Research
has also suggested that corruption distorts tloeaton of resources and even discourages
the creation of new firms (DeSoto, 1989; Jacksaal.e2010). As a result, corrupt practices
raise the real and hidden cost of doing internafibisiness, which in turn, negatively affects
consumers. Mauro (1995) and Burki and Perry (1@88in that corruption reduces
economic growth by decreasing private investmeatryption also limits development, as
measured by per capita income, and decreaseglitéfaufman and Kraay, 2002). Some
scholars have provided evidence to support th@nahat corruption reduces revenue
generated through taxation, contributing to thdiitst of some governments to function
properly (Tanzi, 1998). Finally, corruption has beeedited with eroding trust in the
political system and reducing interpersonal trastaciety (Seligson, 2002). While there are
many different views on corruption, it is generalgknowledged that the level of corruption
in a country reflects the degree to which a sodagetunctional (Steiner, 1999).

Recent studies suggest that political institutiorag play an important role in fighting
corruption. Political institutions such as demodagcparliamentary systems, political
stability and freedom of press have all been aasedtiwith lower levels of corruption
(Lederman et al., 2005). Since institutions shapetles of interaction in society,
institutions have a direct effect on the incideateorruption within society. As a result, an
effective auditing profession — as an instituti®ichardson, 1987) — should directly affect a

country's level of corruption.



In the international setting, in order to curb ogtron, various oversight bodies are in
charge of setting auditing and accounting standdwalsfavour transparency. For example,
the International Auditing and Assurance Stand8aksrd (IAASB) issues the International
Standards on Auditing (ISA). Similarly, the Intetioaal Accounting Standards Board
(IASB) is responsible for setting the InternatioRalancial Reporting Standards (IFRS). In
the United States, for example, institutions sucktha American Institute of Certified Public
Accountants (AICPA), the Public Company Accountidgersight Board (PCAOB), the
Securities and Exchange Commission (SEC) and thted)8tates Congress have
implemented standards and passed laws such asittigri-Corrupt Practices Act (FCPA)
and the Sarbanes-Oxley Act to deter corruption. Héreign Corrupt Practices Act prohibits
United States listed companies from making bribesiieign countries and requires them to
have internal controls in place to prevent bribbesifoccurring. Failure to have sufficient
controls in place, as evidenced by a bribe, cantreslarge fines for United States
companies and can even result in the company‘s$ ekexutive officer being imprisoned.
Section 404 of the Sarbanes-Oxley Act of 2002 meguinanagement of every United States
listed company to assess the adequacy of its miteamtrols and requires the company’s
external auditor to independently opine on the adey of those controls.

Various theoretical contributions have suggestkakabetween corruption and
auditing. For example, research by Alam (1995) satgthat managerial and accounting
skills are possibly correlated to corruption. Sieleand Vishny (1993) argue that a first step
in reducing corruption should be to create an éffeaccounting and audit profession to
prevent theft from government. Finally, Sun (199@Qgests that good accounting regulations
in China have already served to lower corruptiorubgovering obvious violations and
deterring future violations. Since corruption igraeental to growth in areas with weak rule

of law and low government effectiveness (Meon aekk3t, 2005), corruption is especially



widespread in countries that lack transparencylesveé weak or non-existent operations,
processes, and laws (LaPalombara, 1994).

While the literature on corruption has addressedynaspects of the economy, there
has been little or nempiricalresearch that builds a direct relationship betwaaetit
education, oversight boards, regulatory institigiand perceived corruption. This research
attempts to build such a link by examining thetiefeship between certain country-specific

audit profession regulations and corruption.

Auditing Processes

Most researchers today view accounting, includimggrole of auditing, as an important
element of economic reality, rather than a reftecof it. They have provided a view that
auditing actually enhances the visibility and trzarency of an economy (Becker and
Neuheuser, 1975; Burchell et al., 1980). Finarstialement auditing has been the primary
service provided by auditors and accountants fastrabthe last 100 years (Knechel, 2001).
While auditing standards and technology have bedanreasingly complex, the basic focus
of the audit has not changed — to provide an opialmout the fairness of periodic financial

reports. The AICPA, in its Codification of Auditirfstandards, has stated that:

“The objective of the ordinary audit of financidhtements by the independent auditor is the
expression of an opinion on the fairness with wiingly present...a financial position, results
of operations and its cash flows in conformity vgénerally accepted accounting principles”

(AICPA Codification of Auditing Standards, AU Sewtil10.01, 1972).

However, unfortunately, even in countries with dwanced auditing profession, such

as that of the United States, corruption still &xifor example, in the years 2001 and 2002,



the United States experienced several major frandsiding both Enron and WorldCom.
These major frauds and other types of corruptiorecd] Aldelphia and others) led to
increased regulation within the United States,udrig the passing of the Sarbanes-Oxley
Act which created a quasi-governmental accountirggsight body called the Public
Company Accounting Oversight Board. Various otlmrmtries have adopted similar
legislation and organized similar oversight bodies.

The basic purpose of an audit profession overdigy, like the Public Company
Accounting Oversight Board, is to oversee the raguh and practice of the auditing
profession within a country. The audit professigrrsight body does this by monitoring the
quality of the audit function in relation to econigally significant entities and ensuring
independent oversight of the regulation of the pidifession. Although, in most countries,
the audit profession oversight body differs slighti scope and regulation, the purpose of an
audit profession oversight body is to have an ieteent body to oversee the audit
profession and to ensure the quality of audits.

In addition to the existence of an audit professiversight body, the IFAC has
recommended that regulations requiring audit edoicand practical experience be
established within each country. The purpose ol sagulation is to produce competent
professional auditors capable of making a positmatribution to society (International
Federation of Accountants, 2003a). Internationalcation recommendations for auditors
infer that education and practical experience fofgssional auditors should provide a
foundation of knowledge, skills, and values thail#a them to learn and adapt to change

throughout their professional lives (InternatioRatleration of Accountants, 2003b).

Hypothesis Development



Logic would suggest that establishing audit pratessversight bodies and requiring
various forms of auditor education are importariedents to corruption. Audit education
helps ensure that auditors have a knowledge baselbas various competencies
(International Federation of Accountants, 2003Blich competencies help make auditors
more vigilant and aware of possible corruption.tum, perpetrators, when audited by
competent auditors, will perceive less opportutotgngage in corrupt practices. Along this
same line of reasoning, an audit profession oviktsigdy ensures that the audit profession is
overseen and monitored. When the audit professiomerseen and monitored by an
independent body, it is much less likely to engagactivities that may compromise an audit,
creating less opportunity for perpetrators to eegagorruption.

The need for audit profession oversight bodiesetesiablished in countries throughout
the world has been a recurring topic among regidatorecent years. It has been suggested
that auditors should be subject to oversight thtt and is seen to act in the public interest
(International Organization of Securities Commigsi®002). This independent oversight
should be formed to exercise comprehensive ovdreigr activities that affect the public
interest—particularly the establishment of auditiathpics, and education standards for
auditors (International Federation of Accounta@€€)6).

In the United Kingdom, for example, the Financiajprting Council established a
professional oversight board in order to build stee, market and public confidence in the
financial and governance stewardship of listed@theér entities. This is accomplished
through the creation of an audit profession ovétdipdy that provides independent
oversight of the regulation of the auditing professy the recognized supervisory and
gualifying bodies, monitors the quality of the audj function in relation to economically
significant entities, and oversees the regulatioth® auditing profession by professional

accountancy bodies (Financial Reporting Counci&l0



An audit profession oversight body should genernaltjude the following: (1) a
mechanism to ensure that auditors are qualifiedcantpetent before being licensed to
perform audits and that they maintain professiaoatpetence, (2) a mechanism to require
that auditors are independent of the entities thelit, both in fact and in appearance,
(independence-in-fact is generally understood taman unbiased and objective viewpoint
when performing audit tests, evaluating resultg, iaauing audit reports, (Kornish and
Levine, 2004)), (3) a mechanism for a body, actmte public interest, to oversee the
guality of auditing, independence, and ethical déads, and (4) a mechanism to require
auditors to be subject to a body that is indepenhaethe audit profession (Diplock, 2005).

An audit profession oversight body should act i plblic interest, and have an
appropriate membership, an adequate charter obmegyplities and power, and adequate
funding so that it is not under the control of gwaliting profession. The body should
establish a process for performing regular revief\audit procedures and practices of firms
that audit the financial statements of listed pubbmpanies. The body should be able to
stipulate remedial measures for problems as wetliagte disciplinary proceedings and
sanctions on auditors and audit firms where apjtg(Iinternational Organization of
Securities Commissions, 2002).

Major regulatory organizations such as the IFAC tredinternational Organization of
Securities Commissions have recommended that ahmotession oversight body be
established in every country. It is logical to assithat those countries with a body that
provides independent oversight of the regulatioaufiting, monitors the quality of the
auditing function in relation to economically sificant entities, and oversees the regulation
of the audit profession would be more adept atbiing corruption through independent

audits. It follows that such countries would beceéved to be less corrupt than countries that



have not established a body to perform these fomstiTo empirically evaluate this

proposition, the following hypothesis is formulated

H1: Countriesthat have audit profession oversight bodies are perceived to be less corrupt

than countries that have no audit profession oversight bodies.

The International Organization of Securities Consis (2002) states that one of the
basic mechanisms that the audit profession overbigltly ensures is that professional
auditors are qualified and competent before baoemnbed to perform audits. The audit
profession oversight body also ensures that awgdit@intain professional competence. While
the hypothesis above simply proposes whether oamaiudit profession oversight body has
been established within a country, the next hymehealeal directly with (1) the requirements
to obtain an auditing license within a given courand (2) the requirements to retain an
auditing license once the license has initiallyrbgeanted to individuals. The next
hypotheses will rely heavily on the internationdlieation standards that have been
developed by the IFAC. The purpose of these stasdarto help guide and set education and
training standards for auditors throughout the diorl

Researchers have suggested that a lack of profi@&ducation is one of the problems
contributing to ethical and intellectual failures@ng accounting practitioners including
auditors (Gray et al., 1994). The content of preif@sal audit education should provide a
background of accounting, finance and related kadge; organizational and business
knowledge; and information technology knowledge aochpetences (International
Federation of Accountants, 2003b). The study oftaducation should be long enough and
intensive enough to permit candidates to gain tbhéepsional knowledge required for

professional competence. The requirement that atiad#udy be necessary in order for
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individuals to obtain an auditing license shouldr@ase the confidence of stakeholders of the

auditing community or outside observers that audilisbe competently performed. Thus,

H2: Countriesthat require any level of academic study (formal or informal) in order to
obtain an auditing license are perceived to be less corrupt than countries which do not

require any level of academic study to obtain an auditing license.

International accounting education standards prgatatl by the IFAC Executive
Education Committee (International Federation ofduntants, 2003c) recommend that
practical experience in accounting is considerexsgary before individuals may be able to
present themselves to the public as professiortilas. The requirements for practical
experience may vary from one country to anothdrast been argued that practical
experience enhances an individual‘'s understandiogganizations and fosters the
acquisition of specific technical know-how (Ashtd®91). Additionally, experience helps
individuals relate auditing work to other functicarsd activities and encourages individuals
to become more aware of the environment in whichiges are provided, assists in the
developing of professional values, ethics, anduakéis in practical and real-life situations,
and enables individuals to have an opportunity dokvat progressive levels of responsibility
(Messier Jr., 1983). Such experience should beep@&d as a valuable asset for professional

auditors resulting in a higher level of auditingrquetence. Therefore,

H3: Countriesthat require practical experiencein order to obtain an auditing license are

perceived to be less corrupt than countries that do not require practical experiencein order

to obtain an auditing license.
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International accounting standards recommend thattcies have in place assessment
procedures to ensure that auditors and other wiofeals are appropriately qualified. It is
recommended that an assessment of capabilitiescangetence be performed (International
Federation of Accountants, 2003d). Assuring thaitaurofessionals are competent and
capable means that these individuals have the dajestand competencies expected of them
by employers, clients, and the public. Furthermqgualified auditors have the ability to
protect the public interest by providing fair fircaal information. By so doing, these
professionals provide credibility to the audit atounting professions (International
Federation of Accountants, 2006). Requiring a kteg exam for auditors is an important
assessment procedure to ensure that auditors prepajately qualified. It would be expected
that countries that have put in place assessmeoég@ures, such as an auditing licensing
exam requirement, would engender perceptions afireg at least a minimum level of

aptitude in thwarting corruption. Therefore, thédaing hypothesis is tested:

H4: Countriesthat require a licensing exam in order to obtain an auditing license are
perceived to be less corrupt than countries that do not require a licensing exam in order to

obtain an auditing license.

The IFAC International Education Standard #7 recemas that a continuing
professional development requirement be an esseatibof a professional auditor's
continued ability to perform well (Internationalderation of Accountants, 2004). This is
expected because rules and regulations often cHemgeyear to year and auditors should be
knowledgeable about such changes in order to rheetdeds of the public. Continuing
professional development is considered to be ralevarifiable, and have measurable

learning activities and outcomes. The purpose ed¢llearning activities and outcomes is to
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enable auditors to perform competently within thgofessional environments (International
Federation of Accountants, 2006). Standards furdemmend that auditors continue to
develop and maintain the competencies that are niéeadcby their professional roles as well
as the users of their services. As a result, thosatries that require auditors to have

continued professional development should be pexdeo be less corrupt. Thus,

H5: Countriesthat require auditors to have continuing professional development (CPD) in
order to retain their auditing licenses are perceived to be less corrupt than countries that

do not require auditors to have continuing professional development.

Hypotheses 1 through 5 examine the relationshipwdxt country-specific
characteristics of the audit profession and thegreed corruption of a country; however,
these hypotheses do not provide sufficient eviddoncestablish a unified effect of audit
education standards on corruption. Therefore, enrtéixt hypothesis, we evaluate the entire,

combined effect of audit education on corruptiohisThypothesis is formalized as follows:

H6: Countries that require higher levels of education standards for the audit profession
are perceived to be less corrupt than countries that require lower levels of education

standards for the audit profession.

Data and Research Design

Sample and Variables
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To obtain the data needed for this research, wedrebn the IFAC database.
Specifically, we retrieved data from 87 surveyd thare reported in the “Assessment of the
Regulatory and Standard-Setting Framework” sectbrthe International Federation of
Accountants website. The surveys provided inforamtabout the country of origin‘s
statutory framework, audit standards, ethics, etilutapublic sector accounting standards,
private sector accounting standards, and qualisyrasce processes. These surveys were
completed by representatives from the various IFA@mber bodies in various countries
throughout the world. The respondents who complétede surveys were professionals who
had practiced auditing within the IFAC member's mioy of origin. They were also
professionals who, as deemed by the IFAC member,capable of accurately reporting
auditing regulation for their respective countryhid assessment has provided financial,
accounting, and auditing information that was pvasly unavailable for the majority of
countries throughout the world.

Our particular interest in the IFAC survey focused questions 78 and 79, in which
respondents identified the presence of oversighidsp and the requirements for obtaining
and retaining an auditing license within each counit the time that the assessment was
pulled, data from 87 countries were available fee un the analysis. In order to help the
reader better understand which countries were decluin the study, Table | provides a
descriptive analysis of the countries that complétee survey. This analysis first describes
the countries that require an audit profession ight body. The analysis then shows the
countries that require academic study, practicpkaence, a licensing exam and continuing
professional development in order to receive artdimean auditing license within each
country. Finally, the table provides information education quality, requirements for years

of professional experience and requirements foticoimg professional development. Based
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upon the information in the analysis, we constaucomposite score to better understand the

level of audit education standards within each tgun

Insert TABLE | about Here

The measurement for corruption was taken from W@62Transparency International
Corruption Perceptions Index (CRIjransparency International, 2006). The CPI hasibee
suggested to be the most comprehensive quantitetdieator of cross-country corruption
available (DiRienzo et al., 2007). A study by Lastea and Montinola (1997) suggested that,
while no index or measure of corruption is perféog, CPI is robust. The CPI ranks countries
in terms of the degree to which corruption is pee@ to exist among public officials,
politicians and the private sector. The CPI is aygosite index, drawing on corruption-
related data from numerous surveys. The index gavesmposite score between one and ten,
with ten being those countries with the least amadrperceived corruption and one being
those countries with the highest amount of perceogruption.

The difficulty in assessing the actual level of raption within a country has been
recognized for many years (Johnston, 2000; Jaiml20.ederman et al., 2005).
Unfortunately, hard empirical data on corruption typically biased and lacks validity
(Lambsdorff, 2007). Data such as prosecutions aortcoases, for example, do not reflect
actual levels of corruption. Rather, they are ewadeof the level of which prosecutors,
courts, and media expose corruption. As a resultesactual levels of corruption are
unobservable (Kurer, 2005), researchers must relhe perception of corruption as built on
the experience and perceptions of those who ar¢ dimestly confronted with the realities of
corruption. The Corruption Perception Index by Bmarency International provides such a

measure.
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Research Design

In order to test the hypotheses 1 through 5, the tdeat were retrieved from the IFAC
database were analysed by performing several MahiRéy U tests. The Mann-Whitney U
test is a non-parametric hypothesis test for whidmmal distribution is not required
(Bergman et al., 2000). Such tests are performetktermine if there are differences in the
perceived corruption of groups of countries who tke hypothesized variables (e.qg.
oversight bodies, education requirements, etc.)thade countries that do not employ such
standards.

Before testing hypothesis 6, we built a compositdex using the hypothesized
variables from hypotheses 2 — 5. Thdex of Audit Education Standarf&ES) corresponds
to weighted composite that accounts for the exegesf requirements such as, accounting
and auditing academic study, professional expegiepcoficiency exams, and continuing
professional development. In order to consideretifect that a country’s quality of education
may have on the requirements for academic studhiwi country, we weighted the
existence of academic study with Global Competitess Report’'s “Higher Education and
Training” measurement (World Economic Forum, 2009milarly, instead of only
considering the existence or not of a professiexplerience requirement for individuals to
obtain an audit license, the IAES index also wadhthe number of years of professional
experience each country requires. Table | dephagdtal IAES composite and the variables
used in its construction. Further, we weighted doatinuing professional development
(CPD) measure with several characteristics thatrdes the CPD requirement in each
country. These characteristics include: (a) Theegaies or items that are required to
maintain professional competence through contimuedessional development within each
country, (b) The required hours of continuing pssienal development within each country,

(c) The monitoring of continuing professional deyhent within each country, and (d) The
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monitoring processes of continuing professionalettgyment within each country. Appendix
A shows the features that were used to weight th&iruing professional development
measure. Information on years of professional agpee and continuing professional
development requirements were obtained from theClidAtabase Survey - Part 2.

To test hypothesis 6, we regressed the index oSlARd the existence of an oversight
body with corruption while controlling for intervangy effects. The control variables used in
these models includes both economic freedom ardofulaw. Economic freedom represents
the fundamental right of every human to be in comdnaf his/her own labour and property.
Economic freedom is a common control variable whegasuring corruption, and previous
research has indicated that economic freedom rempies significant effect on corruption
(Ades and Di Tella, 1999, Treisman, 2000). Othedists have emphasized the essential role
of rule of law for a country’s economic developmemd level of corruption (Nwabuzor,
2005). Efficient rule of law offers a stable stuwet for economic activity. Failure to enforce
property rights and contracts undermines the imeesifor agents to participate in productive
activities and consequently increases rent-segiitailum et al., 2006). As a result, we use
the rule of law as a second control variable. Aereiew of all the variables used in the

study, including their measures, is reported inl@dlbelow.

Insert TABLE Il about Here

Empirical Results

Table Il below presents the means, medians, stdndieviations, and Z statistics for
the results of hypotheses 1 through 5. The resshisw that the establishment of a
professional oversight body is negatively relatedoérceived corruption (Z = -4.022, p <

.01). H1 is supported. H2 suggests that a requinefioe academic study in order to obtain an
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auditing license will be negatively related to maved corruption. The results support H2 (Z
= -2.057, p < .05). H3 is also supported as coestthat required practical experience for
auditors were perceived to have significantly lessuption (Z = -2.198, p < .05). Countries
that required a licensing exam were also perceiwdtave significantly less corruption (Z = -
2.745, p < .01). Thus, H4 was supported. HowedBryvas not supported as the relationship
between continuing professional development andgpexd corruption was not significant

(Z =-0.280, p > .10).

Insert TABLE IlIl About Here

Table IV below depicts the descriptive statisticsl eivariate correlations among
variables that are used to examine hypothesis ®leT® provides the results of the
multivariate analysis. The results of these analyagest that the index of audit education
standards and the existence of an oversight boeysignificant in explaining corruption
(p<.05).

Insert TABLE IV and TABLE V About Here

Discussion and Future Research

The results of this study suggest that countriasithve an audit profession oversight
body are perceived to be less corrupt than couwntina do not have an audit profession
oversight body. Results also suggest that cournttnegsrequire academic study, practical
experience, and a licensing exam in order to olataiauditing license are also perceived to
be less corrupt. However, the results indicatetth@trequirement to have continuing
professional development in order for auditorsetiain their licenses is not significantly

related to a country‘s perceived level of corruptith may be that continuing professional
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development programs are devalued for auditorsaifeatictive under the assumption that
practical experience will trump what might be lesdnn specific development programs. Or
perhaps it is viewed that setting a high bar tm @alicense to audit is much more important
than the ongoing maintenance of the license wiglanes to inhibiting corruption.

Further analysis of the data used in this studgesiy that the development of the
accounting profession within a country typicallyegahrough two stages of development.
The first stage of development typically includesoanbination of several certifying
requirements for auditors. Such certifying requieats may include academic study,
professional experience, licensing exams, and/otimaing professional development. Once
these basic requirements are met, accounting iofeswithin a country will then typically
implement an audit profession oversight body. F@neple, fourteen countries from Africa —
a region of world considered to have many “lessmetbped’countries (United Nations,
2007) — only had two countries with an audit prefes oversight body. On the other hand, of
the eight countries from Western Europe — a regicdhe world considered to be composed
of “developed countriés- five countries had established an audit probessiversight body.

The correlation between regulatory bodies and ghoes and developed countries is
not new (Brownbridge and Kirkpatrick, 2002) and baen considered to be a deterrent
against corruption and other forms of inapproprisbkaviour for some time. Because of the
relationship between regulatory bodies and proasdand developed countries, developing
nations are at an increased risk for corruptionséeh, many scholars have suggested that
many developing countries throughout Asia werei@algrly vulnerable during the Asian
financial crisis (Fischer 1998; Haggard, 2000).tkewmore, scholars have even suggested
that the recent world financial crisis of 2008 29 is the result of a lack of regulation and
oversight in both developed and underdevelopedtdesr{Appelbaum and Cho, 2009;

Hamilton, 2009). For this reason, financial expédsn over 20 countries have proposed that

19



all countries, especially developing countries,che®re regulation and oversight of fiscal
institutions including better accounting and audjtstandards (Group of Twenty
Industrialized and Developing Economies, 2009).

In many industrial and developed countries, thataaurdfession is subject to discipline
in addition to those imposed by oversight instdns. Such discipline includes civil litigation
and similar consequences that result from unprmfieakbehaviour, including corruption, by
auditors. The threat of such sanctions on the gudfession creates an enormous pressure
for auditors to behave ethically. On the other hamdome of the least developed countries
rule of law is so low that the possibility of thesanctions is minimal or non-existent.

The recommendation to have an audit professionsaylerbody has not been stressed
as an important step in the development of an gudfession within a country until the last
few years. As has been stated, having an audiégs@n oversight body is usually one of the
last regulatory developments in maturing econonreanalysing those countries that have
established an audit profession oversight bods,irtteresting to note that, in general, their
auditing profession and business regulatory enuiemts are quite advanced. As a group,
they are perceived to be significantly less cortbph those countries that have not
established such bodies.

While this study reviews different regulation farditors from around the world, the
international audit profession is converging to sayenerally accepted audit regulations. The
most representative example of this convergenfmuisd in the European Union. Directives
EU 1984 and 2006 established legislation for a comframework for the competence of
auditors. This directive sets minimum requiremeémttuding a university degree, practical
experience, and a written examination in ordere@értified as an auditor. In addition to
these minimum criteria, European Union membersbogved to apply additional

requirements at the country level, as each cowsgeg fit. As a result, most auditors
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throughout the European Union have received praatixperience and passed an audit
examination before becoming a licensed auditor.

As the auditing profession continues to move towamternational auditing standards,
this research may provide a foundation for add#ioasearch to better understand the most
effective education model for auditors. In factr@cent years a debate has emerged between
the chartered accountant model of accounting etlurcttat stresses more practical
experience and less formal education and the USdgademic model that stresses more
formal education and less practical experienceureuesearch could address which type of
accounting education and regulation has the greiat@sact on the deterrence of corruption.
Such a study may provide information to determirgrafessional auditor training should be
focused on formal education requirements or prakéxperience.

In a sense, this research is only an explorataigysinto the relationship between
country-specific audit practices and corruption.@d®sult, the analysis presented in this
paper does not examine the quality of the overdigly in place nor the varying degrees of
auditor requirements. For example, in this studyhyeothesized the presence of an
oversight body to be positively associated withdovevels of corruption. Nevertheless, the
presence of oversight does not equal judicioussiykt. It might be the case in some
countries that an abuse of power through overgigies could be the source of much of the
corruption. Future research could aim to inveséighe attributes of particular oversight
bodies across countries. Furthermore, this studycamplete and calls for further research as
it does not examine the varying degrees of audeguirements. For instance, the difference
between the types of exams and the specific trgiia. continuing professional
development — CPD) that are required by each cpimwrder to gain and retain auditing
license is not measured. In this study we only erammhether or not a country does or does

not have a licensing exam and CPD in order to ol#ad retain an auditing license. In this
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vein, a potential explanation for the lack of rielaship found between CPD and corruption
(H5) could be associated with the type of traimeguired instead of the simple
presence/amount of CPD offered by each countryara for future research may be to
investigate this and the other descriptive and @atpre auditor requirements for different
countries. Case studies on auditor regulation adit arofession oversight bodies are
especially needed.

Finally, there may be some interesting cross-calttgsearch opportunities. For
example, it is interesting to note that while saaneas of the world — such as ex-communist
countries (e.g. Eastern Bloc States) — have higildeof regulation in place, these countries
are still perceived to have high levels of corraptiThis is consistent with previous research
that suggests that regulation, in and of itselednot lower corruption (Cheung, 1996).
Various cultures view human behaviour through déife lenses which results in profoundly
different behavioural norms. Hooker (2009) argtread there are two broad classifications of
norms — rule-based norms evolve from the fundanessaect for rules and relationship-
based norms are regulated by a respect for autHigjiires and connections with one’s
network. It would be naive to expect that a orze-gits-all approach to regulation would be
equally effective in rules-based and relationshapda cultures. Future research could shed
light on the types of regulation that are mostafie for any particular cultural norm. It
would also be very interesting to see more reseamdhe relationship between the general
cultural dimensions of countries and the typesoofuption that are common, the use of
regulatory standards, the types of regulatory steds] and the effectiveness of regulatory
standards. For example, Sanyal & Guvenli (200@hébthat different cultural dimensions
(e.g. power distance) helped to explain the diffeesin countries’ propensity to engage in

bribery but less so than the general economic tiomdof the countries. In a similar manner,
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research could be extended to examine how culdimansions might be related to

corruption in accounting and related general ogatgpractices.

Conclusion

The goal of this paper has been to further exathieeelationship between country-
specific audit regulation and perceived corrupti®mce a higher perceived level of
corruption curtails foreign investment and hurtssgrdomestic product, implementing audit
education and regulations that are significantgoamted with less perceived corruption may
be a vital step in the fight against corruption.

While the results reported in this study test miatgrnational auditing
recommendations, specifically those of the Inteomal Federation of Accountants,
additional research is warranted to better undedstiae effects that international audit
recommendations have upon countries’ economiegtsex; and the audit profession as a
whole.

In conclusion, this paper contributes to the liigra on the relationship between
corruption and the audit profession in several wayst, the study examines a relationship in
which little empirical research has been developbdnging new insight to the international
audit community. Second, the research presenttdsipaper provides an in-depth
investigation into the recent and, for the most,parexplored IFAC database on the
regulatory and standard-setting framework for théitgprofession. Finally, this study has
suggested a significant positive relationship betwtne use of oversight bodies and licensing
requirements and a lower perception of corrupfwayiding empirical evidence of the
importance of such measures. This study has béest atep only and additional research is

needed to better understand the relationship bettyeeaudit profession and corruption.
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TABLE |

Audit Requirements per Country

Country O\éersight Agiji;emslc F;)?;Zsr%gzgl License C(E)r:et\.lzlrlof. Educa_tion Profes_sional Cont. Prof. IAES!
ody Required Required Exam Required Quality Experience Devel.
1=yes,0=no Rating Years C.PD
requirement
Albania 1 1 1 1 1 3.3 3 7 0.62
Argentina 0 1 0 0 0 29 - - 0.12
Armenia 0 0 0 1 0 3.0 - - 0.25
Australia 1 1 1 0 1 5.5 3 11 0.54
Austria 0 1 1 1 1 5.2 3 8 0.72
Azerbaijan 0 1 1 1 1 3.3 3 8 0.64
Bangladesh 0 0 1 1 1 29 2 6 0.44
Barbados 0 0 1 0 1 5.1 - 7 0.13
Belgium 1 1 1 1 1 6.0 3 10 0.79
Botswana 0 1 1 1 1 3.8 3 8 0.66
Brazil 0 1 0 1 1 2.7 - 8 0.51
Bulgaria 0 1 1 1 1 3.3 4 9 0.70
Chile 0 1 0 0 0 3.2 - - 0.13
China 1 0 1 1 1 3.8 2 7 0.46
Cyprus 0 0 1 1 0 5.4 3 - 0.36
Czech Re. 0 1 1 1 1 4.7 3 10 0.74
Denmark 1 1 1 1 0 5.8 3 - 0.59
Dominican 0 1 0 0 0 2.2 - - 0.09
Estonia 0 1 1 1 1 4.5 3 9 0.71
Fiji 0 0 0 0 0 - - -
Finland 1 1 1 1 0 6.2 3 - 0.61
France 1 1 1 1 1 5.0 3 11 0.77
Germany 1 1 1 0 0 4.9 2 - 0.27
Ghana 0 1 1 0 1 3.4 4 8 0.43
Greece 1 1 0 0 0 3.3 - - 0.13
Guatemala 1 1 0 0 0 2.6 - - 0.10
Guyana 0 1 1 0 1 3.6 3 7 0.39
Hong Kong 1 0 1 1 0 4.9 3 - 0.36
Hungary 0 1 1 1 1 3.2 3 11 0.70
Iceland 0 1 1 1 1 5.9 3 8 0.75
India 0 1 1 0 1 4.3 3 8 0.43
Indonesia 0 1 1 0 1 4.2 - 10 0.36
Iran 0 0 1 0 1 6 10 0.41
Ireland 1 1 1 1 1 5.6 3 12 0.81
Israel 1 1 1 1 0 4.0 2 - 0.48
Italy 1 1 1 1 1 3.2 3 10 0.68
Ivory Coast 0 0 0 0 0 2.9 - - -
Jamaica 1 1 1 0 1 3.0 3 9 0.40
Japan 1 0 1 1 1 4.5 3 11 0.57
Jordan 0 1 1 1 1 4.6 3 - 0.54
Kazakhstan 0 1 1 0 1 3.6 3 11 0.46
Kenya 0 1 1 0 1 4.4 3 9 0.46
Korea 1 1 1 1 0 4.6 2 - 0.51
Kuwait 0 1 1 1 0 3.1 5 - 0.55
Kyrgyzstan 0 1 1 1 1 34 1 8 0.58
Latvia 0 1 1 0 1 3.7 3 8 0.41
Lesotho 0 1 1 0 1 3.3 3 10 0.43
Lithuania 1 1 1 1 1 3.7 3 8 0.66
Madagascar 0 0 0 1 0 29 - - 0.25
Malawi 0 0 1 1 1 3.6 3 10 0.55
Malaysia 0 1 1 0 1 5.0 3 9 0.48
Malta 1 1 1 0 1 4.9 3 9 0.48
Mexico 0 1 0 0 0 2.8 3 - 0.11
Moldova 0 1 1 1 0 3.2 5 - 0.56
Mongolia 1 1 1 0 1 25 2 6 0.29
Morocco 0 0 0 1 1 3.0 - 9 0.42
(cont.)
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Cont.

Academic  Professional Cont.

Country O\éegzgght I:\’Studies Experignce ng:glns]e DP er\?gl. Egﬂgﬁ?;n ergifzgggl Prof. IAES’
equired Required 3 Devel.
Required

Namibia 0 0 0 0 0 2.7 - - -
Nepal 0 1 1 0 0 3.0 3 0 0.23
Netherlands 1 1 1 0 1 5.3 3 8 0.47
New Zealand 0 0 1 0 1 4.9 3 9 0.28
Nigeria 0 0 1 0 1 3.7 2.5 8 0.24
Norway 1 1 1 0 1 5.4 3 7 0.46
Pakistan 0 1 1 0 0 2.9 3 - 0.22
Panama 0 1 0 0 0 2.8 - 0 0.11
Poland 0 1 1 1 1 3.8 3 - 0.51
Portugal 1 1 1 1 0 3.5 3 - 0.50
Romania 0 1 1 1 1 3.6 3 11 0.71
Russia 1 1 1 1 1 4.3 3 11 0.74
Saudi Arabia 0 1 1 1 1 3.6 3 13 0.75
Singapore 1 1 1 0 1 6.2 3 9 0.53
Slovakia 0 1 1 0 1 3.4 5 9 0.49
Slovenia 1 1 1 1 1 4.4 5 8 0.76
South Africa 1 0 0 0 0 2.8 - - -
Spain 0 1 1 1 1 3.8 3 7 0.64
Sri Lanka 1 1 1 0 1 4.1 4 - 0.31
Sweden 1 1 1 1 0 5.3 3 - 0.57
Switzerland 1 1 1 1 1 6.0 7 13 0.99
Tanzania 0 0 1 0 1 3.1 3 10 0.30
Thailand 0 1 1 1 1 3.8 3 - 0.51
Trinidad 0 0 1 0 1 4.1 3 8 0.26
Turkey 0 1 1 1 0 3.4 2 - 0.46
Ukraine 0 0 1 0 1 4.2 2 8 0.23
United K. 1 1 1 1 1 4.6 3 10 0.73
United States 1 1 1 1 1 5.0 1 13 0.74
Uzbekistan 1 0 0 0 1 3 9 0.17
Zambia 0 0 1 0 1 3.6 3 10 0.30
Zimbabwe 0 1 1 0 1 4.1 3 10 0.46

Note Descriptive Analysis of the Number ef “Yes” Answers to Each of the Questions in the Asseent Regarding the
Existence of an Audit Profession Oversight Body a8l as the Existence of Requirements for AcademiclgtPractical

Experience, Licensing Exam, and Continuing ProfesdiDevelopment in Order to Receive and Retain artAucknse (1
=yes, 0 = no). Further, this table describe th@bées (i.e. Education Quality, Years of ProfessicExperience, and CPD

requirement) used to weight the Index of Audit Eatian Standard (IAES) (see Table Il for a desovipf variables)

TIAES = (Academic Studies Required*Education Quéliax(Education Quality)*0.25)+(Professional Expetize
Required*Years Professional Experience/Max(Yeardfddsional experience)*0.25)+(Continuing Prof. Devel
Required*CPD Requir./Max(CPD Requir.)*0.25)+ (Lic. &r*0.25)

2“The experience requirement varies from zero (gtees) to 2 years (in 20 states). The balanteeddtates require one
year of experience. Most states require a comparfehe experience to be in audit and assuranegcsst” (IFAC Survey,
Assessment of the Regulatory and Standard-Settmméwork, American Institute of Certified Public Accaants - 2006)
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TABLE I

Description of the dependent and independent iasab

Variable

Description

Oversight Body

Academic Study

Professional
Experience

License Exam

Continuing
Professional
Development

Corruption Perceptions
Index (CPI)

Education Quality
Years Professional

Experience

CPD Requirements

Index of Audit
Education Standards
(IEAS)

Economic Freedom

Rule of Law

Dummy variable that equals 1 if the country havealdished an audit professional oversight
body; 0 otherwise. From the IFAC survey —Assessment of the Regulatory and Standard-Setting
Framework.

Dummy variable that equals 1 ifebhentry requires academic study to professionabtain an
audit licens; 0 otherwise. From the IFAC survey —Assessment of the Regulatory and
Standard-Setting Framework.

Dummy variable that equals 1 if the country requipgactical experience to professional to
obtain an audilicense; 0 otherwise. From the IFAC survey —Assessment of the Regulatory and
Standard-Setting Framework.

Dummy variable that equals 1 if thentry requires license exam to professional t@ioban
audit license; 0 otherwise. From the IFAC surveyAssessment of the Regulatory and
Standard-Setting Framework.

Dummy variable that equals 1 if the country reguicentinuing professional development to
auditor to retain an audit license; 0 otherwiseonfrithe IFAC survey—Assessment of the
Regulatory and Standard-Setting Framework.

Refers to CPI 2006 from the Transparency Internation

Quality of the higher educationl draining as presented by The Global Competitissrikeport
2008-2009. Greater scores represent greater higheation system.

From the IFAC survey—Part 1 and Part 2, refers to the number of yeagsimed for each
country for a professional to become a licensedtaud

Summation of CPD requirements akenlRAC survey— Response to the IFAC Part 2,
Statements of Membership Obligations Self-Assessrerestionnaire. See Appendix A for
detailed list of questions and items taken intos@beration.

The IAES corresponds to a weighted composite thiést into account the requirements of
academic studies, professional experience, profigieexam, and continuing professional
development. The existence of academic studie®ighted by quality of the education system.
The requirement for professional experience waghted by the number of years required for
each country for a professional to become a licnaaditor. Continuing professional
development was weighted by summation of severataditeristics required by each country
(see Appendix A). The index is weighted such thatrhinimum score is 0 and the maximum is
1, being 0 equals to no requirement for audit keeto be granted and 1 equal to the higher level
of requirements.

Economic freedom represents uhdamental right of every human to be in command of
his/her own labour and property. The Index of EenitoFreedom refers to the period of 2006
and was gathered from The Heritage Foundation at\weritage.org.

Measures the perceptions of the extenwhich agents have confidence in and abide by the
rules of society, including the quality of contramtforcement, property rights, police, and
courts. In this paper we use data provided by tlogld\Bank for the period of 2006.
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TABLE Il

Descriptive statistics and Mann-Whitney U test

Hypothesis  Requirement Group N Mean Median Std.Dev. Z
Establishment of Audit No 54  3.94 3.25 1.85
H1 Professional Oversight Body Yes 33  6.26 6.60 245 -4.022%
Academic Study Requirement No 22 4.01 3.15 2.17
H2 to Obtain an Audit License Yes 65 5.10 4.70 239 -2.057*
Practical Experience No 16 3.49 3.15 1.25
H3 Requirement to Obtain an Yes 71 5.12 4.80 2.47 -2.198*
Audit License
Licensing Exam Requirement No 42  4.20 3.20 2.28
H4 to Obtain an Audit License Yes 45 540 5.10 2.34 -2.745"
Continuing Professional No 27 4.87 4.10 2.37
H5 Development Requirement to Yes 60 4.80 3.70 2.40 -0.280
Retain an Audit License
CPI = Dependent variablgp < .05; ** p < .01(two-tailed tests).
TABLE IV
Descriptive statistics and bivariate correlation
Descriptive Statistics Bivariate Correlatiof
Mean Std. Min Max Skew. Kurtosis Q) 2 3) 4
Dev.
(1) CPI 4.82 2.37 2.00 10.00 0.70 -0.86
(2) IAES 0.45 0.22 0.00 0.99 -0.19 -0.56 0403
(3) Oversight 0.38 0.48 0.00 1.00 0.50 -1.78 0477 0.234
(4) Ec. Free. 63.89 9.79 3354 8861 0.15 0.47 P81 0.294+ 0.373
(5) Log(Rule of Law) 1.67 0.32 0.28 2.00 -1.92 4.65 0.727 0.334+ 0.28%  0.716*

@ Pearson correlation reported. n = 87; * p < .05 ¥ .01(two-tailed tests).
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TABLE V

The following table examines the relationship betwéhe corruption perception index and the index
of audit education standards (IAES) and oversiglitybwhile including control variables.

Y =a + S1lAES +4,0versight +S;EconomicFreedom #sLog(Rule of Law) +

(1) (2

Coef. t-stat. Coef. t-stat.
Intercept 2.588** 5.300 -7.374** -8.160
IAES 3.289* 3.327 1.279* 2.019
Oversight 1.971* 4.360 0.877* 2.990
Econ.Freedom 0.127* 6.367
Rule of Law 1.897** 3.268
R? (adj) 0.301 0.737
F-stat 19.510** 61.33**
Max_VIF 1.058 2.199
N 87 87

Note Dependent variable = CPI 2006 < .05; ** p < .01(two-tailed tests).
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Appendix A

CPD Requirements Assessed by IFAC Survey Part 2
(Cursive characters explain the value given toaghswer used to compose the CPD requirement
weight).

2.14.2. Which membership categories are requireddiatain professional competence through contieymafessional
development? Select all the answer options thaappeopriate.

1) All our qualified member§0 = non selected, 4 = selected)

2) Qualified members who perform audits of listed gi(Only if first item different from 4, 0 = non sefed, 1 =
selected)

3) Qualified members who perform audits of entitidseotthan listed entitiggs above)

4) Qualified members who provide services (other thadit) to the publi¢as above)

5) Qualified members who are employed in busirfassabove)

2.14.3.1. Type of CPD Requirement - Which of theofeihg answer options describes the way the contisywofessional
development is structured? Select all the answeomgpthat are appropriat = non selected, 1 = selected)

1) Members must satisfy a number of hours of contisymofessional development a year or over a numibgzars

2)All members are to satisfy specified content regmignts (e.g. Specified courses or knowledge content

3) Members working in specialist areas or aredsgif risk to the public are to satisfy specifiechmnt requirements
(e.g. Specified courses or knowledge content)

2.14.3.3. Hours of Continuous Professional Develagm&Vhich one of the following answer options baésscribes the
continuous professional development hours required?

1) Members have to complete a minimum of 120 houesjoiivalent learning units of relevant professia®lelopment
activity over a three-year rolling perio@@ = non selected, 1 = selected)
2)Members have to complete a minimum of 20 hourgjaivalent learning units in each ydar= selected)

2.14.3.8. Monitoring of CPD - Is there a processitmitor whether your members who are qualifiedraggssional
accountants meet the continuous professional denelat requirements?

1) Yes, there is a monitoring process for CPD requirga(® = non selected, 1 = selected)
2) No, there is no monitoring process for CPD requireisié O = selected)

2.14.4.1. Monitoring Process SMO 2 - Which of thkofving elements does the monitoring process metuSelect all the
answer options that are appropriate.

1) Professional accountants are required to subneckarhtion(0 = non selected, 1 = selected)

2) Professional accountants are required to subrideaee(0 = non selected, 1 = selected)

3) Our organization audits a sample of professionabantants to check complian@= non selected, 1 = selected)
4) Compliance is monitored through firm quality cohstandard¢0 = non selected, 1 = selected)

5) Compliance is monitored through a quality assuraaeieew progranfO = non selected, 1 = selected)
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