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Abstract

This paper examines the impact of the modern audit approach, "Business
risk auditing (BRA)," on the audit process. The cost of the BRA application
and the impacts of this approach on the analytical procedures, internal
controls, and audit evidence are the primary issues of this study. An empirical
design using a structured questionnaire has been adopted to collect the data
required to test the study’s hypotheses. The data was analyzed using the
PLS-SEM technique, a hybrid of the partial least squares that is based on
structural equation modelling. The study found that the high costs resulting
from the BRA approach represent significant obstacles to implementing
this methodology in the Yemeni audit context. However, auditors in Yemen
believe that applying the BRA approach positively impacts the conduct
of audits. The findings revealed a significant influence of the BRA approach
on each audit procedure and audit quality in general. The present study has
practical implications where it could raise the Yemeni auditors' awareness
of the BRA approach, which is directly related to many International Auditing
Standards (IAS). Therefore, BRA adoption will also assist in meeting ISAs'
prerequisites. In addition to being the first study that looks at the advanced
audit methods in Yemen, it is one of the few to examine the spread
of BRA in developing nations.
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In order to assess the risks of material misstatement,
plan audits, and define the nature, timing, and
scope of the audit process, an auditor, must be
familiar with the client's environment and business

risks, per International Auditing Standard (ISA) No.
315." The ISA 315 generated a qualitative move
in the field of the audit profession, nonetheless,
it does not provide detailed instructions on how to
incorporate business risk assessment into the audit
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process. International auditing firms have developed
a modern audit method they call the "business risk
audit methodology," or BRA, in response to the
International Auditing Standards (IASs) requirements
and to keep up with the rapidly evolving business
environment.?3 Business risks, as defined by this
approach, are those that could have a negative effect
on an organization's ability to carry out its goals and
strategies as a result of significant conditions, events,
actions, or inactions.* The BRA approach is based
on the philosophy that the audit client's repeated
failure to accomplish its goals could spell its collapse.
Consequently, introduced essentially as a significant
innovation in audit, BRA is a technique based on an
analytical approach to planning the audit process,
risk assessment, conducting substantive tests, and
related evidence gathering.®>® Business risk-based
auditing proponents contend that a business's
underlying threats will eventually substantially
influence the financial statements. Therefore, the
audit process will be more effective when the auditor
deals with the entire client’s circumstances, not just
the financial information system.”#® According to
Paino et al,'® the effects of many business risks, such
as the risk of a declining client base and its influences
on inventories and receivables, could be immediately
reflected in the financial statements. Curtis and
Turley® argue that the BRA method allows for
a more thorough evaluation of the client's business
risk because it extends beyond the traditional scope
of an accounting information system.

To improve audit efficiency and generate consistent
auditing quality on a global scale, several international
audit firms have embraced business risk-based
auditing and advocated for its implementation in
various contexts.'® The risk related to the client's
financial statements is no longer the primary focus
of audits performed under BRA, instead, the focus
has shifted to the risks associated with the client's
business and environment. As a result, audits must
move away from exhaustive testing of minute details
in favor of more in-depth examinations of an entity's
capacity to identify, assess, and respond to risk."
The auditors implementing the BRA method should
familiarize themselves with management's plans,
operations, and safeguards to prevent potential
company risks. Therefore, they will likely employ this
information to improve the planning and execution
of the audit process. The primary purpose of this
research is to investigate how the BRA method

affects auditing procedures. In particular, how
the application of this cutting-edge methodology
influences the execution of analytical procedures,
the evaluation of internal controls, and the gathering
and interpretation of audit evidence. This research
is the first one that the author is aware of to look
into how the BRA methodology affects the detailed
issues of the auditing process. This investigation is
vital, especially for the BRA approach due, for many
reasons, such as its significant focus on the client’s
business network,® and its obvious influence on
audit fees,'>'314 gquditors’ independence,? changes in
audit procedures, s and the possibility of introducing
additional information in the audit report.'®

There are two primary reasons why Yemen was
selected for this investigation. The first is that audit
clients in Yemen face numerous business risks. War
and political unrest in Yemen have exacerbated
preexisting business risks (such as weak corporate
governance, ineffective control systems structures,
and a lack of clarity regarding the company's
objectives and strategies). In these cases, auditors
must consider the far-reaching effects of business
risk on their audit clients' operations and financial
statements. An expanded analysis of the client's
business conditions and associated risks is made
possible by the BRA method. The second is that in
2020, Yemen adopted the International Standards
on Auditing (ISA), which call for a comprehensive
assessment of business risk and a strategic
response to that risk through careful planning and
thorough auditing. Therefore, this research aimed
to look into the impact of implementing a new
audit methodology (BRA) in the Yemeni context on
the audit process. The study addresses the following
questions.

Q1:Does the additional cost of the BRA application
represent an obstacle to adopting it in the Yemeni
audit market?

Q2:Does implementing the BRA approach influence
the performance of the analytical procedures?

Q3:1f the BRA method is used, how does it improve
the efficiency of evaluating internal controls?

Q4:What effect does the BRA approach have on
collecting and assessing audit evidence?
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The research questions were answered through a
questionnaire survey of a representative sample
of Yemeni auditors. Some auditors in Yemen have
affiliations with International audit networks, others
are locally based but lack International relations, and
the rest are individual auditors. This study contributes
to the literature on audit practice by providing
a better understanding of how modern audit methods
such as "BRA" affects audit procedures. Further,
it will help auditors to comply with the ISAs
with practical consciousness.

The remaining parts of this paper continue as
follows. The next part offers a concise summary
of the research on the BRAmethod. The development
of the hypotheses is discussed in Section.? In the
following section, we present the research method,
which includes a description of the sample selection
and the instrument used in the study. In Section,®
we present and discuss the data analysis findings.
Discussion of results is presented in Section.®
Conclusions, limitations, and recommendations for
future research are presented in the last section.

Literature Review

Business risk-based auditing has received significant
attention in research as to different issues. Several
studies have examined the association between
the risk of clients’ businesses and the financial
audit process, and most research found that such
a link exists.'718.192021 The results of these studies
generally show that a high level of business risk
necessitates more audit effort, which supports the
BRA methodology’s fundamental argument that
clients’ business risks ultimately influence more or
less the financial statement. According to Matthews
(2006),% the audit process has always been
planned with business risks into account long before
it became a self-contained audit approach.

As a result of the incorporation of business risk
concepts into audit practice, many researchers have
looked into how auditing has evolved to account for
the new emphasis on business risks. Connecting
business risks to the audit process, as found by
Shelton et al.?® and Paino et al.,"® necessitates
more time and effort spent on the audit process.
Thus, audit strategy and practice have shifted as
a result of adopting the BRA methodology.

Schultz Jr et al.?* found that more risk conditions
were identified, and the risk of misstatement was
assessed at a higher level when auditors used
a business risk audit strategy during the audit
planning phase instead of traditional audit programs.
Paino et al.’ studied how an auditor's assessment
of business risk impacted the auditing procedures
they applied. They found a significant shift in
auditing practices as a result of the business risks
their clients were exposed to. This finding bolstered
the conclusions drawn by Bierstaker & Wright,”
who investigated the impact of BRA implementation
on the documentation of internal controls and
found that auditors increasingly relied on narratives
when documenting and testing internal controls.
That adjustment was thought to be better suited
to the new method (BRA) and would increase
efficiency. When adapting an audit approach
in light of business risks, auditors should prioritize
analytical procedures over detailed substantive
testing, as Shelton et al.2 emphasized. The risks
of material misstatement, going concern, and
financial distress are all part of the business risk
analysis's linked risk assessment process, which
Samaha & Hegazy? note is crucial to auditors' ability
to carry out analytical procedures.

The BRA application by audit firms has been the
subject of much literature. Eilifsen et al.?*® were
among the earliest researchers who undertook
an empirical study on the application of the BRA
methodology. Their investigation revealed that the
BRA application led to enhanced risk assessment
and evidence-gathering procedures, as well as
modifications to the management of the audits and
the organization of the audit teams. Subsequently,
a slew of authors have looked into the new audit
methodology (BRA) from various angles. According
to Knechel,® auditors are required to use a variety of
internal and external resources to comply with BRA.
Sometimes, the data and evidence accumulated
about business risk appear to contradict one
another. Therefore, auditors need the ability to
draw conclusions from information that may seem
ambiguous or the ability to develop this ability
through ongoing training. In a similar context, Curtis
and Turley® surveyed partners and other high-
ranking employees at the four largest accounting
firms in the world. The auditors' use of BRA with
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the financial reporting data was discovered to be
problematic. When they interviewed these auditors,
they found that auditors had different perspectives
on how much attention should be paid to business
risks and financial statement information during the
auditing process. It was also mentioned that some
auditors had reservations about assessing business
risks at the wrong stage of the audit process for
fear of the omission of significant misstatements
in financial records.

A recent study by Curtis & Turley' found that the
BRA approach allowed an auditor to conduct a
more in-depth evaluation of client business risk by
expanding evidence-collection procedures beyond
the traditional scope of the financial information
systems. Although most studies have focused on
how the BRA relates to the riskiness of a client's
business, it would be instructive to look at how
the BRA approach modifies analytical procedures,
assessments of internal controls, and the gathering
and evaluation of audit evidence. These are the
gaps where more research is needed, as determined
by this study.

Hypotheses Development

According to the BRA philosophy, any possible
threat to an entity's operations is automatically
considered a potential source of the risk of a material
misstatement. Therefore, to determine the likelihood
of management fraud and business failure, the BRA
technique is recommended by international auditing
firms to conduct audits. This is because it provides
auditors with a comprehensive understanding of
a client's business, environment, and processes.
As stated by Curtis & Turley,® the BRA has prompted
changes in the way audit procedures are performed,
risk assessments are carried out, and evidence
of these things is gathered. Accordingly, this
research aims to investigate how the introduction
of BRAs has affected auditing practices.

The Cost of the BRA Approach Application

It is essential for audit firms to consider how much it
will cost to implement a specific audit methodology
to remain competitive. Results from previous studies
estimating the cost of implementing the BRA method
have been inconsistent. Concerns have been
raised about the increased cost of audits under
the BRA methodology by auditors in developing
countries (such as Jordan, Kenya, Libya, Tunisia,

and Vietnam) that have implemented it. They claim
that conducting thorough business risk assessments
and analyses before implementing BRA is time-
consuming and costly.'®'327 The financial burden
on auditors and their clients is cited as a major
drawback of using the BRA methodology by Kutum
et al.?® This may be true in some cases, but a new
study by De Martinis & Houghton?® demonstrates
that selecting audit procedures with the BRA is
an efficient way to perform audits with little over-
or under-auditing. This research seeks to answer
the question of whether or not the cost of the BRA
application prevents it from being widely used in the
Yemeni audit market. The following hypothesis will
be put to the test.

H1

The Cost of the BRA Implementation has a
Significant Bearing on its Adoption in the Yemeni
Setting.

Analytical Procedures Performance

It is widely accepted in the auditing field that
analytical procedures (APs) are useful audit tools
for identifying a high percentage of material errors
across all audit phases. In the practical context,
international auditing standards recommend
that auditors use APs to identify business risks
(ISA315; ISA 330; ISA 520). According to a number
of studies,?53° analytical procedures have been
shown to greatly aid auditors in risk assessment,
both in terms of business risks and audit risks.
Research by Schultz et al.?* found that using the BRA
technique aided in the early detection of risk factors
during analytical procedures, thereby improving
auditor judgment. The impact of BRA implementation
on analytical procedures efficiency is investigated
here. The following hypothesis is to be tested.

H2
When Used, The BRA Approach Improves Analytical
Procedures' Performance Efficiency.

Assessment of the Internal Controls

In order to effectively prepare the audit engagement
and define the nature, scope, and timing of audit
testing that needs to be carried out, auditors must
have a "sufficient understanding of the client's
internal control," per auditing standards (ISA 315
and ISA400)."3' The BRA approach communicates
the connection between the client's business
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and risks and the internal controls designed to
deal with those risks as an essential audit step.
According to international audit firms, the modern
audit methodology can improve audit effectiveness
by emphasizing learning about management's
strategies, analyzing business processes, assessing
risks, and setting up internal controls to keep them
in check. According to Bierstaker and Wright,” BRA
permits auditors to draw on their in-depth knowledge
of a client's business to gain a more nuanced
understanding of the control system's strengths and
weaknesses and, thus, reliance on internal controls.
The evaluation of internal control systems is one
area that will be investigated as part of this study.
Hence, the following hypothesis is formulated.

H3
Implementing The BRA Method Profoundly Affects
the Evaluation of a Client's Internal Controls.

Gathering and Evaluating Audit Evidence

For the auditors to form an opinion on the financial
statements, they must first collect and assess
evidence to back up their judgments. The term
"audit evidence" is defined as "the information used
by the auditor to arrive at the conclusions on which
the audit opinion is based, including information
in the accounting systems underlying the financial
statements and other sources".?? Traditionally,
auditors have collected evidence by examining

financial records and looking for information in
financial transactions or accounting systems to verify
the accuracy of the financial statements. Using the
BRA's standards as a guide, auditors must gather
information from numerous internal and external
sources. According to Curtis et al.," the BRA has
widened its evidence-gathering procedures beyond
the confines of the accounting information systems
in order to provide a more in-depth evaluation
of the client's business conditions. The results
of the BRA technique on audit evidence are
examined in this study. The following hypothesis is
therefore formulated

H4

Applying The Bra Method Impacts the Processes
Involved in Accumulating and Analyzing Audit
Evidence.

Research Method

This research aims to investigate external auditors'
perceptions of using the BRA approach in Yemen.
Figure 1 presents the research model developed
in this paper after conducting a literature review
of the BRA method and the relevant auditing
standards (ISA 315, 330, 400, 500, and 520).
This model illustrates the interdependencies among
the variables that make up the research hypotheses.
Data was gathered from a cross-section of Yemeni
external auditors via a structured questionnaire.

Feszearch Miodel and proposed hypotheses

The Costof BRA Hl

approach Application

Business Risk Audit H3
* Approach Application

o -l The Audit
ST process

Fig.1: Research model

Sampling and Data Collection

The participants in this research are auditors working
in the field in Yemen. About 395 practicing auditors
existed in Yemen in 2022. Zikmund et al.*® indicated

that to investigate all items in the instrument
properly, you will need a sample size of at least
ten times the number of items. Google Forms were
primarily used to administer an online questionnaire
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and collect data. Online surveys have been used
in several research projects on auditing.3*3%
The sampling framework was represented by
the list of practitioners-chartered accountants
issued by the Supervisory Committee of Yemeni
Chartered Accountants, from which the sample units
(respondents) were drawn. Due to the availability
of a sampling unit framework, data were collected
using a probability systematic sampling strategy.
Each selected auditor was personally invited via
voicemail from the researcher who detailed the
significance of the study and their role in it. Three
hundred surveys were distributed to auditors
in Yemen via email, WhatsApp, and Telegram.
Respondents click the link to complete the survey on
their computer, mobile phone, or tablet. The period
for which the data were gathered was from February
10, 2022, to May 25, 2022. After excluding four
outliers with low standard deviations, 229 responses
were received, but only 225 were considered valid
(75% response rate).

Questionnaire and Measurement

There are 20 questions in the survey, all of which
pertain to the influence of the BRA approach
during the auditing procedure. The survey asks
about demographics like majors and institutions
and addresses five variables used to formulate
the research hypotheses. The necessary items for
measuring each construct (variable) were adopted
from previous research and International Auditing
Standards (ISA). Abdullatif and AlKhadash'™ and
Kutum et al.?® have provided us with estimates of the
financial burden of BRA implementation. Analytical
procedures were evaluated based on how much
of an effect the BRA application had on the audit
process using ISA 315 and ISA 520. Items used
to measure the impact of BRA on internal control
assessment were taken from Bierstaker and Wright,”
while the audit evidence scales were developed
using ISA 315 and ISA 500. Finally, items from Van
Buuren®® were used to assess the BRA application
variable. The questions on the instrument were
translated into Arabic to be relevant to the auditing
context in Yemen, and items on the instrument were
modified to fit the study's context. This survey gives
responses based on a five-point Likert scale ranging
from 1 (strongly disagree) to 5 (strongly agree).
Once the survey was built, it was conducted through
some preliminary testing (n = 37) to ensure that
respondents would not have any trouble interpreting

the scales. The Cronbach's alpha for the pilot study
was 0.896, an acceptable reliability level, as reported
by a group of researchers.®”

Data Analysis Technique

The research model depicts the investigation into
the interrelationships of multiple independent and
dependent variables (fig. 1). Thus, PLS-SEM was
employed to examine the study's data. To estimate
the relationships between many variables in
a research model with multiple constructs,
PLS-SEM is the most effective method, as stated by
Hair et al.®” PLS-SEM is the best statistical tool for
the current research model because it is based on
the idea that a dependent variable in one multiple
regression can be transformed into an independent
variable in a subsequent equation.® The data was
analyzed using Smart PLS software (3.3.7 version),
and two models were evaluated. In PLS terminology,
the outer model assessment is the process of using
the data to evaluate the measurement model that
demonstrates how the measured variables represent
the constructs. Next, we conduct hypotheses testing,
also known as structural model evaluation, to see
how the variables are connected.®”

Results

Respondents’ Profile

The demographic information provided by the survey
was used to grasp the respondents’ professional
situations better. Table 1 displays the respondent's
background information, including education, work
experience, and more. The research showed that
only 40% (n = 90) of Yemeni auditors had earned
a postgraduate degree (High Diploma/Master/
Ph.D.), while 60% (n = 135) held a bachelor's
degree in accounting, the minimum requirement
for practicing auditing in Yemen. More than a third
(41.3%) have more than fifteen years of experience
in auditing practice (n = 93), and 27.6% (n = 62)
have between ten and fifteen years of experience.
Of all auditors, only 31.1% had less than ten years
of experience. This finding suggests that over two-
thirds of the auditors who participated in the study
had significant auditing experience. One of the most
crucial socioeconomic indicators is the auditor's
role within the firm. The vast majority of the study's
participants (n = 151), or 67.1%, were either owners
or partners of the audit firms they worked for. The
remaining participants were either audit managers
or audit team members. Based on the responses,
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most people have some say over the audit methods
employed by their companies. Participants were
also surveyed about the methods they employ
when conducting audits. The results show that the
type of engagement for 61.8% of Yemeni auditors
(n = 139) determines the audit approach taken.

There is much personal estimation when it comes to
auditing in Yemen if this number is this high. Twenty-
four percent of Yemeni auditors used risk-based
auditing, while 9.8 percent used a systems-based
auditing approach, and only eight percent still used
traditional methods.

Table 1: Demographic Profile details of the respondents

Demographics Particulars Frequency Percentage (%)
Qualification B. Com 135 60.0
M. Com 57 25.3
Ph.D. 28 12.5
Others 5 2.2
Experience Less Than 5 Years 30 13.3
5 To Less Than 10 Years 40 17.8
10 To Less Than 15 Years 62 27.6
Above 15 Years 93 41.3
Position Audit Firm's Owner 121 53.8
Partner in an Audit Firm 30 13.3
Audit Manager 32 14.2
Audit Team Member 42 18.7
Audit Approach Traditional Method 18 8.0
System-based Audit 22 9.8
Risk Based Audit 46 20.4
According to the Nature 139 61.8

of the work required

PLS-SEM Analysis

5.2.1 Measurement model (Outer model assessment)
The aim of the measurement model analysis
is to evaluate the precision of the instrument
used in this paper. Parameters such as internal
consistency reliability, convergent validity, and
discriminant validity are used to assess the
quality of a measurement model, as stated by Lee
et al*® and Hair et al.*® Cronbach's alpha (CA) and
the composite reliability (CR) indicator are commonly
used by researchers to assess the consistency and
precision of construct scales.*' All constructs in the
current study have adequate internal consistency,
as indicated by Cronbach's alpha (CA) values
above the threshold value (0.70), ranging from
0.809 for the Audit evidence to 0.867 for the internal

controls. Moreover, the PLS-SEM technique relies
on composite reliability (CR) as its primary internal
consistency measure. The composite reliability
values in the study ranged from 0.874-0.907, well
above the recommended cutoff value of 0.70.
A convergent validity indicator quantifies the
degree of agreement between items that measure
the same construct.*?> To examine the convergent
validity, the factor loadings of each component
and the average variance extracted (AVE) were
computed. From 0.709 to 0.886, the factor loadings
are within the acceptable range (0.708). Further,
all of the constructions had AVE values higher than
the proposed threshold of 0.50.4042 Table 2 displays
the measurement model's convergent validity and
internal consistency reliability.
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Table 2: Reliability and validity of the constructs

Constructs Items Factor Cronbach’s Composite  Average
Loading Alpha value Reliability variance
(CA) (CR) extracted
(AVE)
Cost of Application (CA) CA1 0.758
CA2 0.839 0.847 0.896 0.683
CA3 0.849
CA4 0.855
BRA Application (BA) BA1 0.712
BA2 0.799
BA3 0.828 0.864 0.899 0.694
BA4 0.860
Analytical Procedures (AP)  AP1 0.857
AP2 0.856 0.845 0.896 0.685
AP3 0.886
AP4 0.709
Internal Controls (IC) IC1 0.823
IC2 0.857
IC3 0.876 0.867 0.907 0.709
IC4 0.809
Audit Evidence (AE) AE1 0.784
AE2 0.803 0.809 0.874 0.635
AE3 0.795
AE4 0.805

Table 3: Fornell-Larcker criterion for discriminant validity

constructs AP AE BA CA IC
Analytical Procedures (AP) 0.827

Audit Evidence (AE) 0.497 0.797

BRA Application (BA) 0.384 0.495 0.774

Cost of Application (CA) 0.246 0.190 0.223 0.826

Internal Controls (IC) 0.527 0.593 0.445 0.284 0.842

Note: The diagonal (bold) items show the square root of AVEs, and off-diagonal elements are the

correlations among the respective constructs.

The measurement model's discriminative validity
must also be evaluated. The discriminant validity
of a scale is evaluated using the criterion method
developed by Fornell and Larcker (1981). To meet
this criterion, the relationship between a construct

and its indicators must be significantly stronger
than the relationships between other constructs.*043
Table 4-3 shows the correlation matrix and the
Fornell-Larcker discriminant validity criteria. Each
construct's square root of AVE was greater than its
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correlations with the others, so the measurement
model has discriminant validity.

The cross-loadings of indicators were also analyzed
to bolster the discriminant validity assessment.
This method serves as a stricter validity check,
requiring that indicator loadings be larger than

cross-loadings with other constructs.®® To further
support the uniqueness of the constructs, Table 4
displays the results of the cross-loadings analysis,
which shows that the items have higher loadings
on their respective constructs than correlations with
other constructs.

Table 4: Cross-loadings for discriminant validity

Construct Code AP AE BA CA IC
Audit Evidence (AE) AE1 0.431 0.784 0.431 0.102 0.429
AE2 0.421 0.803 0.415 0.178 0.506
AE3 0.338 0.795 0.350 0.130 0.437
AE4 0.383 0.805 0.370 0.198 0.516
Analytical Procedures (AP) AP1 0.857 0.514 0.349 0.216 0.466
AP2 0.856 0.415 0.309 0.182 0.431
AP3 0.886 0.371 0.360 0.229 0.462
AP4 0.709 0.337 0.234 0.184 0.380
BRA Application (BA) BA1 0.178 0.315 0.712 0.121 0.196
BA2 0.337 0.306 0.799 0.155 0.356
BA3 0.319 0.348 0.828 0.159 0.360
BA4 0.348 0.500 0.860 0.243 0.426
Cost of Application (CA) CA1 0.145 0.094 0.123 0.758 0.153
CA2 0.200 0.158 0.194 0.839 0.234
CA3 0.219 0.223 0.217 0.849 0.276
CA4 0.234 0.124 0.179 0.855 0.249
Internal Controls (IC) IC1 0.462 0.357 0.305 0.220 0.823
IC2 0.501 0.577 0.451 0.204 0.857
IC3 0.409 0.511 0.379 0.262 0.876
IC4 0.393 0.515 0.334 0.283 0.809
Table 5: Path coefficients (Hypotheses testing)
No Path B std. dev. t-statistics  p-value
H1 Cost of Application -> BRA Application 0.134 0.068 1.987 0.047
H2 BRA Application -> Analytical Procedures 0.382 0.080 4.753 0.000
H3 BRA Application -> Internal Control 0.444 0.076 5.861 0.000
H4 BRA Application -> Audit Evidence 0.496 0.059 8.383 0.000

Structural Model and Hypotheses Testing
(Inner Model Assessment)

The structural model is evaluated in the second
stage of PLS-SEM analysis. Assessment
of structural models "hypotheses testing" seeks
to investigate hypothesized relationships between
external constructs and internal models.3®

Several indicators were used to test the study's
hypotheses, including path coefficients and statistical
significance levels. Metrics like these also provide
researchers with confidence in their internal model.*!
Four hypotheses have been proposed in this study to
better understand the impact of the BRA approaches
on the audit process in the Yemeni audit context.
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Outcomes of the internal model evaluation, including
path coefficients, standard deviations, t-values,
and p-values (significance), are shown in Table 5.
(Tested hypotheses).

The first hypothesis (H1) examined whether the
cost of the BRA approach application represents an
obstacle to adopting it in the Yemeni audit context.
According to the results, H1 (Cost of Application ->
BRA Application) was accepted as the parameters
supported it (8=0.134, t=1.987, p= 0.047, < 0.05),
indicating that the cost of the BRA application
could be a significant barrier to its adoption in
Yemen. H2 investigated the influence of the BRA
approach implementation on the performance
of analytical procedures. The findings revealed
a significant impact of the BRA application on the
method of conducting the analytical procedures
and interpreting its result. Accordingly, H2 was
accepted (=0.382, t=4.753, p= 0.000). The effect
of adopting the BRA method on the procedure
of assessing internal controls was explored through
put forth H3. The results confirmed the hypothesis
that the BRA application improves internal control

evaluation ($=0.444, t=5.861, p=0.000), signifying
that the Yemeni auditors believe that the BRA
application helps better understand the defect of
internal control systems. Finally, the study looked
into how the BRA method's implementation affected
the audit evidence by proposing hypothesis 4. As the
findings showed, the use of BRA had a substantial
effect on how the audit evidence was gathered and
how it was evaluated. According to the results, H4
was approved ($=0.496, t=8.383, p= 0.000, <0.05).

Evaluating inner model quality is also a part of
structural model analysis. Coefficient of determination
(R?) and cross-validated redundancy (Q?) are used
to measure the model's predictive ability over the
internal constructs.*' The predictive significance of
the model is represented by Q?, while R? shows its
predictive accuracy. R? and Q? values, according to
Hair et al.,*° should be non-negative. The R? values
in Table 6 fall within a reasonable range, indicating
sufficient predictive accuracy. All Q2 values in Table 6
are also greater than zero, illustrating the predictive
significance of the model's constructs.

Table 6: The predictive power of the model.

Construct (Variable) R2 Q2

BRA Application 0.391 0.241
Analytical Procedures 0.446 0.375
Internal Control 0.398 0.299
Audit Evidence 0.423 0.383

Discussion of Results

Business risk auditing is the modern approach that
shifts the audit process's focus from the financial
system to the whole client's environment. As a result,
audit procedures have changed to accommodate
this new way of thinking. The core of the analysis
applied based on this approach required conducting
an extensive list of risk assessments that lead to high
costs and more effort. Consequently, it was crucial
to look into whether the cost associated with the
BRA method could be a deterrent to its widespread
implementation in Yemen. The findings indicated that
the BRA implementation cost (H1) is an obstacle to
the widespread use of the BRA methodology in the

Yemeni context. This finding is consistent with those
of Abdullatif and Al-Khadash'® and Le and Nguyen,*
who found that the high cost of audits based on
BRA prevented the widespread application of this
methodology in Jordan and Vietnam.

The influence of BRA application on audit procedures
was the concentrate of the present study. Three
hypotheses were developed in order to learn
more about these impacts (H2, H3, and H4).
The data analysis results supported all hypotheses,
showing that implementing the BRA methodology
has a sizable impact on every auditing procedure
considered.
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Most Yemeni auditors agree that, in line with ISA
315 and ISA 520, implementing BRA will result in a
substantial uptick in the number of audits that make
use of analytical procedures. Similar findings were
drawn by Samaha and Hegazy? and Kritzinger and
Barac,*® who both concluded that adopting the BRA
approach was primarily responsible for the increased
reliance on analytical procedures as audit evidence.
Fundamentally, the H2 (BRA Application-> Analytical
Procedures) finding can be explained by the fact
that Yemeni auditors prioritize business risks as
a metric in executing and interpreting these types
of procedures.

The results support H3 (BRA Application -> Internal
Controls) in that BRA has a significant bearing on
the assessment of internal control systems. Due to
BRA's focus on business risks, auditors in Yemen
expect a sizable increase in reliance on internal
controls. It has been found by researchers looking
into the correlation between BRA implementation
and internal control testing (e.g., Bierstaker and
Wright7and Abdullatif and AlKhadash™ that since
adopting the new audit approach (BRA), audit firms
have become more reliant on internal controls.

H4 examined how the BRA application might affect
the auditor's ability to collect and evaluate audit
evidence. Based on the responses we received
from Yemeni auditors, we conclude that using the
BRA methodology has an effect on the quality of the
audit evidence we collect. This finding corroborates
BRA's claim that it went above and beyond the
scope of the typical accounting information system
to amass its evidence.?® Accordingly, the auditor
can be directed to the areas most at risk and in
need of supporting evidence based on the amount
and nature of information gathered using the BRA
approach. In a nutshell, these findings support the
argument that the BRA methodology can enhance
audit effectiveness, as material misstatements in
financial statements are most likely to be uncovered
during the assessment of business risks and their
linkage to the audit process.

Conclusions, Limitations and Recommendations
The current study investigated the impact of the
business risk audit approach's implementation on
the audit process in the Yemeni context. Based on
the existing empirical literature and International

Auditing Standards, a unified model has been
created to address the many issues that can arise
when implementing BRA in a novel setting (ISA 315,
330, 500, and 520). The hypotheses were tested with
the help of the research framework, which provides
a set of related constructs.

In order to examine the effect of the application
cost on adopting the BRA approach in Yemen
(RQ1 and H1), the researchers first used the cost
of implementation as an independent variable
(predictor) and the BRA application as a dependent
variable (predicted). The findings suggested that
the additional cost of applying the BRA approach
in the Yemeni context might be a deterrent to its
adoption. It is assumed by auditors in Yemen that
the high cost of implementing BRA stems from the
time and effort needed to compile comprehensive
risk assessment lists. As a result, they worry that,
due to low audit fees, the hoped-for benefits of the
BRA approach might not outweigh the additional
costs. It was found that the respondents attribute the
rising cost of the BRA application to an increase in
audit working hours, changes in the audit program
and working papers, and a need for a high level of
supervision. The findings of this study are in line
with those of previous research.'®*44 However,
the results contradicted those of some of the cited
sources, specifically, Al-Nodel & Turley*® and Essa?’
who found that the cost of audits did not prevent
the BRA approach from being implemented in
KSA or Libya.

The influence of the BRA approach on the audit
process was the primary focus of this study.
In order to investigate this phenomenon, three
questions (RQ? RQ3, RQ*) were formulated and
three hypotheses (H2, H3, and H4) were put forth.
The results of the data analysis corroborated all
of the hypotheses, demonstrating that adopting
the BRA approach significantly affects each of
the auditing procedure. Regarding the impact of
the BRA approach application (RQ? and H?) on
the performance of the analytical procedures, the
findings revealed that most Yemeni auditors believe
that adopting BRA will significantly increase the use
of analytical procedures in audits. This resultis in line
with ISA 315, ISA 330, and ISA 520, which refer that
Analyzing business risk helps to direct the auditor's
attention to critical matters, identify significant
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fluctuations in accounts and recognize financial and
operational weaknesses during the performance of
APs. Samaha and Hegazy (2010) and Kritzinger and
Barac (2017) reached the same conclusions, arguing
that the increased reliance on analytical procedures
as audit evidence was mainly due to adopting the
BRA approach. The fundamental explanation for
the H4 (BRA Application-> Analytical Procedures)
finding is that auditors in Yemen prioritize business
risks as a metric in executing and interpreting these
types of procedures.

The results confirmed that the application of BRA has
a direct effect on the evaluation of internal control
systems, which was the focus of RQ 3 and H3. Due
to the BRA's focus on business risk assessment,
auditors in Yemen expect a sizable increase in
the use of internal controls. Auditor examination
of clients' businesses, strategies, operations, and
controls to manage business risks contributed to
this outcome. Since auditors will better understand
internal controls' strengths and weaknesses and be
able to use that knowledge to guide their work, it is
reasonable to assume that auditors will rely more
heavily on internal controls under the BRA approach.
Several studies (e.g., Bierstaker and Wright (2004)
and Abdullatif and AlKhadash (2009)) that looked
into the connection between BRA implementation
and internal control testing reached very similar
outcomes (2010). In light of their findings, audit firms
have increasingly relied on internal controls since
adopting the new audit approach (BRA).

In the same vein, RQ4 and H4 investigated the
influence of the BRA adoption on the auditor's
gathering and evaluation of audit evidence.
The findings showed that implementing the BRA
methodology influenced the sufficiency and
appropriateness of audit evidence. This is because
auditors "under the BRA" use information from
various sources about potential business threats
to decide what evidence to collect during an audit.
This result supports the fact that BRA extended
evidence-collecting procedures beyond the
boundaries of the conventional accounting
information system (Kutum et al., 2015, Curtis
et al., 2016). Accordingly, the amount and type
of information gathered under the BRA approach
can guide an auditor to the areas most at risk and
require supporting evidence.

Since an auditor is most likely to detect material
misstatements in financial statements by assessing
business risks and their linking to the audit
process, these results generally lend credence to
the claim that the BRA methodology can improve
audit effectiveness. The findings also support the
auditor's use of business risk analysis results as
critical indicators in implementing APs, evaluating
internal controls, and gathering audit evidence,
as recommended by ISA 315 and ISA 330.
Respondents believe that implementing BRAs
will help them achieve ISAs requirements.

Like all research, this one had its limitations;where
many accountants in Yemen aren't up to date
on the best practices for conducting an audit at
the present time. To add to that, Yemen has long
suffered from political and economic instability.
Therefore, the results can be used in similar
contexts only, such as those with a shared culture
and language. In addition, audit methods research
needs to be expanded. To better understand how
recently adopted ISAs in Yemen might affect the
viability of BRA in the country's context, a survey or
interviews with Yemeni auditors could be conducted,
for example. Furthermore, before the results of the
current study can be generalized, further research is
needed to investigate the impact of various cultural
and contextual factors on BRA adoption.

However, this study's results have practical
implications, where itconfirms that there is consensus
among the Yemeni auditors, who was subject to the
empirical study, that business risk-based auditing
positively affects conducting audits. As a result,
it became crucial to adapt the audit procedures in
accordance with the contemporary approach (BRA),
which is in sync with the most recent revisions
of ISAs. In this context, we recommend the auditing
regulatory bodies emphasize the necessity of
adopting modern audit approaches like BRA that
lead to compliance with the ISAs requirements and
include such approaches in assessing audit quality
programs. Furthermore, this study recommends
that audit firms give more attention and serious
consideration to business risk audits so that applying
the BRA approach will result in more effectiveness
and efficiency in the audit process. Auditors’
oversight of business risk assessments during the
audit process will assist their clients.
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