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ABSTRACT

	This research investigates how adherence to professional ethical standards shapes audit quality and examines whether auditors’ fraud detection capability functions as an intervening mechanism in this relationship. A quantitative approach was employed, using a structured questionnaire distributed to external auditors working in public accounting firms in Bali, with a minimum experience requirement of two years. A total of 67 valid responses were collected through purposive sampling. The dataset was analyzed using Partial Least Squares–Structural Equation Modeling (PLS-SEM) to evaluate both direct and indirect effects among the variables. The results show that code of ethics compliance have a positive effect on audit quality (=0.503, =0.000), fraud detection capability have a positive effect on audit quality ((=0.773, =0.000), code of ethics compliance has a positive effect on fraud detection capability ((=0.282, =0.027), and fraud detection capability indirectly mediates the effect of code of ethics compliance on audit quality ((=0.218, =0.039). The findings highlight the importance of ethics training and fraud detection capability to enhance audit quality
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1. INTRODUCTION 

The integrity and reliability of financial reporting are the foundation of a stable economy, which relies heavily on the assurance provided by public accounting firms. In recent years, concerns about audit quality have increased, particularly in the face of increasing corporate fraud. The global world has witnessed significant financial scandals, highlighting the crucial role of auditors in detecting and preventing fraudulent activity. According to the Association of Certified Fraud Examiners (ACFE), estimated global losses from occupational fraud exceed $4.7 trillion annually (ACFE, 2022).
The 2001 Enron scandal in the United States involved undetected financial statement manipulation by auditors from Arthur Andersen. The Enron scandal in the United States, which led to the dissolution of the world-renowned public accounting firm Arthur Andersen, undermined public confidence in corporate financial reports, which focused solely on the company's ability to generate profits. Enron overstated net income and concealed debt. Arthur Andersen, as the independent auditor, played a role in "compiling" Enron's creative accounting.
The 2018 financial statements of PT Garuda Indonesia Tbk were declared flawed after it was discovered that Garuda Indonesia recognized revenue related to a collaboration with PT Mahata Aero Teknologi as payments Garuda would receive after the agreement was signed, impacting Garuda's Profit and Loss Statement. The Ministry of Finance, through the Center for Financial Professional Development, subsequently audited the public accountant who audited the 2018 financial statements of PT Garuda Indonesia Tbk. Violations of audit standards and the code of ethics were found, leading the Financial Services Authority to summon the public accountant and impose an administrative sanction in the form of a one-year suspension (Ministry of Finance; 2019).
These cases demonstrate the importance of maintaining audit quality. Audit quality serves as a measure of the auditor's effectiveness in ensuring that financial statements are fairly presented in accordance with accounting standards. One factor influencing audit quality is the auditor's adherence to the code of ethics. A study by Alsughayer (2021) shows that the most important attribute influencing audit quality is adherence to the code of ethics.
The relationship between adherence to the code of ethics and audit quality is complex and multifaceted. Previous research has explored this relationship, but findings are often inconsistent. Some studies show a strong positive correlation (e.g., Johnson & Smith, 2020), while others show a weaker or insignificant relationship (e.g., Bilal et al., 2021). Furthermore, the mediating role of fraud detection ability in this relationship remains underexplored.
Fraud detection is a key determinant of audit success. A study by Amsar et al., (2022) revealed that auditors with forensic analysis skills and a deep understanding of fraud patterns are better able to produce high-quality audits. However, little research has addressed how fraud detection ability can act as a mediating variable between ethical code compliance and audit quality.

In the context of this research, agency theory is highly relevant because auditor compliance with the code of ethics is a key factor in ensuring audit quality. Auditors who adhere to the code of ethics tend to be more objective and independent in conducting financial audits, which ultimately reduces agency problems. Furthermore, an auditor's ability to detect fraud (fraud detection) is key in identifying actions that could harm the principal.
Previous research conducted by Putra et al. (2021) showed that the higher the level of auditor compliance with the code of ethics, the better the resulting audit quality. However, this study did not consider how fraud detection ability can act as a mediating variable in the relationship between code of ethics compliance and audit quality. Therefore, this study aims to fill this gap by further examining the mediating role of fraud detection ability in this relationship.
Based on this explanation, the following research hypotheses are formulated:
H1: Compliance with the code of ethics has a positive and significant effect effect on audit quality
H2: Compliance with the code of ethics has a positive and significant effect effect on fraud detection ability?
H3: Fraud detection ability has a positive and significant effect effect on audit quality?
H4: Fraud detection capability indirectly mediates the effect of compliance with the code of ethics on audit quality.

2. material and methods

This study uses quantitative methods to analyze the effect of Code of Ethics Compliance on Audit Quality and to examine the mediating role of Fraud Detection Ability in this relationship. The research procedure was conducted using a questionnaire and distributed by self-delivery. The population of this study was all 90 auditors working at audit firms in Bali. The sample consisted of auditors from companies with more than two years of experience at a Bali public accounting firm. The total sample size was 67 auditors. This is a causality study, analyzing cause-and-effect relationships. The causal relationship requires inferential statistical analysis tools capable of explaining the relationship. To address the research questions, the collected data were processed using structural equation modeling (SEM) based on partial least squares (PLS).  


3. results and discussion

1. 
2. 
3. 
3.1. Evaluation of the Reflective Measurement Model
Table 1 Outer Loading, Composite Reliability, Cronbach’s Alpha, Convergent Validity
	Variable
	Measurement
	Indicator
	Outer Loading
	Cronbach Alpha
	Composite Reliability
	AVE

	Compliance code of ethics
	X1.1
	I always maintain honesty in every stage of the audit.
	0.816
	0.830
	0.880
	0.595

	
	X1.2
	I avoid all forms of conflict of interest in my work.
	0.727
	
	
	

	
	X1.3
	I perform my duties in accordance with the standards of the public accounting profession.
	0.801
	
	
	

	
	X1.4
	I never disseminate client information without permission.
	0.716
	
	
	

	
	X1.5
	I adhere to legal regulations and ethical standards in auditing.
	0.791
	
	
	

	Fraud detection capability
	Y1.1
	I tend to question transactions that appear unusual.
	0.826
	0.852
	0.890
	0.576

	
	Y1.2
	I understand various modes of financial fraud.
	0.728
	
	
	

	
	Y1.3
	I use ratio and trend analysis to detect anomalies.
	0.743
	
	
	

	
	Y1.4
	I can assess weaknesses in internal control systems.
	0.740
	
	
	

	
	Y1.5
	I have received training in forensic auditing or fraud detection.
	0.788
	
	
	

	
	Y1.6
	I can correlate various findings to identify fraud patterns.
	0.723
	
	
	

	Audit quality
	Y2.1
	I can detect material errors in client financial statements.
	0.889
	0.872
	0.907
	0.663

	
	Y2.2
	I maintain objectivity even under pressure from clients.
	0.775
	
	
	

	
	Y2.3
	I use my expertise to conduct audits effectively.
	0.833
	
	
	

	
	Y2.4
	I gather sufficient audit evidence before preparing reports.
	0.808
	
	
	

	
	Y2.5
	I utilize technology-based audit tools to improve audit quality.
	0.758
	
	
	


Source: Output of PLS-SEM analysis
The code of ethics compliance variable is measured by five valid measurement items with outer loadings between 0.716 and 0.816, indicating that all five items are valid and reflect code of ethics compliance. The Cronbach's alpha and composite reliability values above 0.70 (reliable) demonstrate acceptable reliability. The convergent validity value, indicated by an AVE value of 0.595 > 0.50, meets the requirements for good convergent validity. Overall, the variation in the measurement items within the variable reaches 59.5%.
The fraud detection capability variable is measured by six valid measurement items with outer loadings between 0.723 and 0.826, indicating that all six items are valid and reflect code of ethics compliance. The Cronbach's alpha and composite reliability values above 0.70 (reliable) demonstrate acceptable reliability. The convergent validity value, indicated by an AVE value of 0.576 > 0.50, meets the requirements for good convergent validity. Overall, the variation in measurement items within the variables reached 57.6%.
The audit quality variable was measured by five valid measurement items with outer loadings between 0.758 and 0.889, indicating that all five measurement items were valid and reflected in the measurement of audit quality. The reliability level was acceptable, as indicated by Cronbach's alpha and a composite reliability above 0.70 (reliable). The convergent validity level, indicated by an AVE value of 0.663 > 0.50, met the requirements for good convergent validity. Overall, the variation in measurement items within the variables reached 66.3%.
3.2. Discriminant Validity
Table 2 Discriminat Validity
The Fornell and Lacker criterion is that the correlation between variables is greater than the AVE. The fraud detection capability variable has a greater AVE root (0.773) correlation with ethical code compliance (0.758) and a greater correlation with audit quality (0.671). These results indicate that the discriminant validity of the fraud detection capability variable is met. The ethical code compliance variable has a greater AVE root (0.771) correlation with ethical code compliance (0.721). These results indicate that the discriminant validity of the ethical code compliance variable is met. Hair et al. (2019) recommend HTMT because this measure of discriminant validity is considered more sensitive and accurate in detecting discriminant validity. The recommended value is below 0.90. Test results indicate that an HTMT value below 0.90 for a variable pair indicates discriminant validity.
3.3. Structural Model Evaluation
The estimation results show an inner VIF (Variance Inflated Factor) value below 5, indicating no multicollinearity between variables (Hair et al., 2021). This result confirms the robustness (unbiased) of parameter estimation results in SEM PLS.
[image: ]
Figure 1. Bootstrapiing Variable
Source: Output of PLS-SEM analysis
Table 2 Direct Hypothesis Test
	Hypothesis
	Path Coefficients
	p-value
	95% Confidence Interval 
Path Coefficients
	F square

	
	
	
	Lower limit
	Upper limit
	

	H1
	0.503
	0.000
	0.267
	0.756
	0.227

	H2
	0.773
	0.000
	0.540
	0.877
	1.486

	H3
	0.282
	0.027
	0.034
	0.477
	0.071


Source: Output of PLS-SEM analysis
Based on the results of the hypothesis testing above, the following is known:
The statistical analysis confirms that the first hypothesis is supported, meaning there is a significant effect of code of ethics compliance on audit quality, with a path coefficient of 0.503 and a p-value of 0.000 <0.05. 

Any change in code of ethics compliance will improve audit quality. Within a 95% confidence interval, the effect of code of ethics compliance on improving audit quality ranges from 0.267 to 0.756. The categorization is based on Cohen’s (1988) effect size thresholds (0.02 = small, 0.15 = medium, 0.35 = large), therefore an f² value of 0.227 is considered moderate. However, at the structural level, code of ethics compliance has a moderate effect (f-squared = 0.227).
The statistical analysis confirms that the second hypothesis is supported, meaning there is a significant effect of code of ethics compliance on audit quality, with a path coefficient of 0.773 and a p-value of 0.000 <0.05. Any change in code of ethics compliance will improve audit quality. Within a 95% confidence interval, the effect of code of ethics compliance on improving audit quality ranges from 0.540 to 0.877. The categorization is based on Cohen’s (1988) effect size thresholds (0.02 = small, 0.15 = medium, 0.35 = large), therefore an f² value of 0.227 is considered moderate. However, compliance with the code of ethics has a moderate effect on improving audit quality at the structural level (f-squared = 1.486).
The statistical analysis confirms that the third hypothesis is supported, meaning there is a significant effect of compliance with the code of ethics on audit quality, with a path coefficient of 0.282 and a p-value of 0.027 <0.05. Any change in compliance with the code of ethics will improve audit quality. Within the 95% confidence interval, the effect of compliance with the code of ethics on improving audit quality lies between 0.034 and 0.477. The categorization is based on Cohen’s (1988) effect size thresholds (0.02 = small, 0.15 = medium, 0.35 = large), therefore an f² value of 0.227 is considered moderate. However, compliance with the code of ethics has a moderate effect on improving audit quality at the structural level (f-squared = 0.071).
Table 3 Indirect Hypothesis Test
	Hyphothesis
	Path Coefficients
	p-value
	95% Confidents Interval Path Coefficients
	Upsilon V

	
	
	
	Upper limit
	Lower limit
	

	H4
	0,218
	0,039
	0,026
	0,386
	0,020


Source: Output of PLS-SEM analysis
Based on the results of the hypothesis testing above, The statistical analysis confirms that the fourth hypothesis is supported, where the ability to detect fraud significantly plays a role as a mediating variable, namely mediating the indirect effect of code of ethics compliance on audit quality with a mediation path coefficient of 0.218 and a p-value (0.039 <0.05). At the structural level, the mediating role of the ability to detect fraud is still relatively low (upsilon v = 0.020).
3.4. Evaluation of Model Goodness-of-Fitness and Fit
Table 4 R-square and Q-square
	
	R-square
	Q-square

	fraud detection ability
	0.598
	0.353


Source: Output of PLS-SEM analysis
According to Chin (1998), the qualitative interpretation of R-square values is 0.19 (low influence), 0.33 (moderate influence), and 0.66 (high influence). Based on the data processing results, it can be concluded that the joint influence of code of ethics compliance on fraud detection ability is 59.8% (moderate) and on audit quality is 55.2% (moderate).
A Q-square value above 0 indicates the model has predictive relevance. However, in Hair et al. (2019), the qualitative interpretation of Q-square values is 0 (low), 0.25 (moderate), and 0.50 (high). Based on the data processing results, the Q-square value for the audit quality variable is 0.353 > 0.25 (low predictive accuracy approaching moderate) and the fraud detection ability is 0.317 > 0.25 (low predictive accuracy approaching moderate).
Hair et al. (2021) found that an SRMR value below 0.08 indicates model fit. The model estimation result is 0.085, which means that the model has an acceptable fit.
3.5. Discussion
3.5.1. Compliance with a code of ethics has a positive and significant impact on fraud detection capabilities
The results of this study indicate that compliance with a code of ethics has a positive and significant impact on audit quality. This finding suggests that auditors who uphold integrity, objectivity, and professionalism tend to produce reliable and standard-compliant audits. The researcher's justification is based on the assumption that the ethical values embraced by auditors will be reflected in the quality of their audit processes and results. Adherence to ethical principles such as confidentiality and professional competence enables auditors to work consistently and responsibly. This strengthens public confidence in audited financial statements. Thus, adherence to ethical standards should be viewed not only as a matter of professional obligation, but also as a strategic driver of audit effectiveness.
The findings are consistent with the logic of agency theory, which positions auditors as mechanisms for minimizing the divergence of interests between principals and agents. Within this framework, ethical compliance becomes essential because it reinforces the auditor’s capacity to remain impartial and independent when evaluating management’s assertions. Jensen and Meckling (1976) argue that agency arrangements create opportunities for managers to prioritize personal interests over those of owners, making auditors with strong ethical commitment crucial in safeguarding transparency and accountability. The principles of integrity and objectivity embedded in the auditor’s ethical obligations function as safeguards against deliberate financial misstatements by management. Sawaya et al. (2025) highlight that auditors who consistently uphold ethical standards are better equipped to resist client influence and preserve the reliability of the audit opinion. This demonstrates that ethical compliance serves not only as a moral requirement, but also as a strategic mechanism within the agency monitoring framework.
Moreover, the various elements of the ethical code collectively strengthen audit performance. Integrity, for instance, directs auditors to act transparently and avoid withholding relevant information, thereby reinforcing the trustworthiness of the audit findings. Objectivity, which is also closely related to independence, ensures that auditors can make decisions based on evidence, not pressure from clients. Furthermore, professional competence and due care assist auditors in implementing appropriate audit procedures, which supports the completeness and reliability of the audit. Knechel et al. (2013) suggest that audit quality is influenced by the auditor's technical and ethical understanding, so that audit implementation is not only procedural but also moral. Thus, the relationship between the code of ethics dimension and audit quality is both direct and indirect, primarily through strengthening the auditor's decision-making process based on ethics and professionalism.
This research is supported by various previous studies that found a similar relationship between ethics and audit quality. Sawaya et al. (2025) in the Asia Pacific Management Accounting Journal found that auditor adherence to ethical principles significantly improves the quality of financial reporting. Research by Knechel et al. (2013) also stated that audit quality is strongly influenced by the combination of the auditor's personal integrity and the appropriateness of the implementation of audit procedures. Furthermore, Sawaya et al., (2025) emphasized the importance of ethical commitment in preventing bias and enhancing auditor independence. These similar findings strengthen the theoretical and empirical basis of their research. Therefore, the results obtained in this study have a strong foundation, both conceptually and empirically.
1. 
2. 
3. 
3.1. 
3.2. 
3.3. 
3.3.1. 
3.5.2. Compliance with a code of ethics has a significant positive effect on fraud detection ability
The results of this study indicate that auditors' adherence to a code of ethics has a positive and significant effect on their ability to detect fraud. This finding indicates that auditors who uphold ethical values such as integrity, objectivity, professional competence, confidentiality, and professional conduct are better able to identify indications of fraud in the audit process. This is justified because ethical values provide a moral and professional foundation that strengthens auditors' skepticism and thoroughness in evaluating audit evidence. Auditors who adhere to a code of ethics will be more vigilant about potential financial statement manipulation and more thorough in examining unusual transactions. Thus, ethics not only serves as a guideline for behavior but also strengthens auditors' technical capacity to detect irregularities. (Arens et al., 2020)
The empirical evidence reinforces the assumptions of agency theory, which positions auditors as external monitors whose primary function is to reduce information imbalances between owners and management. Within this perspective, ethical compliance acts as a safeguard that helps auditors maintain independence from client influence and remain impartial when forming audit judgments. Auditors who internalize ethical principles are more inclined to act in the interest of stakeholders by uncovering and disclosing fraudulent activity. Accordingly, the ethical code operates as a behavioral mechanism that supports the auditor’s monitoring function, consistent with the propositions of agency theory (Jensen & Meckling, 1976; Eisenhardt, 1989).
A closer examination of the ethical framework shows that each of its components contributes differently to the auditor’s ability to detect fraud. Integrity requires auditors to uphold honesty and avoid manipulating or concealing facts. Objectivity obliges them to evaluate audit evidence without bias. Competence and due care ensure the application of sufficient technical knowledge, including analytical procedures that are responsive to fraud risk. The principle of confidentiality protects sensitive information collected during the engagement, ensuring it is used appropriately. Meanwhile, professional behavior reinforces adherence to auditing standards and legal requirements. Collectively, these five ethical dimensions reinforce auditors’ effectiveness in identifying fraudulent financial reporting (Sunardi & Amin, 2020).
These conclusions are consistent with previous studies conducted in both international and Indonesian contexts. Suryandari et al. (2019) demonstrated that ethical compliance enhances professional conduct, which in turn strengthens fraud identification skills. Kassem and Higson (2012) found that auditors who exhibit strong integrity are more capable of detecting irregularities. Bierstaker et al. (2014) likewise stressed that ethical awareness contributes to higher levels of skepticism and more rigorous audit procedures. In the Indonesian setting, Sihombing and Rahardjo (2014) observed that ethical values significantly improve the effectiveness of forensic audits. Taken together, these studies support the argument that ethical adherence is a key determinant of auditors’ fraud detection capability.
3.5.3. Fraud detection capability has a significant positive effect on audit quality
The results of this study indicate that fraud detection capability has a positive and significant impact on audit quality. This finding suggests that auditors with strong fraud detection skills and knowledge tend to produce more accurate and high-quality audits. The researchers' justification states that audit quality is determined not only by procedural compliance but also by the auditor's capacity to identify manipulation risks. Fraud detection capability reflects the auditor's technical competence and analytical acumen in dealing with abnormal situations. The stronger this capability, the higher the reliability of the audit report. Therefore, fraud detection capability plays a crucial role in creating a value-added audit.
This finding is supported by agency theory, which highlights the importance of independent oversight to reduce information asymmetry between agents (management) and principals (owners). Auditors with strong fraud detection capabilities can act as guardians of the principal's interests against potential information misappropriation by agents. Jensen and Meckling (1976) stated that in situations where the interests of management and owners are incompatible, auditors with critical and analytical skills act as neutral parties capable of identifying misappropriations. By employing professional skepticism and data analysis, auditors can uncover suspicious transactions that may be intended to mislead owners. This aligns with the auditor's primary role in agency theory, which is to provide assurance on the fairness of financial statements.
Each dimension of fraud detection capability significantly contributes to improving audit quality. Professional skepticism empowers auditors to take information with a grain of salt, while knowledge of fraud schemes enables auditors to recognize various forms of manipulation. Data analysis skills help auditors detect abnormal patterns in financial transactions. Furthermore, experience and training also enhance auditors' intuition when dealing with complex fraud cases. Knechel et al. (2013) asserted that auditors equipped with tools, training, and knowledge about fraud are able to produce more accurate and useful audit reports. Thus, each dimension supports audit implementation that is not only procedural but also substantive.
Several international studies also confirm that fraud detection capability significantly impacts audit quality. For example, Alnoor et al. (2024) highlight that the use of intelligent technology and fraud detection competency improve sustainable audit quality in the digital sector. Bierstaker et al. (2013) also found that auditors with specialized training in fraud detection were able to provide greater added value in audits. Suryanti (2022) even demonstrated that critical thinking and risk analysis skills are important determinants in detecting systems-based fraud. These findings reinforce the point that auditors' fraud detection skills are integral technical and ethical aspects of a quality audit.
3.5.4. Fraud detection capability mediates the effect of code of ethics compliance on audit quality
The results of this study indicate that fraud detection capability significantly mediates the relationship between code of ethics compliance and audit quality. This finding suggests that while code of ethics compliance is important, its impact on audit quality will be stronger if the auditor also possesses strong fraud detection capability. The researcher's justification is based on the argument that ethical values such as integrity and objectivity encourage auditors to be skeptical, critical, and highly committed in carrying out audit procedures. In other words, a code of ethics encourages the development of a strong fraud detection mindset, which subsequently impacts audit quality. This reinforces the importance of developing fraud detection skills as a result of internalizing auditors' ethical values.
This finding can be explained theoretically through agency theory, which emphasizes the auditor's role as an independent party tasked with mitigating conflicts of interest between management and owners. Auditor compliance with a code of ethics serves as a normative basis for ensuring independence and integrity, while fraud detection capability serves as a technical mechanism for evaluating potential information misappropriation by agents. According to Jensen and Meckling (1976), the success of oversight mechanisms in agency relationships is determined not only by ethical intentions but also by strong technical capabilities. Therefore, fraud detection capability is a crucial link connecting compliance with the code of ethics with reliable audit results. Auditors who are ethical but lack technical capabilities will struggle to uphold full accountability.
More specifically, the results of this study can be explained by the relationship between the dimensions of the code of ethics and the dimensions of fraud detection capability. For example, integrity and professional competence encourage auditors to maintain a high level of professional skepticism, making them more alert to suspicious transactions. Similarly, professional conduct and due care enhance auditors' critical thinking and analytical skills regarding data anomalies. Auditors' knowledge of fraud schemes also results from their adherence to training standards and ongoing professional development. According to Knechel et al. (2013), the synergy between ethics and technical expertise is crucial for producing high-quality audits. Thus, the relationship between the code of ethics and audit quality is not direct, but rather strengthened through fraud detection competency.
Previous research also supports the belief that fraud detection capability is an effective mediating mechanism in improving audit quality. For example, Bierstaker et al. (2006) found that auditors with fraud training were significantly more effective in uncovering manipulation than those who relied solely on standard procedures. A study by Alnoor et al. (2024) stated that adherence to professional accounting principles needs to be combined with technical skills to produce credible and sustainable audits. Meanwhile, Tiwari & Debnath (2023) emphasized that ethics- and technology-based fraud analytics improve the overall accuracy and precision of audits. This overall literature supports that fraud detection capabilities are a crucial link between auditors' ethical values and optimal audit outcomes.


4. Conclusion

The empirical findings confirm that adherence to ethical standards contributes positively to audit quality, while it also enhances auditors’ ability to detect fraud. In turn, fraud detection competence itself has a favorable impact on audit quality and serves as an intermediate variable that links ethical compliance to audit outcomes. These results imply that audit firms need to invest in continuous professional development, particularly by integrating ethics-based training with practical exposure to fraud detection techniques, such as case-based workshops and forensic audit simulations. Strengthening both ethical awareness and investigative skills is essential in equipping auditors to exercise skepticism and avoid accepting client assertions without sufficient verification, especially in areas with a high risk of manipulation such as related party transactions, accounting estimates, and financial disclosures. Future studies may expand this research by incorporating additional determinants of audit quality, including technological adoption in auditing, time budget pressure, organizational ethical climate, and executive support for integrity-driven practices. The findings highlight the importance of integrating ethical training with fraud detection skill development to strengthen audit quality. Which I think is important to the scientific community.
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