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ABSTRACT

Audit Partners' Perceptions of the Variables Associated with the
Decision to Withdraw from Audit Engagements. (December 1982)
Kathryn Mary Verreault, B.A., University of Lowell;
M.B.A., Texas A&M University

Chairman of Advisory Committee: Dr, Richard G. Schroeder

In recent years auditors have increasingly found themselves the
targets of lawsuits claiming legal 1iability for damages. A few
years ago auditors were held liable only to those individuals
directly involved with the financial statements. At that time few
financial statement users questioned auditors' opinions. However, a
court decision (Rusch Factors, Inc. v. Levin, 284 F. Supp. 85, 1968),
has made auditors liable to all users of the financial statements. A
potential investor, for instance, can file a suit against an auditor
even though he may not have reviewed the financial statements pre-
pared by the auditor. He or she need only claim to have been misled
by the stétements.

According to recent court decisions, the auditor can be held
liable for either a tort (negligence, gross negligence, and fraud) or
a crime in the performance of the attest function. Simple compliance
to the profession's standards does not insure that an auditor is
safequarded against lawsuits. For example, in the "Continental
Vending Case".(U.S. v. Simon, 425 F 2d 796, 1969) two partners and a
manager of a large CPA firm were found guilty of fraud. The courts

found that their compliance with professional standards was not
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enough in this particular instance. Auditors todéy must Tlook beyond
the standards and maintain as their primary concern the *fair"
presentation of the entity's financial position, which should not
mislead an "average prudent investor."

In summary, no clear-cut standards currently exist that auditors
may dutifully follow that will shield them from legal Tiability.
Therefore, the auditor must accept some degree of risk when agreeing
to accept any enéagement. In evaluating current and potential audit
engagements, the client's business must represent an expected net
favorable change from present conditions, after consideration of
these potential risks. After the engagement is accepted, the auditor
will learn new information about the client. Possibly some
information may make the auditor wish to disengage himself from the
client., This study deals with the decision process utilized by
management in contemplating whether or not to withdraw from
engagements. Little research has been done to date in this area.

The research questions surrounding their decisions include the
following: 1) investigation of the variables utilized, 2) their
appropriate weights, and 3) whether or not these decisions are

consistent and rational.
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CHAPTER I
INTRODUCTION

Statement of the Problem

Our economic system and current business environment could not
function adequately without independent public accountants. The
function of accounting and of the audit is to assist our economic
system. The usefulness of accounting and the subsequent audit arises
in any society where one man is entrusted with the property of
another. Qur current economic system is comprised of many large
corporations with external financing and separate owners and
managers. Therefore, the usefulness of annual financial statements
and reliance placed on auditors in today's society is readily
apparent (Causey, 1979). The auditor conducts an examination of the
data and supporting documents and attests to their "fair"
presentation, However, with the increase in any service comes the
increase of potential problems inherent in providing that service.

The growth of the business world dictated an increased need of
the audit function. The evoiution of incorporated entities
introduced the problems inherent in the separation of ownership and
management. Owners now needed an intermediary party to attest to the

reports issued by management. External financing also became

The Accounting Review is the journal used as a pattern for for-
mat and style.
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commonplace. These creditors needed an independent party to attest
to management's financial statement to feel secure of the probability
of their loan repayment. Still more users relied on the financial
statements issued by management as the number of investors and
creditors grew. The attest function by auditors became a common
expectation in the financial statements for current or potential
investees. The transactions also became more and more complex as the
business environment evolved. Therefore, auditors increased their
role in the business community and attempted to meet the challenge of
the changing business environment. The increased responsibility of
the auditor has brought new problems to the profession.

The auditing fuﬁction is still in an evolutionary stage, even
though it has changed substantially over the years. It began as a
simple checking and verification procedure at the time accounting
first became customary. However, it has expanded over time to
include the attestation to management's financial statements, and the
business community now has become accustomed to the auditor's current
role in the preparation of published financial statements by
corporations. That is, first, the preliminary financial statements
are prepared by management. Second, the underlying financial data is
examined, and the fairness of the financial statements is assessed by
the auditor. Finally, the financial statements are published for use
by various interested parties.

A major problem currently encountered by auditors is the
possibility of lawsuits. This possibility results from their

intermediary function of attesting to management's financial

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



statements. If these statements are subsequently proven other than
"fair" the auditor is caught in a vulnerable position.

Therefore, auditors have increasingly found themselves the
target of lawsuits claiming Tegal liability for damages. Perhaps one
reason for such suits is that the auditor is the only solvent
survivor in a failing business venture. When a company goeé
bankrupt, the auditor is a convenient person to blame. A slumping
economy may also lead to an increase in auditor suits. For example,
‘a relationship between the number of Tawsuits brought against
auditors in the past and the state of the economy can be readily
observed., A similar relationship exists in other professional
capacities such as medicine (Causey, 1979).

In the past auditors were only held liable for their opinions on
the financial statements and were only liable to those individuals
directly involved with the financial statements. At that time few
financial statement users questioned auditors' opinions. However, a
court decision (Rusch Factors, Inc. v. Levin, 284 F. Supp. 85, 1968)
made auditors liable to all users of the financial statements. That
is, a potential investor can file a suit against an auditor even
though he may not have completely reviewed the financial statements
prepared by the auditor. The investor need only claim to have been
misled by the statements.

According to the findings of Rusch vs. Levin, the auditor must
satisfactorily provide information to his client as well as any
potential readers of the client's financial statements. This implies

that the auditor may find herself preparing financial statements for
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unknown readers with unknown questions. A decision must be made as to
the exact information that should be disclosed and the extent to
which it should be disclosed.

More recent court decisions have continued to expand the extent
to which auditors can be held liable. Currently, the auditor can be
held 1iable for either a tort (negligence, gross negligence, and
fraud) or a crime in the performance of the attest function. Simple
compliance to the profession's standards does not insure that an
auditor is safeguarded against Tawsuits.

For example, in the "Continental Vending Case" (U.S. v. Simon,
425 F. 2d 796, 1969) two partners and a manager of a large CPA firm
were found guilty of fraud. The courts found that their compliance
with professional standards was not enough in this particular
instance. The auditors should have displayed additional care in this
particular audit since there was already evidence of the existence of
unusual events. Auditors today must look beyond the standards of the
profession and concentrate on the "fair" presentation of the entity's
financial position, which should not mislead an "average prudent
investor,"

The significance of the "Continental Vending" case is explained
by Isbell (1970). He concluded that the case conveyed two practical
lessons to auditors. The first lesson is that once an auditor is
made aware of certain irregularities in the course of the engagement,
he should consider each of his subsequent actions in dealing with
that client in respect to how it may later appear in a court of law.

Second, for self-protection, the auditor should be extremely
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cautious. Every disclosure and nondisclosure ﬁow deserves special
attention and any lack thereof could be construed as deliberately
fraudulent.

The case of Ernst v. Hochfelder (44 LW 4451, 1976) also dealt
with the fraud issue in relation to liability by the auditor in the
presence of uncovered fraud. The auditors were tried for aiding and
abetting management's fraud by failing to conduct a thorough audit of
the First Securities Company. First Securities was a brokerage firm
and its president had diverted funds for his own use. He then
committed suicide after leaving a note explaining his actions and
disclosing that the First Securities Company was bankrupt. The
president had persuaded investors to invest in nonexistent high
return escrow accounts. The checks were mailed directly to him, and
his "mail rule" policy allowed only the president to open mail
addressed to him. Any mail received in-his absence was to be
accumulated and left unopened until his return. This is a departure
from traditional business mail proceedings and a violation of good
internal control procedures. The auditors should have reacted to
this unusual policy and attempted to determine what the president did
not want revealed.

The Hochfelder case directly addressed the distinction between
intentional fraud and inexcusable negligence. In other words, was
there "intent" on the part of the auditor to defraud? The judge in
this case concluded that an error in judgment was not comparable to
negligence. Although the auditor may be negligent in a judgment

decision, he should not be held 1iable for hidden management fraud.
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Management has the ability to withhold information from the auditor
whenever desired. It would be inequitable to hold auditors
responsible for such management fraud. Second, due to collusion,
management fraud is frequently difficult for the auditor to detect.
In summary, the court held that the auditor's function is not to seek
out fraud since an audit with this objective would be impossible to
conduct due to time and cost constraints.

The evolution of the audit function has resulted in not only
increased problems of the audit, such as fraud detection, but the
extent to which the auditor may be.held responsible for his audit
opinion. Auditors' 1iability has expanded to include third parties.
These parties include creditors, investors, or potential investors
who may rely on the work of the auditor. They are unidentified users
of the financial statements as opposed to the primary beneficiaries
of an audit, identified by name to the auditor prior to the audit.

The "Ultrameres" (Ultrameres v. Touche & Co., 255 N.Y., 1970,
1931) case addressed the possibility of auditors' liability to third
parties. The auditors in this case did not verify fictitious
balances in various ledger accounts. Later, the client was found to
be near bankruptcy. Thirty-two copies of the financial statements
were prepared for the client, implying his intent to seek credit.

The plaintiff creditor made loans to the client; the client soon went
bankrupt and the creditor charged the CPAs with negligent
misrepresentations and fraudulent misrepresentations. The auditors
were found guilty of gross negligence in the performance of the

audit. The court held that the auditors, aware of the requested
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number of copies of their report, should have taken time and
attempted to verify the fictitious balances.

In summary, members of the auditing profession are currently

functioning without the gu”7ance of a complete set of standards which
they may dutifully follow that will shield them from legal
1iability. Instead they aré functioning on a case by case basis.
Each engagement requires separate judgments in order to determine the
extent of work necessary by the auditor to be satisifed that a "fair"
set of financial statements have been prepared by management. Any
engagement accepted represents an element of risk to the auditor.
Consequently, when the auditor evaluates current and potential audit
engagements, he must be satisfied with the relationship. The
engagement must represent an expected net favorable change from
present conditions, after consideration of these potential risks.
The decision may be purely financial with the auditof weighing the
expected fees with the risks involved. Alternatively, the auditor
may wish to expand his business in general or gain expertise in one
area. In such cases the incentive is not only monetary.

If the auditor does not perceive a net favorable change as a
result of accepting an engagement he should not accept it. The
actual thought process auditors utilize in deciding to withdraw from
an engagement or to retain the engagement is not known at this time.
Probably, a combination of factors influence an auditor's decision to
accept or reject a new engagement. A few studies have attempted to
compile the relevant factors as a narrative survey of why auditors

accept new engagements. None have adequately guantified them.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



Therefore, auditors have no formal mechanism to aid in the decision
to accept or reject a client, they must simply depend on their own
judgement. Similarly, after a period of time they may decide that
some engagements previously accepted were mistakes and contemplate
terminating these relationships.

In the event the auditor initially accepts a client, he may
later find he does not wish to continue the relationship. The
auditor must then determine whether to disengage himself from the
client or to retain the client. Studies in the area of withdrawal
are few in number. They also tend to emphasize the legalities of
withdrawal over the relevant factors involved in the decision
itself. The results of research in this area would be useful not .
only in studying the withdrawal problem but also in working backwards
toward the original decision of accepting clients. This information
could also be useful to auditors for future decisions.

The identification of the variables considered in the auditor's
withdrawal decision was chosen as a subject for this research., The
topic is thought to be a timely one as is evident by the increased
number of lawsuits filed against auditors. New information on this
subject should be of use to the members of the profession in learning

about their decision process and perhaps improving on it.
Justification for the Study

There are four main reasons why the decision to withdraw from
audit engagements or retain them is an appropriate topic for

research. The reasons are as follows:
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1. Each engagement an auditor accepts represents a possible

withdrawal decision.

2. The impact of this decision may result in legal liability

and (or) harmed reputation of the accounting firm,

3. There is a lack of guidelines for auditors to follow

concerning this important decision.

4, Research in this area has been sparse.

First, this decision is common to all audit engagements.
Although the occurrence of an actual withdrawal by the auditor may
be fairly infrequent, the decision to withdraw or not may arise at
any time. In the course of any relationship between an auditor and a
client there will be disagreements. Usually these disagreements can
be settled without the threat of withdrawal. In extreme cases, or in
case of recurring differences, withdrawal is an alternative for
solution to the problem.

Second, the withdrawal decision is important to the auditor due
to the potential risk of legal liability and/or possible marred
reputation of the accounting firm resulting from such a decision. As
mentioned previously, the risk of legal liability is very much
present given the current economy. A]sb, due to the function of the
auditor of attesting to management's financial statements, it is
imperative that he congider each decision which may impact on his
reputation.

The third reason this study may be justified is the current lack
of formal guidelines that auditors may use in making the withdrawal

decision. Therefore, the auditor still is left to make subjective
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decisions. These decisions are made on a case by case approach.

Fourth, there has been little research in fhis arca, The few
studies dealing with the topic have primarily addressed the legal
implications. These studies present various engagements which an
auditor may encounter which may give rise to withdrawal. The
liabilities of withdrawing from such engagements are then outlined.
Generally Accepted Auditing Standards relay examples of such
situations which logically or legally require the auditor to withdraw
from the engagement. These guidelines outlined in the standards are
very general.

No research has dealt with why the auditor would withdraw from
an engagement as opposed to why he should withdraw. No previous
attempt has been made to model his thought process and determine
which characteristics of the client indicate that a withdrawal is
necessary by the auditor. This information cannot be derived from

standards within the profession.
Research Questions

The research questions surrounding the auditor's decision of
whether or not he would withdraw from an engagement include the
following:

1. Determining which variables are utilized by auditors in the

process of determining whether to withdraw or not.

2. Analyzing how individual auditors utilize these variables.

3. Determining how these variables were utilized by auditors as

a group.
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4, Analyzing whether firm differences exist in the usage of the

variables,

5. Determining if differences exist in the usage of the

variables in relation to firm size differences.

6. Determining if auditors are consistent internally in their

usage of the variables.

The increase in the scope of auditors' legal 1iability and the
resultant increase in the frequency of lawsuits implies a need for
research to answer these questions. As mentioned previously, few
studies have dealt with the process of agreeing to engagements and
even fewer studies have addressed the process of deciding to withdraw
from an audit engagement.

Studies that have addressed the withdrawal issue have examined
the probtem purely from a legal viewpoint. The thrust of these
studies has been the legal implications to the auditor resulting from
a potential withdrawal. This study assumes the possibility of legal
liability is closer at hand to the auditor contemplating withdrawal
than those contemplating a new client. Therefore, the growth in the
number of cases and extent of legal liability to the auditor should
more severely impact on this decision of withdrawal than on the
decision of accepting or not accepting a client.

This study addresses the process utilized by auditors in the
withdrawal versus nonwithdrawal decision; This area is left open for
the development of a structured model to be used by the auditor in
making this decision. Such a model could prove a valuable aid in

future decisions encountered by the auditors.
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Some firms do have written guidelines dealing with the
withdrawal decision, but these are usually an extension of the
Generally Accepted Auditing Standards. Like the standards, they are
general and still require a good deal of judgement on the part of the
auditor. The auditors presently have no vehicle available to change
this process. No joint sharing and learning is being demonstrated
within or across accounting firms. This knowledge would be to the
advantage of 511 firms.

The study will 1) identify the relevant criteria (variables)
considered by a sample of auditors in making this decision and 2)
analyze the usage of the variables by the sample. The identification
and weight assignment of the relevant variables is the important
first step into the research of the complex problem of deciding to
withdraw or not withdraw from an audit engagement.

In summary, the research questions this study will address may
be stated as follows:

1. What are the potential variables utilized by auditors in the

decision of withdrawing or not withdrawing from engagements?
a. How can these variables be condensed to a manageable set?
2., How do auditors utilize these variables?
a. Do all auditors utilize the same variables?
b. Do auditors from different sized firms utilize the same
variables similarly?
These questions will by analyzed in detail in the chapters that

follow.
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Definition of Terms

The following terms will be used frequently throughout the
study.
1. Audit: Process by which the fairness of financial
statements are determined by the accountant.

2. Attest Function: The affirmation of the fairness of

financial statements by the accountant.

3. Audit Withdrawal: The process by which the auditor

disengages himself from the client and terminates
the client/auditor relationship.

4, "Big 8" Accounting Firms: Eight dinternational accounting

firms who have distinguished themselves from all
other 1large firms in terms of a combination of
professional achievements and profitability. They
are no longer the largest in terms of their numbers
of partners and employees or the most profitable of
all accounting firms. They have, -however,
maintained a separate and distinct professional
image not common to the other large firms.

5. Other International/National Accounting Firms: Large

national and dinternational firms not including the
“Big 8" firms,

6. Local/Regional Accounting Firms: Accounting firms neither

international nor national.
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CHAPTER II
REVIEW OF THE LITERATURE

Withdrawal from Audit Engagements

Very 1ittle research has been done in the area of the auditor's
decision process in contemplating withdrawal from engagements. The
few studies which have dealt with the auditor withdrawal problem have
generally studied only its professional and legal implications. The
implications addressed have originated in the auditing standards
published by the American Institute of Certified Public Accountants.
Consequently, these studies have bypassed some of the situations
resulting in withdrawal. Inasmuch as the research in this area has
previously addressed legal aspects, not much information is available
concerning the specific situations which lead to withdrawals from
audit engagements.

Two studies have dealt directly with the withdrawal decision.
The first study, by Andrews and Pany (1979), addressed specific
problem areas included in the profession's standards and illustrated
the instances where an auditor shouid withdraw. The second study, by
Collins and Porter (1979), examined general relationships between the
auditor and client, and outlined the legal implications involved.

Andrews and Pany (1979) conducted a survey on the literature
available on the withdrawal problem from Generally Accepted Auditing
Standards. Seven problem areas which an auditor is likely to
encounter were identified. The areas were indicated in the auditing

standards and involved the following:

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



1. Disagreements over Generally Accepted Accounting Principles.
2. Refusal of client to disclose unasserted claims.,

3. Illegal acts.

4, Errors or irregularities.

5. Inconsistency of financial statements with other informa-
tion.

6. Lack of auditor competence.

7. Past due audit fees.

In each area, the possibility of withdrawal was discussed and
the professional and legal implications involved in the potential
withdrawal were outlined. A practical analysis of the legalities of
withdrawing in each case was then summarized. For instance, past due
audit fees in some cases make mandatory a withdrawal from the
engagement; therefore, the auditor cannot be held liable. The
practicality of seeking legal counsel was advised in all cases.

There are two major Timitations of this study. First, the survey
included only a few circumstances encountered by auditors directly
addressed by the existing professional standards and did not
encompass all problems which the auditor may face. Second, there was
no study of how auditors may actually weigh the importance of the
several areas.

Collins and Porter (1979) studied the general legalities of
engagement withdrawal. They addressed the general problems inherent
in any withdrawal on the part of the auditor. They summarized three
major legal problem areas encountered by auditors in contemplating

withdrawal.
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The first problem summarized by Collins and Porter outlines the
legalities involved when an auditor wishes to terminate an engagement
but the client wishes to maintain the relationship. In this case,
for whatever the reason, the auditor no longer wishes to continue the
engagement. The client, however, wishes that the auditor remain and
complete the engagement as is stated in the engagement letter. The
second problem comes about when the auditor actually withdraws. Does
the auditor havé the right to bill and collect from the client fees
earned for completed services to date? Third, who gets custody of
the work papers prepared by the auditor throughout the engagement?

The first problem deals with disagreement between the auditor
and client over the withdrawal decision. This problem addresses
contractual liability. When a withdrawal seems appropriate, the
auditor must take into consideration several factors: 1) Which
party initiated the withdrawal process? 2) Do both parties agree to
the withdrawal? 3) If hoth parties have not agreed, has either party
violated the contractual agreement? 4) Is the withdrawal mandated by
ethical considerations or is it required by professional
pronouncement? If the answer is yes to any of these questions, the
auditor should feel confident in his decision to withdraw and
optimistic as to any negative legal repercussions.

In the event rescission is possible (i.e., both parties agree on
the withdrawal), then they simply agree to end the relationship.

This is the most peaceful manner in which to withdraw from an
engagement. In many cases this situation arises. Both parties would

be much happier not to deal with the other. Whether the problem he
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personality or a more deeply rooted conflict, eéch party has agreed
to terminate the relationship. Therefore, in effect, they have a new
oral contract overriding the old written contract.

At the onset of any engagement the auditor gGes.ierally draws up an
engagement letter describing the work he is about to perform.
Typically an engagement letter does not spell out clearly what is
expected to be done by the auditor and the exact depth in which he
will perform fhe task. The reason these items are not mentioned at
the time of the engagement acceptance is because the exact
information is unknown at that time. Most often the agreement
identifies the ends to be reached; however, the means to achieve
these ends are unclear. That is, the exact amount of work necessary
to complete the audit is unknown at the initial engagement date.
Also, often the fee is not stated other than as an estimate of the
work to be done. The fee is a function. of the work to be performed.
If the auditor finds the financial records or controls inadequate, he
needs to rectify the situation with more work of his own.
Consequently, the audit fee grows in proportion to the increased need
for auditor services.

Although the engagement letter has many deficiencies, it is the
written contract that serves as the reference point when future
disagreements arise. The client may claim one interpretation of the
audit engagement letter and the auditor may claim another
interpretation. A solution to this problem is the inclusion of a
separate paragraph in the engagement letter identifying the

circumstances under which withdrawal may be expected to take place.
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For instance, the auditor may add a paragraph to the engagement
letter noting that he shall withdraw from such engagement snould he
determine that he no longer has the expertise to handle such an
engagement, Additionally, the biiling policy, should such
c¢ircumstances arise, should be spelled out clearly. For instance,
the letter may indicate that if certain disagreements transpire
between the client and auditor, then the auditor is to be paid for
any work to date. Unfortunately, these paragraphs usually are not
utilized, whether for business reasons or otherwise.

The second major issue addressed by Collins and Porter is that
of the fees involved for the work already performed. That is, does
the auditor have the right to collect the fees earned to date even if
he is not going to complete the engagement? The answers to these
questions are often dependent on 1) why the withdrawal took place,
and 2) who initiated the withdrawal. If professional pronouncements
have been followed or ethical considerations have forced withdrawal,
then the auditor is entitle& to collect for services performed.
Also, any unrealized gain potentially realized by continuance of the
engagement could be claimed. The criteria for this is simply that
the auditor be able to show that the client was at fault and the
damages cannot be avoided.

When an auditor wishes to withdraw through no fault of the
client the situation becomes more compiex. This may be the case
where the auditor no longer feels he has the expertise to handle the
engagement. The client can counter the damages claimed by the

auditor for past fees with damages caused by the auditor's
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withdrawal., The client must now find another auditor. Auditor
changes are expensive to the client. The auditor is strongly
urged by Collins and Porter fo obtain .agal couﬁsel in this instance.

The third issue addressed by Collins and Porter concerns the
custody of the audit working papers. In general, the working papers
are the property of the auditor and do not belong to the client
(Hermanson, et al., 1976). Any workpapers placed in the custody of
the auditor by the cliient, however, are property of the client and
must be returned to the client. Additionally, any records of the
client utilized during the audit by the auditor must also be returned
to the client once their usefulness is no longer required. A
flowchart of the legal considerations addressed in this study can be
found in Figure 1.

In summary, a withdrawal agreed on by both parties is the least

harmful situation for both parties. In this case the auditor simply
withdraws and the client retains another auditor. Additionally, if
the client has violated a condition c¢f the engagement letter, the
auditor is justified in withdrawing. On the other hand, if the
withdrawal is required, ethically mandated, or desifed by the
auditor, then the auditor still has possible defenses against
possible legal liability. These defenses include the following:
1) authoritative sources of Generally Accepted Auditing Standards, 2)
ethical mandate to avoid contravention of public pelicy and 3) client
violated condition of cooperation respectively. In any of the cases
illustrated it appears prudent on the part of the auditor to seek

legal counsel,
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Figure 1

Auditor Considerations Pertaining to Legal Counsel

Yes
Is withdrawal by
rescission possible? I
CPA withdraws
as agreed.

No

Has the client Yes
violated an express
condition of the
engagement letter?

Probable defense
(justification):
violation of ex-
No press condition

of contract.

Stipulated by GAAS Volition of CPA
Yes Is withdrawal Yes
required, ethically
mandated or at volition

of CPA?
Possible defense Possibie defense
(justification): Yes (justification):
withdrawal client violated
requiredby Ethically condition of co-
authoritative mandated operation.,
sources of GAAS. withdrawal

Possible defense (justification):
ethical mandate to avoid contra-
vention of public policy.

(Collins & Porter, 1979, p. 69)
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Legal Liability

The decision to withdraw from an engagement may be related to
legal liability in two general ways. First, the auditor may become
involved in legal liability because he has chosen to withdraw from an
engagement.

In this case the client may bring suit against him because of
the reasons he withdrew. Second, the auditor may face legal
repercussioné because he did not withdraw from an engagement. Cases
of a continued auditor-client relationship ending in a lawsuit are
generally common in cases of insolvency of the client or a client's
lack of integrity. The following paragraphs address these types of
situations in detail.

Legal 1iability as a result of functioning in a professional
capacity currently is a hazard in most professions and auditing is no
exception. As previously mentioned, a decline in the economy is
generally accompanied by a rise in bankruptcies. When bankruptcies
occur, creditors wish to reduce the amount of their Toss. The
auditor is often the only solvent survivor. Therefore, when auditors
agree to any engagement they are risking potential legal 1iability.
The rising costs of professional insurance premiums is evidence of
this fact.

Several studies have dealt with the accountant's legal 1iability
and the study of risk evaluation in the audit function of public
accounting firms. Although not directly related to this study, these

studies indicate clearly the increased problems faced by accountants.
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There exists a need for more research as to why auditors' liability
is expanding and why the number of cases filed against them is
increasing.

Studies on legal liability in public accounting practice such as
those by Berrymore (1958), Randall (1972), Clark (1973) and Davies
(1975) illustrate both the growth in the number of suits which have
taken place recently and the severity of the claims and punishment
incurred in the suits. Unfortunately, no stﬁdy has gone beyond
reporting the results of these suits. Typically, these studies
address only one area of accountants' legal 1iability and describe a
few cases dealing directly with that particular problem. Therefore,
the studies tend to be disjointed and any conclusions drawn are
narrow,

A general study of auditor legal liability by Bakay (1969)
concluded that the auditor currently exhibits two main deficiencies.
The first deficiency includes the extent of care utilized in both the
investigative and reporting phases of the audit. Secondly, she
concluded that there was a lack of professional alertness on the part
of the auditor in completing the two phases of the audit. These
conclusions were reached after reviewing and summarizing the claims
filed by auditors with two major insurance companies. From the
information contained in the claims, Bakay concluded that if the
auditor took greater care and exhibited more professional alertness
in both the investigative and reporting phases of the audit, then he
would be less susceptible to liability from suits. Bakay did not

justify the problem as being inherent to the profession due to the
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increased auditor responsibility and subsequent increased risk from
legal liability.

A dissertation by Label (1971) supported the belief that accoun-
tants' legal liability has expanded over the past thirty years. He
attributed this expansion of legal liability to three major problems
encountered by the auditing profession. These problems include 1)
increased use of financial statements, 2) failure of auditors to
educate the public as to their roles, and 3) lack of responsiveness
to changes in the environment.

The first problem is the increased use of financial statements
in the business world. This increased use results in additional
problems. Problems encountered are due to 1) the diversification of
the users, and 2) the need for the generation of an adequate package
of financial statements to please the majority of their needs.

Second, the profession has failed to educate the public as to
the role of the auditor and the actual implications of his attest
function. The uneducated reader of the financial statements may
erroneously believe that certification of statements by an auditor
implies absolute truth and accuracy. The attestation function and
ultimate certification of financial statements are meant to convey
only a message of "fairness" of presentation of the statements based
on the findings of the auditor.

Finally, Label (1971) faulted the auditing profession for a lack
of responsiveness to change in the environment. He felt that the

auditors have not adequately assessed the current demands for types
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of financial information and extended financial information and tried
to meet these demands.

Booker (1971) sought to develop a relative risk function to
identify cthe major variables influencing the risk of an audit
engageinent. An evaluation was made at the Tocal Tevel and home
office levels to find the extent the risk evaluation process has been
rationalized by the auditing profession. Through open-ended
interviews, Booker defined relative risk as basically the probability
that an audit engagement will eventually do some damage to the
reputation of the accounting firm. Each subject was asked to comment
on the relative risk function. The study concluded that relative
risk of an audit engagement can approximately be determined by the
reputation and stability of client's management, the client's system
of internal control, the type of financing used by the client, the
nature of the client's business, the client's rate of growth, the
independence of the auditors and the longevity of the engagement.

The findings of the study indicated a process of risk evaluation
conducted by the auditor prior to each audit engagement. In this
evaluation the auditor would determine the amount of risk the
engagement represents. He would then determine if the risk outweighs
the advantages of keeping the client.

Although there is a good deal of risk associated with each audit
acceptance, the risk is not Timitless. A few cases have bounded the
legal responsibilities of the auditor. For example, although the
Ultramares v. Touche & Co. (255 N.Y., 170, 1931) case stated that

public accountants are liahle for deceit to third parties, it also
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held that accountants cannot be held 1iable to unidentified third
parties for negligence. In this case the presiding Judge Cardoza
responded to the needs of the accounting profession. He summarized
the implication of allowing 1iability of the auditor for negligence
to third parties as follows: "If liability for negligence exists, a
thoughtless slip or blunder, the failure to detect a theft or forgery
beneath the cover of deceptive entries, may expose accountants to a
liability ih an indeterminate amount for an indeterminate time to an
indeterminate class."

Another casé study by Causey (1979) suggested that the auditor
shouid always assume he may be held liable to third parties. His
caution is evidenced by citing cases where third parties have been
clever enough to sue the client for misrepresentation and at the same
time the client files a third-party complaint against the accountant
for negligence. The end result is liability to third parties by the
auditor.

Auditors' 1iabiiity has expanded in two directions. The first
expansion has been the number of parties to whom auditors may be held
1iable. The second expansion is the extent to which they may be held
liable. Another problem area now common in the auditing profession
is the possibility of management fraud and extent of the auditor's
responsibility in detecting such fraud.

The profession has taken the initiative to deal with the ever-
increasing responsibility in our current economy of detecting fraud.
Touche Ross & Co. developed new SEC-approved "Touch Ross Manual for

Spotting Fraud" (1980) which now applies to all audits:
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1.

2.

3.

I

"N
(o))

Scrutinize "all material transactions", especially those
which affect income of a corporation or division by five
percent or mere,

Be skeptical of major transactions bunched at the end of the
quarter or year (euphemistically called "the Mew Year's Eve
parties"), and watch for backdated documents,

Scrutinize numerous transactions with the same firms for
possible non-arm's-length transactions,

Review any internal corporate conflict of interest reports,

Check the reasonableness of figures and ratios for the most
recent five years,

Require the board of directors to approve each transaction
in which management has a vested interest,

Beware of the following factors which may indicate incentive
for management fraud:

1. Inadequate working capital.
2. Management pressure for earnings to support stock price.

3. Earnings which result from few transactions, customers,
or products.

4, Decline in the industry.

5. Lawsuits (especially by stockbrokers).

6. Mergers and acquisitions.

7. Collection problems.

8. Highly diversified operations,

9. One person (or few-person) management.

10. Different auditors for different divisions.
11. Inadequacy of controls or internal audit.

12. Turnover of legal counsel and key financial positions.

The profession must also be realistic about the near impos-

sibility of detecting fraud if large amounts of collusion exist.
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In such cases, all parties involved in the collusion would be
misrepresenting facts to the auditor. The consistency of their
stories could be convincing. The auditing prcfession is moving
toward educating the public as to their role in detecting fraud., At
this time, however, different perceptions are held concerning this
role of the auditor.

The American Institute of Certified Public Accountants (AICPA),
the Securities Exchange Commission and the courts hold differing
views concerning the function of the auditor in terms of detected
fraud. The AICPA contends that the auditor primarily is retained to
conduct audits. He is not hired to seek out fraud. In conducting an
audit in accordance with generally accepted standards he may or may
not uncover fraudulent acts.,

If the audit results in the discovery of fraud, the auditor's
duty, as viewed by the AICPA, 1) does not require the auditor to
divulge the fraudulent acts, and 2) does not require disclosure of
the fraud to investors if it is not required under the profession's
standards. In summary, the AICPA suggests that adherence to the
professional standards is sufficient to ensure a quality audit. It
is not the function of the auditor to be seeking out fraud on a daily
basis. If through the course of the audit evidence arises as to the
possible existence of fraud, then sufficient care should be taken.
Additionally, the burden of proof should be equivalent to that of the

medical profession in malpra~tice cases.
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In contrast to the AICPA view of the function of the auditor is
the position held by the SEC. Causey (1979, p. 8) summarizes the SEC
view of the function of the auditor as follows:

The SEC positions on the standard of communication and

conclusiveness of expert testimony are as follows:

1. The auditor has an obligation that goes beyond
specific GAAP and GAAS or professional custom to
effectively communicate material information.

2. If GAAP or GAAS are found lacking, the SEC will
not hesitate to invoke its authority to establish
meaningful standards of performance regardless of
expert testimony as to professional standards.

This position taken by the SEC is contrary to that of the
AICPA. The SEC feels that the auditor must divulge any discovery of
fraudulent acts not only to the SEC but to the public., In addition,
this disclosure to the public should adequately and effectively
communicate the acts such that a lay investor could understand the
ramifications.

The SEC wants the auditing profession to adhere to the standards
of the profession as tools for conducting audits. These standards,
however, are nothing more than tools and cannot and should not be
mistaken for rate procedures and processes. Such procedures and
processes may singularly comply with the profession's standards yet
collectively fall short of a quaiity audit due to the nature of the
client. Therefore, auditors must Took beyond the standards for
guidance in the completion of some audits.

The courts' opinion differs from that of the SEC and AICPA.

Their interpretation of the role of the auditor is twofold. First,
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when Generally Accepted Auditing Standards exists for a particular
probtem, the professional duty of the auditor revolves around the
adherence to that standard. This adherence to a particular standard
is conclusive providing the audit results in financial statements
that are fairly and meaningfully stated. On the other hand, if the
standard is not adhered to, the auditor's 1liability becomes a
function of damage caused to the financial statements by not adhering
to this standard. In such cases, if the auditor has been found to
act in a manner which is wiliful, fraudulent, or wanton and reckless,
exemplary (punitive) damages are awarded. Misleading financial
statements usually imply the misuse of the profession's standards or
principtes. However, if the standards are adhered to and misleading
results are material, the courts will generally find guilt regardless

of adherence to standards.

Brunswik's Lens Model

This study deals with a decision process. Specifically, this
study deals with the decision of whether or not to withdraw from
audit engagements. The Brunswik Tlens model approach to human
information processing 1is utilized in this study. The following
studies illustrate the use of the lens models in similar types of
studies attempting to assess the impact of several variables on a
decision process. Although now familiar in the accounting
literature, the lens model has innumerable unexplored uses.

In classifying information processing variables, it is necessary

te find characteristics of the set (i.e., input) which affect the way
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decision makers use information. Also sought are pieces of
information such as scaling characteristics of the individual cues,
statistical properties of the information set, information content or
relationship of the cue (set) to a criterion, and the method of pre-
sentation and context. For example, auditors make overall internal
control evaluations from cue usage and the form of the decision

rule. The input component is the information set which is evaluated
or processed by a decision maker. This produces the output in the
form of a judgment, prediction, or decision.

An i]iustration of the simp]e lens model is presented on the
following page in Figure 2. The boxes in the center of the diagram
represent the cues utilized by the decision maker. The judgment is
represented on the right side of the figure. This judgment is a
function of the cues relevant to the decision., The actual outcome is
shown on the left side of the diagram. The decision maker attempts
to utilize the cues to predict the event that occurs in the
environments The right side of the model represents the thought
process of the decision maker.

Some studies utilize the lens model to draw comparisons hetween
the judgment and the actual event. These studies then analyze the
predictability of the decision makers with actual outcomes. Another
type of study utilizes only the right side of the diagram. In these
cases the results of actual events are not available. Therefore, no
conclusions of predictive ability can be found between the judgments
and the actual outcomes.

Libby and Lewis (1977) encourage behavioral researchers in
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Figure 2

The Simple Lens Model
CUES

ENVIRONMENT DECISION MAKER
| C1
C2
C3
EVENT JUDGMENT
Cq .///

(Libby, 1981, p. 51)
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accounting to draw from the specific practical problems to the under-
lying issue. They also suggest a utilization of other disciplines
for relevant theory, methodology and analogous situations. The lens
model's origin is in the psychological literature., Libby and Lewis
(1977) reviewed the lens model approach to analyze judgmental
situations where humans make decisions or predictions based on a set
of pieces of information from the environment. The pieces of
information are probabilistically related to a relevant envirornmental
event or criterion. A review of several studies on expert judgment
which utilized the lens model follows.

Ashton (1974) studied the perceived strength of internal control
over payroll. His sample consisted of sixty-three practicing
auditors from four firms varying in size. Each subject was asked to
judge the strength of a payroll internal control subsystem‘on a six
point scale. Thirty~-two cases represented by six dichotomous cues of
internal control were presented to each subject. Six to thirteen
weeks later the cases were administered again to test for
consistency. They were found to be very consistent over time. There
was considerable agreement or consensus among the auditors. Their
decision rule form proved highly linear and their predictability
high. Individual consistency was also very high. The utilization of
the cues indicated the two most important cues were related to
separation of duties.

Libby (1975) used the Lens model approach on the task of
determining a firm's probability of bankruptcy. His sample consisted

of forty-three commercial Toan officers. Their task was to utilize
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five ratios from sixty real cases and make a judgment of "bankrupt"
or "nonbankrupt" of the sixty cases. He found through the use of
discriminant analysis that their decision rule was highly linear and
their predictability high. He also discovered their accuracy,
consistency, and consensus was high,

Gibbs and Schroeder (1979) evaluated the competence of internal
audit departments. They noted that there previously had been a lack
of adequate description of the important criteria used by external
auditors in arriving at judgements regarding the internal audit
departments. Also, they recognized the need for a formal process to
be used in evaluating the internal audit staff. In evaluating
evidence an auditor is often faced with the problem of deciding the
appropriate degree of reliance to be placed upon the work of the
internal auditors. Statement of Auditing Standard No. 9 described
competence as one of the factors to be evaluated in making this
decision. The authors first attempted to compile a Tist of all of
the relevant variables, they then attempted to reduce the list of
relevant variables by using a group of experts and the Delphi
technique. After several rounds, they were able to reduce the
relevant variables to a manageable set of five variables. They then
used this set of variables to create hypothetical scenarios about
internal audit departments. A new sample of auditors was then asked
to determine the degree of competence to place on these hypothetical
cases. A four point scale was used to determine the competence level
and a Lens Model approach was used to analyze the responses.

Gibbs and Schroeder concluded that knowledge of the company's
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operations, processes, and procedures, and the quality of supervision
were the most important factors affecting an external auditor's judg-
ment of internal audit competence. In addition, they concluded that
a structured model could be developed which will systematize the
internal audit evaluation process.

Joyce (1980) found several criticisms with the Gibbs and
Schroeder methodology. Firstly, he found it unnecessary to use as
large a sample as they had used. Joyce defended the use of a smaller
sample because the questions required time on the part of the
auditors. He felt their professional time was being poorly utilized.

Secondly, Joyce objected to the subjective reduction of the
variables gathered. Gibbs and Schroeder reduced their set of
variables to a manageable set of five. This reduction allowed them
to examine in more detail the chosen variables. Joyce felt that
important information was Tost due to this reduction. He suggested
including more variables in the study but getting fewer responses to
the new set of variables.

Hofstedt and Hughes (1977) studied the probability of loss
affecting the disclosure decision from three materiality factors.
Their subjects included nineteen M.B.A. students acting as auditors.
They found the subject's decision rule form to be highly linear.

High predictability was also displayed by the subjects and the cue
found to be the most important was relative income effect. Finally,
1ike most studies dealing with the lens model approach, they found

little conser.sus among thie subjects. The extent of external validity
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was also very limited due to their use of surrogates and the problem
of the task being situation specific.

Schultz and Gustavson (1978) studied actuaries' perceptions of
variables affecting the independent auditor's legal liability. It
was recognized that professional liability insurance is a must for
accountants, therefore a riskiness measurement is necessary.

However, relevant historical data were impractical and impossible to
obtain. Therefore, as an alternative, this investigation asked
experts knowledgeable in cases involving malpractice suits against
auditors for their judgments to determine relevant variables in
assessing the degree of risk of an audit engagement.

Schultz and Gustavson gquestioned five out of the six issuers in
the United States who actually set premiums for accountants'
professional liability insurance. Each actuary was requested to make
a judgment on thirty-six cases utilizing a 25 factorial design and
four repetitive cases.

The data revealed inconsistency as a group concerning the
direction of risk for each variable, effects of individual variables,
and decisions themselves. Each issuer, however, did display personal
consistency in the treatment of the variables. There was, however,
complete agreement on the importance of one item - the financial
position of the clients.

Libby (1979) examined the perception of thirty "Big 8" audit
partners and twenty-eight "money center” commercial lenders of the
information contained in audit reports. The presence of differing

perceptions of the audit report suggested, perhaps, a revision of the
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reporting framework. Similar messages were conveyed in ten different
audit reports (unqualified and qualified by different types of
uncertainty and scope qualifications and disclaimers).

Differences between the qualified and disclaimer opinions were
found to be double the differences between unqualified and qualified
reports. The source of the scope limitation (whether it be ciient
imposed or circumstance imposed) was found to bhe important. Sources
of uncertainty appeared virtually irrelevant,

Casey (1980) like Libby studied the ratios considered important
in determining whether or not a firm will go bankrupt. He, too,
utilized the lens model approach to Human Information Processing.
Specifically, he used six ratios as indicators to a firm's financial
position. These ratios were generally accepted as indicators of a
firm's potential of bankruptcy. Casey then used a sampie of
forty-six loan officers to make a judgment on thirty real cases
utilizing these ratios and classifying them into “fail" or "not-fail"
categories. He utilized discriminant analysis and concluded the
following. First, he found the decision rule form of each loan
officer was highly linear. Secondly, he found that the consensus
among the loan officers was high. Finally, and most importantly, he
found accuracy of the loan officers to be only a little above
average. This suggests that the ratios in fact may not be as good at
predicting bankruptcy as had previously been suggested (Libby, 1975).

Zimmer (1980) utilized a methodology similar to Casey and Libby
in a Lens model study of the same problem of predicting

bankruptcies. The difference between the Zimmer and Casey studies
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was that Zimmer chose only five ratios whereas Casey had chosen six.
Libhy had also used only five ratios. A three year period was
examined by both Zimmer and Casey. Zimmer's sampie consisted of
forty loan officers and part-time accounting students. They were
asked to classify forty-two real cases utilizing the five ratios.
Again a selection was to be made to determine whether the case was to
be classified as "failed" or "non-failed". His accuracy was
comparable to Libby (1975) and greater than Casey. The
predictability displayed by the sample was only slightly greater than
was Libby's sample. The group consensus found by Zimmer was higher
than Casey and lower than Libby. The results implied that the USage
of five variables by loan officers may be more effective than six.

In summary, an analysis of the literature in the area of the
auditors’ withdrawal decision has indicated two major conclusions.
First, due to the increased risk of legal liability the decision is a
timely one as is indicated by the literature. Second, no study has
attempted to model this judgment decision. The few studies.
addressing the problem dealt only with incidences cited in the
Generally Accepted Accounting Standards.

The studies in the accounting literature utilizing the lens
model approach illustrate its usefulness as a methodology in the
research of humans making judgments or predictions. The following
chapter explains in detail the manner in which the lens model will be
utilized and provides a description of the appropriate analytic

techniques used in this study. The positive aspects and limitations
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of the previously mentioned studies have impacted on the exact

methodology chosen as well as the statistics employed.
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CHAPTER III
METHODOLOGY

This study is divided into two stages. Part one, entitled the

Variable Gathering Stage, involved identifying the relevant set of

variables considered by auditors in the decision to withdraw from an
audit engagement. In this stage, semi-structured interviews of a
sample of audit partners were used (as described below).

In stage two, entitled the Variabhle Utilization Stage, a

questionnaire was developed to determine how the set of variables
identified 1in stage one were used by auditors in making the
withdrawal decision. The questionnaire transposed the variables. into
characteristics describing hypothetical client situations (or
scenarios) that the auditor may encounter. Each of the scenarios
then required the repondent to make a withdrawal decision.
Respondents to this questionnaire were a second sample of audit
partners.

An illustration of these two stages is found on the following
page in Figure 3. A detailed summary of the methodology, Figure 4,

follows the flowchart.
Variable GSathering Stage

The first step in this research involved the gathering of the

relevant variables considered in this decision to withdraw from

engagements. This was termed the Variable Gathering Stage. An

initial search of the literature revealed that the only 1list of
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Figure 3

Two Stages of Methodology

VARTABLE GENERATE
GATHERING VARIABLES
STAGE
1
'
1
)
[}
REDUCE
VARIABLES
VARIABLE GENERATE
UTILIZATION {_{ QUESTIONNAIRE
STAGE
ANALYZE
QUESTIONNAIRE
RESPONSES

Interview

Factor analysis
and/or
Delphi technique
and/or
Obvious stratification
or
No reduction necessary

Manipulate manageable
set of variables at
two levels to depict
hypothetical client
scenarios

Test for cue usage, con-
sensus and consistency
among auditors
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Figure 4

Summary of Methodology

INTERVIEW
AUDIT
PARTNERS
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RELEVANT
VARIABLES
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CLIENT ENGAGEMENTS

ADMINISTER
QUEST IONNAIRE
TO AUDIT
PARTNERS

LENS
MODEL
ANALYSIS

HOW IMPORTANT
ARE EACH OF THE
VARIABLES
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potential variables were cited in reference to possible legal
liability situations. These studies dealt mainly with the Tegal
implications of withdrawing under various situations. Consequently,
no reliable 1ist was available to determine when withdrawal from an
audit engagement was in the best interests of a CPA firm. However,
subsequent inquiries reveal that firm guidelines do exist even though
they may differ across firms and are nonexistent in some cases.

Inasmuch as the review of the literature revealed no complete
1ist of the important variables, another means for compiling such a
1ist was necessary. Therefore, a more direct approach was decided
upon. A sample of individuals knowledgable in the area of engagement
withdrawal decision was attempted. The research methodology utilized
in this portion of the study was a semi-structured open-ended
interview which simply addressed the question of why auditors
withdraw from engagements.
The Sample

The sample of individuals interviewed was chosen on the basis of
their familiarity with the withdrawal decision. Audit partners from
various accounting firms were approached and asked to participate in
the interviews. These individuals were desired due to their
expertise in the field and their working knowledge of the problem.
That is, it is at the partner level of accounting firms that the
decision of whether or not to withdraw from engagements'are made.
Therefore, this was the appropriate level of individuals to address.

The desired characteristics of the sample were easily
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identifiable. As mentioned previously, each member of the sample
group was to be an audit partner. However, a list of the population
from which to draw the sample did not exist. Consequently, the
possibility of drawing & simple random sample from a population did
not exist, and a different approach was necessary.

Ideally, any researcher would prefer a 1ist of the elements of
the population from which to draw a random sample. Unfortunately, as
in any case such as this, it is not feasible in terms of the loss of
time and money in determining such a population. In such situations,
it is instead more practical to simply gather a convenience sample
(Cochran, 1957). This method identifies a sample of individuals,
auditors in this case, with the required characteristics and makes
no attempt to generalize their results to the unknown population.

Statistical problems evolve due to the use of a convenience
sample. One cannot conclude in a convenience sample that the members
sampled are fully representative of the population. The statistics
derived from this sample may overestimate or underestimate the
population parameters. In other words, the characteristics of the
convenience sample may differ from the population characteristics.
The advantage of the random sample is that biases tend to counteract
each other. The resultant statistic of the sample is then close to
the parameter of interest in the population (Isaac and Michael,
1977).

This study is not the first to face the dilemma of using a
convenience sample in an accounting setting. Similar circumstances

of unknown populations were encountered in studies reported by
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Sorensen (1967), Sorensen and Sorensen (1972), Montagna (1968), and
Loeb (1971). Each of these studies were similar in that they wished
to generate information from a group of experts, and also in that a
1ist of the population of these experts was not available.
Additionally, the costs involved in generating the list of elements
of the desired population was undoubtedly considered excessive in
relation to the benefits derived from the use of a random sample.
Consequently, a convenience sample was utiiized in each of these
studies.

The sample selected in the first part of this study consisted of
eleven audit partners. These partners were all from the greater
Boston area. The Boston area was chosen for severai reasons. First,
the researcher was from the Boston area; therefore, contacts with
these individuals had been made previously and the participants were
more willing to devote the necessary time for the interviews.

Second, the Boston area houses ail of the major firms and a variety
of smaller sized firms. Third, there was no reason to believe that a
geographic bias was present and in fact several of the participants
had worked in other geographic locations.

After a potential sample of audit partners was identified,
their cooperation in the research was sought. Cooperation at the
onset of the study was very important, because poor or inadequate
participation could have impacted negatively upon the entire study.

The resultant sample consisted of eleven audit partners. A
sample of this size was deemed appropriate because of the following

reasons: 1) the Gibbs and Schroeder (1980) study previously cited
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was critiéized by Joyce (1980) for the excessive demands placed on
professionals; 2) Joyce suggested that a sample of five to ten
individuals should be sufficient to generate initial information
about a topic with which the participants are familiar; 3) no
statistical sampling formula exists which could generate a sample
size for studies of this type. That is, little information is
available about the population, and the size and variance of the
population is unknown.

A sample of ten was initially considered adequate although
during the course of the interviews an additional audit partner in
one of the firms unexpectedly voiunteered his services. The result
was a sample population of eleven for the variable gathering stage.

The Interview

As discussed above, the first part of the study was designed to
generate the relevant variables considered in the decision to
withdraw from or continue an audit engagement. The technique used to
identify these variables was an interview of each of the individuals
of the dasired sample. An open-ended semi-structured interview was
considered the proper technique to implement under these
circumstances because the nature of the topic required flexibility in
generating responses. Each auditor was familiarized with the project
at the onset of the interview and then was asked to describe each of
the circumstances in which he would withdraw from an audit
engagement. The subjects were then allowed broad responses to the
question, and the interviewer tried not to aim the direction of the

response by the subject. This flexibility reduced the possibility of
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bias introduced by the researcher during the course of the interview.

Advantages and disadvantages of the interview. The advantages

of an interview over a questionnaire as a means for gathering data
are numerous (Isaac and Michael, 1977). These advantages are
primarily due to the contact made by the researcher with the sample.
This personal contact 1) permits greater depth into the topical
area, 2) allows additional probing to obtain more complete
information on a topic, 3) allows the establishment and maintenance
of rapport with the sample which is not available when a
questionnaire is used, and 4) provides a mechanism for checking and
continually assessing the effectiveness of communication between the
respondent and the interviewer.

Nevertheless, certain disadvantages of the re=zearch interview
may also accrue (Isaac and Michael). The research interview is
costly, time consuming, inconvenient, and may introduce bias in that
it lacks structure.

Most of the costs incurred by the researcher are time losses.
The time involves not only each individual interview, but arranging
appointments and travel to and from the interview. Also the time
spent by the respondent may well exceed the time spent on completing
a questionnaire. Subjective and personal bias may be introduced in
the interview. These disadvantages were weighed against the
advantages and the benefits of the interview were still considered to
outweigh such costs.

Interview structure. Interviews may be generally partitioned

into three major types. The first type, the unstructured interview,
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is the most vulnerable to subjective bias or errors of inexperience
on the part of the researcher. In interviews of this type, the
respondent is given broad freedom of expression to be handled in his
own way and in his own time. This lack of structure is generally
used for topics which are highly personal or potentially threatening
in nature (Isaac and Michael, 1977).

The second type of interview available to the researcher is the
semi-structured interview. In interviews of this type complate
detailed information is required as in the unstructured interview.
However, it was desired to reduce the subjective bias inherent in the
unstructured interview. This type of interview still allowed for
sufficient probing for underlying factors or relationships. These
underlying factors tend to be ignored or unobtainable in a completely
structured interview. Therefore, this semi-structured interview
allowed for an adequate probing of the question under consideration
and sufficient structure to avoid.some of the potential bias.

The third and last type of interview available to the researcher
is the structured interview. The structured interview typically has
standard questions to which the respondent must choose structured
answers. The advantage of this type of interview is the relative
Tack of bias. This is due to the structuring of the interview. The
problem with the structuring is the limitation it places on complete
information. This type of interview is appropriate when the type of
information sought fits easily into a structurad format.

A summary of the advantages and disadvantages of the three types

of interviews follows on the next page in Figure 5. As noted in this
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TYPES OF INTERVIEWS

Figure 5

Advantages and Disadvantages of Interview Types

1.

2.

3.

UNSTRUCTURED

SEMI-STRUCTURED

STRUCTURED

ADVANTAGES

RESPONSE FLEXIBILITY

MO TIME CONSTRAINT ON
RESPONDENT

DETAILED RESPONSES
POSSIBLE

INTERVIEWER CAN PROBE

FOR MORE COMPLETE
ANSWERS

DETAILED RESPONSES
POSSIBLE

RESPONSE FLEXIBILITY
NO TIME CONSTRAINT ON
RESPONDENT

INTERVIEWER CAN PROBE
FOR MORE COMPLETE
ANSUWER

NO BIAS INTRODUCED

DISADVANTAGES

POSSIBLE SUBJECTIVE
BIAS INTRODUCED

LESS SUBJECTIVE BIAS
INTRODUCED

NO RESPONSE FLEXIBIL-
ITY

TIME CONSTRAINT
USUALLY TO ANSWER
QUESTIONS

DETAILED RESPONSES
IMPOSSIBLE

PROBING FOR COMPLETE
ANSWERS IMPOSSIBLE
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summary, the semi-structured interview tends to maximize advantages
and minimize the inherent bias in an interview method.

Reduction of the Variables Gathered

In order to carry out the goals of this research it was
necessary to obtain a manageable set of variabies from the first
stage of this project. However, it had been previously decided that
if the individual set of variables was tco large, two techniques
might bé used to reduce the variable set. These techniques are factor
analysis and the Delphi method.

The use of either method assumes statistics may be used to
determine the more relevant variables of the set. I[f, however, an
obvious stratification of importance was indicated or a small amount
of variables were generated, it was determined that neither of these
techniques would be necessary.

Each of the above techniques require time and energy on the part
of another sample of experts, and as Joyce (1980) pointed out, the
cooperation of professionals should not be abused or taken for
_granted. Therefore, if an obviously manageable set of variables
existed at the completion of the first stage of the research, it was
determined that no further reduction of the variables need be
attempted.

On the other hand, if an unmanageable set of variables was
initially derived, it was determined that the potential reducing
would first be attempted before more sophisticated statistical

consensus techniques would be attempted. At this time it was also

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

w



50

determined that the maximum number of variables that could be
utiiized in the next stage of the research was six. Due to the
nature of the design, the number of combinations of factors increases
exponentially, making any design with more than six variables

unmanageable.
Variable Utilization Stage

The second stage of the research, termed the Variable

Utiljzation Stage, was designed to assign relative weights tc the

variables obtained from the Variable Gathering Stage. This stage of

the research was aimed at determining which of the variables were
the most important in the decision to withdraw or continue a
particular audit engagement. Once thé variables from step one had
been identified, a questionnaire was constructed consisting of
hypothetical cases depicting client engagements. The variables
generated from stage one were transposed into characteristics of
these hypothetical clients and were indicated at one of two levels
(i.e., high or 1low). For example, the variable of integrity of
management was used to describe managements where integrity was
either at a high or lTow level.

The reason only two levels were chosen is for simplicity (Gibbs
and Schroeder, 1980). If more levels were used the number of
combinations necessary to include all possibilities of combinations
grows exponentially, as was mentioned previously. For example, a 25
factorial has 32 combinations where a 26 expands to 64 combinations.

Therefore, to keep the questionnaire at a reasonable size only two
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Tevels of the cnaracteristics were chosen. The respondents to this
questionnaire were asked to determine the level of probability of
withdrawal from each hypothetical situation. An example of a
hypothetical case is on the following page in Figure 6.

The questionnaire was designed to contain one page of
instructions and all possible combinations of variables at the two
levels along with four repeated cases. The pages were randomly
ordered in each questionnaire so that no battern of cases existed.

The respondents to the questionnaire included another sample of
audit partners. This sample was from the greater Houston area. The
Houston area was chosen for similar reasons that the Boston area was
chosen in the first étep in the study. The areas each contained most
of the large accounting firms and were accessible to the researcher.
This group of auditors, 1ike the Boston group, was identified to the
researcher by parties interested in the study. The individuals were
contacted and requested to participate in the study.

The questionnaires were delivered to each firm agreeing to
participate in the study and were held in the firm until they were
retrieved by the researcher. The personal delivery and retrieval
method was used to encourage timely response from the sample.
Scaling

Scales used in questionnaires vary in format. In this
questionnaire the main objective was to reveal how the respondents
perceived the different scenarios. A correlary objective was to
measure any perceived differences among the individual respondents or

a group of respondents.
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Figure 6

Hypothetical Scenario
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In general, scales may be defined as either "rating" or
“ranking" (Emory, 1980). A rating scale asks the respondent to make
a judgment on a certain characteristic on a numerical scale, The
ranking scale asks the respondent to list (rank) the various items in
terms of importance, etc. This study used a rating scale because the
subjects were asked to make a decision in terms of degree ratner than
choose between alternatives.

The questionnaire and scaling device utilized in any study may
also be defined as either a consensus scale or an arbitrary
approach. The consensus approach was used in this study (Isaac &
Michael, 1977). That is, a panel of experts have reviewed the cues
chosen in the instrument and determined the relevant cues to be
relevant from step one in the study (Emory, 1980). After the
questionnaire was constructed, it was again reviewed by more
experts. At this point the readability of the questionnaire is
examined, and ambiguity inherent in the wording of the questionnaire
eliminated.

A consensus scale differs from the usual arbitrary approach.
Although the arbitrary approach is the more widely used approach, it
contains deficiencies. In thg arbitrary appro§§h the scale is
developed on an ad hoc basis and the researcher assumes that the
chosen scale measures the concepts for which it has been designed
(Emory, 1980). This study went one step further to test the
questionnaire on a few individuals before implemention.

Rating scales. Rating scales are utilized to judge properties

of objects without reference to other similar objects. These ratings
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may be in such forms as "like-dislike", "approve-indifferent-
disapprove", or lower classifications using even more categories.
The use of a two-point, three-point, or muliipointed scale is a
subject of much debate and is Tittle conclusive support for the use
of any particular scale length exists (Emory, 1980, p. 261).

The most frequently used scales contain the three to seven
points. However, Emory (1980) has noted that more scale points
usually make the scale more sensitive to the measurement process. On
the other hand, some researchers argue that the increased points on
the scale do not serve to generate any better information even though
they do not detract from the study.

Problems in using rating scales., The quality of response to a

rating scale is dependent on the ability of the respondent and the
use of this ability. Three common types of errors exist in using
rating scales. They are errors of leniency, central tendency, and
halo effect.

Leniency errors result when the respondents are either
excessively "easy" or "hard", the latter case resulting in negative
leniency. This problem is frequently encountered when the respondent
is ego-involved and asked to make judgments on individuals or
situation well known to him. This problem may also result when the
respondent is aware of a leniency problem and then tends to attempt
to counteract this leniency with Tower ratings.

The second problem inherent in rating scales is the tendency of
the respondents not to>make extreme judgments. This results in an

error of central tendency. This happens usually when the respondent
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is not particularly knowledgahle of the person or situation being
evaluated.

A final problem encountered using this scaling technique is the
"halo effect". This results when the respondent carries a
generalized perception of the subject questions from one rating to
the next and biases the responses. Halo is one of the most pervasive
errors; it is especially difficult to avoid when the property being
studied is not clearly defined, is not easily observed, is not
frequently discussed, involves reactions with others, or is a trait
of hiah moral importance (Isaac and Michael, 1977),.

The first two problems mentioned do not apply directly to this
study due to the general nature of this study. The respondents are
not being asked to rate other individuals.

The third problem may introduce bias in this study. However,
steps were taken to minimize this bias: including an expert sample
in this topical area and personally instructing these individuals as
to the proper completion of the questionnaire. A major advantage of
this study is that the respondents generally demonstrated a great
deal of interest in this research and were enthusiastic about
participating in the study.

The respondents to this questionnaire consisted of a sample of
CPA's containing similar characteristics to the sample used in the
variable gathering stage. That is, these individuals were all audit
partners familiar with the engagement withdrawal dilemma. The second

sample came from the greater Houston area. The Houston area was
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chosen because it contained many of the desired accounting firms and
was accessible to the researcher.

This sample consisted of approximately sixty auditors. These
auditors came from three sizes of accounting firms. The first group
came from the largest size firms, the so called "Big 8". The second
group of auditors came from a group of Other International/National
firms that are generally smaller than the "Big 8" firms. The final
group cons'isted of Local/Regional firms. This was the smallest level
examined. This study attempted to determine if any differences exist
in the usage of the variables gathered among the three different
sized firms.

The function of the second stage of this study was to determine
how the auditors utilized the variables considered important in the
first step of this study. A larger sample was sought in this phase
in order to properly evaluate the use of the variables depicted in
the questionnaire.

A sample of approximately twenty auditors in each group was
considered sufficient. Most other studies in expert judgment have
used sampies which were much smaller than this suggested sample
(Schultz and Gustavson, 1978, Ashton, 1974a). Therefore, the size of
the sample was viewed as acceptable in comparison to the samnles used
in previous accounting literature, although not statistically
proven. In summary, this sample size could not be statistically
generated but instead, was justified through a review of the

accounting Titerature dealing with similar studies.
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Justification for Use of the Lens Model

In classifying information processing variables, it is necessary
te find characteristics of the set (i.e., input) which affect the way
decision makers use the information. In the lens model apprnach
decision makers, auditors in this case, evaluate a large number of
cases based upon the same set of cues, The cases in this study were
the scenarios generated describing the characteristics of firms using
the variables considered important in the interviews and first ques-
tionnaire. Their judgment, whether to withdraw from or retain the
client, was dependent on the cues, which are independent variables.
These cues (or independent variables) were manipulated at two levels
to analyze their impact on the dependent variables, probability of
withdrawal. Therefore, a model derived from the functional
relationship between the cues and the responses does not necessarily
represent 'real' cases.

Libby and Lewis have found that this method of modeling
judgement provides a compromise between the overly simplified
approach of asking subjects to describe the weights they place on
information and the more complex and expensive pracess of tracing
models that have been used in the study of judgment (Libby and Lewis,
1977). Each auditor (decision-maker) evaluates the scenarios (cases)
and responds with a judgement. This model is illustrated on the
following page in Figure 7.

This figure represents only the right side of the simple lens
model. As mentioned previously, this application of the model is

utilized when actual outcomes are unknown to the researcher.
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Figure 7

Cue Utilization

Where: Yg = The individuals' judgement of the state of the variable
under consideration. (The distal variable, which in
this case is probability of withdrawal.)

Cis €25« « .Cp = Cues (Variables affecting the decision)

(Libby and Lewis, 1977)
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Therefore, the information for the application of the left side of
the model does not exist or is not at the disposal of the
researcher. Predictive ability, in this case, cannot be estimated.

In the lens model approach, regression equations and correlation
statistics are used to describe the relationships which exist in the
model. These relationships are between the criteria and the
information set (predictive significance), the information set and
the subject response (cue usage), and the subject response and
criterion (response accuracy). A diagram of these relationships is
illustrated on the next page in Figure 8, Previous studies have
demonstrated that the lens model is a frequently employed and
commonly accepted analytical tool in accounting research.

This research used hypothetical cases describing the
characteristics of clients. The decision-makers, auditors in this
case, were then asked to decide on the probability of withdrawal from
these hypothetical cases. The cases depicted the cues or variables
considered important in this decision. Ideally, true cases would be
sought for this phase of the study. As they do not exist, the
hypothetical cases are an adequate substitute (Libby and Lewis,
1977).

The use of only the right side of the model precludes any
inferences to predictive ability measures. Therefore, this study
avoided any mention of predictive ability on the part of the decision
makers. As an alternative, more emphasis was placed on the

consistency of the subjects. In other words, do they repeatedly
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Figure 8

Libby's Model
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(Information Set)
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(Criteria) (Subject
o] ' Reponse)

Predictive Cue
Significance Cn Usage

Response Accuracy
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use the cues the same way? A few cases were repeated to check for
consistency.

As indicated previously, the lens model was an appropriate
analytic technique in this type of study. The cues were indicated to
the second sample, the decision makers, in the form of the
hypothetical scenarios. The decision required of the sample of
respondents was the probability of withdrawal from each hypothetical
case. An illustration of tne process is depicted on the following
page in Figure 9.

Unfortunately, actual decisions were not available to the
researcher. The auditors in this study were asked to make judgments
on hypothetical cases. Consistency and consensus, however, were
examined.

The following research questions were addressed in this study.
1) What are the variables? 2) How were they used? 3) Did the
auditors utilize the variables similarly? 4) Did the auditors within
the same firm utilize the variables similarly? 5) Did the auditors
within similar size levels of accounting firms use variables
similarly?

Additionally, the consistency aspects were examined. Were the
individual auditors consistent in their use of the variables?

Research Nesign

Figure 10 illustrates the research design. The design may
extend to a 26 factorial study. A 25 factorial is illustrated to

simplify the design. The top rows of the design reflect the five
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variables at one of two levels. The sample chosen to implement the
design had some nesting. The individuals were nested within groups.

Each of the respondents were required to make a judgment on all
combinations of the cues. Four of the questions were also complete
replicates of other questions. Each of the variables has repeated
measures from each respondent as the group cases were answered by the
same individuals. This implies that there was not independence
between the responses of any of the 1nd§vidua1s. This occurs
whenever the same person is answering more than one questicn in a
design such as this.

Methods of Analysis

Analysis of variance was the proper analytical technique to be
utilized in this study. As the variables took on only two levels,
they are discrete in nature. If they had been continuous, they would
require the use of regression analysis. In this study two levels
(minor and major) were chosen to manipulate the variables. These
variables could not take on more than two values in the study or the
number of combinations of the variables manipulated would have been
unmanageable, '

Specifically, the use of analysis of variance generated the
following information. The percentage of variance explained by the
main effects (i.e. each individual cue) were indicated. Second, the
percentage of variance explained by the interaction of the cues was
generated.

It was not expected that the higher order interactions would be
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statistically significant in this study. Studies similar to this in
the accounting literature have rarely found higher order interactive
effects to be significant. Instead, the results of similar
statistics as analysis of variance have indicated that most of the
Judgment variance has been accounted for by the linear additive
components (main effects) (Yntema and Torgerson, 1961, Dawes and

Corrigan, 1974).

Cue Usage
Initially, the actual usage of the cues by the auditors was

anaiyzed in this study. Specifically, how did the auditors use the
individual cues and how did they utilize combinations of the cues?
The w2 values were generated from an overall ANOVA to answer these
questions. This ANOVA model treated each variable (cue) as an
independent variable. The dependent variable was the probability of
withdrawal from each scenario presented. The F-statistic relates to
the significance levels, The relative contribution of each main or
interaction effect to the variation present in the dependent variable
is indicated by the w2 for the auditors (Hays, 1963). The total of
the w2 values for the auditors indicated the overall percentage of
variance contained in the dependent variable (probability of
withdrawal) accounted for in the auditor's usage of the independent
variables (cues). Unexplained variance was due to between subject
differences (Hays; 1963).

Therefore, an analysis of the relative weights of each of the
five cues used by the auditors was utilized. The summed 02 values

score indicates the total percentage of variation of the five
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cues on the variation in the decision to withdraw from engagements.
This score also indicates the fit of the ANOVA model (Hays, 1963).

As a supplement to the wl analysis, the mean responses of the
auditors were examined. 'Specifica11y, the thirty-two cases were
separated into cases containing similar number of cues at the
negative level. For instance, the cases in which only one cue was at
a negative level were grouped together. Additionally, all cases in
which the cues were at a negative level were grouped together, as
were all cases containing three, four and five cues at the negative
levels.

A graph was then constructed with the nine point scale of the
questionnaire on the y-axis and the groups of cues on the x-axis.

The dispersion of the. points was analyzed as was the relation between
the groups of points.

Another graph was constructed with a similar format. In this
case the average for each group was plotted to emphasize any possible
relation between the groups.

Group Cue Usage

The analysis of the cue usage for each group was done similarly
to the analysis of the overall cue usage. The ANOVAs in this case
were simply run on the different groups of firms. Similar graphs
were also constructed for each group as were constructed for the
overall cue useage of the sample.

Consensus Results

This study was also interested in the consensus dispiayed by the

sample in their use of the variables. Specifically, this study was
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interested in the impact of each independent variable (cue) on the
dependent variable (probability of withdrawal). To study consensus
the overall ANOVA was 1mp1ementéd. This ANOVA and the wl indices
were used to test the cue weighting of the importance of each cue.
Consensus was examined through inspection of the unexplained variance
in the dependent variable. For example, if the w2 values explain 42%
of the variance in the dependent variable the residual value of 58%
would'represent unexplained variation due to bhetween subject
differences. Such a value, 58% unexplained variance, would indicate
a lack of consensus between the auditors.

Consistency Test

Finally, an analysis was done to test the consistency of the
individuals' responses to the replicated questions. A narrative
summary described the occurrences of differing levels of
consistency. A contingency table illustrating the frequencies of
occurrence of the differing levels of consistency was included to
emphasize the actual consistency displayed by the auditors in their

judgments to the cases.
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CHAPTER IV
VARTABLE GATHERING STAGE RESULTS

The Boston interviews generated the results which are summarized
in this chapter. First, the enthusiasm demonstrated by the
individuals in this sample warrants some mention. In general, they
perceived the withdrawal problem as important and infrequently
addressed. Each of the individuals contacted readily agreed to
participate in the study, and their enthusiastic response indicated a
high degree of interest in the project and generated a great deal of
confidence in the reliability of their conclusions. This interest in
the study is further evidenced by the fact that another auditor from
a New York office, on hearing of the project, called to volunteer his
services as participant in the study. Due to his geographic location
he could not participate as a respondent in an interview.

In summary, the study was well received by the individuals
contacted to participate. None refused to cooperate in the study.
Instead, they willingly participated and encouraged the research.
Also, most of the auditors were interested enough to request a
summary of the.findings from not only the interviews in which they

participated but from the entire study.
Variables Generated

A summary of the eleven responses by the auditors to the
interview question indicated nine variables considered important by
the sample. The variables generated from the interviews and their

response frequency are tabulated on the next page in Figure 11,
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Figure 11

Initial Set of Variables the Interviews Generated

VARIABLES

Disagreements over
application of GAAP

Related party disclosure
problem

Management integrity and
illegal acts

Disagreements over audit
report or opinions

Fee disagreements
Weak internal controis

Inability to prepare
accurate financial
statements

Unreliable client
estimation process

Restricted scope

AUDITOR
1 2 3 45 6 7 8 91011
X1 X X{ X X
X X
X{ X| X| X| X{ X| X[ X] X] X| X
X
X1 X X7 X| X| X| X} X{ X| X} X
X
X
X
X X
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From Figure 11 it can be seen that the variables of management
integrity and fee disagreements were considered important by all
eleven auditors interviewed. There was a great deal less consensus
on the importance of the other variables. Disagreements over the
application of Generally Accepted Accounting Principles (GAAP) was
considered an important variable by five of the eleven respondents.
Related party disclosure problems and client-imposed restrictions of
scope were each considered important by two of the members of the
sample. Also, the other four variables mentioned were considered
important by only one individual. These variables included 1) weak
internal controis, 2) inability to prepare accurate financial
statements, 3) unreliable client estimation process, and

4) disagreements over the audit report or opinion.
Definitions of Variables Generated

Once a variable was identified during the course of the
interviews, each respondent's definition of the variables was sought
to obtain a clear understanding of its meaning. An analysis of the
interview summaries foilows and more clearly defines each of thé
variables,

Disagreements Over the Application of GAAP

These disagreements are between the auditor and management.
They were considered wide in range and major in depth. There are
many opportunities for disagreehents over GAAP to occur in any
engagement. For example, several inventory techniques are accepted

in the Generally Accepted Accounting Principles in the costing of
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inventory. Also, there are several depreciation methods accepted in
the Generally Accepted Accounting Principles which are available for
implementation by the accountant. No particular accounting procedure
was mentioned by the auditors as 1mpaﬁting to cause a disagreement.
This problem is clearly understood by auditors and needed no further
explanation during the interviews.

Related Party Disclosure Problems

These problems relate to the adequate recording and/or
disclosing of transactions between related parties. "The term
related parties means the reporting entity; its affiliates; principal
owners, management, and members of their immediate families, entities
for which investments are accounted for by the equity method and any
other party with which the reporting entity may deal when one party
has the ébi1ity to significantly influence the management or
operating policies of the other, to the extent that one of the
transacting parties might be prevented from fully pursuing its own
separate interests.” AU Section 335.02 AICPA Codification of
Statements on Auditing Standards, 1980. The discussions by the
sample, as indicated by the interview summaries, indicated a link
between the integrity of management and their willingness to
adequately disclose related party transactions.

Management Integrity

This variable deals with the overall feeling of trust the
auditor is able to place in the client and received the most

discussion in the interviews. Each auditor indicated emphatically

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



that without the feeling of high management integrity the auditor
should withdraw from the engagement.

The integrity issue dealt with many of the problems encountered
by auditors. If management lacked integrity, they may deceive the
auditor whenever convenient. They may deal in illegal acts and/or
questionable transactions, The sample indicated a belief that once
the auditor goes beyond the point of uneasiness and is convinced of a
Tack of integrity on the part of management, he should immediately
withdraw.

Disagreement Over the Audit Report or Opinion

The one individual who mentioned this variable felt it to be
extremely important. It arises when the audit is in process or
complete and the auditor discloses to the client the nature of his
audit opinion and finds that the client disagrees. If this is a
major disagreement he felt the auditor may be required to withdraw.
The disagreement may be over the type of audit report or opinion or
the wording of the report or opinion.

Disagreements Over Fees

Fees are typically a function of the amount of work to be
performed by the auditor. He may have underestimated at the onset of
the engagement the amount of work necessary to complete the audit.
Therefore, the final fee may exceed his initial estimate. In some
cases the initial estimate may far understate the actual fee. These
would be instances where problems are discovered in the client's
records or controls that were not thought initially to exist.

The profession also makes mandatory the withdrawal from an audit
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if material fees from the Tlast year's audit are unpaid. The
implication is the auditor cannot be independent of the client if the
client owes him past fees. Therefore, the auditor should not be
attesting to the fairness of management's financial statements.

Weak Internal Control

The one individual that mentioned this variable felt that in
some cases it may be possible that the internal control is so poor
that the audit cannot be adequately performed. Therefore, the
auditor should withdraw from this engagement.

Inability of the Client to Prepare Accurate Financial Statements

The one respondent mentioning this variable felt that if the
client could not prepare adequate statements the auditor could not
possibly conduct the audit. This problem revolves around the
competence of the client to prepare the statements.

Unreliable Client Estimation Process

The one auditor to introduce this variable referred to it in the
context of management integrity. He used the example of a client
continually underestimating bad debts, Tosses, etc. He felt that
repeated unreliable estimates from the client would result in a
suspicion of lack of integrity on the part of management. In this
case he felt it would be prudent on the part of the auditor to
withdraw from this engagement.

Restricted Scope

This restriction was considered by both auditors mentioning it
to be client-imposed. That is, management was not allowing the

auditors access to records or information perceived necessary by the
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auditor to properly conduct the audit. This restriction by the
client may result for a number of reasons. The client may not want
the auditor confirming a payable or receivable or may not wish to
make available certain documents, etc. This does not imply a lack of
| integrity on the part of management but a disagrezement on what the
auditor has a right or need to examine in the performance of his

audit.
Variable Reduction

The nine variables were then examined for possible reductiocns or
combinations without the loss of information. Variable two, related
party disclosure problems, was addressed by the auditors in the
context of management integrity. Therefore, the combination of
related party disclosure and management integrity seemed appropriate
and did not result in lost information.

Unreliable client estimation process also was addressed in the
context of the integrity of management. A review of the interview
citing this variable indicated that it was in fact one clear
indication of a lack of integrity by management. Therefore, this
variable was also included in the integrity of management variable.

The table in Figure 12 illustrates the reductions to this
point. As was mentioned in the methodology, statistical reductions
using either factor analysis on Likert questionnaires asking
importance of these variables could be done at this point. This
procedure would require another sample of about twenty auditors to

indicate on a scale how important they felt these variables to be.
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Figure 12
First Reduction of the Variables
the Interviews Generated
VARIABLES AUDITOR
1 2 3 45 6 7 8 91011

1. Disagreements over
application of GAAP X| X Xi X X

2. Management integrity,
estimation process,
illegal acts and X1 X] X{ X] X[ X} X{ X} X} X| X
related party disclosure

3. Disagreement over audit

report or opinion X
4, Fee disagreements X1 X1 X] X} X| X{ X| X] X} X{| X
5. Weak internal controls X
6. Inability to prepare X

accurate financials

7. Restricted scope X X
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Alternatively, a similar sample could be asked through repeated

auestionnaires (Delphi process) to attain a consensus as to the most
important variables,

Inasmuch as only seven variables remained to be analtyzed,
neither of these alternatives was deemed necessary. Therefore, a
decision rule was adopted to eliminate all remaining variables
receiving mention by fewer than two members of the sample. However,
the subjectivity of this process was lessened by asking'a small
sample of auditors to review the variables eliminated by this rule
and to render comments.

These auditors agreed that variables five and six, weak internal
controls and inability to prepare accurate financials, should be
excluded from the study becuase they were not that important in this
decision. However, they suggested retaining disagreements over audit
report or opinion. Therefore, a final summary of the variables
included in the study may be found on the following page in Figure
13,

The questionnaire was then constructed using the five variables
at one of two levels (i.e., minor versus major) in the hypothetical
cases, resulting in a total of thirty—twb combinations of client
scenarios. Four repeat cases were also included to test for consis-
tency. After the questionnaire was complete it was tested by two
audit partners and an audit manager for clarity and completeness.
Minor editing changes were made and the questionnaire was completed.

One page of a summary of the task and instructions for proper
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Figure 13

Final Reduction of tha Variables
the Interviews Generated

VARIABLES AUDITOR
1 2 3 45 6 7 8 91011

1. Disagreements over
application of GAAP X] X X[ X X

2. Management integrity,
illegal acts and X| X[ X[ X} X} X[ X] X| X{ X
related party disclosure

><

3. Disagreements over audit

report or opinion X
4., Fee disagreements X Xy X} Xt X| X{ X| Xj X| X3 X
5. Restricted scope X X
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completion was attached and is included ir Appendix A. A condensed
definition of each variable used in the study was included in the
instructions page. These definitions were meant to aid the audit
partners in their responses to the questionnaire.

The thirty-six scenarios were randomly ordered to reduce the
likelihood of the sample perceiving a pattern to the combinations,
Also, the repeat cases were randomly distributed throughout the
questionnaire,

The task was conservétive]y estimated to take half of an hour to
complete. This point was emphasized in the instruction page at the
suggestion of the reviewing sample. Actually, it was felt that less
time would be taken on the average to complete the questionnaire.

The following chapter reviews the results of the questionnaire.
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CHAPTER V
VARIABLE UTILIZATION STAGE RESULTS

In this study, ANOVA was the appropriate statistical technique
to utilize in analyzing the main effects and the two-way and
three-way interaction effects of the five independent variables
(cues) on the dependent variable (probability of withdrawal). Input
to the ANOVA model included 1,856 cases. This number is the result
of 58 respondents x 32 scenarios/respondent.

Table 1 illustrates the results of this analysis. From this
tabie it can be seen that each of the five cues was significant at
the .01 level of probability in the analysis of the dependent
variable. Nine of the ten 2-way interactions involving only cues
were found significant at the o = .05 Tevel.

An analysis was undertaken to determine any difference by firm
size. The three different groups were the Local/Regional accounting
firms, Other International/National accounting firms, and the "Big 8"
accounting firms. This group effect also was considered significant
at the « = .05 level in the ANOVA results. This indicates that there
was a significant difference in the judgments made by auditors among
groups. Only one of the five two-way interactions involving the
group was significant at the « = .05 level. This main effect,
integrity of management, was utilized differently among the three
groups.

A graph of this interaction, integrity x group, follows on the

next page in Figure‘14. The manipulation of the levels of integrity
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Table 1

Analysis of Variance for A1l Auditors?

(n = 58)

Sum of Degrees of Mean Tail
Source Sources Freedom Square F Prob.

G (Group) 177.908 2 88.954 4,38 0.017
R (Fees) 536.479 1 536.479 82.24 0.001
S (Scope) 1459,175 1 1459,175 132,37 0.001
T (Integrity) 1603.825 1 1603.825 107.47 0.001
u (GAAP) 615,885 1 615.885 161.69 0.001
) (Opinion) 928.464 1 928.464 97.37 0.001
RG 27.007 2 13,503 2.07 0.036
SG 20,730 2 10.365 0.94 0.397
TG 160.304 2 80.152 5.37 0.007
UG 4,755 2 2.377 0.62 0.539
VG 14.289 2 7.144 0.75 N.477
RS 20.678 1 20.678 11.55 0.001
RT 19.682 1 19.682 10.11 0.002
ST 36.497 1 36.497 23.91 0.001
RU 16.566 - 1 16.566 19.23 0.001
Su 35.753 1 35,753 18.20 0.001
TU 26.356 1 26,356 32.94 0.001
RV 24,930 1 24,930 15.73 0.001
SV 47,142 1 47,142 28.52 0.001
TV 36.813 1 36.813 22,61 0.001
uv 7.705 1 7.705 3.98 0.051
RSG 0.044 2 0.022 0.01 0.988
RTG 16.744 2 8.372 4,30 0.018
STG 23.269 2 11.635 7.62 0.001
RST 0.710 1 0.710 0.42 0.519
RUG 4,896 2 2.448 2.84 0.066
suG 1.003 2 0.502 0.26 0.776
RSU 0.194 1 0.194 0.28 U.601
TUG 0.707 2 0.354 0.44 0.645
RTU 0.444 1 0.444 0.46 0.498
STU 0.286 1 0.286 0.49 0.486
RVG 9.273 2 4,636 2.92 0.062
SVG 13.499 2 6.750 4,08 0.022
RSV 1.088 1 1.088 1.95 0.168
TVG 2.280 2 1.140 0.70 0.501
RTV 1.818 1 1.818 2.30 0.135
STV 1.068 1 1.068 1.63 0.207
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Table 1 (continued)

Sum of Degrees of Mean Tail

Source Squares Freedom Square F Prob.

UVG 10.532 2 5.206 2.72 0.075
RUV 0.287 1 0.287 0.39 0.537
Suv 2.551 1 2.551 2.09 0.154
TUvV 1.481 1 1.481 2.53 0.117
RSTG 1.417 2 0.709 0.42 0.659
RSUG 0.082 2 0.141 0.06 0.944
RTUG 1.031 2 0.516 0.54 0.586
STUG 4,939 2 2.469 4,25 0.019
RSTU 0.355 1 0.355 0.63 0.431
RSVG 2.744 2 1.372 2.46 0.095
RTVG 3.362 2 1.681 2.12 0.129
STVG 3.864 2 1.932 2.95 0.060
RSTV 0.029 1 0.029 0.05 0.824
RUVG 6.975 2 3.487 4,69 0.013
SUVG 2,287 2 1.143 0.94 0.398
RSUV 0.097 1 0.097 0.16 0.694
TUvG 2.665 2 1.332 2.28 0.112
RTUV 0.110 1 0.110 - 0.13 0.722
STuV 0.006 1 0.006 0.01 0.928
RSTUG 0.308 2 0.154 0.27 0.762
RSTVG 2.278 2 1.139 1.96 0.151
RSUVG 1.084 2 0.542 0.88 0.422
RTUVG 1.454 2 0.727 0.85 0.433
STUvVG 3.215 2 1.608 2.23 0.117
RSTUV 2.034 1 2.034 3.49 0.067
RSTUVG 1.442 2 0.721 1.24 0.298

Error terms calculated in the Analysis of Variance for A1l Auditors

are found in Appendix B.
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Figure 14

Integrity X Group Interaction

MEAN 9

7.075
—
3

w H» O O

[ZM]

LOW HiGH
INTEGRITY OF MANAGEMENT
Local/Regional Firms

Other International/Mational Firms
Big 8 '

W N =
uw un

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

82



83

had significantly less effect on the small firms' decisions to
withdraw than it did on the medium sized and large sized firms.
Therefore, it can be stated that these Local/Regional firms, taken as
a group, did not perceive the variable, integrity of clients'
management, as relevant in the decision process of whether to
withdraw from engagements or retain the engagement as did the larger
sized firms.

The previous statistically significant intéraction of group x
integrity in Figure 14 can be contrasted to a nonsignificant two-way
interaction which follows in Figure 15. The graph in Figure 15
iTlustrates similar perceptions between the firms of the significance
of the variable fees. The slopes of these lines are not
significantly different from each other indicating that each firm
found manipulation of the fees variable comparably relevant in
altering their judgment on the probability of withdrawal.

As a supplement to the ANOVA which included all of the auditors,
three more ANOVAs were performed to analyze each group of firm sizes
separately. Tables 2, 3 and 4 illustrate the results from these
ANOVAs. In each ANQVA the five cues were again found to be
significant. In addition, an examination of each exhibit indicates
that the groups utilized significantly differing combinations of the
cues. These three additional ANOVAs were performed primarily to
facilitate the calculation of w2 for each group. Table 5 summarizes
the results of the ANOVAs performed on the separate groups as well as
the overall ANOVA. This table includes all interactions significant

at the a = .05 level. An analysis of these interactions
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Figure 15

Fees X Group Interaction
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Table 2

Analysis of Variance for Local/Regional Firmsd

(n = 19)
Sum of Degrees of Mean Tail

Source Squares Freedom Square F Prob.
R (Fees) 111,184 1 111,184 43.50 0.001
S (Scope) 458,526 1 458,526 39,51 0.001
T (Integrity) 166.322 1 166.322 9.47 0.006
u (GAAP) 257.921 1 257.921 50.59 0.001
v (Opinion) 424,447 1 424,447 36.49 0.001
RS 7.605 1 7.605 5.68 0.028
RT 1.480 1 1.480 0.58 0.454
ST 1.112 1 1.112 0.72 0.406
RU 15,158 1 15,158 13.97 0.001
Su 17.789 1 17.789 6.79 0.018
TU 9.007 1 9.007 12.42 0.002
RV 8.526 1 8.526 4,99  0.038
SV 48,658 1 48,658 20,53 0.001
TV 9.007 1 9.007 5.46 0.031
uv 17.789 1 17.789 5.95 0.025
RST 1.112 1 1.112 0.63 0.439
RSU 0,237 1 0.237 0.21 0.655
RTU 1.112 1 1.112 1.18 0.292
STU 1.901 1 1.901 4,07 0.059
RSV 3.789 1 3.789 7.16 0.015
RTV 0.007 - 1 0.007 0.01 0.943
STV 4,796 1 4,796 6.00 0.025
RUY 4,447 1 4,447 4,48 0.048
Suv 4,447 1 4,447 2.14 0.160
TUV 2.375 1 2.375 3.04 0.098
RSTU 0.007 1 0.007 0.01 0.926
RSTV 0.796 1 0.796 0.93 0.347
RSUV 0.105 1 0.105 0.08 3.775
RTUV 0.533 1 0.533 0.39 0.541
STUV 1.480 1 1.480 2.49 0.132
RSTUV 0,007 1 0,007 0.01 0.928

4Error terms calculated in the Analysis of Variance for
Local/Regional Firms are found in Appendix B.
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Table 3

Analysis of Variance for Other International/National Firms?

(n = 16)
Sum of Degrees of Mean Tail
Source Squares Freedom Square F Prob.,
R (Fees) 129.002 1 129.002 19.42 0.001
S (Scope) 554,861 1 554.861 97.44 0.001
T (Integrity) 772.736 1 772.736 57.02 0.001
u (GAAP) 160.877 1 160.877 86.09 0.001
) (Opinion) 232.470 1 232.470 17.91 0.001
RS 5.080 1 5.080 2.40 0.142
RT 0.439 1 0.439 0.46 0.508
ST 4,314 1 4,314 4,36 0.054
RU 0.330 1 0.330 0.50 0.489
suU 6.346 1 6.346 3.78 0.071
TU 4.689 1 4,689 7.53 0.015
RV 0.439 1 0.439 0.62 0.445
- SV 4,314 1 4,314 4.32 0.055
TV 6.799 1 6.799 4,44 0.052
uv 0.096 1 0.096 0.07 0.793
RST 0.236 1 0.236 0.15 0.703
RSU 0.018 1 0.018 0.06 0.812
RTU 0.158 1 0.158 0.11 0.742
STU 2.127 1 2,127 1.85 0.194
RSV 0.096 1 0.096 0.15 0.702
RTV 0.002 1 0.002 0.01 0.944
STV 0.236 1 0.236 0.34 0.568
RUV 2.674 1 2.674 3.21 0.093
Suv 0.236 1 0.236 0.36 0.556
i TUV 1.033 1 1.033 1.27 0.278
RSTU 0.564 1 0.564 1.15 0.300
RSTV 0.002 1 0.002 0.01 0.942
RSUY 0.564 1 0.564 1.36 0.261
RTUY 0.158 1 0.158 0.42 0.526
STUV 0.018 1 0.018 0.03 0.869
RSTUV 2.393 1 2.393 3.33 0.088

3Error terms calculated in the Analysis of Variance for Other

International/National Firms are found in Appendix B.
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Table 4

Analysis of Variance for "Big 8" Firms@

(n = 23)
Sum of Degrees of Mean Tail

Source Squares Freedom Square F Prob.
R (Fees) 361.761 1 361.761 37.34 0.001
S (Scope) 447.658 1 447,658 31.57 0.001
T (Integrity) 839.397 1 839.397 61.25 0.001
U (GAAP) 210,918 1 210,918 51.73 0.001
) (Opinion) 297.587 1 297.587 54,37 0.001
RS 8.696 1 8.696 4.48 0.046
RT 40.196 1 40,196 18.74 0.001
ST 62.223 1 62.223 33.06 0.001
RU 2.848 1 2.848 9.58 0.005
SU 14,136 1 14,136 8.70 0.007
TU 15.266 1 15.266 15.54 0.001
RV 30.571 1 30.571 14.72 0.001
SV 8.696 1 8.696 5.74 0.025
TV 26.630 1 26.630 15.89 0.001
uv 1.065 1 1.065 0.72 0.406
RST 1.065 1 1.065 0.62 0.438
RSU 0.022 1 0.022 0.04 0.853
RTU .348 1 .348 0.53 0.476
STU 1.571 1 1.571 5.48 0.029
RSV 0.049 1 0.049 0.09 0.764
RTV 5.918 1 5.918 8.36 0.008
STV 0.022 1 0.022 0.04 0.838
RUV 0.440 1 0.440 0.92 0.349
Suv 0.022 1 0.022 0.02 0.878
TUV 0.348 1 0.348 1.30 0.267
RSTU 0.021 1 0.021 0.05 0.832
RSTV 1.571 1 1,571 3.09 0.093
RSUV 0.440 1 0.440 1.82 0.191
RTUV 0.918 1 0.918 1.20 0.285
STUV 1.761 1 1,761 1.99 0.173
RSTUY 0.918 1 0.918 2.76 0.111

aError terms calculated in the Analysis of Variance for “Big 8" Firms
are found in Appendix B.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



Table b

Summary of the Significant Effects of the
Total Group and Each Subgroup for Main
Effects and First Level Interactions

Size of firm

Other
International/
ATl Local/Regional National "Big 8"
Factor Groups Group " Group Group
R (FEES) .001 .001 , .001 .001
S (SCOPE) .001 .001 .001 .001
T (INTEGRITY) .001 .006 .001 .001
U (GAAP) .001 .001 .001 .001
v (OPINION) .001 .001 .001 .001
G (GROUP) .017
RS .001 .028 .046
RT .002 .001
RU .001 .001 .005
RV .001 .038 .001
ST .001 ,001
Su .001 .018 - .007
SV .001 .001 .025
TU .001 .002 .015 .001
TV .001 .031 .001
TG .007
uv .051 .025
UG .054
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indicates a considerably different usage of the combinations of cues
by the three groups. The Other International/National group differed
considerably from the other two groups in their lack of usage of
combinations of the cues. For the Other International/National group
only tne Integrity x GAAP interaction was statistically significant
whereas the other two groups averaged eight statistically significant
two-way interacfions. The following paragraphs address the research

questions directly utilizing these ANOVA results.
Cue Usage

This research addressed the question of "How do auditors utilize
the cues in the decision of whether or not to withdraw from
engagements?" This question was answered in the following two ways.
The ANOVA model results of significant findings were not surprising
as the initial variable gathering stage sought cues that were
considered relevant by the first auditors and would probably result
in statistical significance. In this case the ANOVA was a tool
utilized to compute w2 values to measure the usage of the cues. Eaéh
w? indicates the relative amount of variation in the dependent
variable explained by a manipulation of the main effect or
interaction effect associated with it. Therefore, a comparison of
the relative strength, or w2, for each of the five cues was
achieved. The summed »Z values for all the auditors was useful in
evaluating and addressing the total variation of the dependent
variables explained by all of the cues.

The w2 analysis was extended to ANOVAs performed on the
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individual groups. A summary of the results of the wl values is
presented in Table 6. This summary supplements a comparison of cue
usage between groups. Overall the percentage of the variation in the
auditor's decision to withdraw from an engagement or retain the
client was fairly well explained (51%) by the main effects and
interactive effects of the cues. Within the groups the total
percentage of variation accounted for by the cues ranged from 39% to
60%.

An analysis of the individual cues indicates a significant
difference in the extent to which the different groups used the
cues. The cue, fees, explained over 8% of the variation in the
judgment made by auditors of the "Big 8" accounting firms, while only
contributing less than 3% of variability in the Local/Regional
group's judgment. The Other International/Mational group utilized
the variable, limitation of scope, considerably more than did the
Local/Regional group and the "Big 8" group. In fact the variable
explained over 5% more in the judgment made by the Other
International/National group than the smaller and larger group. The
final and most significant discrepancy in the usage of the cues by
the auditors revolved around the integrity variable. The
Local/Regional group's w2 value for integrity averaged 18% less than
the other two larger groups. This indicates a very significant
difference in the perceptions of this variable integrity among the
groups.

The results of these w? values indicates an overall emphasis by

all auditors to use the variable of integrity of manageméht mo?e '
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Table 6

w2 Values for the Total Group and Each Subgroup
for Significant Main Effects and Interactions

Other
International/

All Local/Regional National "Big 8"
Factor Groups Group Group Group
R (FEES) .0476 .0286 .0402 .0834
S (SCOPE) .1299 1173 .1807 .1026
T (INTEGRITY) .1424 .0388 .2492 .1955
1] (GAAP) .0549 .0664 .0524 .0491
v (OPINION}  .0824 .1083 - L0721 .0693
RS .0017 .0016 .0016
RT .0016 .0090
RU .0014 .0037 .0017
ST .0031 .0143
SV .0040 .0122 .0017
TU .0023 .0022 .0013 .0034
v .0032 .0019 .0059
uv .0020 -0039 .
G .0123
TxG .0117
RxTxG .0012
SxTxG .0018
SxUxG 0009
TOTAL 52222 52222 .5959 +5405
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heavily than the other cues. The "A11l Groups" column indicates that
this variable alone accounts for over 14% of the variation in the
dependent variable probability of withdrawal. Upon closer inspection
of the usage of this variable by each group, a discrepancj is
apparent. The larger sized firms utilized this variabia more than
any other variable while the smallest group, the Local/Regional
firms, did not weight this variable as heavily. This finding is not
surprising as the ANOVA indicated that there was a significant effect
in the group x integrity interaction. This indicated that one of the
groups utilized the variable significantly differently from the other
two firms. The previous graph of this interaction also indicated
that the group that, in fact, was utilizing this variable differently
was the Local/Regional group. Therefore, the results of the w?
support this conclusion. |

An analysis of the w2 indicates the variable considered second
in importance was limitation of scope. An analysis of the separate
group usage indicates no significant difference in their usage of the
cue. The v2 for all groups of this cue indicated that this cue
explained almost 12% of the variation in the dependent variable.

The remaining variables ranked in differing orders of importance
among the three groups. The total variatior in the dependent
variable in the "Al1l Groups" ANOVA explained by the independent
variables (cues) was almost 51%. This indicates that these five cues
and their interactions explain over half of the variation in the
dependent variable. These cues, therefore, are very ya]uab]e in this

decision of whether or not to withdraw from an audit engagement.
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The remaining percentage is the result of between subject variation.
Consensus

The 49% of the variation in the dependent variable that could
not be explained by the independent variables indicates a large
amount of unexplained variance. This unexplained variance or between
subject variance, indicates that there was 1ittle consensus among the
auditors in the usage of the cues.

An analysis of each group indicated similar results in the
summed w2 values for each individual group. The average of the
summed v values was .5084 with a high value of .5959 for the
Other International/Natioral group and a Tow value of .3889 for the
Local/Regional group. In summary, the w2 indicates that Tittie
consensus was displayed by the auditors in the usage of the cues.
Although the cues contributed heavily to explain the variation in the
dependent variable, the usage of the cues by the auditors differed

dramatically.
A Closer Analysis of the Responses of Auditors

To date, the results of this research indicaté little consensus
in the usage of the variables by the sample of auditors taken as a
whole. An examination of the different sized grouplutilizations of
the variables indicates that the Local/Regional firms differed
significantly from the iarger sized firms in the weighting of the
cue integrity of management. Additionally, inspection of the three

ANOVAs illustrated differences in the usages of the combinations of
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the variables. In summary, there were many differences in cue
utilization illustrated by the auditors.

To supplement the ANOVA and wZ results an inspection of the mean
responses to the cases by group was performed. Table 7 summarizes
the response means by each group of auditors. The medium sized
group, the auditors from Other International/National firms, on the
average responded lower in the questionnaire than did the
Local/Regional group and the "Big 8" group. As was indicated in the
overall ANOVA model, a statistically significant difference exists
between the response of the groups. The middle group is responsible
for this significant difference in that their responses to the
questionnaire were significantly lower than the other two groups.
This indicates that, in general, they were less likely to withdraw
from the engagements depicted in the scenarios than were the other
groups of auditors.

As a final analysis of the responses to the questionnaire, the
auditors' judgments were graphed in groups according to the number of
characteristics at a negative level. This analysis was initially
done with the overall mean responses of all auditors. Figure 16
illustrates the plotting of the thirty-two case mean responses by
groups of negative characteristics, It is apparent that the columns
of plots are relatively close together. This indicates that there is
relatively little dispersion among the responses to the cases
containing similar numbers of cues at negative levels.

A second source of interest illustrated by this graph is the

suggestion of a linear relationship among the different groups of
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Table 7

Response means by group for all combinations of cases.
(Each case contains five variables at one of two levels)

(n = 58)
Group = SMALL MEDIUM LARGE
R S T u v
1 1 1 1 1 1 3.68421  4,31250 5.17391
2 1 1 1 1 2 6.36842 5.37500 6.69565
3 1 1 1 2 1 5.78947 5.31250 6.39130
4 1 1 1 2 2 7.36842 7.00000 7.73913
5 1 1 2 1 1 1.26316 1.12500 1.00000
6 1 1 2 1 2 5.26316 3.06250 3.47826
7 1 1 2 2 1 4,57895 2.81250 3.08696
8 1 1 2 2 2 6.84211 4,37500 5.39130
9 1 2 1 1 1 6.31579 6.93750 6.78261
10 1 2 1 1 2 7.84211 7.62500 7.69565
11 1 2 1 2 1 7.68421 7.37500 7.65217
12 1 2 1 2 2 8.52632 8.62500 8.34783
13 1 2 2 1 1 5.15789 4,06250 3.91304
14 1 2 2 1 2 6.63158 5.31250 6.21739
15 1 2 2 2 1 6.89474 4,93750 5.34783
16 1 2 2 2 2 7.78947 6.75000 7.21739
17 2 1 1 1 1 5.42105 5.31250 6.60870
18 2 1 1 1 2 6.94737 6.81250 7.73913
19 2 1 1 2 1 6.47368 6.75000 7.78261
20 2 1 1 2 2 7.94737 7.87500 8.17391
21 2 1 2 1 1 3.57895 2.56250 4,08696
22 2 1 2 1 2 6.36842 4,25000 5.26087
23 2 1 2 2 1 5.73684 3.87500 5.34783
24 2 1 2 2 2 7.31579 5.56250 6.91304
25 2 2 1 1 1 7.47368 7.75000 7.95652
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Table 7 (continued)

Group = SMALL MED IUM LARGE
R S T U )

26 2 2 1 1 2 8.31579 8.50000 8.43478
27 2 2 1 2 1 8.05263 R.12500 8.30435
28 2 2 1 2 2 9.00000 9.00000 8.95652
29 2 2 2 1 1 6.26316 4.68750 6.47825
30 2 2 2 1 2 7.52632 6.37500 7.26087
31 2 2 2 2 1 7.10526 6.31250 7.26087
32 2 2 2 2 2 8.15789 7.31250 8.00000

MARGINAL 6.55263 5.81445 6.45924

COUNT 19 16 23

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

85



S3ND JATLVOIN 40 YIGWNN

€ ¢ 1

sanj) aALjebay JO Jaquny Jejiwt

S Buruiejuo) sase) jo sdnouag 03 sasuodsay ueayy

91 @Jnbyy

= <]

3ISNOJS3Y

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



cases. A calculation of the n index indicated a value of .978 which
strongly supports the linearity assumption of these values. Another
graph, Figure 17, was therefore constructed to facilitate this
examination. The five points on the graph are the average responses
to the different groups of cases containing similar numbers of cues
at a negative level. A regression line was then drawn through the
points depicting the linear relationship of the responses.

An analysis of these graphs suggests a different interpretation
of the usage of the cues by the sample of auditors. It appears from
1) the dispersion of the points in each column in Figure 16 and
2) the suggested slope in the Tline in Figure 17 that the specific
cues introduced make little difference in the response of the
auditors. Instead, the auditors perceive information about the cues
as either positive or negative. Therefore, if any of the possible
pieces of information introduced is negative, they perceive this as
increasing the probability of their withdrawal from the client
similar to the introduction of any other piece of negative
information. The cues are not equally additive. In other words, any
two pieces of bad information do not result in twice the probability
of withdrawing than one bad piece of information generated.

In this study, however, regardless of the wl results, it appears
as though the sample is impartial as to which piece of negative
jnformation is introduced in the cases to generate a significantly
different reaction than the other possible combinations. Although
these graphs are simple and concise, their meaning is as significant

as the other analyses generated in this study.
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It would appear that this type of direct analysis may in fact be
more appropriate in analyzing the data from a study of this nature.
The past significance attributed to the w2 values traditionally
computed in lens model studies may be deceiving. In this case it
would appear misleading, for instance, to conclude that because the
overall «2 for integrity is higher than any other cue, that the
auditors weight this cue more heavily than the other cues. The
graphs indicate that basically the differing weights indicated by the

w are less meaningful than Titeral interpretation of the weights.
Consistency Measure

The subjects were asked to respond to four random repeat
questions in the questionnaire. These repeat questions were included
in the study, as mentioned previously, to help generate a feeling for
the consistency displayed by the sample of auditors in responding to
the questionnaire. Consistency measures are meaningful not only in
the literal sense of measuring the consistency of the sample but as
an indication that something may be wrong with the questionnaire. If
poor consistency is displayed, a number of explanations may be .
possible., First, the sample may not have understood the subject
matter the questionnaire was trying to test and therefore failed to
be consistent in their decisions. Second, it may indicate that the
sample became disinterested in the project and failed to adequately
answer all the questfons. Third, inconsistency may indicate that
problems existed in the questionnaire and the sample was getting

confused and could not be consistent in their judgments.
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A1l of the above problems were addressed indirectly in an
analysis of the levels of consistency displayed by the sample. A
table summarizing the results is displayed in Figure 18, As the
table indicates, 56% of the repeated questions were answered
identically by the sample of auditors. Another 33% of the repeated
questions were answered within one level of the first answer by the
respondents, and 8% of the repeated questions were answered within
two levels of the first response. Finally, 3% of the repeated
questions were answered differently by at 1ea§t two levels from the
first response of the auditors.

In summary, 97% of .the repeated questions were answered within
two Tevels of each other. Therefore, the structure of the project
did not appear to cause the sample any confusion. Also, the
consistency of the responses of the sample indicate that ample time
and concentration were used in the completion of the task.

The following chapter will briefly summarize the results of this

study. In addition, future reses ~h questions will be outlined,
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Figure 18

Frequencies of Consistency of Responses by A1l Auditorsd

(n = 58)

TYPES OF RESPONSES RESPONSE %
CONSISTENT RESPONSES 56%
RESPONSES WITHIN 1 LEVEL 33
RESPONSES WITHIN 2 LEVELS 8
RESPONSES WITHIN > 2 LEVELS 3
TOTAL RESPONSES _100%

aThese responses were generated from a 9-point scale.
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CHAPTER VI
SUMMARY AND CONCLUSION

The results of this research may be briefly outlined in two
sections. The first area of results was the identification of the
relevant variables considered in this decision of whether to withdraw
from audit engagements or retain the client. The variables found
most important by the initial sample of auditors follow:

1) Disagreement over fees

2) Client imposed limitation of scope

3) Management integrity

4) Disagreements over GAAP

5) Disagreements over the audit report or opinion.

These variables were generated and reduced using a consensus of
the initial sample of audit partners. They later served to explain a
good deal of the percentage of variation in the dependent variable
which indicates that they are vény fe]evant in the decision process
of deciding whether or not to withdraw from an audit engagement.

The usage placed on these variables is impressive in its Titeral
sense and fh the sense that none of the second sample of 58 audit
partners indicated that there are more relevant variables which they
would consider as possibly being more important than any of these
five variables. Although the second sample of auditors was not
directly asked to address the issue of indicating other potentially
important variables, any strong objections to the five selected could

have been voiced either 1) in the body of the questionnaire, 2) to
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the contact partner in the particular firm, or 3) in a direct
discussion with the researcher over the phone.

The second section of this research dealt with the use of these
variables by the auditors. The variables, after being identified,
were then utilized to model the judgments of auditors using the lens
model approach to Human Information Processing. The ways in which
the cues were weighted by the sample were analyzed using the w2
values from the ANOVA. The w? values indicated that the variable
ranked first in importance by the auditors was integrity of
management. Client imposed limitation of scope was considered second
in importance by the sample of auditors. Disagreements over the
audit report, opinion disagreements over the application of GAAP,
and disagreements over fees were considered third, fourth and fifth
respectively, in importance in this decision of whether to withdraw
or not to withdraw from an audit engagement.

The ANQVA results indicated that there was a statistically
significant difference among the groups of auditors from different
sized firms in their judgments with respect to the cases presented.
Also, there was a significant group x integrity interaction uncovered
by the ANOVA. A deeper analysis indicated that the smaller
Local/Regional firms perceived the integrity of management as being
less important than the larger sized firms perceived that same
variable.

The reasons why the integrity of the client are perceived
differently by the smaller accounting firms have not been addressed

in the accounting literature. One reason this discrepancy may occur
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is that the extent to which the ‘ocal/Regional auditors may be held
liable for any repercussions or a lack of integrity by the client is
less than that of the larger sized firms. In other words, the larger
auditing firms, rather than smaller auditing firms, are conducting
audits on larger businesses. This implies that there are more people
relying on the financial statements generated by the larger firms.
Also, the profit or loss dollar range potentially manipulated by the
management'of the larger clients is far greater than the profit-
ability range of the clients audited by the Local/Regional auditors.
Therefore, a lack of integrity in a larger client can result in a
large monetary manipulation which can ultimately impact on a large
number of creditors and investors. The Local/Regional auditors, on
the other hand, deal with smaller clients with smaller profitability
margins to be potentially manipulated. More importantly, the Local/
Regional auditors deal with fewer interested parties, such as
creditors and investors, in each audit engagement.

As a supplemental test the responses of the auditors were
graphed by cases containing similar numbers of cues at negative
levels. This simple analysis suggested that the results of the wl
may in fact be misleading in this case. The graphs indicated that
the sample of auditors did not perceive any discernible differences
between which cue was introduced at a negative level. Instead, they
had similar responses to the groups of cases containing the same
number of negative characteristics. This result implies that the
weighting of the variables indicated by the w? values may lead, in

this situation, to misleading results.
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This additional procedure of analyzing the variables in terms of
simple positive or negative pieces of information is an extremely
useful and direct way to analyze any study such as this. The
linearity indicated by the n index implies that these variables are
exchangeable in the opinion of the auditors. This additive effect of
the presense of negative variables on the response'of the auditor
implies that the particular variable introduced at a negative level
did not matter to the auditor. Instead, they perceived any one piece
of negative information similarly to any other one piece of negative
information. Perhaps in studies of this nature, in the future an
emphasis should be placed on the linearity of the responses rather

than the w2 values traditionally generated.
Future Research

This study generated new findings into the accounting
literature. Specifically, relevant variables were identified and
weighted in the decision of whether or not auditors should withdraw
from engagements or retain the client. In addition, the weights of
these variables were analyzed by differing sized accounting firms,
The findings indicated that the auditors from the varying sized firms
utilized the variables differently.

This study needs to be extended to adequately conclude why these
differences in the utilization of the cues occur between the firms,
Specifically, this study should be replicated to verify the results.
Second, a model of this thought process would be useful ih this area

of judgment. Third, the methodologies utilized in this study lead to
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confounding results.. The w2 values indicate the varying percentages
of variation in the dependent variable explained by these independent
variables. These w2 results indicate that the variable contributing
the most to explain the variation in this decision is integrity of
management. The results, however, indicate the responses follow a
linear model. This linearity implies that the cues are
interchangeable in the auditor's decision process. Future studies
might search for more cues resulting in extreme w2 values which could
possibly result in a nonlinear model.

The discrepancies found in the research methodologies indicate a
need for further research into the appropriateness of the
methodologies utilized in this study. Specifically, the validity of
the use of w2 with a study such as this containing repeated measures
must be examined. Second, the use of more simple methods of analysis
such as the graphing of the responses may be explored as a possible
solution to the w? discrepancies. In addition to research into the
methodologies inherent in a lens model study such as this are the
research questions still left unanswered dealing with the withdraw
topic.

Specifically, further research could identify other variables of
importance in relation to this topic. Second, a need for more
information about this topic would be useful to the profession. Are
there differences between firms in relation to their decision to
withdraw from a client or not to withdraw? Are there geographic
differences inherent in such a decision? Could more and better

information be made available to the auditor to supplement his
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decisions and improve on them? Finally, could a model be constructed
to replace the fallable human decision ﬁ?ocess cufrent]y employed in
making this important decision? As mentioned previously, most
research in this area wouid be welcomed by the profession and would

be found very timely.
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ENGAGEMENT WITHDRAWAL RESEARCH PROJECT

The auditor must accept some degree of risk when agreeing to
accept any engagement. After acceptance the auditor may desire to
continue the engagement or terminate the relationship. This study
deals with the decision of whether or not to withdraw from engagements
as opposed to being terminated by the client.

I would like for you to determine the level of probability of
withdrawal from several hypothetical audit clients. THIS TASK SHOULD
TAKE NO MORE THAN HALF AN HOUR.

The five variables chosen for this study are 1.) Disagreements
over fees 2.) Restricted scope 3.) Disagreementsover the audit report or
opinion 4.) Integrity of management and 5.) Disagreementsover the
application of Generally Accepted Accounting Principies. The following
brief descriptions are meant to aid in understanding exactly what
these variables mean. Read these definitions carefully as they will
not be repeated.

Disagreements over fees include such problems as fees in arrears
and friction caused by estimate revisions by the auditor due to the
discovery of poor internal control, etc. requiring more work on the
auditor's part. This increase in work performed by the auditor results
in a greater fee than would be desired by the client.

Restricted scope may be interpreted as primarily client imposed.
Management is unwilling to make available to the auditor certain
pieces of information necessary in conducting the audit.

Disagreements over the audit report or opinion include differences
as to the form of the opinion issued and wording of any modifications
included therein.

The integrity of management issue deals with the amount of trust
you can place in management. Contained in this definition are such
possible problems as related party disclosure problems and the presence
of illegal acts.

Disagreements over the application of Generally Accepted Accounting
Principles include any differences arising over the treatment of
transactions in the preparation of the company's financial statements.

INSTRUCTIONS

For each of the 36 hypothetical cases which follow, read the
five statements in the section labeled I and form an opinion regarding
the probability of withdrawal from the described engagement. Circle
the level which best describes the level of probability of withdrawal
from the engagement.
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are minoxr.

Client-imposed limitations of scope to this auditing firm
by management are minoxa.

The integrity of management is considered Low in this
company.

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are minox.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are
ménon.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3 4 5 6 7 8 9
Least Most
Probable Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are minox.

Client-imposed limitations of scope to this auditing firm
by management are minox.

The integrity of management is considered fow in this
company. - ' - -

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are minox.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are
majon.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3. 4 5 6 7 8 9
Least Most
Probable Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are minoa.

Client-imposed limitations of scope to this auditing firm
by management are minoxn.

The integrity of management is considered fLow 1in this
company. —

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are majox.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are
minon. .

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3. 4 5 6 @ 7 8 9
Least Most
Probable Probable
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Disagreements over fees (i.e, fees in arrears or low fees)
with the company are minox.

Client-imposed limitations of scope to this auditing firm
by management are minox.

The integrity of management is considered £ow in this
company.

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are majox.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are
majon.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3. 4 5 6 7 8 ]
Least Most
Probable Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are minox.

Client-imposed limitations of scope to this auditing firm
by management are minox.

The integrity of management is considered high in this
company.

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are minox.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are

minor.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3 4 5 6 7 8 9
Least Most
Probabie Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are minox.

Client-imposed limitations of scope to this auditing firm
by management are minon.

The integrity of management is considered "“igh in this
company.

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are minox.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are
majon.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3 4 5 6 7 8 9
Least Most
Probable Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are minox.

Client-imposed 1imitations of scope to this auditing firm
by management are minoxn.

The integrity of management is considered Aigh in this
company.

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are majox.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are
minos.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3. 4 5 6 7 8 9
Least Most
Probable Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are minonr.

Client-imposed limitations of scope to this auditing firm
by management are mdinox.

The integrity of management is considered high 1in this
company .

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are majox.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are
mafon.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3. 4 5 6 7 8 9
Least Most
Probable Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are minox.

Client-imposed limitatiuns of scope to this auditing firm
by management are majox.

The integrity of management is considered Low in this
company.

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are minox.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are

minon.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3. 4 5 6 7 8 9
Least Most
Probable Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are minox.

Client-imposed 1imitations of scope to this auditing firm
by management are majfox.

The integrity of management is considered £fow in this
company. -

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are minon.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are

majonr.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3. 4 5 6 7 8 9

Least Most
Probable Probable

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



127

Disagreements over fees (i.e. fees in arrears or low fees)
with the company are minox.

Client-imposad limitations of scope to this auditing firm
by management are majox.

The integrity of management is considered £Low in thiy
company.

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company aré majoxr.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are

minon.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3 4 5 6 7 8 9
Least Most
Probable Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are minon.

Client-imposed limitations of scope to this auditing firm
by management are major.

The integrity of management is considered £ow 1in this
company.

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are majox.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are
mafon.

Circle the number which indicates how provbable it is that
this accounting firm will withdraw from this engagement.

1 2 3. 4 5 6 7 8 9
Least Most

Probable Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are minonr.

Client-impnsed limitations of scope to this auditing firm
by management are majox.

The integrity of management is considered high in this
company.

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are minox.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are
minon.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3. 4 5 6 7 8 9

Least Most
Probab” Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are minox.

Client-imposed Timitations of scope to this auditing firm
by management are majfox.

The integrity of management is considered high in this
company.

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are minox.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are

mafor.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3. 4 5 6 7 8 9
Least Most
Probable Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are minox.

Client-imposed limitations of scope to this auditing firm
by management are majox.

The integrity of management is considered high in this
company .

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are majoxr.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are
minon.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3 4 5 6 7 8 9
Least Most

Probable Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are minoxr.

Client-imposed limitations of scope to this auditing firm
by management are majox.

The integrity of management is considered high in this
company.

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are majon.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are

mafor.

Circle the number which indicates how probable it js that
this accounting firm will withdraw from this engagement.

1 2 3. 4 5 £ 7 8 9
Least Most
Probzble Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are majoxr.

Client-imposed 1imitations of scope to this auditing firm
by managemeni are minox.

The integrity of management is considered £ow in this
company.

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are minox.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are
minon.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3. 4 5 6 = 7 8 9
Least Most
Probable Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are mgjox.

Client-imposed 1imitations of scope to this auditing firm
by management are minox.

The irtegrity of management is considered Low in this
company.

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are pinox.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are

majon.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3. 4 5 6 7 [] 9
Least Most
Probable Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are majox.

Client-imposed limitations of scope to this auditing firm
by management are minon.

The integrity of management is considered £ow in this
company.

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are majox.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are

minon.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3 4 5 6 7 8 9
Least Most
Probable Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are majox.

Client-imposed limitations of scope to this auditing firm
by management are minon.

The integrity of management is considered Low in this
company.

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are majox.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are
mafon.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3. 4 5 6 7 8 9
Least Most
Probable Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are majox.

Client-imposed limitations of scope to this auditing firm
by management are minox.

The integrity of management is considered Aigh 1in this
company.

Disagreements over the application of Generally Accepted

Accounting Principies in the preparation of the financial
statements of this company are minox.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are
minoi.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3 q 5 6 7 8 9
Least Most
Probable Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are majox.

Client-imposed limitations of scope to this auditing firm
by management are minox.

The integrity of management is considered fpigh in this
company. -

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are minox.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are

majon.

Circle the number which indicates how probabie it is that
this accounting firm will withdraw from this engagement.

1 2 3. 4 5 6 7 8 9
Least Most
Probable Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are major.

Client-imposed limitations of scope to this auditing firm
by management are minon.

The integrity of management is considered high in this
company. R

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are majox.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are
minon.

Circle the number which indicates how probabie it is that
this accounting firm will withdraw from this engagement.

1 2 3. 4 5 6 7 8 9
Least Most
Probable Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are major.

Client-imposed limitations of scope to this auditing firm
by management are minox.

The integrity of management is considered high in this
company.

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are majox.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are
mafon.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3. 4 5 6 7 8 9
Least Most
Probable Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are major.

Client-imposed limitations of scope to this auditing firm
by management are majox.

The integrity of management is considered Low in this
company.

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are minon.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are
minox.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3 4 5 6 @ 7 8 9
Least Most
Probabie Prcbable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are majoxr.

Client-imposed limitations of scope to this auditing firm
by management are majon.

The integrity of management is considered fow in this
company.

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are minor.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are -
mafon. .

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3 4 5 6 7 8 9
Least Most
Probable Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are majox.

Client-imposed limitations of scope to this auditing firm
by management are majonr.

The integrity of management is considered £ow in this
company.

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are major.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are

MLROM.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3. 4 5 6 7 8 9
Least Most
Probabie Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are majox.

Client-imposed limitations of scope to this auditing firm
by management are majoxr.

The integrity of management is considered £fow in this
company.

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are majox.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are
mafon.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

] 2 3. 4 5 6 7 8 9
Least Most
Probable Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are majon.

Client-imposed limitations of scope to this auditing firm
by management are majox.

The integrity of management is ccnsidered high in this
company. I

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are minox.

Disagreements over the audit repert or opinion rendered
in respect to this company's financial statements are

minon.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

)] 2 3. 4 5 6 @ 7 8 9
Least Most
Probable Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are majfor.

Client-imposed limitations of scope to this auditing firm
by management are majfox.

The integrity of management is considered high in this
company.

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are minox.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are
mafon.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3 4 5 6 7 8 9
Least Most
Probable Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are majon.

Client-imposed limitations of scope to this auditing firm
by management are majon.

The integrity of management is considered high 1in this
company.

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are majoxr.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are

minon.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3 4 5 6 7 8 9
Least Most
Probable Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are majox.

Client-imposed limitations of scope to this auditing firm
by management are majox.

The integrity of management is considered high 1in this
company.

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are majox.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are
ma.fon.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3 4 5 6 7 8 9
Least Most
Probable Probable

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



149

Disagreements over fees (i.e. fees in arrears or low fees)
with the company are majox.

Client-imposed limitations of scope to this auditing firm
by management are majon.

The integrity of management is considered £ow in this
company.

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are munox.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are
mafonr.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3 4 5 6 7 8 9
Least Most
Probable Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are majonr.

Client-imposed limitations of scope to this auditing firm
by management are minox.

The integrity of management is considered high in this
company.

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the finarcial
statements of this company are majoxr.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are
majon.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3. 4 5 6 7 8 9
Least Most
Probable Probable
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Disagreements over fees (i.e. fees in arrears or low fees)
with the company are minox.

Client-imposed limitations of scope to this auditing firm
by management are minox.

The integrity of management is considered £ow in this
company.

Disagrecments over the application of Generally Accepted
Aciouiiting Principles in the preparation of the financial
statements of this company are majox.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are
majon.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

1 2 3 4 5 6 7 8 9
Least Most
Probable Probable
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Disagreements over fees (i.e. fees in arrears or Tow fees)
with the company are minox.

Client-imposed limitations of scope to this auditing firm
by management are minox.

The integrity of management is considered high in this
company. —

Disagreements over the application of Generally Accepted
Accounting Principles in the preparation of the financial
statements of this company are minon.

Disagreements over the audit report or opinion rendered
in respect to this company's financial statements are

majon.

Circle the number which indicates how probable it is that
this accounting firm will withdraw from this engagement.

] 2 3 4 5 6 7 8 9
Least Most
Probable Probable
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Table 1

Error Terms for Analysis of
Variance for A1l Auditors

Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
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(n = 58)

1115.93476
358.77172
606.29850

98.46276
820.76331
107.10338

83.94463

92.93036
209.50227

47.38295
108.07270

38.81759

44.00641

52.60088

31.99483

31.00098
524.46372

87.18233

90.92575

30.65966

89.53291

43.54174

36.03963

31.97509
106.51836

40.90734

67.13831

33.98382

32.21272

47.10917

39.58504

32.02611
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Table 2

Errer Terms for Analysis of
Variance for Nonnational Firms

(n = 19)
Error 718.75329
Error 46.00329
Error 208.91118
Error 24.08224
Error 315.99013
Error 45,58224
Error 27.70066
Error 31.95066
Error 91.76645
Error 19.52961
Error 47.14803
Error 20.70066
Error 13.05592
Error 16.95066
Error 8.41118
Error 13.30592
Error 209.36513
Error 30.78618
Error 42.65461
Error 9.52303
Error 29.68092
Error 22.18092
Error 14,39145
Error 15.39145
Error 53.77303
Error 17.86513
Error 37.36513
Error 22.45724
Error 14.06250
Error 24.,65461
Error 10.70724
Error 13.93092

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



Table 3

Error Terms for Analysis of
Variance for National Firms

Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
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(n = 16)

183.77930
99.65430
85.41992
31.70117

203.29492
14.34180
14.84180
23.41992
28.02930

9.82617
25.18555
4,51367
9.34180
21.12305
17.27930
7.34180

194.68555
10.71680
14,.96680

9.43555
22.98242
5.77930
10.41992
5.40430
20.06055
12.48242
9.79492
6.21680
12.24805
5.62305
9.38867
10.76367
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Table 4

Error Terms for Analysis of
Variance for "Big 8" Firms

Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
Error
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(n = 23)

213.40217
213.11413
311.96739
42.67935
301.47826
47.17935
41.40217
37.55978
89.70652
18.02717
35.73913
12.60326
21.60870
14.52717
6.30435
10.35326
120.41304
45.67935
33.30435
11.70109
36.86957
15.58152
11.22826
11.17935
32.68478
10.55978
19.97826
5.30978
5.90217
16.83152
19.48913
7.33152
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