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ABSTRACT

The p r o f e s s io n a l  a u d i t in g  l i t e r a t u r e  i d e n t i f i e s  th e  need  f o r  

a  c l i e n t  c o n tr o l  env ironm en t e v a lu a t io n  p r i o r  to  th e  d e s ig n  o f  an 

a u d i t o r 's  i n t e r n a l  c o n t r o l  t e s t s .  The p u rp o se  o f  t h i s  s tu d y  i s  to  

d e te rm in e  w hat s p e c i f i c  c l i e n t  a t t r i b u t e s  com prise  a  c l i e n t ' s  c o n tr o l  

env ironm en t and to  i n v e s t i g a t e  a u d i to r  p e rc e p t io n s  r e g a rd in g  th e  

im p o rtan ce  o f  th e s e  a t t r i b u t e s .  I n  a d d i t io n ,  a u d i t o r  i n s i g h t s  

r e g a rd in g  th e  a t t r i b u t e s '  r e l a t i o n  to  v a r io u s  n o t io n s  o f  c o n t r o l  and 

r i s k  i s  e x p lo re d .

In te rv ie w s  and q u e s t io n n a i r e s  w ere u se d  i n  o r d e r  to  i n v e s t i g a t e  

th e  im p o rtan ce  o f  v a r io u s  c o n t r o l  en v iro n m en t c o n c e p ts  f o r  s p e c i f i c  

a u d i t  engagem ents. A t o t a l  o f  146 a u d i t o r s ,  from  a l l  th e  "B ig  8"

CPA f irm s , responded  to  th e  q u e s t io n n a i r e s .  P a r tn e r s  i n  b o th  p r a c t i c e  

and E x e c u tiv e  o f f i c e s  o f  s e v e r a l  "B ig  8" f irm s  w ere in te rv ie w e d .

R esearch  r e s u l t s  i n d i c a t e  a  c o n s i s t e n t  ra n k in g  o f  th e  c o n t r o l  

c o n c ep ts  a c ro s s  v a r io u s  a u d i to r  p a r t i t i o n i n g s .  M oreover, i t  was 

found t h a t  th e  more im p o r ta n t  c o n t r o l  c o n c e p ts  w ere c o n s i s t e n t ly  

la b e le d  a s  " a c c o u n tin g  c o n tr o l"  and " c o n t r o l  r i s k "  r e l a t e d  w h ile  

th e  l e a s t  im p o r ta n t  c o n t r o l  c o n c e p ts  w ere v iew ed a s  " a d m in is t r a t iv e  

c o n tr o l"  and " in h e r e n t  r i s k "  r e l a t e d .  I t  was a ls o  found t h a t  a u d i to r s  

b e l ie v e d  t h a t  more a u d i t  a t t e n t i o n  s h o u ld  be  fo cu sed  on th e s e  c l i e n t  

a t t r i b u t e s  th a n  was a c tu a l l y  b e in g  g iv e n . A no ther m ajo r f in d in g  

in d ic a te d  t h a t  f irm  a f f i l i a t i o n ,  y e a rs  o f  a u d i t  e x p e r ie n c e ,  a u d i t  

f irm  c l i e n t  s p e c i a l t y ,  management s t r u c t u r e  o f  th e  c l i e n t ,  and c l i e n t
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t o t a l  a s s e t s  e x h ib i te d  some o f  th e  s t r o n g e s t  a s s o c ia t io n s  w ith  th e  

v a r io u s  a u d i to r  r e s p o n s e s .

I t  was found t h a t  th e  AICPA a c c o u n t in g /a d m in is t r a t iv e  c o n t r o l  

d ichotom y i s  n o t  a  u s e f u l  n o t io n  to  a u d i to r s .  M oreover, i t  a p p e a rs  

t h a t  a u d i to r s  do n o t  d i s t i n g u i s h  betw een in h e r e n t  and c o n tr o l  r i s k  

e le m e n ts . I t  was a ls o  conc luded  t h a t  d i f f e r e n c e s  i n  th e  c o n tr o l  

c o n c e p ts ' im p o rtan ce  r a t i n g s  e x i s t i n g  a lo n g  c l i e n t  dem ographic v a r i a b le s  

can be i n t e r p r e t e d  as an a p p ro p r ia te  t a i l o r i n g  o f  th e  a u d i t .  However, 

d i f f e r e n c e s  in  r a t i n g s  a lo n g  a u d i to r  and a u d i t  f irm  dem ographic 

v a r i a b le s  co u ld  p o r te n d  a  p o t e n t i a l l y  dangerous la c k  o f  consensus 

among a u d i to r s  and a u d i t  f irm s .
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CHAPTER I

AN OVERVIEW OF THE RESEARCH

The f i n a n c i a l  s ta te m e n ts  o f  b u s in e s s  e n t e r p r i s e s  r e f l e c t  th e

a s s e r t i o n s  o f  management c o n c e rn in g  t h a t  e n t e r p r i s e 's  r e s u l t s  o f

o p e r a t io n s ,  f i n a n c i a l  c o n d i t io n ,  and changes t h e r e i n .  In d ep en d en t

a u d i t o r s ,  whose t a s k  i s  to  r e n d e r  an  o p in io n  on th e s e  f i n a n c i a l

s ta te m e n ts ,  g a th e r  and e v a lu a te  e v id e n c e  in  o r d e r  to  form  an  o p in io n

co n cern in g  th e  f a i r n e s s  o f  th e s e  a s s e r t i o n s  ta k e n  a s  a  w ho le . The

t h i r d  s ta n d a r d  o f  f i e l d  work e x p re s s ly  s t a t e s  t h a t ,  " S u f f i c i e n t  com peten t

e v id e n t i a l  m a t te r  i s  to  be o b ta in e d  . . .  to  a f f o r d  a  re a s o n a b le  b a s is

f o r  an  o p in io n  re g a rd in g  th e  f i n a n c i a l  s ta te m e n ts  u nder e x a m in a tio n "

[AICPA, 1983a, pp. 7 - 8 ] .  In  a d d i t io n ,  when a u d i to r s  u l t im a te ly  r e n d e r

t h e i r  o p in io n  in  t h e i r  s ta n d a rd  s h o r t  form  r e p o r t  th e  s ta te m e n t  i s  made

t h a t ,  "Our ex a m in a tio n  was made i n  acco rd a n ce  w ith  g e n e r a l ly  a c c e p te d

a u d i t in g  s ta n d a r d s .  . . . "  [AICPA, 1983a, p . 3 0 2 ]. One su ch  s ta n d a rd

t h a t  r e p r e s e n t s  an  im p o r ta n t  so u rc e  o f  com peten t e v id e n t i a l  m a tte r

i s  th e  second  f i e l d  work s ta n d a rd  w hich  s t a t e s  t h a t :

T here i s  to  be a  p ro p e r  s tu d y  and e v a lu a t io n  o f  th e  e x i s t in g  
i n t e r n a l  c o n t r o l  a s  a  b a s i s  f o r  r e l i a n c e  th e re o n  and f o r  th e  
d e te rm in a tio n  o f  th e  r e s u l t a n t  e x te n t  o f  th e  t e s t s  to  w hich 
a u d i t in g  p ro c e d u re s  a r e  to  be r e s t r i c t e d .  [AICPA, 1983a, p . 7]

Thus, i t  i s  e v id e n t  t h a t  th e  rev ie w  o f  a  c l i e n t ' s  i n t e r n a l  c o n t r o l s  i s

an i n t e g r a l  p a r t  o f  any in d ep e n d e n t a u d i t .

The t y p i c a l  a u d i t ,  w hich encom passes a  rev iew  o f  i n t e r n a l  c o n t r o l ,

i s  p o r tr a y e d  i n  F ig u re  1 . T h is  r e p r e s e n ta t i o n  r e f l e c t s  th e  seq u en c in g
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o f  e v e n ts  a s  e sp o u sed  by th e  p r o f e s s io n a l  l i t e r a t u r e  and by o th e r  

r e s e a r c h e r s  ( s e e  f o r  exam ple M a rtin  [1 9 8 0 ], and B iggs and Mock [1 9 8 0 ]) . 

The e n t i r e  l e f t  s id e  o f  th e  f ig u r e  d e a ls  w ith  th e  c l i e n t ' s  i n t e r n a l  

c o n t r o l .

A ud it Im pact o f  th e  C o n tro l E nvironm ent

N o tic e  t h a t  th e  f i r s t  d e c is io n  p o in t  on F ig u re  1 r e q u i r e s  t h a t  

a d e c is io n  be made as  to  th e  s u f f i c i e n c y  o r  a c c e p t a b i l i t y  o f  th e  

c l i e n t ' s  c o n t r o l  env ironm en t ( r e f e r r e d  to  a s  th e  "en v iro n m en t f o r  

c o n t r o l s "  by th e  SEC [1 9 7 9 ]) . I f  i t  i s  n o t  a c c e p ta b le ,  no f u r t h e r  

i n t e r n a l  c o n t r o l  work sh o u ld  be pe rfo rm ed  by th e  a u d i to r  and su b se q u e n t 

s u b s ta n t iv e  t e s t s  w i l l  have  to  be a l t e r e d  a c c o rd in g ly .  K inney

[1 9 7 5 ], M a rtin  [1 9 8 0 ], and Lam bert and Lam bert [1979] a ls o  d e p ic t  

such  a  l i n k  a s  does th e  AICPA's S p e c ia l  A dv iso ry  C onm ittee  on I n t e r n a l  

A ccounting  C o n tro l when th e y  s t a t e :

I n t e r n a l  a c c o u n tin g  c o n t r o l s  can n o t be e v a lu a te d  in  a 
vacuum. The com m ittee  b e l ie v e s  t h a t  an  o v e r a l l  e v a lu a t io n  
o f  a  com pany's I n t e r n a l  a c c o u n tin g  c o n t r o l  env ironm en t i s  
a  n e c e s s a ry  p re lu d e  to  th e  e v a lu a t io n  o f  c o n t r o l  p ro c e d u re s  
and te c h n iq u e s .

A p o o r c o n t r o l  en v iro n m en t would make some a c c o u n tin g  
c o n t r o l s  in o p e r a t iv e  f o r  a l l  i n t e n t s  and p u rp o se s  b e c a u s e , 
f o r  exam ple, i n d iv id u a l s  w ould h e s i t a t e  to  c h a lle n g e  a  management 
o v e r r id e  o f  a  s p e c i f i c  c o n t r o l  p ro c e d u re . On th e  o th e r  h an d , a 
s t r o n g  c o n t r o l  en v iro n m en t, f o r  exam ple, one w ith  t i g h t  
b u d g e ta ry  c o n t r o l s  and an e f f e c t i v e  i n t e r n a l  a u d i t  f u n c t io n ,  
can  s i g n i f i c a n t l y  complement s p e c i f i c  a c c o u n tin g  c o n t r o l  
p ro c e d u re s  and te c h n iq u e s .

A lthough  i t  i s  p o s s ib le  f o r  a c c o u n tin g  c o n t r o l  p ro c e d u re s  
and te c h n iq u e s  to  be w ork ing  i n  a  company t h a t  h a s  a  po o r 
c o n t r o l  en v iro n m en t, th e  com m ittee  b e l ie v e s  i t  i s  u n l ik e ly  t h a t  
management can  have re a s o n a b le  a s su ra n c e  t h a t  th e  b road  
o b je c t iv e s  o f  i n t e r n a l  a c c o u n tin g  c o n t r o l  a r e  b e in g  m et u n le s s  
th e  company h a s  an en v iro n m en t t h a t  e s t a b l i s h e s  an  a p p r o p r ia te  
l e v e l  o f  c o n t r o l  c o n s c io u s n e ss . [AICPA, 1979, p . 12]
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In  a  rev ie w  o f  tw e n ty -se v e n  (27) o f  th e  m ost r e c e n t ,  s i g n i f i c a n t  

a u d i t  f a i l u r e s  d is c u s s e d  I n  th e  SEC 's A ccoun ting  S e r ie s  R e le a s e s . 

E lsenschm eld  and H ask in s  [1983] n o te  t h a t  In  fo u r te e n  (14 ) o f  them , 

th e  SEC co n c lu d ed  t h a t  th e  a u d i to r s  f a i l e d  to  a d e q u a te ly  e v a lu a te  a  

c l i e n t ' s  I n t e r n a l  c o n t r o l s  a n d /o r  l i n k  t h e i r  e v a lu a t io n s  to  su b seq u e n t 

a u d i t  p ro c e d u re s . I n  r e g a rd s  to  t h i s  l a t t e r  p o i n t ,  a  number o f  

e m p ir ic a l  s tu d i e s  ( s e e  f o r  exam ple, A rens [1970] and M o rris  and 

A nderson [1976]) have  a ls o  found t h a t  th e  t h e o r e t i c a l  l i n k  t h a t  i s  

supposed  to  e x i s t  betw een I n t e r n a l  c o n t r o l  e v a lu a t io n s  and th e  

r e s u l t a n t  a u d i t  p ro g ram s, does n o t  n e c e s s a r i l y  e x i s t .  Not o n ly  sh o u ld  

th e r e  be a  l i n k  betw een th e  r e s u l t s  o f  an a u d i t o r 's  i n t e r n a l  c o n t r o l  

t e s t s  w ith  su b se q u e n t s u b s ta n t iv e  t e s t s  b u t  th e r e  sh o u ld  a ls o  be a  

l i n k  betw een  an a u d i t o r 's  rev iew  and e v a lu a t io n  o f  th e  c l i e n t ' s  c o n t r o l  

env ironm en t w ith  su b se q u e n t com pliance  and s u b s ta n t iv e  t e s t s .

W illingham  and P a rk s  [1982 , p . 2 8 ] , i n  d i s c u s s in g  th e  P e a t ,

M arwick, M itc h e l l  & Co. SEADOC a p p ro a c h , r e f e r  to  th e  c o n t r o l  en v ironm en t 

as th o s e  " g e n e r a l  c o n t r o l  f e a tu r e s  o f  th e  company t h a t  can  In f lu e n c e  

th e  p e rfo rm an ce  o f  c o n t r o l  r e s p o n s i b i l i t i e s . "  A rth u r  Young & Co.

[1980] e x p l i c i t l y  i d e n t i f y  a  c l i e n t ' s  c o n t r o l  en v iro n m en t a s  a  p a r t  o f  

a l l  i n t e r n a l  a c c o u n tin g  c o n t r o l  sy s te m s. W arren [1979] and H o lstrum  

and K i r t l a n d  [1982] s im i l a r l y  n o te  t h a t  th e  env ironm en t i n  w hich c l i e n t s  

e x e r c is e  s p e c i f i c  c o n t r o l s  i s  im p o r ta n t  to  th e  a u d i to r s  e v a lu a t io n  

o f  a u d i t  r i s k s .  P r ic e  W aterhouse & Co. [1979, p . 15] b e l i e v e  t h a t  

th e  d e s i r a b le  c h a r a c t e r i s t i c s  o f  a  p ro p e r  c o n t r o l  en v iro n m en t a r e  

" .  . . aw areness ( th e  com m unication o f  w hat [management] e x p e c t s ) ,  

a t t i t u d e  ( th e  e x is te n c e  o f  in c e n t iv e s  to  e x e r c is e  c o n t r o l ) , and
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d i s c i p l i n e  ( th e  a s s u ra n c e  t h a t  a c t i v i t i e s  a r e  c o n t r o l l e d ) . "

N ic h o la s  [1982, p . 58] a s s e r t s  t h a t  th e s e  d e s i r a b l e  c h a r a c t e r i s t i c s  a r e  

th e  r e s u l t s  " . . .  o f  th e  com bined e f f e c t  o f  th e  o r g a n i z a t i o n 's ,

' c h a r t e r ' ,  i t s  p o l i c i e s ,  o p e r a t in g  p ro c e d u re s  and s t y l e  o f  m anagement, 

and th e  r e a c t io n s  and e x p e c ta t io n s  o f  th e  p e o p le  w i th in  th e  o r g a n iz a t io n  

as  a  w h o le ."  The a sse ssm e n t o f  a  c o n t r o l  e n v iro n m e n t 's  o v e r a l l  im pac t 

i s  Im p o r ta n t i n  p r e d i c t i n g  th e  p e rv a s iv e n e s s  and e f f e c t iv e n e s s  o f  th e  

c l i e n t ' s  f i n a n c i a l  r e p o r t in g  p ro c e s s  in  a c h ie v in g  c o n t r o l  and even  in  

a c h ie v in g  o r g a n iz a t io n a l  i n t e g r i t y  [ C o l l in s ,  1 9 8 2 ].

The Need F or T h is  S tudy

The f i r s t  s i g n i f i c a n t  a p p e a ra n c e  i n  th e  p r o f e s s io n a l  l i t e r a t u r e

o f  th e  n o t io n  o f  a  c o n t r o l  e n v iro n m en t, and th e  a u d i t  co n c ern s  i t  w a r r a n ts ,

was n o t u n t i l  th e  1979 r e p o r t  o f  th e  S p e c ia l  A dv iso ry  Com m ittee on

I n t e r n a l  A cco u n tin g  C o n tro ls .  At t h a t  tim e  t h e i r  r e p o r t  co n c lu d ed  t h a t ,

" .  . . th e r e  i s  n o t  s u f f i c i e n t  e m p ir ic a l  know ledge o f  how e x te n s iv e ly

c o n tr o l  p ro c e d u re s  and te c h n iq u e s  a r e  em ployed, i n  w hat c o m b in a tio n s , in

w hich i n d u s t r i e s ,  i n  com panies o f  w hat s i z e ,  and so f o r th "  [AICPA,

1979, p .  2 7 ] . In  s p e c i f i c a l l y  a d d re s s in g  r e s e a rc h  on c o n t r o l  e n v iro n m e n ts ,

F e l ix  and K inney [1982, p . 251] n o te  th e  same c o n c lu s io n :

B ackground l i t e r a t u r e  t h a t  would a llo w  th e  r e s e a r c h e r  to  
u n d e rs ta n d  th e  c u r r e n t  p r a c t i c e s  [ in  t h i s  r e g a rd ]  . . . 
i s  r e l a t i v e l y  s p a r s e .

M oreover, th e y  a ls o  n o te  t h a t  r e s e a r c h  d e s c r ib in g  o r  c l a s s i f y i n g  th e

cues t h a t  a u d i to r s  u se  to  p la n  th e  a u d i t  and to  d ev e lo p  b e l i e f s  c o n c e rn in g

th e  " s t a t e  o f  th e  a u d i t e e 's  a f f a i r s "  i s  n o n e x is te n t .  L ik e w ise , W righ t
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[1982, p . 1 -3 ]  s t a t e s  t h a t  r e s e a rc h  on th e  Im pact o f  a  c l i e n t ' s

c o n t r o l  env ironm en t I s  g r e a t ly  needed  b e c a u se ;

. . .  we have v i r t u a l l y  no e m p ir ic a l  r e s u l t s  to  a d d re s s  th e  
fo llo w in g  Im p o rta n t i s s u e s :

1 . Do a u d i to r s  a c t u a l l y  r e l y  h e a v i ly  on  e n v iro n m e n ta l 
f a c t o r s  In  p r a c t i c e ?  and I f  s o ,  w hich  ones a r e  m ost 
h e a v i ly  u t i l i z e d ?

2 . How a re  th e s e  f a c t o r s  in c o r p o r a te d  w ith  o th e r  a u d i t  
e v id e n c e  i n  m aking d e c is io n s ?

3. I s  th e  r e l i a n c e  on v a r io u s  e n v iro n m e n ta l f a c t o r s  
b e n e f i c i a l  o r  h a rm fu l?  R esea rch  on th e  e f f e c t  o f  
en v iro n m e n ta l f a c t o r s  i s ,  t h u s ,  g r e a t ly  n eed ed . The
e n v iro n m e n ta l f a c t o r s  d e a l  w i th  th e  s e t t i n g  i n  w hich
th e  a u d i t  ta k e s  p la c e .

The I n s ig h t s  I n to  c o n t r o l  en v iro n m en t c o n c e rn s  t h a t  do e x i s t ,  have

been  o n ly  a t  a  c o n c e p tu a l  l e v e l  ( e .g .  AICPA [19.79], Lam bert and

Lam bert [1 9 7 9 ], Cook and K e lle y  [1 9 7 9 ]) , o r  a t  a  v e ry  m icro  l e v e l

( e .g .  Mock and T u rn e r [1981] and A b d e l-k h a l ik , Snow ball and Wragge

[1 9 8 3 ]) . F e l ix  [1981] b e l ie v e s  t h a t  b ro a d -b a se d  s t a t e  d e s c r i p t i v e

re s e a rc h  I s  needed  t h a t  I n v e s t ig a t e s  how a u d i to r s  i d e n t i f y  Im p o rta n t

c o n tr o l s  and w hat c o m b in a tio n s  o f  s t r e n g th s  and w eaknesses a r e

a c c e p ta b le .  C ushing and Loebbecke [1983, p . 68] n o te  I n  t h e i r  rev iew

o f  f i r m s ' a u d i t in g  p r a c t i c e s ,  t h a t  th e  p r e l im in a r y  p h ase  o f  I n t e r n a l

c o n t r o l  e v a lu a t io n  e x h ib i t s  some o f  th e  " g r e a t e s t  d i v e r s i t y  among th e

f i r m s ."  H ylas and A shton [1982] a ls o  c a l l  f o r  more r e s e a rc h  in to  th e

" l e s s  r ig o ro u s  a u d i t  p ro c e d u re s"  t h a t  a r e  p e rfo rm ed  p r i o r  to  d e te rm in in g

th e  e x te n t  o f  r e l i a n c e  to  be  p la c e d  on I n t e r n a l  c o n t r o l s  and p r i o r  to

d e te rm in in g  th e  amount o f  d e t a i l e d  t e s t i n g  to  p e rfo rm . In  th e  same

v e in ,  Mock and W atkins [1980 , p . 2] b e l ie v e d  " a d d i t io n a l  r e s e a rc h  i s

needed  re g a rd in g  . . . th e  way i n  w hich [ a u d i to r s ]  w e ig h t v a r io u s
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I n fo r m a t io n a l ,  o r g a n iz a t io n a l ,  and b e h a v io r a l  c u e s . . . T h e re fo re ,  

b e cau se  " su rv e y  r e s e a r c h  on th e  e v a lu a t io n  o f  I n t e r n a l  c o n t r o l  and u se  

o f  th e  e v a lu a t io n s  in  a u d i t  p la n n in g  h a s  n o t  been  comnon" [ F e l ix ,  1981, 

p . 9] and b ecau se  a s  Tabor [1983 , p . 348] s t a t e s ,  " I  know o f  no o th e r  

r e s e a rc h  t h a t  a d d re s s e s  b o th  I n t e r n a l  c o n t r o l  e v a lu a t io n  and th e  

su b seq u e n t a u d i t  program  p la n n in g  d e c is io n  i n  th e  same e x p e r im e n ta l  

t a s k , "  th e r e  a p p e a rs  to  be a  r e s e a rc h  v o id  c o n c e rn in g  w hat a u d i to r s  do 

in  re g a rd s  to  c o n t r o l  env ironm en t e v a lu a t io n s ,  how th e s e  e v a lu a t io n s  

a f f e c t  su b seq u e n t a u d i t  a c t i v i t y ,  and w hat f a c t o r s  a c co u n t f o r  

d i f f e r i n g  a u d i t  app roaches i n  t h i s  a r e a .

There i s  no doub t t h a t  c o n t r o l  en v iro n m en t e v a lu a t io n s  r e p r e s e n t  

a  s u b je c t iv e ,  i l l - s t r u c t u r e d  d e c is io n  t a s k  a s  d e f in e d  by M in tzb e rg  e t  a l .

[1976]. Y e t, th e  im p o rtan ce  o f  m aking su ch  e v a lu a t io n s  i s  n o t  

d im in ish e d  by th e s e  f a c t s  [ D e f l ie s e  e t  a l . , 1 9 8 4 ]. I t  a p p e a rs  t h a t  

r e s e a rc h e r s  have s h ie d  away from  i n v e s t ig a t in g  how a u d i to r s  p e rfo rm  

t h i s  t a s k  and how i t  m ight be im proved . Bamber and B y l in s k i  [1982, p .

35] s t a t e  t h a t  " . . .  [ a u d i t ]  c o n te x t  h a s  been  g iv en  l i t t l e  th o u g h t in  

a u d i t  In fo rm a tio n  p ro c e s s in g  r e s e a rc h .  F u r th e rm o re , i l l - s t r u c t u r e d  

p rob lem s have n o t  been  in v e s t ig a t e d  i n  a u d i t i n g . "  T h is  s tu d y  

r e p r e s e n ts  a  f i r s t  s t e p ,  em barking  a lo n g  th e  u n e x p lo re d  p a th s  p o in te d  to  

by a l l  th e s e  a u th o r s .

Overview  o f  E x is t in g  R esea rch

Joyce  and L ibby [1981] n o te  th r e e  r e s e a r c h  parad igm s r e l e v a n t  to  

i n t e r n a l  c o n tr o l  a u d i t  ju d g m en ts . They r e f e r  to  them  a s  p o l ic y - c a p tu r in g ,  

p r o b a b l i s t i c  judgm ent and p r e d e c is io n a l  b e h a v io r  p a rad ig m s. The ty p e
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o f  r e s e a rc h  r e p r e s e n te d  by t h i s  s tu d y  f a l l s  I n to  th e  t h i r d  c a te g o ry  

w here a u d i to r s  a r e  fa c e d  w ith  an  i l l - d e f i n e d  In fo rm a tio n  s e a rc h  t a s k ,  

i n  u n s tr u c tu r e d  c o n te x ts .  The b e s t  exam ples o f  a c c o u n tin g  r e s e a rc h  

conducted  in  t h i s  v e in  a r e  Mock and T u rn e r  £1981] and B iggs and 

Mock [1 9 8 0 ]. V erb a l p r o to c o ls  from  f o u r  a u d i to r s  w ere c o l l e c t e d  in  

a  f i e l d  ex p e rim e n t and a n a ly z e d . The a u d i t o r s '  p r o to c o ls  con cern ed  

t h e i r  rev ie w  and e v a lu a t io n  o f  an i n t e r n a l  c o n t r o l  sy stem  to  d e te rm in e  

scope  r e v i s io n s  f o r  su b se q u e n t a u d i t  p ro g ra m s. These s tu d i e s  found a  

g r e a t  d e a l  o f  v a r i a b i l i t y  among a u d i t o r s '  d e c is io n s  and t h a t  th ey  

fo cu sed  on a  much g r e a t e r  p ro p o r t io n  o f  th e  a v a i l a b l e  in fo rm a tio n  th an  

th e y  a c tu a l l y  r e p o r te d .

The p o l ic y - c a p tu r in g  parad igm  o f  r e s e a r c h  a tte m p ts  to  m a th e m a tic a lly  

r e f l e c t  th e  judgm ent p o l i c i e s  o f  a u d i t o r s .  Much r e s e a rc h  i n  t h i s  a re a  

h as  em ployed th e  B runsw ick Lens Model and u se d  v a r io u s  r e g r e s s io n  o r  

ANOVA te c h n iq u e s . Much o f  t h i s  work i s  t y p i f i e d  by A shton [1974] 

and Joyce  [1976]. A s h to n 's  s tu d y  in v o lv e d  a  f a c t o r i a l  d e s ig n  in  

s o l i c i t i n g  a u d i to r  e v a lu a t io n s  o f  a  p a y r o l l  c o n t r o l  s y s te m 's  s t r e n g th .

He found th e r e  was a  f a i r l y  h ig h  l e v e l  o f  a u d i to r  c o n sen su s . Joyce  

on th e  o th e r  hand , in v e s t ig a t e d  d i f f e r i n g  m an-hour a l l o c a t i o n s  f o r  

a u d i t in g  o f  a c c o u n ts  r e c e iv a b le  b ased  upon d i f f e r e n t  l e v e l s  o f  c o n t r o l  

s t r e n g th s  and w eaknesses . He found l e s s  a u d i to r  co n sen su s th a n  d id  

A shton.

Solomons and W ilson [1980] p ro v id e  a  good exam ple o f  th e  

p r o b a b i l i s t i c  judgm ent p a rad ig m , a s  i t  a p p l ie d  to  i n t e r n a l  c o n tr o l  

r e s e a rc h .  They in v e s t ig a t e d  a u d i t  team  c o n sen su s  c o n c e rn in g  p r i o r  

p r o b a b i l i t y  d i s t r i b u t i o n  judgm ents i n  s i x  c a s e s .  T h e ir  p r im a ry
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f in d in g  was t h a t  a u d i t  team  judgm en ts w ere l e s s  v a r i a b l e  th a n  th e  

judgm ents o f  in d iv id u a l  a u d i to r s .  In  a n o th e r  s tu d y ,  Joyce  and B id d le

[1981] e x p lo re d  a n c h o rin g  and a d ju s tm e n t h e u r i s t i c s  ( s e e  T versky  and 

Kahneman [1 9 7 4 ]) t h a t  p o s s ib ly  m i t ig a t e  b e l i e f  i n  th e  B ayes ' Theorem 

a s  d e s c r i p t i v e  o f  hitman judgm en t. They found t h a t  a u d i to r s  do , a t  

t im e s ,  make judgm en ts i n  v i o l a t i o n  o f  B ayes ' Theorem b u t  th e s e  v i o l a t i o n s  

c o u ld  n o t alw ays be e x p la in e d  by a n c h o rin g  o r  a d ju s tm e n t h e u r i s t i c s .  

I n s te a d ,  a  c o n tin g e n t  a d ju s tm e n t s t r a t e g y  was u se d  w here th e  a u d i to r s  

made l a r g e  s u b s ta n t iv e  t e s t  a d ju s tm e n t recom m endations when i n t e r n a l  

c o n t r o l s  w ere weak and o n ly  sm a ll  a d ju s tm e n ts  a s  th e  c o n t r o l s  became 

s t r o n g e r .

These p r o to ty p ic a l  s tu d i e s  e x h ib i t  a  v a r i e ty  o f  r e s u l t s  a c ro s s  

a r t i f i c i a l  c o n te x ts  and th u s  i t  i s  d i f f i c u l t  to  make g e n e r a l i z a t i o n s .  

However, th e  fo llo w in g  in f e r e n c e s  seem w a rra n te d :

1 . No known s tu d y  h a s  d i r e c t l y  i n v e s t ig a t e d  an a c tu a l  c l i e n t ' s  
c o n t r o l  e n v iro n m en t.

2 . No known s tu d y  h a s  d i r e c t l y  in v e s t ig a t e d  a u d i t o r s '  
i d e n t i f i c a t i o n  o f  s p e c i f i c  e n v iro n m e n ta l a t t r i b u t e s  a s  
s o u rc e s  o f  a u d i t  e v id e n c e  (p re v io u s  s tu d i e s  lo o k  a t  
e v a lu a t io n s  o f  e v id e n c e  p ro v id e d  by th e  r e s e a r c h e r  and 
i t s  im pact upon su b se q u e n t a u d i t  p r o c e d u r e s ) ; and

3. No known s tu d y  h a s  d i r e c t l y  i n v e s t ig a t e d  th e  o p in io n s  o f  
a c tu a l  a u d i t  team s i n  r e g a rd s  to  e v id e n c e  c o n c e rn in g  
c l i e n t s '  c o n t r o l  en v iro n m en t.

Most o f  th e  r e s e a rc h  t h a t  h a s  been  done on o r g a n iz a t io n a l  

en v iro n m en ts  h as  been  i n  th e  o r g a n iz a t io n a l  b e h a v io r  f i e l d .  Downey 

and I r e l a n d  [1979] rev iew  m ost o f  t h i s  l i t e r a t u r e  and co n c lu d e  t h a t  th e  

m ost f r u i t f u l  means o f  s tu d y in g  en v iro n m en ts  i s  by fo c u s in g  on 

a c tu a l  e n v iro n m en ta l a t t r i b u t e s  a s  th e y  e x i s t  i n  a  r e a l  w orld  c o n te x t
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in  a  q u a l i t a t i v e  f a s h io n ,  a s  opposed  to  a s s e s s in g  a  few a t t r i b u t e s  w ith  

h ig h ly  p r e c i s e ,  q u a n t i t a t i v e  m ethods i n  a r t i f i c i a l  s e t t i n g s .  K onra th  

[1971] and Amey [1979] b o th  d is c u s s e d  a  s im i l a r  v iew , a l b e i t  from  a 

system s v ie w p o in t .  They s u g g e s te d  t h a t  no sy s te m  ( e . g . ,  i n t e r n a l  a c c o u n t

in g  c o n t r o l )  can be p r o p e r ly  rev iew ed  and e v a lu a te d  i f  ta k e n  o u t  o f  c o n te x t  

o f  th e  l a r g e r  sy s tem  ( e . g . ,  management c o n t r o l )  o f  w hich  i t  i s  a  p a r t .

The R esearch  O b je c tiv e s

A s i g n i f i c a n t  f in d in g  o f  human In fo rm a tio n  p ro c e s s in g  (HIP) 

s tu d ie s  s u g g e s ts  t h a t  d e c is io n  m akers do n o t  a d h e re  to  n o rm a tiv e  

d e c is io n  m odels i n  com plex s e t t i n g s  [W rig h t, 1 9 8 2 ]. As an  exam ple,

T versky  and Kahneman [1974] found t h a t  p e o p le  u se  " r u l e s  o f  thumb" 

in  o r d e r  to  s im p l i f y  t h e i r  d e c is io n  ta s k s  i n  com plex s e t t i n g s .  R esea rch  

i n  a u d i t in g  h a s  a ls o  found t h i s  to  be th e  c a se  ( s e e  L ibby [1 9 8 1 ]) .

Thus, g iv en  t h a t  th e r e  a r e  a  m u lt i tu d e  o f  f a c t o r s ,  w ith  num erous 

i n t e r a c t i o n s ,  t h a t  a u d i to r s  co u ld  and sh o u ld  c o n s id e r  in  t h e i r  a s s e s s 

m ents o f  c l i e n t  c o n t r o l  e n v iro n m e n ts , w hich  ones do th e y  s e l e c t ?  Do 

t h e i r  s e l e c t i o n s  d i f f e r  a c ro s s  c l i e n t s  and a u d i t  team s? A cco rd ing  to  

A shby 's  Law o f  R e q u is i te  V a r ie ty  ( s e e  K o n ra th  [1 9 7 1 ]) , th e  f a c t o r s  

u sed  by a u d i to r s  s h o u ld  n o t  be a  s im p l i f ie d  s e t  o f  j u s t  a  few cues 

a c ro s s  d i f f e r e n t  c l i e n t  s e t t i n g s ,  b u t  sh o u ld  be v a r ie d  enough, to  

m atch th e  v a r i e ty  r e p r e s e n te d  by a  d i v e r s i t y  o f  c l i e n t s .  In  f a c t ,  

s l i g h t l y  m o d ify in g  th e  l a b e l s  o f  th e  axes  i n  D a ft and W ig in to n 's  [1979] 

d e p ic t io n  o f  th e  r e l a t i o n s h ip  betw een  lan g u a g e  v a r i e ty  and  o r g a n iz a t io n a l  

r e a l i t y ,  F ig u re  2 s u g g e s ts  t h a t  th e  in co n g ru o u s  m atch ing  o f  th e  v a r i e ty  

o f  a u d i t  ap p ro ach es  w ith  th e  d e g re e  o f  co m p lex ity  o f  th e  s i t u a t i o n  a t  

han d , can r e s u l t  in  e rro n e o u s  a u d i t  ap p ro ach es  from  th e  o u t s e t .
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C l ie n t  R e a l i ty  

S im ple Complex

Low V a r ie ty

u
■§ H igh V a r ie ty

The o b v io u s  p o in t  to  be made I s  t h a t  c e l l s  2 and 3 sh o u ld  be av o id ed  

and c e l l s  1 and 4 r e p r e s e n t  a p p ro p r ia te  a u d i t  a p p ro a c h e s .

B ecause th e  ta s k  o f  e v a lu a t in g  a  c l i e n t ' s  c o n t r o l  env ironm en t 

I s  v e ry  Im p o r ta n t and g iv en  th e  f a c t  t h a t  m ost a u d i to r  I n t e r n a l  

c o n t r o l  judgm ent r e s e a rc h  h a s  n o t  been  con cern ed  w ith  th e  com prehensive , 

p r e - d e c l s io n a l  b e h a v io rs  o f  a u d i to r s  r e g a rd in g  th e s e  e v a lu a t io n s ,  

t h i s  s tu d y  h a s  th e  fo llo w in g  o b j e c t iv e s :

1 . I d e n t i f y  a u d i to r  c h o ic e s  o f  d i f f e r e n t  c o n t r o l  env ironm en t 
a t t r i b u t e s  used  as a u d i t  e v id e n c e , i d e n t i f y i n g  th e  dem ographic 
f a c t o r s  a s s o c ia te d  w ith  d i f f e r i n g  r a t i n g s  o f  im p o rta n c e ;

2. A s c e r ta in  w h e th e r  a u d i to r s  b e l ie v e  t h a t  more a t t e n t i o n  sh o u ld  
be  fo cu se d  on th e s e  a t t r i b u t e s  th an  I s  now b e in g  g iv e n ;

3. I n v e s t ig a t e  th e  Im pact o f  e v a lu a t io n s  o f  c o n t r o l  env ironm en t 
a t t r i b u t e s  ( I . e . ,  f a v o ra b le  v s .  u n fa v o ra b le )  on th e  n a tu r e ,  
tim in g  and e x te n t  o f  su b se q u e n t a u d i t  p ro g ram s; and

4 . D eterm ine w hich c l i e n t  c o n t r o l  en v iro n m en t a t t r i b u t e s  a re  
i d e n t i f i e d  by a u d i to r s  a s  in f lu e n c in g  t h e i r  a s se s sm e n ts  o f  
in h e r e n t  r i s k  and c o n t r o l  r i s k  and w h e th e r  an a c c o u n tin g  v s . 
a d m in is t r a t iv e  c o n t r o l  dichotom y p a r a l l e l s  a u d i t o r s '  r a n k in g s  
o f  th e  v a r io u s  c o n t r o l  env ironm en t c o n c e p ts .

A p p ro p r ia te

1

E r ro r
2 ( O v e r s im p l i f ic a t io n )

3

E r ro r
( O v e rk i l l )

4

A p p ro p r ia te

F ig u re  2 

C o n tro l and R e a l i ty
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Each o f  th e  o b j e c t iv e s  I s  p u rsu e d  w i th in  th e  c o n te x t  o f  an a c tu a l  

engagem ent and th e  a u d i t o r  i n s i g h t s  s o l i c i t e d  a r e  th o s e  o f  th e  a c tu a l  

a u d i t  team  p e rfo rm in g  th e  c u r r e n t  ( o r  l a t e s t )  a u d i t .  The dem ographic 

f a c t o r s  s o l i c i t e d  w i l l  be g rouped  a c c o rd in g  to  i n d iv id u a l  a u d i to r ,  

a u d i t  p r a c t i c e  o f f i c e ,  and c l i e n t  c h a r a c t e r i s t i c s .  T here  a r e  no a -  

p r l o r l  h y p o th e s e s . S in c e  no known work h as  e x p lo re d  th e  a u d i t o r 's  

co n cern  w ith  a  c l i e n t ' s  o v e r a l l  c o n t r o l  env ironm en t i n  an  a c tu a l  

engagem ent s e t t i n g  em p h asiz in g  th e  i d e n t i f i c a t i o n  o f  p e r t i n e n t  s o u rc e s  

o f  e v id e n c e , t h i s  e x p lo r a to r y  s tu d y 's  v a lu e  i s  i n  i t s  d e s c r ip t i v e  

c o n t r ib u t io n  and i n  expand ing  know ledge i n  th e  b ro a d e r  c o n t r o l  s p h e re .

To p a ra p h ra se  Mautz and S h a ra f  [1 9 6 1 ], th e  p u rp o se  o f  t h i s  s tu d y  i s  

to  b e t t e r  u n d e rs ta n d  a u d i t in g  by a n a ly z in g  th e  way i n  w hich i t  f u n c t io n s .

R esea rch  M ethodology

D a ft and W ig ln ton  [1979, p . 186] s u g g e s t  t h a t  e f f e c t i v e  r e s e a rc h  

i n to  th e  com plex a s p e c ts  o f  o r g a n iz a t io n s  ( e . g . ,  t h e i r  c o n t r o l  

en v iro n m en ts)  w ould m ost l i k e l y  r e f l e c t  th e  fo llo w in g  c h a r a c t e r i s t i c s :

1 . I t  w ould fo cu s  on g e n e ra l  p a t t e r n s  r a t h e r  th a n  on s p e c i f i c  
d e t a i l s ;

2 . I t  w ould r e ly  on some ty p e  o f  human o b s e rv a t io n  o f  th e  
sy s te m , and human th o u g h t p ro c e s s e s  w ould be u sed  to  form  
th e  o b s e rv a t io n s  i n to  a  model o f  th e  sy stem ;

3 . Many p o t e n t i a l  e x p la n a to ry  v a r i a b le s  w ould be l e f t  unm easured;

4 . Im p re c is io n  would c h a r a c te r i z e  m easured v a r i a b le s  and 
r e l a t i o n s h ip s  among m easured  v a r i a b l e s ;  and

5 . The r e s e a rc h  p ro c e s s  would r e l y  h e a v i ly  on lan g u ag e  o f  
h ig h  v a r i e t y  r a t h e r  th a n  on m ath em atics  o r  s t a t i s t i c s .
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In  th e  a u d i t in g  r e s e a rc h  c o n te x t  o f  t h i s  s tu d y ,  th e  above p o in ts  

a r e  r e l e v a n t .  F o r any I n i t i a l  model b u i ld in g  e f f o r t  w here s t a t e  

d e s c r i p t i v e  o r  e x p lo r a to r y  r e s e a rc h  I s  r e q u i r e d ,  . . a n  a r r a y  o f  

r e s e a rc h  te c h n iq u e s  w hich a r e  b a sed  on h ig h  v a r i e t y  lan g u a g e  . . . a re  

re q u ire d "  [D a ft and W lg in to n , 1974, p . 1 8 7 ] . More s p e c i f i c a l l y ,  F e l ix  

and K inney [1982] s u g g e s t  t h a t  i n  a u d i t in g  s tu d i e s  w here e x i s t i n g  

r e s e a rc h  i s  s p a r s e ,  th e r e  a r e  two p o s s ib le  a p p ro ach es  o f f e r in g  p ro m ise . 

One ap p ro ach  i s  aim ed a t  g a th e r in g  In fo rm a tio n  on w hat a u d i to r s  do.

They adm it t h a t  th e  s t r u c t u r e  f o r  d a ta  c o l l e c t i o n  may have to  be c ru d e . 

Examples o f  l e g i t im a te  d a ta  s o u rc e s  i n  t h i s  r e g a rd  would be a u d i to r  

work p a p e rs  (w hich  a re  f o r  th e  m ost p a r t  u n a v a i la b le  to  r e s e a r c h e r s ) , 

In te rv ie w s  w ith  a u d i t o r s ,  a u d i t  m an u a ls , and l i t i g a t i o n  f i l e s .

The second  a p p ro ach  th ey  s u g g e s t  s o l i c i t s  " s t r u c t u r a l  d e s c r ip t io n s "  

by a u d i to r s  o f  w hat th e y  do ( i n  th e  c o n te x t  o f  t h i s  s tu d y  i t  would be 

In  re g a rd s  to  t h e i r  c l i e n t  c o n t r o l  en v iro n m en t a s s e s s m e n t) . They b e l ie v e  

t h a t  a  prim e d a ta  s o u rc e  in  t h i s  r e g a rd  i s  a  m a il o p in io n  s u rv e y  which 

has " . . .  th e  a d v an tag e  o f  fo c u s in g  on e x ta n t  p r a c t i c e s  a s  th e  a u d i to r  

r e c a l l s  them and n o t  on a  d o cu m en ta tio n  o f  p r a c t i c e s "  [ F e l ix  and 

K inney, 1982, p .  2 5 3 ]. P a r a l l e l i n g  t h i s  v iew , F e l ix  [1981, p . 10] 

b e l ie v e s  t h a t :

Survey research on new and developing topics in internal 
control evaluation is certainly useful. In addition, survey 
based knowledge of standard evaluation practices may be 
practical and could contribute to testable descriptive theory 
of internal control evaluation.
This study employs both approaches suggested above. Interviews 

of Big Eight personnel along with a thorough review of their in-house 

literature on control environments provided the basis for formulating
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Che q u e s t io n n a i r e  Chat a d d re s s e s  t h i s  s t u d y 's  s t a t e d  r e s e a rc h  o b je c t iv e s  

I n  d e t a i l ,  u s in g  a c tu a l  c l i e n t s  and t h e i r  r e s p e c t iv e  a u d i t  team s.

In  t r y in g  to  employ " . . .  d a ta  c o l l e c t i o n  te c h n iq u e s  t h a t  ta k e  

ad v an tag e  o f  n a tu r a l  lan g u ag e"  [D a ft and W lg ln to n , 1979, p .  1 8 7 ],

L ik e r t  s c a le d  re sp o n se s  a r e  u sed  on th e  q u e s t io n n a i r e .  These a u th o r s  

s u g g e s t  su ch  an  app roach  i s  " h ig h  i n  v a r i e ty "  b e c au se  th e  " . . .  

la n g u a g e -b a se d  l a b e l s  a r e  u sed  to  c l a s s i f y  th e  v a r io u s  v a lu e s  w hich  th e  

v a r i a b le  may assum e" [p . 1 8 7 ] . P r o je c t in g  th e s e  v a lu e s  i n t o  a  num eric  

s c a le  f o r  a n a ly s i s  p u rp o se s  w i l l  f a c i l i t a t e  th e  u se  o f  s t a t i s t i c s  a s  

a  f u r t h e r  d e s c r i p t i v e  t o o l .  However, such  s t r u c t u r e  may a l s o  red u ce  

th e  " v a r i e ty "  o f  th e  lan g u ag e  b a sed  l a b e l s .  B ecause " th e  co n cern  f o r  

p r e c i s e  c a lc u la t io n  can i n h i b i t  i n s i g h t  [and  b e c au se ]  n o v e l ,  i n s i g h t f u l  

id e a s  can be h a rd  to  p rove"  c r o s s ta b u la te d  c o n tin g e n c y  t a b l e s  w i l l  be 

used  [p . 1 8 7 ] . Such an  ap p ro ach  u se s  d a ta  i n  i t s  nom ina l form  w ith o u t 

im posing  s im p l i f y in g  s t r u c t u r a l  com prom ises.

T h is  s tu d y  i s  e n t i r e l y  p r e - t h e o r e t i c a l .  Ho h y p o th e se s  a r e  t e s t e d .

As G la s e r  and S t r a u s s  [1967] a rg u e , e x p lo r a to r y ,  s t a t e - d e s c r i p t i v e  

r e s e a rc h  i s  n e c e s s a ry ,  s in c e  t e s t a b l e  h y p o th ese s  m ust be d e r iv e d  from  

th e o r ie s  t h a t  a r e  grounded i n  r e a l  w orld  d a ta .  I t  i s  a n t i c ip a t e d  t h a t  

t e s t a b l e  h y p o th e se s  w i l l  r e s u l t  from  t h i s  e x p lo r a to r y  s tu d y .

Organization of the Thesis

The remainder of the thesis is divided into six chapters. Chapter 
II reviews that portion of the organizational behavior control literature 

applicable to audit control environment concerns. This chapter also
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rev iew s th e  r e c e n t  a c c o u n tin g  l i t e r a t u r e  t h a t  h a s  a d o p te d  a  b e h a v io ra l  

r a t h e r  th a n  an econom ic o r i e n t a t i o n  In  a d d re s s in g  th e  co n c ep t o f  

c o n t r o l .

C h ap te r 111 n a rro w s th e  fo cu s  r e f l e c t e d  In  C h a p te r  I I .  C h ap te r 

I I I  rev iew s th e  a c c o u n tin g  I n t e r n a l  c o n t r o l  l i t e r a t u r e  from  an 

h i s t o r i c a l  p e r s p e c t iv e .  S p e c i f i c a l l y ,  th e  d e f i n i t i o n a l  p roblem s 

e n c o u n te re d  by th e  p r o f e s s io n  a r e  d is c u s s e d  In  l i g h t  o f  th e  v a ry in g  

r e s p o n s i b i l i t i e s  Im p lie d  by th e  d i f f e r e n t  d e f i n i t i o n s .  A lso , th e  

n o t io n  o f  " c o n t r o l  env iro n m en t"  I s  rev iew ed  a s  I s  th e  r e l e v a n t  

e m p ir ic a l  r e s e a rc h  on a u d i t o r s '  i n t e r n a l  c o n t r o l  ju d g m e n ts .

The scope  o f  th e  t h e s i s  i s  b r i e f l y  r e s t a t e d  i n  C h a p te r  IV and th en  

a  d e t a i l e d  d e s c r ip t i o n  o f  th e  d a ta  c o l l e c t i o n  p ro c e s s  i s  p r e s e n te d .  

C h ap te r IV d is c u s s e s  th e  d e s ig n  o f  th e  q u e s t io n n a i r e ,  th e  s o l i c i t a t i o n  

o f  p a r t i c i p a n t s ,  and th e  a d m in is t r a t io n  o f  th e  q u e s t io n n a i r e .

C h ap te rs  V and VI p r e s e n t  th e  d a ta  a n a ly s i s .  C h a p te r  V d e a ls  

e x c lu s iv e ly  w ith  th e  d e b r ie f in g  q u e s t io n s  com ple ted  by th e  re s p o n d e n ts . 

The main p u rp o se  f o r  t h i s  a n a ly s i s  I s  to  d e te rm in e  th e  e x is te n c e  o f  any 

u n a c c e p ta b le  b ia s e s  o r  m i t ig a t in g  f a c t o r s  t h a t  w ould n e c e s s i t a t e  th e  

o m iss io n  o f  a  p a r t i c u l a r  q u e s t io n n a i r e  from  th e  p r im a ry  d a ta  a n a ly s i s .  

C h ap te r VI d is c u s s e s  th e  r e s u l t s  o f  th e  p rim a ry  d a ta  a n a ly s i s  w hich 

was d e s ig n e d  to  a c h ie v e  th e  fo u r  r e s e a rc h  o b je c t iv e s  s t a t e d  e a r l i e r .

The l a s t  c h a p te r  sum m arizes th e  s tu d y 's  l i m i t a t i o n s  and f in d in g s  

and p ro v id e s  a  d is c u s s io n  o f  th e  p o t e n t i a l  im p l ic a t io n s  f o r  th e  

p r o fe s s io n  a r i s i n g  from  th o s e  f in d in g s .  A lso in c lu d e d  a r e  some 

s u g g e s t io n s  f o r  f u r t h e r  r e s e a r c h .
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CHAPTER I I

LITERATURE REVIEW: ORGANIZATIONAL CONTEXTS

As m en tioned  In  C h ap te r I ,  m ost o f  th e  r e s e a r c h  t h a t  h a s  been 

done on o r g a n iz a t io n s ' i n t e r n a l  en v iro n m en ts  h a s  been  by r e s e a r c h e r s  

w ith  o r g a n iz a t io n a l  b e h a v io r  o r  s o c io lo g y  I n t e r e s t s  and b ack g ro u n d s . 

T h e re fo re , t h i s  c h a p te r  d is c u s s e s  th e  p a r t s  o f  t h a t  l i t e r a t u r e  t h a t  can 

be l in k e d  to  th e  a u d i t  n o t io n  o f  a  c l i e n t ' s  c o n t r o l  en v iro n m en t. The 

f i r s t  s e c t i o n  b r i e f l y  d is c u s s e s  th e  i n s i g h t s  o f  s e v e r a l  o r g a n iz a t io n  

t h e o r i s t s ,  h ig h l ig h t in g  th e  macro c o n c e rn s  o f  management i n  a c h ie v in g  

a  p ro p e r  l e v e l  o f  c o n t r o l  t h a t  e n c o u ra g e s  i n i t i a t i v e  and p e rfo rm an ce  

conducive  to  th e  o r g a n iz a t io n ’ s  g o a ls .  T h is  l in k a g e  to  g o a ls  i s  

c r u c i a l  b e c au se  an a u d i t o r 's  co n cern  w ith  a  c l i e n t ' s  c o n t r o l  en v iro n m en t 

i s  o n ly  w a rra n te d  to  th e  e x te n t  t h a t  a  f a v o ra b le  c o n t r o l  en v iro n m en t 

r e s u l t s  i n  an  in c r e a s e d  a u d i t  c o n fid e n c e  t h a t  s p e c i f i c  i n t e r n a l  a c c o u n tin g  

c o n t r o l s  a r e  n o t  b e in g  o v e rr id d e n  and a r e  a c h ie v in g  th e  g o a ls  f o r  which, 

th ey  w ere e s t a b l i s h e d .

The second  s e c t io n  p r e s e n ts  th e  a c c o u n tin g  c o n t r o l  t h e o r i s t s  who 

fo cu s  many o f  th e s e  o r g a n iz a t io n a l  c o n c e rn s  o n to  th e  r o l e  t h a t  a c c o u n tin g  

p la y s  in  th e  e x e r c is e  o f  c o n t r o l .  These p e r s p e c t iv e s  a r e  n e c e s s a ry  in  

o r d e r  f o r  a u d i to r s  to  u n d e rs ta n d  t h e i r  c l i e n t s '  s o u rc e s  o f  c o n t r o l ,  

c o n f l i c t s  o f  pow er, I n te r p la y  o f  c o n f l i c t i n g  s e l f - i n t e r e s t s ,  m o n ito r in g  

o f  b e h a v io r s ,  and th e  a t t i t u d e s  o f  c l i e n t  p e rs o n n e l  r e g a rd in g  each  

o f  th e s e  i s s u e s .
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O rg a n iz a tio n s  and C o n tro l

Weber on C o n tro l

Max W eber's  [1947] c l a s s i c  work on th e  r a t i o n a l ,  b u r e a u c r a t ic  

o r g a n iz a t io n  d e a l t  e x te n s iv e ly  w ith  th e  I s s u e  o f  c o n t r o l .  Weber was n o t 

so  much co n cern ed  w ith  o r g a n iz a t io n s  a s  r a t i o n a l  in s t ru m e n ts  to  a c h ie v e  

g o a ls  b u t  r a t h e r  w i th  th e  seem in g ly  I r o n i c  r e a l i t y  o f  r a t i o n a l  

o r g a n iz a t io n a l  b e h a v io r  r e s u l t i n g  i n  q u i t e  i r r a t i o n a l  consequences 

[M cN eil, 1 9 7 8 ]. T h e re fo re , h i s  n o t io n  o f  a  r a t i o n a l  b u re a u c ra c y  i s  a  

co n cern  f o r  a c h ie v in g  e f f i c i e n c y  o f  c o n t r o l  a s  a  means o f  a c h ie v in g  

e f f i c i e n c y  o f  r e s u l t s .

Weber p u r p o r ts  t h a t  c o n t r o l  sh o u ld  be b a sed  on th e  c r e a t in g  and 

m o n ito rin g  o f  r u le s  w i th in  a  h ie r a r c h y  o f  a u t h o r i t y .  The flow  o r  

e x e r c is in g  o f  c o n t r o l  w i th in  su ch  an env ironm en t would th u s  be v e r t i c a l  

In  d i r e c t i o n  and w ould be " c o n t r o l  o v e r"  (B oland  [1979]) members o f  

th e  o r g a n iz a t io n .  M oreover, c lo s e  c o n t r o l  v i a  r u le s  w ould su p p o sed ly  

enhance th e  r e l i a b i l i t y  and p r e d i c t a b i l i t y  o f  b e h a v io rs  from  th e  

o r g a n iz a t io n '8  members [M b u ze lls , 1 9 6 8 ]. L o g ic a l ly ,  once a p a r t i c u l a r  

a d m in is t r a t iv e  l a y e r  o f  th e  o r g a n iz a t io n  becomes more e f f i c i e n t  and 

r a t i o n a l  th ro u g h  th e  im p o s i t io n  o f  r u l e s ,  th e n  th e  im p lem e n ta tio n  o f  

r u le s  a t  lo w er l e v e l s  i n  th e  o r g a n iz a t io n  can  ta k e  p la c e  In  o r d e r  to  

a c h ie v e  s im i l a r  e f f i c i e n c y  and r a t i o n a l i t y .

D om busch and S c o t t  on C o n tro l

D ornbusch and S c o t t  [1975] c o n c e p tu a liz e  th e  e x e c u tio n  o f  c o n t r o l  

from  th e  p e r s p e c t iv e  o f  an  e x -p o s t  e v a lu a t io n  p r o c e s s .  They i d e n t i f y  

fo u r  c r u c i a l  e le m en ts  o f  th e  e v a lu a t io n  p ro c e s s ,  and hence  th e  c o n t r o l
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p r o c e s s ,  a s  b e in g : a l l o c a t i n g ,  e s t a b l i s h in g  c r i t e r i a ,  sa m p lin g , and

a p p r a i s in g .  From a  c o n t r o l  p e r s p e c t iv e ,  o p e r a t io n a l i z in g  th e s e  e le m en ts  

in v o lv e s  a s s ig n in g  a  t a s k  to  a  p a r t i c i p a n t ,  e s t a b l i s h in g  th e  c r i t e r i a  

by w hich  th e  t a s k  pe rfo rm ance  i s  to  be e v a lu a te d ,  d e te rm in in g  th e  sam ple 

o f  t a s k  p e rfo rm an ces  o r  a s s o c ia te d  r e s u l t s  t h a t  a r e  to  be e v a lu a te d ,  

and a p p r a i s in g  th e  t a s k  p e rfo rm an ce  b a sed  upon th e  p re c e d in g  a l l o c a t i o n ,  

c r i t e r i o n  s e t t i n g ,  and sa m p lin g .

In  d is c u s s in g  t h e i r  e v a lu a t io n  p r o c e s s e s ,  s e v e r a l  im p o r ta n t  

e n v iro n m e n ta l f a c to r s  a r i s e .  F i r s t ,  th e  more com plex th e  m em ber's 

t a s k ,  th e  more com plex th e  e v a lu a t io n  p ro c e s s  sh o u ld  b e . S eco n d ly , 

c o n s i s t e n t  w ith  D rucker [1 9 6 4 ], p e rfo rm an ce  m easu res sh o u ld  r e f l e c t  

" r e a l  g o a ls ."  Such a  p o in t  i s  s u b t l e ,  y e t  i f  n o t  re c o g n iz e d , o u tp u t 

may p a r a l l e l  t h a t  o f  R u ss ian  w o rk e rs ' when e v a lu a te d  on tonnage  o f  n a i l s  

p roduced  . . . th ey  made o n ly  r a i l r o a d  s p ik e s !  T h ird , m u l t ip le  g o a ls  

m ust be g iv en  r e l a t i v e  w e ig h tin g  in  th e  e v a lu a t io n  p ro c e s s  ( t h i s  

c o in c id e s  w ith  one o f  S t e e r s '  [1975] s u g g e s t io n s ) .  F o u r th , In c re a s e d  

d i f f i c u l t y  o f  e v a lu a t io n  a r i s e s  when outcom es a r e  th e  r e s u l t s  o f  

combined e f f o r t s  o f  more th a n  one member o f  th e  o r g a n iz a t io n .  Such a 

p o in t  i s  a  m ajo r concern  o f  o th e r  c o n t r o l  r e s e a r c h e r s  su ch  a s  Van de Ven 

e t  a l .  [1 9 7 6 ], Thompson [1967] and Ouchi [1977, 1978] when th e y  d is c u s s  

in te rd e p e n d e n c ie s  and am b ig u ity  o f  ca u se  and e f f e c t  r e l a t i o n s .  L a s t ly ,  

D om busch and S c o t t  w r i te  o f  th e  fre q u e n c y  o f  com m unicated e v a lu a t io n s .  

I n  e s s e n c e ,  th e  more f r e q u e n t  th e  com m unication , th e  g r e a t e r  th e  

p e rc e p t io n  o f  c lo s e  and t i g h t  c o n t r o l .

This last point appears worth noting because it hints at the need 

for including time horizons and time preferences within a control
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c o n c e p t. Sm ith  11979] s u g g e s ts  t h a t  a s  d e c is io n s  o r  e v a lu a t io n s  

become more p o l i t i c a l l y  b a sed  as  opposed to  e c o n o m ica lly  b a s e d , th e r e  

i s  a  ten d e n c y  f o r  g r e a t e r  em phasis on s h o r t - r u n  s a t i s f a c t i o n s  and 

r e s u l t s .  Agency t h e o r i s t s  {W allace , 1980] b e l i e v e  t h a t  su ch  m a n a g e ria l 

b e h a v io rs  and te n d e n c ie s  r e s u l t  i n  one o f  th e  p rim ary  demands f o r  

a u d i to r s  . . . m o n ito r in g  and d e te r r in g  t h i s  ty p e  a c t i v i t y .  N o tic e  

t h a t  th e s e  b e h a v io rs  a r e  d e r i v a t i v e s  o f  e n v iro n m e n ta l f o rc e s  ( i . e .  

p o l i t i c a l  d e c is io n s  and p o l i t i c a l  e v a lu a t io n s )  w hich  le a d s  to  th e  

c o n c lu s io n  t h a t  to  f u l f i l l  t h i s  demand f o r  a u d i t in g ,  a u d i to r s  need  

to  be co n cern ed  w i th  th e  o r g a n iz a t io n  en v iro n m en t and c l im a te .

Thompson on C o n tro l

J .  D. Thom pson's [1967] v iew  o f  " o r g a n iz a t io n s  i n  a c t io n "  

exam ines u n c e r t a in ty  a s  a  m ajo r c o n t r o l  en v iro n m en t i s s u e  r e q u i r in g  

m a n a g e ria l a t t e n t i o n .  In  th e  fa c e  o f  e x t e r n a l l y  c r e a te d  u n c e r t a i n t i e s ,  

o r g a n iz a t io n a l  c o n c e rn s  fo cu s  on a c h ie v in g  s e l f - c o n t r o l  th ro u g h  "norm s 

o f  r a t i o n a l i t y . "  O rg a n iz a tio n  m anagers a t te m p t to  cope w ith  

u n c e r t a in ty  by c r e a t in g  c e r t a i n  p a r t s  o f  th e  o r g a n iz a t io n  s p e c i f i c a l l y  

to  d e a l  w i th  u n c e r t a in ty  o r  by c r e a t i n g  s u b o rg a n iz a t io n s  w hich  o p e ra te  

a t  n e a r  c e r t a i n t y  l e v e l s .  The o n ly  way f o r  an  a u d i to r  to  be s e n s i t i v e  

to  th e s e  e x te r n a l  fo rc e s  and th e  m a n a g e ria l r e a c t io n s  to  them w ould be 

to  f u l l y  u n d e rs ta n d  th e  c l i e n t ’ s b u s in e s s  env ironm en t [M c A ll is te r ,  1980] 

and to  th e n  use  t h a t  i n s i g h t  to  u n d e rs ta n d  th e  c l i e n t ' s  i n t e r n a l  

e n v iro n m en t.

I n t e r n a l  u n c e r t a i n t i e s  c r e a te  s im i l a r  co n c ern s  and a r i s e  from  

th e  in te rd e p e n d e n c ie s  among o r g a n iz a t io n a l  com ponents. D epending upon 

th e  o r g a n i z a t i o n 's  in te r d e p e n d e n c ie s ,  c e r t a i n  means o f  c o n t r o l  and
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c o o rd in a tio n  a r e  more a p p r o p r ia te  th a n  o t h e r s .  Thompson I d e n t i f i e s  

in te rd e p e n d e n t  r e l a t i o n s h ip s  to  be  e i t h e r  p o o le d , s e q u e n t i a l ,  o r  

r e c ip r o c a l  ( s e e  F ig u re  3 ) .  As th e  in te rd e p e n d e n c y  r e l a t i o n s  p ro g re s s

P o o led  S e q u e n tia l  R e c ip ro c a l

S ' Main "N Z '’ Main / ” Main
( o r g a n iz a t io n /  ( o r g a n iz a t io n /  (o rg a n iz a t io n ^T  -y  7 ...y  7-—y

(

Subuni t* \ /^SubunitN  /S u b u n i  t \ _ , / "  S u b u n it\  /* S u b u n i tV _ _ y S u b u n i t \
A J  V  B J  V  A J  \  B J  A ___ B _ y  

F ig u re  3

Thompson’ s  In te rd e p e n d e n t  R e la t io n s

from  p o o led  to  r e c i p r o c a l ,  cau se  and e f f e c t  r e l a t i o n s  te n d  to  become 

l e s s  and l e s s  c l e a r .  L ik e w ise , th e r e  may be g r e a t e r  and g r e a t e r  

a m b itu i ty  c o n c e rn in g  d e s i r e d  outcom es w h ich , to g e th e r  c r e a te s  l e s s  

p r e c i s e  a sse s sm e n t s i t u a t i o n s .

A la r g e  p a r t  o f  a  m anager’ s  c o n t r o l  t a s k  i s  to  im plem ent th e  

a p p ro p r ia te  a sse ssm e n t m echanism  g iv en  th e  n a tu r e  o f  o r g a n iz a t io n a l  

in te rd e p e n d e n c ie s ,  d e s i r e d  ou tcom es, and cause  and e f f e c t  r e l a t i o n s .  

Such a  t a s k  t r a n s l a t e s  i n to  s t r a t e g i e s  su g g e s te d  i n  F ig u re  4 . As 

an o r g a n i z a t i o n 's  s e t t i n g  and s i t u a t i o n  p r o g re s s e s  from  c e l l  1 tow ards 

c e l l  4 , th e r e  i s  an in c r e a s in g  b u rden  p la c e d  on th e  in fo rm a tio n  sy stem  

to  p ro v id e  q u a l i t a t i v e ,  i n  a d d i t io n  to  q u a n t i t a t i v e ,  d a ta .  A u d ito rs  

need to  be aware t h a t  m anagers c o n t in u a l ly  se e k  to  b r in g  c e r t a i n t y  to
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P re fe re n c e s  R egard ing  P o s s ib le  Outcomes

C e r ta in

B e l ie f s  About 
C a u s e /E ffe c t

U n c e r ta in

F ig u re  4

Types o f  D e c is io n  M odels 
[Thompson, 1967]

u n c e r ta in  s i t u a t i o n s  and one o f  th e  ways to  do t h i s  would be to  

fo cu s  an I n o r d in a te  amount o f  e f f o r t  on t r y in g  to  c o n c r e t iz e  c e l l  4 

c o n d i t io n s .  L ik e w ise , a u d i to r s  th em se lv es  m ust be c a r e f u l  n o t  to  

app roach  t h e i r  c l i e n t  c o n t r o l  en v ironm en t e v a lu a t io n s ,  a  h ig h ly  fuzzy  

t a s k ,  w ith  I n a p p r o p r ia te ,  c o n c r e t iz e d ,  programmed a p p ro a c h e s .

Arrow and Evans on C o n tro l

Arrow [1964] s u g g e s ts  t h a t  o r g a n iz a t io n a l  c o n t r o l  h a s  two 

a s p e c ts :  (1 ) th e  c h o ic e  o f  o p e ra t in g  r u le s  f o r  i n s t r u c t i n g  members o f

th e  o r g a n iz a t io n  how to  a c t ;  and (2) th e  c h o ic e  o f  en fo rcem en t r u le s  to  

p e rsu a d e  o r  com pel o r g a n iz a t io n  members to  a c t  i n  a c co rd a n ce  w ith  th e  

o p e ra t in g  r u l e s .  In  e s s e n c e ,  Arrow i s  s u g g e s t in g  two s e p a r a te  system s 

t h a t  can be c a te g o r iz e d  a s  th e  o p e ra t in g  sy s te m  and th e  o th e r  b e in g

C e r ta in __________ U n c e r ta in

C o m p u ta tio n a l
S t r a te g y

1

Compromise
S tr a te g y

2
4

Judgm en ta l
S t r a te g y

n

I n s p i r a t i o n a l
S t r a te g y
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th e  i n c e n t iv e  sy s te m .*  T h is  d ichotom y i s  h e lp f u l  b e c au se  th e  f i r s t  

sy s tem  can  be v iew ed a s  th e  c o n te x t  ( i . e . ,  th e  en v iro n m en t) in  w hich 

c o n t r o l  e x i s t s  and i t  i s  d e te rm in e d  by an  o r g a n i z a t i o n 's  tec h n o lo g y  

and command o v e r  r e s o u rc e s  [ P f e f f e r  and S a la n c ik ,  1 9 7 8 ]. The second  

sy s te m  i s  d ep en d en t upon in fo rm a t io n  sy stem s t h a t  d e f in e  o b j e c t iv e s  and 

m easure p e rfo rm a n c e . In  a d d i t io n ,  th e  in c e n t iv e  sy s tem  i s  dependen t 

upon d e te rm in a t io n s  o f  th e  r e l a t i o n s h i p  betw een  in fo rm a t io n  in d ic e s  

and u l t im a te  rew a rd s .

E v a n 's  [1975] ap p ro ach  i s  a  l i t t l e  l e s s  e c o n o m ic a lly  o r i e n t e d .

He v iew s c o n t r o l  a s  th e  means o f  s e c u r in g  e f f e c t i v e  com pliance  from  

s u b o rd in a te s  j u s t  a s  Arrow d o e s . However, a c c o rd in g  to  E vans, e f f e c t i v e  

com pliance  h a s  a  m ajo r r e l i a n c e  upon a  c o g n i t iv e  and a  m o tiv a t io n a l  

a s p e c t .  I n  o th e r  w ords, o r g a n iz a t io n a l  members m ust u n d e rs ta n d  w hat 

i s  b e in g  a sked  o f  them  and th e y  m ust be w i l l i n g  to  do i t .  F u r th e rm o re , 

c e n t r a l  to  t h i s  n o t io n  i s  th e  flow  o f  in fo rm a t io n  up and down th e  

h ie r a r c h y .  E f f e c t iv e  top-dow n flow  Im p lie s  co m p re h en s ib le  o r d e r s  o r  

i n s t r u c t i o n s .  E f f e c t iv e  bo ttom -up  flow  o f  In fo rm a tio n  sh o u ld  in c r e a s e  

m o tiv a t io n  o f  th e  s u b o rd in a te s .

Evans and Arrow p a r a l l e l  D om busch and S c o t t  i n  th e  im p o rta n c e  

g iv en  to  e v a lu a t io n s  w i th in  a  c o n t r o l  sy s tem  and n e i t h e r  g iv e  a s  much 

a t t e n t i o n  to  en v iro n m en t and te c h n o lo g y  a s  does Thompson. A rro w 's  

two p a r a l l e l  sy stem s id e a  i s  i n s i g h t f u l  a s  i s  E v an s ' tw o - d i r e c t io n a l  

in fo rm a tio n  flow s a p p ro ach . The c o n c e rn s  f o r  a u d i to r s  w ould th u s  be 

in c e n t iv e  sy stem s and o r g a n iz a t io n a l  s t r u c t u r e .

^ B esid es  th e  D om busch and S c o t t  [1975] d i s c u s s io n  o f  i n c e n t iv e s ,  
s e e  a ls o  C la rk  and W ilson  [1961] f o r  an e x c e l l e n t  e s s a y  on th e  r o l e  o f  
in c e n t iv e  sy s te m s.
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Ouchi on C o n tro l

" C o n tro l  I s  n o t  th e  same th in g  a s  s t r u c tu r e "  {O uchi, 1977 , p . 9 5 ] . 

R a th e r , c o n t r o l  I s  an e v a lu a t io n  p ro c e s s  b a sed  on th e  m o n ito r in g  and 

e v a lu a t io n  o f  b e h a v io r  o r  o f  o u tp u ts  and th e  d is s e m in a tio n  o f  rew a rd s .

I t  i s ,  th u s ,  a  p ro c e s s  h ig h ly  d ep en d en t upon th e  com m unication o f  

r e l i a b l e  and v a l i d  In fo rm a tio n . A ccord ing  to  O u tc h i, th e r e  a r e  o n ly  

two phenomena w h ich  can  be o b se rv e d , m o n ito re d , and c o u n te d ; th e y  a r e  

b e h a v io rs  and o u tp u ts .

"B eh av io r c o n t r o l  i s  e x e r te d  when m eans-ends r e l a t i o n s  a r e  known 

and a p p r o p r ia te  i n s t r u c t i o n  i s  p o s s ib le "  [O uchi and M agu ire , 1975, p . 5 5 9 ]. 

F u rth e rm o re , th e  a p p l i c a t i o n  o f  b e h a v io r  c o n t r o l s  n o t  o n ly  r e q u i r e s  

know ledge o f  m eans-ends r e l a t i o n s  b u t  a l s o  ag reem en t. Ouchi c o n tin u e s  

by s u g g e s t in g  t h a t  th e  g r e a t e r  th e  t a s k  in te rd e p e n d e n c e , and th e  

m an a g e r 's  know ledge o f  th e  ta s k s  p e rfo rm ed  by h i s / h e r  s u b o rd in a te s ,  

th e  g r e a t e r  th e  em phasis on b e h a v io r  ty p e  c o n t r o l s .  Ouchi [1978] 

e la b o r a te s  on t h i s  by s u g g e s t in g  t h a t  b e h a v io r  c o n t r o l  i s  n o rm a lly  

more s u b t l e ,  more f l e x i b l e ,  and r i c h e r  th a n  o u tp u t  c o n t r o l s .

On th e  o th e r  h an d , i n  u s in g  o u tp u t  c o n t r o l ,  th e  t r a n s fo rm a t io n  

p ro c e s s  need  n o t  be known a t  a l l ,  b u t  i n s t e a d ,  a  r e l i a b l e  m easure 

o f  th e  d e s i r e d  o u tp u ts  m ust be a v a i l a b l e  [O uch i, 1977] ( s i m i l a r  to  

A rrow 's  h ig h l i g h t i n g  o f  i n d i c e s ) .  The u se  o f  o u tp u t  m easu res i s  a  

r e s u l t  o f  a  need  f o r  q u a n t i f i a b l e ,  s im p le  in d ic e s  u sed  by m anagers 

many tim es  to  d e fen d  t h e i r  p o s i t i o n  [O uchi and M agu ire , 1 975 ].

In  c o n s id e r in g  th e  c o n t r o l  sy s tem  as c o n s is t in g  o f  a  s e t  o f  

c o n d it io n s  t h a t  govern  th e  p a r t i c u l a r  c o n t r o l  to  be  used  ( i . e . ,  th e
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c o n tr o l  e n v iro n m e n t) , Ouchi s u g g e s ts  th e  r e l a t i o n s h i p s  a s  r e f l e c t e d  

In  F ig u re  5 [O uch i, 1977 , p . 9 8 ] .

Knowledge o f  T ra n sfo rm a tio n  P ro c e s s e s

A v a i l a b i l i ty  o f  
O utpu t M easures

P e r f e c t

B eh av io r o r  O u tpu t O utpu t C o n tro l
High C o n tro l

(T in  Can P la n t) ( L if e  In su ra n c e  C o.)

B eh av io r C o n tro l R i tu a l  C o n tro l
Low

(a  b a s e b a l l (U. S . F o re ig n  S e rv ic e )
d o u b le -p la y )

Im p e r fe c t

F ig u re  5 

O u c h i 's  [1977] C o n tro l Types

The r e s u l t i n g  g e n e r a l i z a t i o n s  t h a t  fo llo w  a r e  num erous. F i r s t ,  

th e  more n o n ro u tin e  and u n a n a ly z a b le  th e  t a s k ,  th e  l e s s  a p p ro p r ia te  

b e h a v io r  c o n t r o l .  Second, t a s k  hom ogeneity  re d u c e s  th e  need  f o r  o u tp u t  

m easu res . T h ird , th e  more com ple te  th e  s e t  o f  fo rm a liz e d  r u le s  and 

p ro c e d u re s  to  s p e c i f y  b e h a v io r ,  th e  l e s s  th e  need  f o r  o u tp u t  c o n t r o l .  

L a s t ly ,  b e h a v io r  c o n t r o l  can be t a i l o r e d  to  th e  n e ed s  o f  I n d iv id u a l  

d e p a rtm e n ts , w hereas o u tp u t  c o n t r o l  can  be  m a in ta in e d  by a  c e n t r a l  

o f f i c e .  A u d ito rs  sh o u ld  be s e n s i t i v e  to  th e s e  d im en sio n s o f  t h e i r  

c l i e n t s  and t a i l o r  t h e i r  I n t e r n a l  c o n t r o l  q u e r ie s  a c c o rd in g ly .

A p r e c a u tio n  t h a t  Ouchi and M aguire [1975] a r e  q u ic k  to  i n s e r t  

i s  th e  n e c e s s i ty  f o r  a v o id in g  d o u b le -b in d s  ( s e e  B a te so n  [1972] f o r  a
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th o ro u g h  d i s c u s s io n  o f  d o u b le - b in d s ) .  In  a  c o n t r o l  c o n te x t ,  such  a

s i t u a t i o n  c o u ld  o c c u r  when o r g a n iz a t io n a l  members a r e  rew arded  on o u tp u t

m easures and a r e  ask ed  to  p e rfo rm  b e h a v io r a l  d u t i e s  t h a t  d e t r a c t  from

th e  tim e  and a t t e n t i o n  th e y  can  d e v o te  to  ta s k s  t h a t  w ould in c r e a s e

o u tp u t .  One f i n a l  comment by Ouchi [1978] c la im s  t h a t  a s  one r i s e s  in

th e  h ie r a r c h y ,  th e  amount o f  b e h a v io r  c o n t r o l  r e c e iv e d  d e c re a s e s  w h ile

th e  amount o f  o u tp u t  c o n t r o l  r e c e iv e d  in c r e a s e s  due to  m eans-ends

r e l a t i o n s  becom ing l e s s  c l e a r .

Most o f  O u c h i 's  o b s e rv a t io n s  a r e  an  o u tg ro w th  o f  h i s  s tu d y  o f  a

la r g e  r e t a i l  i n s t i t u t i o n .  In  l a t e r  w o rk s , he  p r o g re s s e s  from  t h i s

b a s e l in e  to  e x p lo re  p ro d u c t io n  i n s t i t u t i o n s .  These l a t e r  w orks r e v e a l

a  more macro v iew  tow ards c o n t r o l  a s  i n d ic a te d  i n  th e  fo llo w in g :

D esign  o f  o r g a n iz a t io n  c o n t r o l  sy s tem s m ust fo cu s  on a c h ie v in g  
c o o p e ra tio n  among in d iv id u a l s  who h o ld  p a r t l y  d iv e rg e n t
o b je c t iv e s .  Such a  c o l l e c t i o n  o f  p e o p le  can  be  moved tow ards
c o o p e ra tio n  th ro u g h : Cl) m arke t m echanism s w h ich  p r e c i s e l y
e v a lu a te s  e a ch  p e r s o n 's  c o n t r ib u t io n  and p e rm its  e a c h  to  
p u rsu e  n o n - o rg a n lz a t io n a l  g o a ls ,  b u t  a t  a  p e r s o n a l  l o s s  o f  
rew ard ; (2 ) a  c la n  m echanism  w hich a t t a i n s  c o o p e ra tio n  by 
s e l e c t i n g  and s o c i a l i z in g  in d iv id u a l s  su ch  t h a t  t h e i r  
in d iv id u a l  o b je c t iv e s  s u b s t a n t i a l l y  o v e r la p  w ith  th e  o rg a n iz a 
t i o n 's  o b j e c t iv e s ;  and (3 ) a  b u r e a u c r a t ic  m echanism  w hich does 
a  l i t t l e  o f  each — i t  p a r t l y  e v a lu a te s  p e rfo rm an ce  a s  c lo s e ly  
as  p o s s ib l e ,  and i t  p a r t l y  e n g e n d e rs  f e e l in g s  o f  commitment 
to  th e  id e a  o f  l e g i t i m a t e  a u th o r i t y  i n  h i e r a r c h i e s .  [O uch i,
1979, p p . 845-846]

The in fo rm a tio n  re q u ire m e n ts  f o r  e ach  ty p e  o f  c o n t r o l  a r e  p r i c e s ,  

r u l e s ,  and t r a d i t i o n s  f o r  m a rk e ts ,  b u r e a u c r a c ie s ,  and c la n s ,  r e s p e c t i v e ly .  

A m arke t i s  a  v e ry  e f f i c i e n t  form  o f  c o n t r o l  b u t th e  m ost demanding 

on In fo rm a tio n  sy s te m s. A c la n  i s  th e  m ost dem anding i n  r e g a rd  to  

s o c i a l  u n d e rp in n in g s  b u t th e  l e a s t  d ep en d en t on a  fo rm a l in fo rm a tio n  

sy s tem . In  r e a l i t y ,  i f  th e  p r ic in g  m echanism s r e q u i r e d  f o r  a  m arke t
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a re  u n a v a i la b le  o r  i n a p p r o p r ia te  and th e  s o c i a l  c o n d it io n s  f o r  a  c la n  

a r e  n o n e x is te n t  o r  n o t  p e rv a s iv e  enough, th e n  th e  b u r e a u c r a t ic  mechanism 

becomes th e  p r e f e r r e d  a p p ro a c h . In  t r u t h ,  Ouchi b e l ie v e s  a l l  

o r g a n iz a t io n s  e x h ib i t  some a s p e c ts  o f  a l l  t h r e e  ty p e  m echanism s, a lth o u g h  

th e  b u r e a u c r a t ic  m echanism  a p p e a rs  to  dom ina te  r e g a r d le s s  o f  c o n te x t .

P a ra p h ra s in g  Ouchi [1 9 7 9 ], p e o p le  m ust e i t h e r  be a b le  to  t r u s t  each  

o th e r  o r  to  c lo s e ly  m o n ito r  one a n o th e r  i f  t h e i r  d e s i r e  i s  to  

p a r t i c i p a t e  i n  c o o p e ra tiv e  e n d e a v o rs . Weber would s u g g e s t  t h a t  f o r  

any s o r t  o f  g o a ls  to  be r e a l i z e d  o r  p r o g re s s  a c h ie v e d , r u l e s  and 

m o n ito rin g  ta k e  p re c e d e n c e . The o th e r  a u th o r s  d is c u s s e d ,  a s  w e l l  a s  

O uch i, would sa y  t h a t  i t  d ep en d s. For O uch i, i t  depends on th e  c l a r i t y  

w i th  w hich p r e f e re n c e s  can be  a s s e s s e d  ( s i m i l a r  to  Thom pson's c a u se /  

e f f e c t  d im ension ) and th e  d e g re e  o f  g o a l in co n g ru e n ce  ( s i m i l a r  to  

Thom pson's c l a r i t y  o f  p r e f e re n c e s  n o t io n ) .  I m p l ic i t  i n  Ouchi i s  th e  

c o n c lu s io n  t h a t  o r g a n iz a t io n s  ap p ro ach  c o n t r o l  from  a  con tinuum  

p e r s p e c t iv e .  M arket m echanism s a r e  p u t  in  p la c e ;  w here th e y  do n o t 

f i t  c la n  p o s s i b i l i t i e s  a re  c o n s id e re d ;  and when n e i t h e r  t o t a l l y  p ro v id e s  

th e  needed  c o n t r o l  a s  p e rc e iv e d  by m anagers , b u r e a u c r a t ic  modes a re  

i n s t i t u t e d .  Ouchi u l t im a te ly  t i e s  h i s  m icro  and m acro v iew s to g e th e r  

by s im p ly  a s s e r t i n g  t h a t  o u tp u t  and b e h a v io r  c o n t r o l  te c h n iq u e s  a re  

a p p l ic a b le  w i th in  b u r e a u c r a t ic  o r  m arke t m odels . R i tu a l  and 

b e h a v io ra l  ap p ro ach es  a r e  a p p l i c a b le  f o r  c la n  m o d els .

C le a r ly ,  th e  r o l e  o f  a c c o u n tin g  in  th e s e  m odels i s  in fo r m a t io n a l  

in  n a tu r e .  To v a ry in g  d e g re e s ,  a c c o u n tin g  can  a id  in  th e  m ark e t model 

( e . g . ,  t r a n s f e r  p r i c e s )  and i n  th e  m o n ito rin g  and e v a lu a t in g  a s p e c ts  

o f  th e  o th e r  tw o. C o l l in s  [1982] d is c u s s e s  O u c h i 's  m a rk e t, c la n ,
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and b u re a u c ra c y  ty p e s  o f  c o n t r o l  a s  th e y  r e l a t e  to  management 

a c c o u n tin g  In fo rm a tio n  sy s te m s . C o l l in s  s u g g e s ts  a c c o u n tin g  a s  u s e f u l  

In  com m unicating r o l e  e x p e c ta t io n s ,  p ro v id in g  m o tiv a t io n ,  and 

com m unicating o r g a n iz a t io n a l  c l im a te .  These I te m s  a r e  a lm o s t e x a c t ly  

I d e n t i c a l  to  th e  p r o f e s s io n a l  a u d i t in g  l i t e r a t u r e ' s  e le m en ts  o f  a 

c o n tr o l  e n v iro n m en t. The AICPA £1979] I d e n t i f i e s  c l i e n t s '  com m unication 

o f  p e rfo rm an ce  s ta n d a r d s ,  m o n ito r in g  o f  p e rfo rm a n c e , and o r g a n iz a t io n a l  

p o l i c i e s  and p ro c e d u re s  a s  c o m p ris in g , I n  p a r t ,  t h e i r  c o n t r o l  env ironm en t 

w hich sh o u ld  be a  c o n c e rn  o f  a u d i t o r s .

I n te rm e d ia te  Summary

The p re c e d in g  d i s c u s s io n  p ro v id e s  d i s t i n c t i v e l y  d i f f e r e n t ,  y e t  In  

many w ays, s im i la r  v iew s o f  th e  p ro c e s s e s  o r  means by w hich  a  p e rso n  

o r  group o f  p e rs o n s  In f lu e n c e s  w hat a n o th e r  p e rs o n  o r  group o f  p e rso n s  

w i l l  do ( t h i s  i s  an I n t e n t i o n a l l y  vague d e f i n i t i o n  o f  c o n t r o l  a s  g iv en  

by McMahon and Iv a n c e v lc h  £ 1 9 7 6 ]). I t  I s  dang ero u s to  e q u a te  d o m in a tio n  

to  n o t io n s  o f  good o r  bad and c o n t r o l  sh o u ld  n o t  be th o u g h t o f  a s  good 

o r  b ad . At p a r t i c u l a r  t im e s ,  In  c e r t a i n  s i t u a t i o n s ,  and from  d i f f e r e n t  

p e r s p e c t iv e s ,  d o m in a tio n  I s  th e  m ost l e g i t i m a t e  c o u rs e  o f  a c t io n .

In  f a c t ,  d o m in a tio n  a s  opposed  to  a d a p ta t io n ,  may t r u l y  be th e  r e a l  

means by w hich o r g a n iz a t io n s  d e a l  w i th  (o r  c o n t r o l )  t h e i r  I n t e r n a l  

and e x te r n a l  e n v iro n m en ts  [M cN eil, 1 9 7 8 ].

T uggle  and S aunders  [1979] p ro v id e  an  e a sy  fram ew ork from  w hich  

to  a s s e s s  an o r g a n i z a t i o n 's  p a r t i c u l a r  c o n t r o l  n e tw o rk ( s ) . S c h e m a tic a lly  

t h e i r  fram ew ork i s  d e p ic te d  In  F ig u re  6 .
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F ig u re  6
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W ith th e s e  key q u e s t io n s  in  m ind, how m igh t th e  w r i t e r s  d is c u s s e d  

in  th e  p r i o r  p ag es  b e  sum m arized? F la m h o ltz  and T su i [1980] p ro v id e  

th e  fo llo w in g  sum m ations i n  F ig u re  7 ( l i b e r t y  h a s  been  ta k e n  i n  p a r t i a l l y  

amending t h e i r  s u m m a riz a tlo n s ) . From th e  F ig u re  7 su m m a riz a tio n s , th e  

d i v e r s i t y  a s  w e l l  a s  th e  s i m i l a r i t y  o f  c o n t r o l  c o n c e p tu a l iz a t io n s  can 

be se e n . T here i s  no q u e s t io n  t h a t  " c e r t a i n  management c o n t r o l  

a c t i v i t i e s  can have f u n c t io n a l ,  d y s f u n c t io n a l ,  and n o n - fu n c t io n a l  

e f f e c t s  on d i f f e r e n t  e le m en ts  o f  th e  o r g a n iz a t io n  a l l  a t  th e  same 

tim e" [M o u ze lis , 1968, p . 74] no m a t te r  w hat v iew  o f  c o n t r o l  i s  a d o p te d .

O r g a n iz a t io n a l ly  C o n te x tu a l iz e d  A ccoun ting  
F o u n d a tio n s  o f  C o n tro l

An o r g a n iz a t io n  h a s  a  d e s i r e d  s t a t e  o f  a f f a i r s  t h a t  a r e  e x p l i c i t  

i n  i t s  g o a ls .  The b a s ic  c o n t r o l  p ro c e s s  t h a t  ta k e s  p la c e  i s  much 

l i k e  a  th e r m o s ta t .  The o r g a n i z a t i o n 's  d e s i r e d  s t a t e  i s  compared to  

i t s  a c tu a l  s t a t e ,  and i f  t h e r e  a r e  s i g n i f i c a n t  d i f f e r e n c e s ,  c o r r e c t iv e  

a c t io n  i s  ta k e n . One o f ,  i f  n o t  th e  p r im a ry , v e h ic le s  by w hich t h i s  

c o n t r o l  p ro c e s s  i s  e x e c u te d , In v o lv e s  a c c o u n tin g  in fo rm a t io n  and 

a c c o u n tin g  sy s tem s [Anthony and D earden , 1 9 7 6 ].

Having highlighted some of the general control concerns as 
isolated and discussed by organizational theorists, the next section 

discusses some of the accounting control theorists' views.

Specifically, their views pertaining to how control is achieved 

via accounting and the potentially functional and dysfunctional 

consequences of using accounting in this way are presented. The 
recognition of an accounting/organizational behavior interaction is
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Evans (1975) 

Thompson (1967)

Ouchi (v ario u s]

C ontrol D efin itio n
C reating  w r it te n  ru le s  and 
M onitoring them through a 
h ie ra rc h ic a l  au th o r ity

B aals o r  Mechanism o f  C ontrol
R ules, h ie ra rc h y  o f  
a u th o r i ty , s ta n d a rd ised  
procedures

A u d itlo g 's  C ontrol 
Environment Concerns

th e  h ie ra rc h ic a l  a u th o r i ty  sy s te  
and the  e x is t in g  su p e r io r /  
su b o rd in a te  r e la t io n s h ip s

Choosing o p e ra tin g  ru le s  
and en fo rcenen t r u le s  to  
maximise the  o rg a n is a t io n 's  
o b je c tiv e  function

Rules The c l a r i t y  and ap p ro p ria ten e ss  o f  
the  ru le s  and e f fe c tiv e n e s s  w ith  
which they a re  communicated 
and enforced

M onitoring, ev a lu a tin g , 
and p rov id ing  feedback

M otivation to  perform  Jobs 
re g a rd le ss  o f  reward o r  
pm lshm ent ( i . e . ,  s e l f -  
co n tro l)

S tan d ard s, measurements, 
e v a lu a tio n , feedback, 
rewards

■ I n t r in s ic  rew ard, 
commitment

G oals, ta sk  com plexity and teak  
in terdep en d en c ies as w ell a s  the 
c o m p a tib ility  o f  e v a lu a tio n  dev ices 
g iven each o f  these

O rg an isa tio n  members' c o g n itio n s , 
m o tivations and s e l f - I n te r e s t*

Accomplishing coo rd ination Dominant c o a l i t io n ,  
d e c is io n  prem ises

O rg an isa tio n a l u n c e r ta in t ie s ,  
s ta n d a rd s  o f  d e s i r a b i l i t y ,  b e l ie f s  
about cause and e f f e c t ,  p e rcep tio n s 
o f  se rio u sn e ss  o f  e r r o r s ,  p rsfe re n ces  
regard ing  outcomes, and in te r 
dependencies

M ouitoring and ev a lu a tin g  
behavior o r  o u tp u t, fo r  the  
purpose o f  co o rd in a tin g  
a c t i v i t i e s  o f  in d iv id u a ls  
and o b ta in in g  coopera tion  a s  
a c o l le c t io n  o f  in d iv id u a ls  
o r  u n i ts  who sh a re  only 
p a r t i a l ly  congruent 
o b je c tiv e s

S up erv isio n , o u tp u t, 
measurement, feedback, 
m arkets, b u reau c rac ie s , 
d a n s

Task in te rd ep en d en c ies , ta sk  
homogeneity, a v a i l a b i l i t y  o f  
ta sk  o u tp u t n esau rea , and awareness 
o f  so c ia l  norma

F ig u re  7
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im p o r ta n t  I f  a u d i to r s  a r e  to  u n d e rs ta n d  th e  n u a n c e s , s u b t l e t i e s  and 

seem in g ly  I r r a t i o n a l  b e h a v io rs  s t im u la te d  by c e r t a i n  u se s  ( o r  m isu se s)  

o f  a c c o u n tin g  in fo rm a tio n  f o r  th e  a c h ie v in g  o f  c o n t r o l .  I t  h as  to  

be  remembered t h a t  th e  m ost b a s i c ,  y e t  m ost im p o r ta n t  I n g r e d ie n t  

o f  any c o n t r o l  sy s tem , a re  th e  p e o p le  c o n t r o l l i n g  and th e  p e o p le  

c o n t r o l le d .

Anthony and D earden on C o n tro l

Anthony and D earden [1976] s u g g e s t  t h a t  c o n t r o l  w i th in  

o r g a n iz a t io n s  In v o lv e s  th e  p la n n in g  and c o o rd in a t in g  o f  a c t i v i t i e s ,  

and th e  com m unicating , p ro c e s s in g  and e v a lu a t in g  o f  in fo rm a tio n  in  

o r d e r  to  in f lu e n c e  p e o p le s ' b e h a v io r s .  These c o n t r o l  a c t i v i t i e s  can 

be s e g re g a te d  i n to  th r e e  c a te g o r i e s :  (1 ) s t r a t e g i c  p la n n in g , (2 ) manage

ment c o n t r o l ,  and (3 ) o p e r a t io n a l  c o n t r o l .  A ll  o f  th e s e  in v o lv e  

th e  o r g a n i z a t i o n 's  in fo rm a tio n  sy s tem . In  p a r t i c u l a r ,  th e  management 

c o n t r o l  sy stem  r e l i e s  m ost h e a v i ly  on f i n a n c i a l  m easu res and a s se s s m e n ts .

As can be se e n  from  F ig u re  8 , th e  management c o n t r o l  p ro c e s s  

encom passes a  number o f  e n v iro n m e n ta l ( e . g . , g o a ls ,  s t r a t e g i e s ,  p la n s  

and a c t io n )  and a c c o u n tin g  in fo rm a tio n  c o n c e rn s  ( e . g . ,  m easurem ent, 

com m unication , r e v i s io n s ,  and c o m p a riso n s ) .

Even though  a u d i to r s  a r e  p r im a r i ly  co n cern ed  w ith  th e  o v e r a l l  

f a i r n e s s  o f  th e  r e s u l t i n g  f i n a n c i a l  in fo rm a t io n , th e y  sh o u ld  be aware 

o f  th e  n a tu r e  o f  th e  r u le s  [W eber, 1947, and Arrow, 1 9 6 4 ], th e  s ta n d a rd s  

o f  m easurem ent [D ornbusch and S c o t t ,  1975, and O uch i, 1977, 1 9 7 8 ], and 

th e  o r ig in a t io n s  o f  c o n t r o l  [Thompson, 1967, and O uchi, 1979] t h a t  

in f lu e n c e  th e  e x e c u tio n  o f  th e  c o n t r o l  p ro c e s s  from  w hich th e  f i n a n c i a l  

s ta te m e n ts  s p r in g .  W ithou t any a s su ra n c e s  and know ledge o f  t h i s  s o r t ,
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th e  e n d in g  f i n a n c i a l  s ta te m e n t  r e s u l t s  a r e  s t e r i l e  and any e v a lu a t io n s  

o f  them a r e  b e in g  done In  a  vacuum.

B oland on C o n tro l

As m ost a c c o u n tin g  w r i t e r s  d o , B oland [1979] a d h e re s  to  an 

In fo rm a tio n  sy s tem s p e r s p e c t iv e  f o r  a d d re s s in g  th e  I s s u e  o f  c o n t r o l  

w i th in  o r g a n iz a t io n s .  B r i e f l y ,  In fo rm a tio n  sy s tem s p ro v id e  a  p ro c e s s  

and an env ironm en t f o r  l e g i t i m a t i o n ,  se n se -m a k in g , and th e  c o n te x t  

f o r  s o c i a l  i n t e r a c t i o n s .  A cco rd ing  to  B o lan d , a c c o u n tin g  h as  th e  

p o t e n t i a l  to  p ro v id e  in fo rm a t io n  and i n s i g h t s  i n  a l l  t h r e e  a re n a s .

Much o f  a u d i t i n g '8 fo cu s  on I n t e r n a l  c o n t r o l s  h as  been  a  s e a rc h  

f o r  and e v a lu a t io n  o f  w hat B oland w ould c a l l  th e  " c o n t r o l s  o v e r"  

th e  f i n a n c i a l  r e p o r t in g  p r o c e s s .  I f  o r g a n iz a t io n s  a r e  t r u l y  lo o s e ly  

coup led  [W eick, 1 9 7 9 ], o r  com prised  o f  c la n s  [O uch i, 1979] o r  r e l y  

upon m yths, ceremony and r i t u a l s  [Feldm an and M arch, 1 9 8 1 ], th e n  i t  i s  

Im p o rta n t f o r  a u d i to r s  to  be j u s t  a s  s e n s i t i v e  to  th e  c l i e n t ' s  

p ro c e s s e s  r e f e r r e d  to  by B oland a s  " c o n t r o l  w i th ."  Such an a u d i t  

concern  o r i e n t a t i o n  w ould fo cu s  on th e  m o tiv a t io n s  o f  m anagers , 

s u p e r io r / s u b o r d in a te  r e l a t i o n s h i p s ,  th e  im p ac t o f  th e  In fo rm a l 

o r g a n iz a t io n  s t r u c t u r e ,  e t c .  These s o r t  o f  e n v iro n m e n ta l o r  c o n te x tu a l  

i s s u e s  have  r e c e iv e d  o n ly  p a s s in g  a t t e n t i o n  i n  th e  p r o f e s s io n a l  

a u d i t in g  l i t e r a t u r e  to  d a te .

Otley and Berry on Control
O tley  and B e rry  [1980] s t i p u l a t e  t h a t  m anagem ent's  p rim ary  

fu n c t io n  i s  to  e f f e c t  o r g a n iz a t io n a l  c o n t r o l ,  w here c o n t r o l  i s  d e f in e d  

as  m o n ito rin g  a c t i v i t i e s ,  and th e n  to  ta k e  a c t io n  i n  o r d e r  to  e n s u re
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Chat d e s i r e d  ends (o u tp u t  a n d /o r  b e h a v io r )  a r e  a t t a i n e d .  M oreover, 

th e  f u n c t io n  o f  c o n t r o l  m echanism s I s  to  p ro v id e  th e  d is s e m in a t io n  

o f  rew ard s w i th in  th e  en v iro n m en t o f  com peting  I n t e r e s t  g ro u p s . 

B orrow ing from  S k in n e r 's  [1953] n o t io n  o f  o p e ra n t  c o n d i t io n in g ,  c o n t r o l  

may be  a c h ie v e d  I n  p a r t  by th e  d e s ig n  o f  rew ard  s t r u c t u r e s  w hich 

I n f lu e n c e  in d iv id u a l s  to  a c t  i n  an a g re e d  upon m anner by p u rsu in g  

t h e i r  own s e l f - i n t e r e s t .  T h is  em phasis on rew ard s  t i e s  n e a t ly  

to  D ornbusch and S c o t t 's  [1975] em phasis on e v a lu a t io n .  One way in  

w hich to  c o n c e iv e  o f  a l l  t h i s  i s  to  v iew  th e  c o n t r o l  p ro c e s s  a s  

s e t t i n g  b o u n d a r ie s  on p e o p le s ' t a s k s  b u t .y e t  m aking th o s e  b o u n d a r ie s  

dynam ic and I n s p i r a t i o n a l .  O tle y  and B e rry  s u g g e s t  t h a t  a c c o u n tin g  

i s  Im p o r ta n t  In  fo rm u la t in g  o b je c t iv e s  and i d e n t i f y i n g  re a s o n a b le  

re g io n s  o f  a c t i v i t y  ( I . e . ,  i n s p i r a t i o n a l  b o u n d a r ie s ) .  They a r e  q u ic k  

to  ad d , how ever, t h a t  a c c o u n tin g  I s  n o t  t o t a l l y  s u f f i c i e n t  f o r  th e s e  

p u rp o se s .

In  a n o th e r  v e in ,  th e s e  two a u th o r s  a d h e re  to  th e  b e l i e f  t h a t  

c o n t r o l  In v o lv e s  feed b ack  and fee d fo rw a rd  in fo rm a tio n  f lo w s , w hich  

r e s u l t  I n  th e  u n a v o id a b le  l in k in g  o f  p la n n in g  to  c o n t r o l .  From 

B o g a r t 's  [1980] p e r s p e c t iv e ,  th e r e  I s  an o b v io u s  o m iss io n  In  th e  feed  

p r o c e s s e s  su g g e s te d  by O tley  and B erry  . . . f e e d w i th in . T hese fe e d  

p ro c e s s e s  a r e  tan tam o u n t to  a  sy stem  d e s ig n e d  to  com m unicate 

o r g a n iz a t io n a l  e x p e c ta t io n s  and th e  m o n ito r in g  o f  a c t i o n s .  Such a 

sy stem  h as  to  be view ed a s  r e l e v a n t  w i th in  th e  w id e r c o n c ep t o f  

i n t e r n a l  c o n t r o l .

A ccoun ting  i s  b u t  one o f  th e  I n t e g r a t i v e  d e v ic e s  a v a i l a b l e  to  

o r g a n iz a t io n s .  However, a s  s u g g e s te d  p r e v io u s ly ,  i t  i s  n o t  a  t o t a l l y
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s u f f i c i e n t  in fo rm a tio n  so u rc e  f o r  th e  n eed s  o f  a f f e c t i n g  c o n t r o l .

T h is  i s  th e  c a se  b e c au se  one o f  th e  m ost c r u c i a l  c o n d it io n s  n e c e s s a ry  

b e fo re  a  p ro c e s s  can  be c o n t r o l le d  i s  th e  e x is t e n c e  o f  a  p r e d i c t i v e  

model w i th in  th e  sy s te m  b e in g  c o n t r o l l e d .  A com prehensive  p r e d i c t i v e  

m odel, o u t  o f  n e c e s s i t y ,  w ould c o n ta in  v a r i a b le s  t h a t  a r e  o u ts id e  

th e  sc o p e  o f  t r a d i t i o n a l  a c c o u n tin g . T h is  p r e r e q u i s i t e  im p lie s  t h a t  

t r a d i t i o n a l  a c c o u n tin g  in fo rm a tio n  sy stem s a r e  n e e d le s s ly  r e s t r i c t e d .  

M oreover, i f  a u d i t in g  i s  v iew ed a s  a  c o n t r o l  and m o n ito rin g  d e v ic e  

[W allace , 1 9 8 0 ], th e n  a u d i t in g  n eed s  to  I n c o r p o r a te  a  p r e d i c t i v e  model 

to o . B ecause a s  D e f l ie s e  e t  a l .  [1984 , p . 285] s t a t e ,  " th e  c o n d it io n s  

p e r m i t t in g  c o n t r o l  a r e  more im p o r ta n t  th a n  s p e c i f i c  c o n t r o l  p ro c e d u re s ,"  

i t  i s  f e a s i b l e  to  co n c lu d e  t h a t  th e  p r e d i c t i v e  m odel ( i . e . ,  th e  

b a s i s  on w hich to  i n f e r  th e  c u r r e n t  and c o n tin u e d  a c c e p t a b i l i t y  o f  a 

c l i e n t ' s  i n t e r n a l  c o n t r o l s )  sh o u ld  be  b ased  on th e  c o n d i t io n s  o f  

c o n t r o l  ( i . e . ,  th e  c o n t r o l  e n v iro n m e n t) .

H o fs te d e  on C o n tro l

H o fs te d e  [1981] b e l ie v e d  t h a t  c o n t r o l  In c lu d e s  th e  p r e s u p p o s i t io n s  

o f  a  t a r g e t ;  t h a t  o u tp u ts  can  be  i d e n t i f i e d  and com pared to  t a r g e t s ;  

t h a t  c o n t r o l  e f f o r t s  can  be r e d i r e c t e d  i f  t a r g e t s  a r e  n o t m et; and 

t h a t  r e p e t i t i v e  a c t i v i t i e s  a llo w  le a r n in g  to  o c c u r . I n h e r e n t  in  

th e s e  p rem ise s  i s  th e  b e l i e f  t h a t  no m a t te r  how am biguous th e  cause  

and e f f e c t  r e l a t i o n s  m igh t b e , th e r e  i s  s t i l l  th e  need  f o r  some 

s ta te m e n t  co n c e rn in g  o b je c t iv e s .  O b v io u sly , th e s e  o b je c t iv e s  may 

be s im p ly  s t a t e d ,  such  a s  an  a c c o u n tin g  c l e r k  b e in g  t o l d  to  u p d a te  

h i s / h e r  v e n d o rs ' l i s t i n g  w eek ly . The p o in t  i s  t h a t  th e r e  m ust be a
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benchm ark f o r  e v a lu a t io n  p u rp o se s , t h a t  have o p e r a t io n a l  c h a r a c t e r i s t i c s  

s p e c i f i e d  i n  o r d e r  f o r  th e  m easurem ent p r o c e s s ,  e i t h e r  q u a l i t a t i v e l y  

o r  q u a n t i t a t i v e l y ,  to  ta k e  p la c e .

D epending on th e  c ir c u m s ta n c e s , one o f  s i x  d i f f e r e n t  c o n t r o l  

m echanism s w i l l  be  m ost a p p r o p r ia t e .  H o f s te d e '8 s i x  ty p e s  o f  c o n tr o l  

a r e :  r o u t i n e ,  e x p e r t ,  t r i a l  and e r r o r ,  i n t u i t i v e ,  ju d g m e n ta l , o r

p o l i t i c a l .  I t  i s  im p o r ta n t  to  r e a l i z e  t h a t  d i f f e r e n t  c o n t r o l  modes 

may ap p ly  to  d i f f e r e n t  a c t i v i t i e s  w i th in  th e  same o r g a n iz a t io n  (a  

s im i l a r  c a v e a t  was e x p re s s e d  by O u c h i) . T h e re fo re ,  a u d i to r s  who 

have a  s t a t i c  m en ta l s e t  c o n c e rn in g  th e  ty p e s  o f  c o n t r o l s  th e y  w ant 

and e x p e c t to  s e e  o p e ra t in g  a t  t h e i r  c l i e n t s ,  may e r ro n e o u s ly  m ls -  

e v a lu a te  any one o r  a l l  o f  th e  above.

The o th e r  n o te  on H o fs te d e  i s  co n cern ed  w i th  l e a r n in g .  L ea rn in g  

i s  b a sed  upon h i s t o r y ,  b o th  p e rc e iv e d  and r e c o rd e d . P e rc e iv e d  

h i s t o r y  i s  tan tam o u n t to  W e ic k 's  [1979] en ac tm en t -*■ s e l e c t i o n  -*■ 

r e t e n t i o n  p ro c e s s .  R ecorded h i s t o r y  c e r t a i n l y  encom passes a c c o u n tin g  

in fo rm a t io n . The id e a  o f  l e a r n in g  a s  a  c o n t r o l  e lem en t le a d s  to  th e  

co n cern  f o r  change. As N elson  [1981 , p . 100] s t a t e s ,  " I t  i s  

u n p re d ic te d  change t h a t  opens th e  q u e s t io n  o f  w hat an o r g a n iz a t io n  

sh o u ld  do , th u s  c o m p lic a tin g  th e  q u e s t io n  o f  w hat a r e  th e  a p p ro p r ia te  

[ c o n t r o l  modes n o w ].” T hus, l e a r n in g  how to  c o n t r o l  im p l ie s  l e a r n in g  

a b o u t th e  o r g a n i z a t i o n 's  p e o p le , t a s k s ,  g o a ls ,  and p o t e n t i a l i t i e s  f o r  

change a l l  o f  w h ich  a r e  en v iro n m en t r e l a t e d .
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Amey on C o n tro l

In  r e g a rd  Co th e  c e n t r a l  n o t io n  o f  m ost o f  th e  c o n t r o l  t h e o r i s t s '  

u se  o f  open sy stem s ty p o lo g ie s  I s  t h a t  o f  a  c y b e r n e t i c ,  s e l f - c o n t r o l l i n g  

im agery . However, Amey [198Q, p . 130] a rg u e s  t h a t  th e  " g e n e ra l  

c y b e rn e t ic  m odel o f  th e  e r r o r - c o n t r o l l e d  fee d b a c k  sy s tem  i s  a  c lo s e d  

sy s te m ."

I n  a  p a r t i c u l a r  v e in ,  Amey 11980] s u g g e s ts  t h a t  a  c l a s s i c  

b u d g e ta ry  c o n t r o l  sy s te m  i s  p r im a r i ly  a  c y b e rn e t ic  sy s tem  b ased  on 

th e  p r i n c i p l e  o f  feed b ack  to  p ro v id e  m echanism s f o r  g o a l- s e e k in g  and 

s e l f - c o n t r o l l i n g  b e h a v io r .  As he f u r t h e r  n o t e s ,  th e  e m p ir ic a l  

e v id e n c e  s u g g e s ts  t h a t  in  p r a c t i c e  th ey  do n o t  c o n t r o l  e f f e c t i v e l y .  

B ecause e v e ry  sy stem  i s  a  p a r t  o f  a  l a r g e r  sy s tem , e x te r n a l  s ta n d a r d s ,  

n o t  i n t e r n a l  on es  a s  in  b u d g e ta ry  c o n t r o l ,  sh o u ld  p ro v id e  th e  c o n t r o l .  

Com parisons o f  o b se rv e d  r e s u l t s  (h e  o b v io u s ly  b e l ie v e s  a l l  a c t io n s  

r e s u l t  in  o b se rv e d  r e s u l t s )  w ith  e x te r n a l  s ta n d a r d s ,  h ig h l ig h t in g  

r e l a t i o n s h ip s  betw een c o n t r o l le d  v a r i a b le s  and u n c o n tr o l le d  v a r i a b l e s ,  

i s  a  p ro p e r  p e rfo rm an ce  e v a lu a t io n  a p p ro ach . How w e l l  any sy stem  

p erfo rm s ( e . g . ,  an in d iv id u a l  o r  com plex o r g a n iz a t io n )  can  o n ly  be 

judged  r e l a t i v e  to  th e  o b j e c t iv e  o f  th e  l a r g e r  sy stem  o f  w hich  i t  

form s a  p a r t  [Amey, 1980].

The main th tru s t  o f  Amey's v iew s as  th e y  p e r t a in  to  i n t e r n a l  

c o n t r o l  i s s u e s  i s  t h a t  a  n o t io n  o f  s e l f - c o n ta in e d  c o n t r o l  h a s  to  be 

se co n d a ry  to  th e  r e a l i t y  o f  e x te r n a l  c o n t r o l  from  th e  n e x t  l a r g e r  

s y s te m 's  v a n ta g e  p o in t .  Thus, once a g a in  th e  b e l i e f  t h a t  th e  c o n t r o l  

env ironm en t i s  more im p o r ta n t  th a n  th e  s p e c i f i c  c o n t r o l s ,  i s  a s s e r te d .  

M oreover, th e r e  a r e  su ch  huge d i f f e r e n c e s  betw een s o c i a l  and b i o lo g ic a l
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system s t h a t  an e q u il ib r iu m - s e e k in g  o b je c t iv e  i s  n o t  even  a p p r o p r ia te  

f o r  th e  fo rm er [Amey, 1 9 8 0 ]. N elson  [1981] a ls o  h i n t s  a t  th e  f o l l y  

o f  s t e a d y - s t a t e  v iew s f o r  o r g a n iz a t io n s  by s u g g e s t in g  t h a t  once 

e q u i l ib r iu m  I s  e s t a b l i s h e d ,  th e  i n t e r p r e t a t i o n  i s  t h a t  a l l  t h a t  i s  

th en  r e q u i r e d  i s  w hat h a s  been  done to d ay  be r e p e a te d  tom orrow . 

R ecogn iz ing  t h i s  f a c t ,  a u d i to r s  sh o u ld  become e s p e c i a l l y  con cern ed  

w ith  b o th  th e  i n t e r n a l  and e x te r n a l  f o rc e s  ( e . g . ,  c o m p e ti t io n , 

s c a r c e r  r e s o u r c e s ,  h ig h e r  g o a ls ,  e t c . )  e x e r t in g  t h e i r  in f lu e n c e  upon 

th e  d e s i r a b i l i t y  o f  ad h e re n c e  to  s p e c i f i c  c o n t r o l s  by th e  c l i e n t ' s  

p e rs o n n e l .  Such f o rc e s  sh o u ld  r e s u l t  i n  a  dynam ic e x e c u tio n  o f  c o n t r o l  

t h a t  would r e q u i r e  a  f r e s h  and c r i t i c a l  rev ie w  e v e ry  y e a r .

In te r m e d ia te  Stmmmyy

The f iv e  a c c o u n tin g  p e r s p e c t iv e s  on c o n t r o l  j u s t  d is c u s s e d  a r e  

sum m arized i n  F ig u re  9 . Many o f  th e s e  w r i t e r s  draw  upon th e  e a r l i e r  

works o f  A rg y rls  [1952] and Hopwood [1973] who d e a l t  e x te n s iv e ly  w ith  

th e  b e h a v io r a l  Im p l ic a t io n s  o f  a c c o u n tin g  c o n t r o l .  R e le v an t to  t h i s  

s tu d y , and in c r e a s in g  i n  p o p u la r i ty ,  i s  th e  v iew  t h a t  c o n t r o l  i s  a  

dynam ic p ro c e s s  w i th in  o r g a n iz a t io n s  t h a t  p re d o m in an tly  r e l i e s  upon 

human c o g n it io n s  and o r g a n iz a t io n a l  c o n te x ts  a s  opposed to  some 

u n iv e r s a l ly  a p p l ic a b le  s e t  o f  im posed and r e g u la te d  a c t io n s .  In  

th e  e n su in g  c h a p te r s ,  su ch  I n s i g h t s  p ro v id e  th e  c o n te x t  w i th in  w hich 

a u d i to r s  a r e  assumed to  o p e ra te  and e v a lu a te  a  c l i e n t ' s  c o n t r o l  

en v iro n m en t. T hat i s  to  s a y , f o r  c o n t r o l s  to  be e f f e c t i v e ,  th ey  

r e q u i r e  b e h a v io r a l  re le v a n c e  ( th e  i d e n t i f i c a t i o n  o f  a l l  r e l e v a n t  

b e h a v io rs  o r  g o a ls  r e q u i r e d  by th e  o r g a n i z a t i o n ) , b e h a v io ra l  v a l i d i t y
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C o n tro l
T h e o r is ts C o n tro l D e f in i t io n B a s is  f o r  C o n tro l

A u d i t in g 's  C o n tro l 
E nvironm ent C oncerns

Boland [1979]

O tley  and 
B erry  [1980]

H o fs ted e  [1981]

Anthony and 
D earden [1976]

Amey [1979, 1980]

C o n tro l "o v er"

C o n tro l "w ith "

R e la te d  to  h i e r a r c h i c a l ly  
s t r u c t u r e d , b u r e a u c r a t ic a l ly  
o p e ra te d  p ro c e s s e s  w ith  
r u le s  and o r d e r s

R e la te d  to  s h a re d  r e a l i t i e s

The In fo rm a tio n  sy stem , 
a t t r i b u t i o n s  o f  p e o p le , 
s o c i a l  I n t e r a c t i o n s ,  and 
ty p e s  o f  c a u s a l i t y

Same as above

M o n ito rin g  a c t i v i t i e s  
and ta k in g  a c t io n  to  
e n su re  d e s i r e d  ends

A ccom plish ing  o rg a n i
z a t io n a l  o b je c t iv e s

Any sy stem  d e s ig n e d  to  
m a in ta in  a  d e s i r e d  
s t a t e  o r  c o n d it io n

Reward s t r u c t u r e s ,  
p r e d i c t i v e  m odels , 
o b je c t iv e s  and c h o ic e s

R o u tin e , e x p e r t ,  t r i a l  and 
e r r o r ,  I n t u i t i v e ,  ju d g m e n ta l, 
o r  p o l i t i c a l

D e te c to r ,  s e l e c t o r ,  e f f e c t o r ,  
and com m unication

Competing I n t e r e s t  g ro u p s , 
In fo rm a tio n  f lo w s , g o a ls ,  
c o o rd in a t io n  and change

A m biguity o f  o b j e c t iv e s ,  
m e a s u r a b i l i ty  o f  o u tp u ts ,  
know ledge o f  th e  e f f e c t s  
o f  i n te r v e n t io n s ,  and 
r e p e t i t i v e n e s s  o f  th e  
a c t i v i t y

Management p la n n in g

Autonomous, le a rn e d  
b e h a v io r

E x te rn a l  s ta n d a r d s ,  open 
sy s te m , m axim izing o f  
a d a p ta b i l i t y

The " l a r g e r "  sy stem  In  w hich 
th e  c o n t r o l  sy stem  fu n c t io n s

F ig u re  9

O rg a n iz a t io n a l ly  C o n te x tu a llz e d  A ccounting  C o n tro l and 
Environm ent Summaries
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(m ust l e a d  to  th e  b e h a v io r  o r  o u tp u ts  to  w hich  I t  p u r p o r ts  to  le a d )  

and b e h a v io r a l  r e l i a b i l i t y  (m ust r e p e a te d ly  p ro d u ce  th e  same b e h a v io r  

o r  o u tp u t)  [F la m h o ltz  and T s u i ,  1980J.

C o n tro ls  i n  B u s in e ss  O rg a n iz a tio n s

A t t e s t in g  to  th e  I n te g r a t e d  v iew  s e t  f o r t h  above ( i . e . , th e  

m erg ing  o f  o r g a n iz a t io n  b e h a v io r  and c u r r e n t  a c c o u n tin g  i n s i g h t s )  

was a  s tu d y  sp o n so re d  by th e  F in a n c ia l  E x e c u tiv e s  R esearch  F o u n d a tio n  

(FERF) [1 9 8 0 ]. T h is  s tu d y  r e p r e s e n t s  a  m a jo r e f f o r t  to  i d e n t i f y  e x i s t i n g  

c o n t r o l  te c h n iq u e s  w i th in  th e  la r g e  U .S . c o r p o r a t io n s .

In  g e n e r a l ,  c o n t r o l s  w ere found to  be  c o n tin g e n t  on f iv e  i te m s :

(1 ) o r g a n iz a t io n a l  s t r u c t u r e ;

(2 ) p e rfo rm an ce  a p p r a i s a l  and rew ard  sy s te m s;

(3 ) fo rm al and in fo rm a l p e rfo rm an ce  m ea su res ;

(4 ) d a ta  p r o c e s s in g ;  and

(5 ) in d e p e n d e n t p e rfo rm an ce  re v ie w s .

These ite m s  r e p r e s e n t  n o th in g  new e x c e p t th e  c o n f irm a tio n  o f  w hat 

th e  p re v io u s  w r i t e r s  have s t r e s s e d .  Thom pson's [1967] tec h n o lo g y  

and boundary  d i s c u s s io n s ,  o r  W eb er's  [1947] h ie r a r c h y  d e a l  w ith  i te m  

o n e . D ornbusch and S c o t t  [1975] d e a l  e x te n s iv e ly  w ith  i te m  two w hereas 

Amey [1980] s u p p o r ts  i te m  f iv e .  The d a ta  p ro c e s s in g  e lem en t s im p ly  

encom passes in fo rm a tio n  sy stem s a s p e c ts  w h ile  i te m  th r e e  i s  a 

r e c o g n i t io n  o f  th e  d u a l n a tu r e  o f  c o n t r o l ,  v is - A - v is  th e  c o g n i t iv e  

and form al a s p e c ts  t h a t  W elck [1979] and Ouchl [1977, 1978, 1979] 

re c o g n iz e d . F ig u re  10 , from  th e  FERF, i l l u s t r a t e s  num erous exam ples 

o f  c o n t r o l  modes found i n  a l l  o r g a n iz a t io n s .  For th e  a u d i t o r ,  i t  i s
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Form al C o n tro ls In fo rm a l C o n tro ls

P o l ic y  m anuals 
P ro c e d u re s  m anuals 
C hart o f  a c c o u n ts  
R ep o rts  
Forms
A u th o r iz a t io n  l i m i t s
R eg u la r m ee tin g s
D e c is io n  g u id e l in e s
R eg u la r rev iew s
System s ( e . g . ,  in v e n to ry )
D ocum entation
MBO
A ccoun ting  r u le s  
Reward sy stem s

Shared  v a lu e s  and p h ilo so p h y  o f  to p  management 
S e le c t in g  h o n e s t  p e o p le  
P e r s o n a l  m o n ito r in g  
F o llow -up
S pon taneous m ee tin g s
" B u ild  r u l e s  I n to  p e o p le "  ( e . g . ,  t r a i n in g )  
E ngendering  c o n t r o l  c o n sc io u sn e ss  
O bserve o p e ra t io n s  
"P ok ing  around"
Example s e t  by to p  management 
"Know y o u r p e o p le "
D a lly  in v o lv em en t 
E x p e rie n c ed  judgm ent 
P e e r  p r e s s u r e

F ig u re  10 

FERF 11980] C o n tro l Modes

n o t  so  much a  q u e s t io n  o f  w hich  one o r  two w i l l  be e x h ib i te d  by t h e i r  

c l i e n t s ,  b u t  r a t h e r ,  knowing t h a t  th e y  p ro b a b ly  a l l  e x i s t  w ith  

d i f f e r i n g  em phases a t  d i f f e r e n t  t im e s , u n d er d i f f e r e n t  c o n d i t io n s .

The l i s t i n g  i n  F ig u re  10 i s  i n t e r e s t i n g  to  th e  e x te n t  t h a t  many 

o f  th e s e  ite m s  a ls o  a p p e a r  i n  many o f  th e  B ig  E ig h t f i r m s ' in -h o u s e  

l i t e r a t u r e  on th e  c o n t r o l  en v iro n m en t o f  a  c l i e n t .  One o f  th e  p rim ary  

p u rp o se s  o f  t h i s  s tu d y  i s  to  i n v e s t i g a t e  th e  p e rc e p t io n s  o f  a u d i to r s  

c o n c e rn in g  su ch  c o n t r o l  en v iro n m en t a t t r i b u t e s .

San M iguel 11977, p . 1 8 1 ] , co n c lu d ed  i n  h i s  rev ie w  on th e  

a c c o u n tin g  c o n t r o l  l i t e r a t u r e ,  t h a t :
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Too o f te n  c o s t  s ta n d a rd s  and b u d g e ts  a r e  b ased  on 
id e a l i z e d  m odels o f  econom ic b e h a v io r  t h a t  c o n f l i c t  w ith  
th e  com plex r e a l i t i e s  o f  b e h a v io r  i n  l a r g e  o r g a n iz a t io n s .
F or exam ple, c o s t  s ta n d a rd s  and b u d g e ts  r e q u i r e  e f f i c i e n t ,  
m a c h in e - l ik e  com pliance  o f  w o rk e rs  and m anagers. T h is  
assum es t h a t  w o rk e rs  and m anagers a s  p h y s io lo g ic a l  m ach in es , 
can  be  c o n t r o l le d  th ro u g h  b a s ic  d r iv e s  and e m o tio n s .

Cooper e t  a l .  [1981J r e a c h  a  s im i l a r  c o n c lu s io n  when th e y  s u g g e s te d

t h a t  j u s t  as s ta n d a rd  o p e ra t in g  p ro c e d u re s  en co u rag e  i m i t a t i v e

b e h a v io r  and a r e  c o e rc iv e  by n a tu r e ,  so  to o  a r e  m ost a c c o u n tin g  sy s te m s.

These two view s ty p i f y  much o f  th e  "new" a c c o u n tin g  l i t e r a t u r e  on 
2

c o n tr o l .

On th e  o th e r  hand , a c c o u n tin g  c o n t r ib u te s  i n  im p o r ta n t  ways 

to  th e  i d e n t i f i c a t i o n ,  im p le m e n ta tio n , and o p e r a t io n  o f  c o n t r o l s .

Cooper e t  a l .  [1981, p . 186J b e l i e v e  t h a t  " a c c o u n tin g  sy stem s 

f a c i l i t a t e  com m itm ent, s a t i s f a c t i o n  and . . . i n t e r n a l i z a t i o n  o f  

v a lu e s ."  J u s t  how t h i s  i s  acco m p lish ed  i s  n o t  q u i t e  c l e a r  e x c e p t 

p o s s ib ly  i n  th e  way p ro p o sed  by S h ie ld s  e t  a l .  [1981] when th e y  view  

a c c o u n tin g  in fo rm a tio n  a s  u s e f u l  f o r  m aking in f e r e n c e s  c o n c e rn in g  

c a u s a l i t y .  Cooper and h i s  a s s o c i a te s  c o n tin u e d , by f u r t h e r  s u g g e s t in g  

t h a t  a c c o u n tin g  sy stem s a r e  a  s i g n i f i c a n t  a s p e c t  o f  th e  power system  

in  an o r g a n iz a t io n .  R e g a rd le s s  o f  th e  th e o ry  o f  c o n t r o l  s u b s c r ib e d  

t o ,  i s s u e s  con cern ed  w i th ,  power and a u th o r i ty  i n e v i t a b l y  a r i s e .

C o n tro l i s  an o u tg ro w th  o f  power s t r u c t u r e s  o r  a t  th e  v e ry  l e a s t ,  

c o n t r o l  r e s u l t s  i n  c o n f l i c t s  be tw een  th e  fo rm a l power s t r u c t u r e  and

2
The word "new" i s  u sed  to  d e s c r ib e  th e  r e c e n t  l i t e r a t u r e  on 

a c c o u n tin g  t h a t  a re  a t te m p ts  a t  I n te g r a t in g  i t  w i th  r e c e n t  t h e o r e t i c a l  
developm en ts i n  th e  o r g a n iz a t io n a l  b e h a v io r ,  a d m in is t r a t iv e  s c ie n c e ,  
and so c io lo g y  l i t e r a t u r e .
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th e  in fo rm a l  power b a s e s  and su ch  i n t e r a c t i o n s  c r e a t e  a  c l i e n t - s p e c i f i c  

a tm osphere  (en v iro n m en t) in  w hich  s p e c i f i c  c o n t r o l  p ro c e d u re s  m ust be 

e x e c u te d .

In  c o n c lu s io n , B urns and S t a l k e r 's  [1971] m ethod o f  g e n e r a l i z a t i o n  

i s  a s  good a s  an y . C o n tro ls ,  i n  t h e i r  v iew , can  be e i t h e r  " m e c h a n is tic "  

o r  " o r g a n ic ."  M e c h a n is tic  c o n t r o l s  a r e  a p p r o p r ia te  f o r  o r g a n iz a t io n s  

in  8 t a b l e  c o n te x ts .  They a r e  h i e r a r c h i c a l  i n  form  and a r e  in h e r e n t  

in  f u n c t io n a l  jo b  d e f i n i t i o n s  and can  a ls o  be  e s ta b l i s h e d  v ia  

i n s t r u c t i o n s  and d e c is io n s  from  s u p e r io r s .  On th e  o th e r  han d , o rg a n ic  

c o n t r o l s  a r e  a p p ro p r ia te  f o r  chan g in g  c o n d i t io n s .  They co m p rise  a  

ne tw ork  s t r u c t u r e  and a r e  d e r iv e d  from  a  community o f  i n t e r e s t .  M ost, 

i f  n o t  a l l  o r g a n iz a t io n s ,  e x h ib i t  b o th  ty p e s  o f  c o n t r o l .  The 

im p o r ta n t  p o in t  i s  t h a t  to g e th e r  th e y  com prise  th e  c o n t r o l  system  

o f  an o r g a n iz a t io n .  The " o rg a n ic "  c o n t r o l s  a r e  n o t se co n d a ry  in  

im p o rtan ce  n o r  a p p e a ra n c e . In  th e  n e x t  c h a p te r  th e  a u d i to r s  

h i s t o r i c a l  l a c k  o f  co n cern  f o r  th e  " o rg a n ic "  ty p e s  o f  c o n t r o l s  i s  

n o te d  and th e  c u r r e n t  t r e n d  r e d i r e c t i n g  a u d i t  e f f o r t s  in  t h i s  r e g a rd  

i s  rev iew ed .
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CHAPTER III

AUDITING LITERATURE REVIEW: INTERNAL CONTROL
AND THE CONTROL ENVIRONMENT

T h is  second  and f i n a l  p h ase  o f  Che l i t e r a t u r e  rev iew  c o n tin u e s  

to  na rro w  th e  fo cu s  o f  th e  c o n t r o l  c o n te x ts  p re s e n te d  i n  C h ap te r I I  

by d i s c u s s in g  th e  r e l e v a n t  a u d i t in g  l i t e r a t u r e s  on i n t e r n a l  c o n t r o l  

and a  c l i e n t ' s  c o n t r o l  e n v iro n m en t. The c h a p te r  c o n c lu d e s  w ith  a 

rev iew  o f  th e  r e c e n t  r e s e a rc h  d e a l in g  w ith  i n t e r n a l  c o n t r o l  and 

h ig h l ig h t s  th e  f r u i t f u l  r e s e a r c h  a r e a  and v a r i a b le s  t h a t  a re  th e  

fo cu s  o f  t h i s  s tu d y .

A u d i to rs .  System s and S en so rs

From a  m acro v iew , th e  r e n d e r in g  o f  an  a u d i t  o p in io n  in v o lv e s  th e  

j o i n t  a s se ssm e n t o f  p iec e m e a l e v id e n c e  c o l l e c t e d  on th e  v a r io u s  a s p e c ts  

o f  a  c l i e n t s '  f i n a n c i a l  r e p o r t in g  p r o c e s s .  The sy s tem  g e n e ra t in g  th e  

f i n a n c i a l  in fo rm a tio n  i s  a  l o g i c a l  p la c e  to  b e g in  su ch  an a s se s sm e n t. 

A u d ito rs  have t y p i c a l l y  fo cu se d  on th e  " c o n t r o l s "  co m p ris in g  th e  

sy s tem (8 ) and have  n o t  found i t  n e c e s s a ry  to  d w e ll on th e  o r g a n iz a t io n a l  

" c o n t r o l"  ( to  u se  D ru c k e r 's  [1964] d i s t i n c t i o n )  t h a t  i s  o r  i s  n o t  

a c h ie v e d . The i d e n t i f i c a t i o n ,  rev ie w  and e v a lu a t io n  o f  r e le v a n t  

" c o n t r o ls "  h as  th e  p u rp o se  o f  p ro v id in g  e v id e n c e  i n  r e g a rd s  to  o n ly  

f i n a n c i a l  s ta te m e n t  a s s e r t i o n s ,  n o t  th e  p r o p r i e ty  o f  th e  d e c is io n s  

u n d e r ly in g  th o se  s ta te m e n ts .  In  t h i s  r e g a r d ,  a u d i to r s  d e f in e  and 

d e l in e a t e  I n t e r n a l  c o n t r o l  sy stem s cond u c iv e  to  t h e i r  e n d s . In  e s s e n c e ,  

th ey  make " s e l f  i n d ic a t io n s  o f  o r g a n iz a t io n a l ly  r e l e v a n t  o b je c t s
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t h a t  a r e  m ean in g fu l [ to  them ], and i n t e r p r e t ( i n g )  th o s e  o b j e c t s  [ in  

l i g h t  o f  t h e i r ]  i n t e r a c t i o n  w ith  o th e r s "  [B o land , 1979, p . 2 6 6 ].

Over th e  y e a r s ,  th e  n o t io n  o f  c o n t r o l  h a s  a c q u ire d  num erous 

m ean in g s .^  The m eaning m ost c o n s i s t e n t  w i th  th e  o r i g i n a l  F rench  term  

i s  r e f l e c t e d  i n  th e  c o n c e p ts  o f  r e g u la t io n  and m o n ito rin g  [O tle y  and 

B e rry , 1 9 8 0 ]. I t  i s  in  t h i s  se n se  t h a t  a u d i to r s  a r e  co n cern ed  w ith  

i n t e r n a l  c o n tr o l  sy s te m s . A u d it a s s u ra n c e  can  be p a r t l y  a c h ie v e d  by 

c o n firm in g  t h a t  a d e q u a te  r e g u la t i n g  and m o n ito r in g  p ro c e d u re s  e x i s t  and 

o p e ra te  w i th in  a c l i e n t ' s  f i n a n c i a l  r e p o r t in g  p r o c e s s .

An Im p o rta n t p o in t  to  n o te  i s  t h a t  th e  I n t e r n a l  c o n t r o l s  o f  

concern  to  a u d i to r s  g e n e r a l ly  r e f l e c t  a  sy stem s p e r s p e c t iv e .  A system  

can be th o u g h t o f  a s  " a  c o l l e c t i o n  o f  o b j e c t s  u n i te d  by some form  o f  

i n t e r a c t i o n  o r  in te rd e p e n d e n c e "  [Amey, 1979, p . 2 4 7 ]. The o b je c t s  o r  

c h a r a c t e r i s t i c s  co m p ris in g  a  sy s tem  in v o lv e :

1 . flow s (o f  in fo rm a t io n , m a t e r i a l s ,  money, e t c . ) ;

2 . s t r u c tu r e  ( r e f e r r i n g  to  p h y s ic a l  and g e o g ra p h ic a l  a s p e c t s ,  
o r g a n iz a t io n a l  d e s ig n , e t c . ) ;

3 . p ro c e d u re s  ( th e  p re -p la n n e d  a c t i v i t i e s  w hich  a f f e c t  th e  
flow s and s t r u c t u r e ) ; and

4 . c o n t r o l s  ( c e n te r s  on th e  p r e v e n t io n  and c o r r e c t io n  o f  
d e v ia t io n s  . . . from  s ta n d a r d s ) .  [Brown, 1966, p . 319]

These e le m en ts  com prise  a l l  c o n t r o l  sy stem s w h e th e r th e y  a r e  r e l a t e d

to  a s s e t  c o n t r o l ,  p e rs o n n e l  c o n t r o l ,  c o s t  c o n t r o l ,  e q u i ty  c o n t r o l ,

p ro d u c tio n  c o n t r o l ,  m ark e t c o n t r o l ,  d iv i s io n  c o n t r o l ,  econom ic c o n t r o l ,

s u p p l i e r  c o n t r o l ,  e t c .  M oreover, A cko ff, a s  q u o ted  by Amey [1979, p . 2 4 7 ],

a s s e r t s ,

1R athe [1960] l i s t s  "57 v a r i e t i e s . "
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[A s y s te m 's ]  b e h a v io r  I s  more th a n  th e  sum o f  th e  b e h a v io r s  o f  
I t s  e le m e n ts . The sy s tem  can n o t be b ro k en  down I n to  In d ep e n d e n t 
su b sy stem s and p e rfo rm an ce  o f  th e  w hole depends c r i t i c a l l y  on 
how w e l l  th e  p a r t s  f i t  and work t o g e th e r ,  n o t  m ere ly  on how w e ll  
e a c h  p e rfo rm s  when c o n s id e re d  In d e p e n d e n tly .

K onra th  £1971, p . 54] e la b o r a t e s  by s u g g e s t in g :

The q u e s t io n  w hich  a r i s e s  h e re  I s  w h e th e r  any o f  th e s e  c o n t r o l  
[g ro u p in g s  o r  sy s te m s] .can be d e a l t  w ith  In  I s o l a t i o n .  Of 
much g r e a t e r  co n cern  [ th a n  a r t i f i c i a l l y  d e l i n e a t i n g  and th en  
re v ie w in g  a  p a r t i c u l a r  I n t e r n a l  c o n t r o l  sy stem — a c c o u n tin g  o r  
o th e rw is e ]  I s  th e  d e g re e  to  w h ich  th e  v a r io u s  sy stem s I n t e r a c t — 
t h a t  I s ,  th e  e x te n t  to  w hich th e  v a r i a b le s  o f  one s e t  o f  
c o n t r o l s  a f f e c t  th e  s t a t e  o f  a n o th e r  s e t .

The c a u tio n s  e x p re s s e d  above a r e  p e r t i n e n t  to  a u d i t o r s '  rev ie w s  

and e v a lu a t io n s  o f  c l i e n t s '  I n t e r n a l  c o n t r o l  s y s te m s . T y p ic a l ly ,  th e  

sy stem s w hich a r e  I s o l a t e d  f o r  rev ie w  a r e  v e ry  s m a ll  su b sy stem s ( e . g . ,  

cash  d isb u rse m e n ts )  o f  th e  l a r g e r  e f f o r t  on th e  p a r t  o f  management to  

c o n t r o l  t h e i r  o r g a n iz a t io n s .  However, a u d i to r s  te n d  n o t  to  be p r im a r i ly  

con cern ed  w ith  th e  o v e r a l l  n o t io n  o f  o r g a n iz a t io n a l  c o n t r o l ,  b u t  

r a t h e r  w ith  o n ly  th e s e  l im i t e d  a c c o u n tin g  c o n t r o l  a s p e c ts .  One o f  th e  

more e f f e c t i v e  ways to  m i t ig a te  th e  sh o rtc o m in g s  o f  such  s u b s y s te m lz a tlo n  

I s  to  Im p la n t w i th in  th e  I s o l a t e d  su b sy stem  and th e  rev ie w  p ro c e s s e s  

t h a t  a d d re s s  th e  su b sy stem , some s o r t  o f  " s e n s o r  e le m e n t ."  A s e n s o r  

e le m en t i s  any m o n ito r in g  d e v ic e  t h a t  " p e r c e iv e s  e n v iro n m e n ta l changes 

w hich a f f e c t  th e  [ p a r t i c u l a r ]  system " u n d e r c o n s id e r a t io n  [K o n rath ,

1971, p . 5 4 ] .

Such a  co n cern  I s  d i r e c t l y  encom passed I n  th e  n o t io n  o f  a  c l i e n t ' s  

c o n t r o l  en v iro n m en t. The c o n t r o l  c o n c e p ts  c o m p ris in g  th e  c o n t r o l  

env ironm en t co u ld  j u s t  a s  e a s i l y  be la b e le d  s e n s o r  i te m s . I t  a p p e a rs  

Im p e ra tiv e  t h a t  a u d i to r s  acknow ledge and u t i l i z e  th e s e  s e n s o r  i te m s  

( i . e . ,  c o n t r o l  en v ironm en t a t t r i b u t e s )  i n  a s s e s s in g  th e  im p ac t and
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s ig n i f ic a n c e  o f  a  p a r t i c u l a r  s y s te m 's  I n t e r a c t i o n s ,  in te r d e p e n d e n c ie s ,

dynam ics, and l i m i t a t i o n s  i n  e x e c u tin g  th e  f i n a n c i a l  r e p o r t in g

p ro c e s s  w h ich  a u d i to r s  e v a lu a te  a s  one o f  t h e i r  p r im a ry  a u d i t  o b j e c t iv e s .

H i s t o r i c a l  P e r s p e c t iv e  o f  I n t e r n a l  C o n tro l

One o f  th e  e a r l i e s t  i n d ic a t io n s  o f  i n t e r n a l  c o n t r o l  b e in g  a 

co n cern  to  th o s e  in v o lv e d  i n  commerce, can  be found  i n  th e  M esopotam ian 

Em pire around  3500 B.C. [L ee , 1 9 7 1 ]. At t h a t  t im e , th e r e  i s  e v id e n c e  

o f  a  co n cern  f o r  th e  s e p a r a t io n  o f  a c c o u n tin g  d u t i e s .  O th e r  e a r ly  

e v id e n c e  In v o lv e s  th e  u se  o f  t e s t  ch e ck in g  in  H e l le n ic  E g y p t, i n t e r n a l  

a u d i t in g  i n  P e r s i a ,  and th e  a u d i t in g  o f  c o l l e c t i o n s  by th e  H ebrew s.

D uring th e  G reek and Roman Em pires th e r e  a r e  c l e a r  i n d ic a t i o n s  o f  

d i s t i n g u i s h in g  betw een  th e  p e rso n  who im poses ta x e s  and th e  p e rso n  

c o l l e c t i n g  them. L ik ew ise  d u r in g  t h i s  e r a ,  a u d i to r s  w ere used  

e x te n s iv e ly  to  rev ie w  th e  p u b l ic  a c c o u n ts  o f  governm ent o f f i c i a l s .

W ith th e  ad v e n t o f  th e  Dark Ages came th e  u se  o f  t a l l y  s t i c k s  ( th e  

co n cep t b e in g  v e ry  s im i l a r  to  c u r r e n t  c a s h - im p re s t  s y s te m s ) , v o u c h e rs  

and s u b s id ia r y  l e d g e r s .  Lee [1971] h i g h l i g h t s  o th e r  e a r l y  e v id e n c e s  

o f  i n t e r n a l  c o n t r o l ,  su ch  a s :  P a c i o l l ' s  d o u b le -e n try  bookkeep ing  b e in g

a  c o n t r o l  d e v ic e  a s  w e ll  a s  a  r e c o rd in g  p ro c e d u re ;  Columbus b e in g  

accom panied by an a u d i to r  who r e p r e s e n te d  Queen I s a b e l l a ;  and th e  

a p p e ara n ce  o f  a  book V erre c h n in g  Van Domeine i n  1604 d e s c r ib in g  th e  

s t a t e  o f  th e  a r t  o f  I n t e r n a l  c o n t r o l  c o n c e p ts .

A u d ito r  co n cern  w ith  i n t e r n a l  c o n t r o l s  a ro s e  i n  th e  U .S . d u r in g  

th e  m id -1 8 0 0 's  w i th  th e  e x p a n sio n  o f  r a i l r o a d s .  T h is  was i n d i c a t i v e  

o f  th e  chang ing  econom ic c lim a te  o f  U .S . commerce a s  com panies w ere
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e s t a b l i s h in g  g e o g ra p h ic a l ly  d is p e r s e d  o p e r a t io n s  and th u s ,  th e r e

was a  grow ing  s e p a r a t io n  o f  ow nersh ip  from  m anagem ent.

By 1857, I n t e r n a l  a u d i t o r [ s  w ere j r e g u l a r l y  r e c o n c i l in g  bank 
b a la n c e s  and v e r i f y in g  a l l  s to c k  i s s u e s .  A u d ito r I s  w ere a ls o ]  
e x p r e s s [ in g ]  th e  need  f o r  s e g re g a t io n  o f  d u t i e s ,  v o u ch e r sy s te m [s ]  
and [ o th e r ]  c o n t r o l  { I s s u e s ]  [B o o k h o ld t, 1983 , p . 7 8 ] .

An e a r l y  a r t i c l e  i n  th e  J o u rn a l  o f  A ccountancy  p r o f e s s in g  th e

p o t e n t i a l  o f  in d e p e n d e n t a u d i t s ,  opens w ith  th e  I n t r o d u c t io n :

I t  i s  u n f o r tu n a te  t h a t  o u r  c o u n try  and c i t y  governm ents 
a r e  n o t  y e t  awake to  th e  b e n e f i t s  o f  a c c o u n tin g  and f o r  th e  
m ost p a r t  c a l l  on a c c o u n ta n ts  o n ly  when a  d e f a l c a t io n  i s  
s u s p e c te d  o r  i s  known to  e x i s t .  However, th e  c a l l  f o r  such  
a  s e r v ic e  i s  g r e a t e r  th a n  many p e o p le  r e a l i z e .  I t  o f  
n e c e s s i ty  f a l l s  to  th e  l o t  o f  th e  a c c o u n ta n t  to  s e rv e  th e  
p u b l ic ,  and th e  man who i s  c a l l e d  upon i n  a  c a se  o f  d e f a l c a t io n  
sh o u ld  p o s s e s s  i n  th e  h ig h e s t  d e g re e  t a c t ,  i n t e g r i t y  and 
a c c o u n tin g  a b i l i t y .  [C raw ford , 1915, p . 112]

I n  1909, " i n t e r n a l  check" was b e in g  d is c u s s e d  in  c o n ju n c t io n

w ith  a u d i t  p rogram s [B yrne , 1 9 5 7 ]. I t  was n o t  u n t i l  1947 t h a t  th e

Am erican I n s t i t u t e  o f  A c co u n tan ts  (A IA ), th e  p re d e c e s s o r  o f  th e  AICPA,

p u b lis h e d  a  T e n ta t iv e  S ta te m e n t o f  A u d it in g  S ta n d a rd s  s t a t i n g  t h a t

th e r e  m ust be a  s tu d y  o f  i n t e r n a l  c o n t r o l  a s  a  b a s i s  f o r  d e te rm in in g

su b se q u e n t a u d i t  t e s t s .  Two y e a rs  l a t e r ,  th e  AIA a tte m p te d  to  f u r t h e r

d ev e lo p  th e  n o t io n  o f  i n t e r n a l  c o n t r o l .  T h e ir  d e f i n i t i o n  was ( se e

[B yrne , 1957, p . 4 1 ] ) :

I n t e r n a l  c o n t r o l  co m p rises  th e  p la n  o f  o r g a n iz a t io n  and a l l  
o f  th e  c o -o r d in a te  m ethods and m easu res a d o p ted  w i th in  th e  
b u s in e s s  to  prom ote o p e r a t io n a l  e f f i c i e n c y ,  and en co u rag e  
ad h e ren ce  to  p r e s c r ib e d  m a n a g e r ia l p o l i c i e s ;  to  check  th e  
a c c u ra c y  and r e l i a b i l i t y  o f  i t s  a c c o u n tin g  d a ta ;  and to  
s a fe g u a rd  a s s e t s .

For a number o f  y e a r s ,  th e  con sen su s was t h a t  e v e ry  a r e a  o f

b u s in e s s  ( e . g . ,  s a l e s ,  p ro d u c t io n , e n g in e e r in g , e t c . )  had a  c o u n te r p a r t
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in  a c c o u n tin g , and t h a t  t h i s  i n t e r n a l  c o n t r o l  d e f i n i t i o n  I n c o rp o ra te d  

th e s e  t a n g e n t i a l  a re a s  { W illiam s, 1 9 5 2 ].

I n  1957, a  s e r i e s  o f  a r t i c l e s  a p p e a r in g  in  th e  J o u rn a l  o f  

A ccountancy d e b a te d  th e  above d e f i n i t i o n  and th e  r o l e  o f  a u d i to r s  i n  

r e l a t i o n  to  i n t e r n a l  c o n t r o l .  Byrne [1957] v iew ed th e  above d e f i n i t i o n  

a s  s u g g e s t in g  th re e  d i f f e r e n t  ty p e s  o f  c o n t r o l :  i n t e r n a l  a d m in is t r a t iv e

c o n tr o l  ( " th e  p la n  o f  o r g a n iz a t io n  and a l l  th e  o th e r  c o - o r d in a te  

m ethods . . .  to  encou rage  a d h e ren ce  to  p r e s c r ib e d  m a n a g e r ia l  p o l i c i e s " ) ,  

i n t e r n a l  a c c o u n tin g  c o n t r o l  ( th o s e  r e l a t e d  to  " a c c u r a te  and s u i t a b l e  

r e c o rd in g  and su m m ariza tio n  o f  a u th o r iz e d  f i n a n c i a l  t r a n s a c t i o n s " ) , 

and i n t e r n a l  check  ( c o n t r o l s  aim ed to  " s a fe g u a rd  a s s e t s " ) .  B y rn e 's  

c o n te n t io n  was t h a t  th e  in d e p e n d e n t a u d i t o r 's  co n cern  d id  n o t  in c lu d e  

i n t e r n a l  a d m in is t r a t iv e  c o n t r o l  b e cau se  " i t s  p re s e n c e  o r  ab sen ce  

[does n o t]  a f f e c t  h i s  a u d i t  program " [ p .  4 6 ] .

Levy [1 9 5 7 ], a  la w y e r, s id e d  w ith  Byrne and s u g g e s te d  t h a t  i f  

a u d i to r s  em brace th e  b ro a d e r  n o t io n  o f  I n t e r n a l  c o n t r o l ,  a  change in  

th e  l e g a l  l i a b i l i t y  d a n g e rs  e n c o u n te re d  by a u d i to r s  would a r i s e .

He a s s e r t e d  t h a t  th e  a u d i t  f u n c t io n  i s  n o t  r e s p o n s ib le  f o r  a t t e s t i n g  

to  th in g s  such  a s  management e f f i c i e n c y ,  e f f e c t i v e n e s s  o f  o p e ra t in g  

p o l i c i e s  and com petency and f a i t h f u l n e s s  o f  em p loyees, a l l  o f  w hich 

a re  encom passed in  th e  l a r g e r  n o t io n  o f  i n t e r n a l  c o n t r o l  a s  d e f in e d  

in  1949.

In  May o f  t h a t  y e a r ,  Grady [1957] a s s e r te d  t h a t  th e  n a rro w e r  v iew  

o f  i n t e r n a l  c o n t r o l  esp o u sed  by Byrne and Levy was n o t  a  sound 

p o s i t i o n  f o r  th e  p r o fe s s io n  to  ta k e .  Grady [1957, p . 37] a sked
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th r e e  b a s ic  q u e s t io n s  ( th e  fo re ru n n e r s  to  some o f  t h i s  s t u d y 's  

q u e s t i o n s ) :

1 . Would th e  n a rro w e r v iew  o f  I n t e r n a l  c o n t r o l  In c r e a s e  th e  
e f f e c t i v e n e s s  o f  o u r  work . . .?

2 . I s  I t  p o s s ib le  o r  f e a s i b l e  to  c o m p a rtm e n ta liz e  th e  e x a m in a tio n  
and e v a lu a t io n  o f  I n t e r n a l  c o n t r o l  I n  a u d i t in g  p r a c t i c e ?

3. I s  a  n a rro w  c o n c ep t o f  r e s p o n s i b i l i t y  f o r  I n v e s t ig a t io n  and 
e v a lu a t io n  o f  i n t e r n a l  c o n t r o l  c o m p a tib le  w i th  th e  p r e s e n t  
s t a t u r e  and f u tu r e  p o t e n t i a l i t i e s  o f  p u b l ic  a c c o u n tin g ?

A f o u r th  q u e s t io n  I m p l ic i t l y  posed  by Grady w as:

4 . Would a  c l i e n t ' s  i n t e r n a l  a d m in is t r a t iv e  c o n t r o l s
have a  b e a r in g  on th e  In d ep e n d e n t a u d i t o r 's  s e l e c t i o n  o f  
th e  a p p r o p r ia te  a u d i t in g  p ro c e d u re s  and h i s  d e te rm in a t io n  
o f  th e  e x te n t  o f  th e  t e s t s  to  w hich  su ch  p ro c e d u re s  a r e  
r e s t r i c t e d ?

G ra d y 's  answ ers a r e  "no" to  q u e s t io n s  1 , 2 , and 3 and " y e s "  to

number 4 . He con tended  t h a t :

. . .  i t  w ould be th e  h e ig h t  o f  f u t i l i t y  f o r  th e  a u d i to r  to  
spend  h i s  tim e  ch eck in g  th e  c l e r i c a l  a s p e c ts  o f  a c c o u n tin g  
r e c o rd s  when th e  v a l i d i t y  o f  th e  b a s ic  in fo rm a tio n  shown in  
them i s  dep en d en t on th e  c o n t r o l s  e x e rc is e d  and th e  d e c is io n s  
made i n  o th e r  d e p a rtm e n ts , [p . 39]

Q u e s tio n  number 2 p o r te n d e d  some o f  th e  i s s u e s  r a i s e d  by 

K onra th  [1 9 7 1 ]. The t h i r d  q u e s t io n  a d d re s s e s  th e  n o t io n  o f  a u d i t  r i s k  

w hich he  b e l ie v e d  can be le s s e n e d  by ta k in g  on g r e a t e r  r e s p o n s i b i l i t i e s .  

So, i n  G ra d y 's  m ind, th e  i n t e r a c t i o n s  o f  th e  v a r io u s  c o n t r o l  segm ents 

w i th in  a  b u s in e s s  sh o u ld  n o t  be a r b i t r a r i l y  s e p a r a te d ,  and th e  "w hole" 

m ust be c o n s id e re d  j o i n t l y  by th e  a u d i t o r .

The l a s t  v iew  in  t h i s  d e b a te  was esp o u sed  by Mautz and S c h lo sse n  

[1 9 5 7 ], who f a i l e d  to  ta k e  an e x p l i c i t  s ta n d  on i n t e r n a l  c o n t r o l  b u t 

who su p p o rte d  th e  p o s i t i o n  t h a t  i n t e r n a l  c o n t r o l  can n o t be com part

m e n ta liz e d . M oreover, in  r e g a rd s  to  " s a fe g u a rd in g  o f  a s s e t s , "  th e y
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s u g g e s te d  t h a t  a  number o f  v i t a l l y  Im p o rta n t i n ta n g ib l e  a s s e t s  f a l l  

u n d e r t h i s  n o t io n  such  a s  th e  com pany 's c r e d i t  r a t i n g  and r e p u ta t i o n  

f o r  h o n e s ty  and f a i r  d e a l in g .  In  p r o te c t i n g  th e s e  a s s e t s ,  no 

d i s t i n c t i o n  i s  made betw een  a c c o u n tin g  and a d m in is t r a t iv e  c o n t r o l s ,  so 

why sh o u ld  i t  be  d i s t in g u is h e d  i n  r e g a rd s  to  t a n g ib le  a s s e t s ?

I n t e r n a l  C o n tro l and G e n e ra lly  A ccepted  
A u d itin g  S ta n d a rd s  (GAAS)

The d e b a te  c o n c e rn in g  th e  1949 d e f i n i t i o n  o f  i n t e r n a l  c o n t r o l

and th e  co n c o m ita n t r e s p o n s i b i l i t i e s  o f  a u d i to r s  h a s  c o n tin u e d  to  th e

p r e s e n t  d ay . On num erous o c c a s io n s  th e  p r o f e s s io n  h as  t r i e d  to  c l a r i f y

and r e s o lv e  v a r io u s  d i f f e r e n c e s  o f  o p in io n . S ta te m e n t on A u d itin g

P ro c ed u re  (SAP) No. 29 , i s s u e d  i n  1958 and e n t i t l e d  Scope o f  th e

In d ep e n d e n t A u d i to r 's  Review o f  I n t e r n a l  C o n tro l was an  a tte m p t to

c l a r i f y  th e  a u d i t o r 's  in v o lv e m e n t.

I n t e r n a l  c o n t r o l ,  i n  th e  b ro ad  se n se  in c lu d e s ,  c o n t r o l s  w hich 
may be  c h a r a c te r iz e d  a s  e i t h e r  a c c o u n tin g  o r  a d m in is t r a t iv e  
as  fo llo w s :

a . A ccoun ting  c o n t r o l s  com prise  th e  p la n  o f  o r g a n iz a t io n  and 
a l l  m ethods and p ro c e d u re s  t h a t  a r e  con cern ed  m ain ly  w ith ,  
and r e l a t e  d i r e c t l y  t o ,  th e  s a fe g u a rd in g  o f  a s s e t s  and th e  
r e l i a b i l i t y  o f  th e  f i n a n c i a l  r e c o r d s .  They g e n e ra l ly  
in c lu d e  such  c o n t r o l s  a s  th e  sy s tem s o f  a u th o r iz a t io n  and 
a p p ro v a l ,  s e p a r a t io n  o f  d u t ie s  concerned  w ith  r e c o rd  k e e p in g  
and a c c o u n tin g  r e p o r t s  from  th o s e  co n cern ed  w ith  o p e ra t io n s  
o r  a s s e t  c u s to d y , p h y s ic a l  c o n t r o l s  o v e r  a s s e t s ,  and 
i n t e r n a l  a u d i t in g .

b . A d m in is tra t iv e  c o n t r o l s  com prise  th e  p la n  o f  o r g a n iz a t io n  
and a l l  m ethods and p ro c e d u re s  t h a t  a r e  co n cern ed  m a in ly  w ith  
o p e r a t io n a l  e f f i c i e n c y  and ad h e re n c e  to  m a n a g e ria l p o l i c i e s  
and u s u a l ly  r e l a t e  o n ly  i n d i r e c t l y  to  th e  f i n a n c i a l  r e c o r d s .
They g e n e r a l ly  in c lu d e  su ch  c o n t r o l s  a s  s t a t i s t i c a l  a n a ly s e s ,  
t im e  and m otion  s tu d i e s ,  p e rfo rm an ce  r e p o r t s ,  em ployee t r a i n in g  
p rogram s and q u a l i t y  c o n t r o l s  (q u o te d  from  AICPA [1972 , p . 2 3 4 ] ) .
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SAP No. 33 i n  1963 w ent on to  s t a t e  t h a t :

The in d e p e n d e n t a u d i t o r  i s  p r im a r i ly  con cern ed  w ith  th e  a c c o u n tin g  
c o n t r o l s  . . . .  I f  th e  In d ep e n d e n t a u d i to r  b e l i e v e s ,  how ever, 
t h a t  c e r t a i n  a d m in is t r a t iv e  c o n t r o l s  may have an  im p o r ta n t  b e a r in g  
on th e  r e l i a b i l i t y  o f  th e  f i n a n c i a l  r e c o r d s ,  he sh o u ld  c o n s id e r  
th e  need  f o r  e v a lu a t in g  su ch  c o n t r o l s  (q u o te d  from  A1CPA [1972, 
p . 2 3 5 ] ) .

For a l l  p r a c t i c a l  p u rp o s e s , a d m in is t r a t iv e  c o n t r o l s  w ere s t i l l

covered  by th e  d e f i n i t i o n  o f  a c c o u n tin g  c o n t r o l s  when i t  c o u ld  be

e s ta b l i s h e d  t h a t  th e y  had a  b e a r in g  upon f i n a n c i a l  s ta te m e n t  r e l i a b i l i t y .

In  1972, th e  p r o f e s s io n  once a g a in  found i t  n e c e s s a ry  to  p u b l is h  a

r e v i s io n  i n  th e  form  o f  SAP No. 54 e n t i t l e d ,  The A u d i to r ’ s  S tudy  and

E v a lu a tio n  o f  I n t e r n a l  C o n tro l .

A d m in is t ra t iv e  c o n t r o l  in c lu d e s ,  b u t  i s  n o t  l im i t e d  t o ,  th e  
p la n  o f  o r g a n iz a t io n  and th e  p ro c e d u re s  and r e c o rd s  t h a t  a r e  
con cern ed  w ith  th e  d e c is io n  p r o c e s s e s  le a d in g  to  m anagem ents' 
a u th o r iz a t io n  o f  t r a n s a c t io n s .  Such a u th o r i z a t io n  i s  a  
management fu n c t io n  d i r e c t l y  a s s o c ia te d  w ith  th e  r e s p o n s i b i l i t y  
f o r  a c h ie v in g  th e  o b j e c t iv e s  o f  th e  o r g a n iz a t io n  and i s  th e  
s t a r t i n g  p o in t  f o r  e s t a b l i s h in g  a c c o u n tin g  c o n t r o l  o f  t r a n s 
a c t io n s  .

A ccoun ting  c o n t r o l  co m p rises  th e  p la n  o f  o r g a n iz a t io n  and th e  
p ro c e d u re s  and r e c o rd s  t h a t  a r e  co n cern ed  w ith  th e  s a fe g u a rd in g  
o f  a s s e t s  and th e  r e l i a b i l i t y  o f  f i n a n c i a l  r e c o rd s  and 
c o n se q u e n tly  a r e  d e s ig n e d  to  p ro v id e  re a s o n a b le  a s s u ra n c e  t h a t :

a .  T ra n s a c tio n s  a r e  e x e c u te d  i n  a c co rd a n ce  w ith  m anagem ents' 
g e n e ra l  o r  s p e c i f i c  a u th o r i z a t io n .

b . T ra n s a c tio n s  a r e  re c o rd e d  a s  n e c e s s a ry  (1 ) to  p e rm it  p r e 
p a r a t io n  o f  f i n a n c i a l  s ta te m e n ts  i n  c o n fo rm ity  w ith  g e n e r a l ly  
a c c e p te d  a c c o u n tin g  p r in c i p l e s  o r  any o th e r  c r i t e r i a  a p p l ic a b le  
to  such  s ta te m e n ts  and (2 ) to  m a in ta in  a c c o u n ta b i l i t y  fo r  
a s s e t s .

c . A ccess to  a s s e t s  i s  p e rm i t te d  o n ly  i n  a c co rd a n ce  w ith  
m anagem ents' a u th o r i z a t io n .

d . The re c o rd e d  a c c o u n ta b i l i t y  f o r  a s s e t s  i s  compared w ith  th e  
e x i s t i n g  a s s e t s  a t  r e a s o n a b le  i n t e r v a l s  and a p p r o p r ia te  a c t io n  
i s  tak e n  w ith  r e s p e c t  to  any d i f f e r e n c e s .  [AICPA, 1972,
p .  239-240]
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T hese d e f i n i t i o n s  c u r r e n t ly  rem ain  i n t a c t  a s  th e  a u t h o r i t a t i v e  v iew  

on i n t e r n a l  c o n t r o l  and a p p e a r  i n  S ta te m e n t on A u d itin g  S ta n d a rd s  (SAS) 

No. 1 .

In  a  s l i g h t l y  d i f f e r e n t  v e in ,  SAS No. 30 , i s s u e d  i n  1980 and

e n t i t l e d ,  R e p o r tin g  on I n t e r n a l  A cco u n tin g  C o n tro l d ich o to m iz e s

I n t e r n a l  a c c o u n tin g  c o n t r o l  i n t o :

P rim ary  c o n t r o l  p ro c e d u re s  . . . a r e  a p p l ie d  a t  p o in t s  w here 
e r r o r s  o r  i r r e g u l a r i t i e s  c o u ld  o c c u r  i n  th e  p ro c e s s in g  o f  
t r a n s a c t io n s  and th e  h a n d lin g  o f  a s s e t s .  [AICPA, 1980, p . 9]

S econdary  c o n t r o l  p ro c e d u re s  in c lu d e  any a d m in is t r a t iv e  c o n t r o l s  
o r  o th e r  management fu n c t io n s  t h a t  a c h ie v e ,  o r  c o n t r ib u te  to  th e  
ach iev em en t o f ,  s p e c i f i c  c o n t r o l  o b j e c t iv e s  and th u s  a r e  
com prehended i n  th e  d e f i n i t i o n  o f  i n t e r n a l  a c c o u n tin g  c o n t r o l .  
[AICPA, 1980, p . 9]

The e f f e c t  o f  t h i s  d i f f e r e n t i a t i o n  a p p e a rs  to  be to  l a b e l  a c c o u n tin g

c o n tr o l s  a s  p rim a ry  c o n t r o l s .  S im i la r ly ,

i t  a p p e a rs  t h a t  se co n d a ry  c o n t r o l s  r e f e r  to  th o s e  a d m in is t r a t iv e  
c o n t r o l s  w h ich , a s  d is c u s s e d  i n  SAS No. 1 . . . may be used  
f o r  a c c o u n tin g  c o n t r o l  p u rp o se s  a s  w e l l  a s  f o r  a d m in is t r a t iv e  
p u rp o se s . Thus, i t  seem s t h a t  se c o n d a ry  c o n t r o l s  r e f e r  to  t h a t  
s u b s e t  o f  p r e v io u s ly  d e f in e d  a d m in is t r a t iv e  c o n t r o l s  w hich 
im pact upon th e  r e l i a b i l i t y  o f  f i n a n c i a l  s ta te m e n ts .  [A rrin g to n  
and Pany, 1981, p . 367]

The m ost r e c e n t  pronouncem ent d e a l in g  w i th  i n t e r n a l  c o n t r o l ,

SAS No. 43 [AICPA, 1 9 8 2 ], s t i l l  a s s e r t s  t h a t  a d m in is t r a t iv e  c o n t r o l s  

a r e  n o t  w i th in  th e  p ro v in c e  o f  th e  a u d i t o r s '  rev ie w  o f  i n t e r n a l  

c o n t r o l ,  th u s  m aking v i r t u a l l y  no s u b s t a n t i a l  change from  th e  1958 

SAP S ta te m e n t.

The e la b o r a t io n s  above a r e  Im p o r ta n t  b e c a u se  th e y  n e v e r  p re c lu d e  

th e  p o s s i b i l i t y  t h a t  a u d i to r s  sh o u ld  be  co n cern ed  w ith  a  c l i e n t ' s  

c o n t r o l  e n v iro n m en t. F o r exam ple, SAS No. 3 e n t i t l e d ,  The E f f e c t s  o f  

EDP i n  th e  A u d i to r 's  S tudy  and E v a lu a t io n  o f  I n t e r n a l  C o n tro l d i s c u s s e s
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I n t e r n a l  c o n t r o l  w i th in  an EDP en v iro n m en t. A ccord ing  to  J a n c u ra

and L i l l y ' s  [1977] I n t e r p r e t a t i o n  o f  SAS No. 3 , th e  d i s t i n c t i o n

betw een  a c c o u n tin g  and a d m in is t r a t iv e  c o n t r o l s  i s  m in o r and

a d m in is t r a t iv e  c o n t r o l s  o f te n  have a  s u b s t a n t i a l  im pac t on th e

r e l i a b i l i t y  o f  f i n a n c i a l  s ta te m e n ts .  In  f a c t ,  th e  a u d i t o r s '

r e s p o n s i b i l i t i e s  as d e f in e d  in  SAS No. 3 ,

. . . In c lu d e  m ost o f  th e  t y p i c a l  EDP c o n t r o l s ;  p a ra g ra p h s  
6 th ro u g h  9 [o f  SAS No. 3] I n d ic a te  t h a t  when a  com puter 
i s  b e in g  u se d , many o f  th e  c o n t r o l s  n o rm a lly  a s s o c ia te d  
w ith  com puter c e n te r  o p e ra t io n s  a r e  a c tu a l l y  EDP a c c o u n tin g  
r a t h e r  th a n  a d m in is t r a t iv e  c o n t r o l s .  T h is  i s  t r u e  r e g a r d le s s  
o f  w h e th e r th e s e  p ro c e d u re s  a r e  perfo rm ed  in  th e  EDP 
d e p a rtm en t o r  in  a  u s e r  d e p a rtm e n t. [ Ja n c u ra  and L i l l y ,
1977, p . 71-72]

Where o r  how sh o u ld  a u d i to r s  draw th e  l i n e  betw een  a c c o u n tin g

and a d m in is t r a t iv e  c o n tr o l s ?  Johnson  and J a e n ic k e  [1980, p . 9]

a s s e r t  t h a t  e s t a b l i s h in g  t h a t  boundary  ''h a s  more th a n  o n ly  c o n c e p tu a l

o r  s e m a n tic  s ig n i f i c a n c e . "  F or exam ple, th e  S p e c ia l  Committee e s ta b l i s h e d

to  i n v e s t i g a t e  th e  landm ark  f ra u d  a t  E q u ity  Funding  [AICPA, 1975, p .

2 7 ] , s t a t e s  t h a t :

. . .  i t  a p p e a rs  t h a t  i n t e r n a l  a c c o u n tin g  and a d m in is t r a t iv e  
c o n t r o l s  a t  E q u ity  Funding  w ere so  weak a s  to  r a i s e  co n cern  
ab o u t th e  r e l i a b i l i t y  o f  th e  a c c o u n tin g  r e c o r d s .  (Em phasis 
added)

A no ther exam ple o f  w here th e  a u d i t o r 's  co n cern  f o r  c l i e n t  c o n t r o l s  

sh o u ld  t ra n s c e n d  th e  AICPA's d ichotom y can be found in  th e  SEC's 

A ccoun ting  S e r ie s  R e le ase  No. 209 [CCH, 1981] w here T id a l  M arine 

C o r p o r a t io n 's  a d m in is t r a t iv e  c o n t r o l s  w ere m en tioned  a s  a  c o n t r ib u t in g  

f a c t o r  to  th e  g e n e ra l  a u d i t  r i s k  t h a t  th e  company p o sed . Couple 

th e s e  d i s a s t r o u s  e x p e r ie n c e s  w ith  th e  b e l i e f  by some p a r t s  o f  th e  

p r o f e s s io n  t h a t  b o th  ty p e s  o f  c o n t r o l s  " a r e  d i r e c te d  a t  re d u c in g
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ex p o su re  to  p o s s ib le  l o s s e s  o f  an a c c o u n tin g  o r  f i n a n c i a l  n a tu r e "  

[Johnson and J a e n ic k e ,  1980, p . 7] and th e  p o s s ib le  answ er to  th e  

q u e s t io n  o f  w here sh o u ld  th e  l i n e  be drawn betw een  a c c o u n tin g  and 

a d m in is t r a t iv e  c o n t r o l s  i s  t h a t  maybe th e r e  sh o u ld  n o t  be one .

Brown [1966] b e l ie v e d  t h a t  th e  b o u n d a rie s  o f  any c o n t r o l  sy s tem  

sh o u ld  n o t  be drawn to  conform  w ith  o r g a n iz a t io n a l  s t r u c t u r e  s im p ly  

b ecau se  t h a t  s t r u c t u r e  e x i s t s .  T hus, i t  a p p e a rs  t h a t  a u d i to r s  sh o u ld  

n o t  be d e f in in g  r e le v a n t  c o n t r o l s  from  an  a u d i t  p e r s p e c t iv e  a s  o n ly  

th o se  e x i s t i n g  w i th in  a  c l i e n t ' s  a c c o u n tin g  d e p a rtm e n t. G ilm ore 

[1982, p . 343-344] r e p o r t s  t h a t ,  "The em ergen t c o g n i t iv e  p e r s p e c t iv e  

on o r g a n iz a t io n s  a s s e r t s  t h a t  b o u n d a r ie s  a r e  s o c i a l l y  c o n s tr u c te d ,  

tak e n  v s .  g iv e n , and Im posed v s . d is c o v e r e d ."  A u d ito rs  a p p e a r  to  be 

g u i l t y  o f  t h i s ,  to o .

I f  a u d i to r s  a r e  to  a v o id  th e  s o r t  o f  p i t f a l l s  n o te d  a t  

E q u ity  Funding and T id a l  M arine , w hat sh o u ld  be th e  means by w hich  to  

d e l im i t  t h e i r  in v o lv em en t w ith  c l i e n t  c o n tr o ls ?  One answ er esp o u sed  

in  A S ta te m e n t o f  B a s ic  A u d itin g  C oncepts [AAA, 1973, p . 5] s u g g e s ts  

t h a t :

In  p r a c t i c e ,  th e  a u d i t o r 's  com petence and th e  e x is te n c e  o f  
o p e r a t io n a l  c r i t e r i a  d i c t a t e  th e  b o u n d a rie s  o f  th e  s u b je c t  
m a t te r  to  be i n v e s t ig a t e d  by th e  a u d i t  p ro c e s s .

And y e t  t h i s  r e a l l y  does n o t  h e lp  a u d i to r s  d e te rm in e  r e l e v a n t  from

i r r e l e v a n t  c o n t r o l s .  The answ er r e s t s  upon in d iv id u a l  a u d i to r

judgm ents i n  r e g a rd s  to  w hat c l i e n t  f a c t o r s  im pinge upon th e  f i n a n c i a l

r e p o r t in g  p r o c e s s ,  n o t  upon o n ly  th o se  f a c t o r s  t h a t  can be m easured

and th o se  th e  a u d i to r  f e e l s  c o m fo rta b le  w i th . The c r i t e r i a  u sed  to

d e te rm in e  w hich c l i e n t  c o n t r o l s  sh o u ld  be  a  p a r t  o f  th e  a u d i t  rev iew
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p ro c e s s  sh o u ld  be c l i e n t  s p e c i f i c  n o t  a u d i to r  s p e c i f i c .  I n  t h i s

re g a rd ,  th e  S p e c ia l  Committee on E q u ity  Funding [AICPA, 1975, p . 38]

sum m arized t h i s  b e l i e f  i n  t h e i r  r e p o r t :

A b so lu te  c e r t a i n t y  i s  no more an a t t a i n a b l e  g o a l o f  a u d i t in g  
th an  i t  i s  o f  any o th e r  p r o f e s s io n a l  e n d e a v o r . N hat i s  so u g h t 
i s  a  re a s o n a b le  d e g re e  o f  a s s u ra n c e ;  and w hat i s  a p p lie d  to  
a c h ie v e  su ch  re a s o n a b le  a s su ra n c e  i s  and m ust be a  p r o f e s s io n a l  
judgm ent a s  to  how f a r  in q u ir y  sh o u ld  go. The n e c e s s i ty  f o r  
su ch  a  judgm ent r e f l e c t s  th e  f a c t  t h a t  th e r e  i s  no u l t im a te  
s to p p in g  p la c e :  e a c h  new l e v e l  o f  t e s t  o f f e r s  y e t  a n o th e r
c h o ic e  betw een  r e l i a n c e  o r  s t i l l  a  f u r t h e r  t e s t .

R e c e n tly  th e  SEC 's C h ie f A c c o u n tan t, C la re n c e  Sampson, conceded

t h a t  th e r e  i s  " d i f f i c u l t y  in  p in p o in t in g  a u d i to r  a s s o c i a t i o n  and th e

scope and d e f i n i t i o n  o f  i n t e r n a l  c o n t r o l "  [B e r to n , 1981, p . 2 8 ] . Such

a s ta te m e n t  r e f l e c t s  th e  f a c t  t h a t  many p a s t  e f f o r t s ,  a t  th e  p r o fe s s io n

l e v e l ,  to  d e l in e a t e  a u d i t  b o u n d a rie s  have  been  f u t i l e  and t h a t

in d iv id u a l  a u d i to r  judgm ent i s  th e  f i n a l  d e te rm in a n t.

The fo llo w in g  summary o f  th e  o f f i c i a l  a u d i t in g  pronouncem ents

d e a l in g  w ith  i n t e r n a l  c o n t r o l  by B a ile y  e t  a l .  [1980.] i s  o f f e r e d :

a . E s ta b lis h m e n t and s u p e rv is io n  o f  i n t e r n a l  c o n t r o l  system s 
i s  a  management r e s p o n s i b i l i t y ;

b . A b so lu te  a s su ra n c e  o f  e f f e c t i v e n e s s  i s  p ro b a b ly  n o t  c o s t  
e f f e c t i v e ;  th u s  re a s o n a b le  a s s u ra n c e  i s  a c c e p ta b le ;

c . C oncepts o f  i n t e r n a l  c o n t r o l  a r e  In d ep e n d e n t o f  th e  d a ta  
p ro c e s s in g  m echanism  ( t h i s  a p p l i e s  to  com puter p ro c e s s in g  
as  w e l l  a s  m anual p ro c e s s in g  o f  t r a n s a c t i o n s ) ;

d . Any sy s tem  o f  c o n t r o l  may be compromised by e r r o r ,  c o l lu s io n ,  
management o v e r r id e  o r  d e t e r i o r a t i o n  i n  c o m p lian ce ;

e .  Com petent p e rs o n n e l  o f  h ig h  I n t e g r i t y  a r e  e s s e n t i a l  to  good 
i n t e r n a l  c o n t r o l ;

f .  S e g re g a tio n  o f  fu n c t io n s  im p l ie s  t h a t  th o s e  i n  p o s i t i o n  to  
p e r p e t r a t e  " e r r o r s "  n o t  a ls o  p e rfo rm  f u n c t io n s  m aking i t  
p o s s ib le  f o r  them  to  c o n c e a l th e s e  " e r r o r s . "  For in s ta n c e ,  
th o se  who c o n t r o l  a s s e t s  sh o u ld  n o t  a ls o  c o n t r o l  th e  
a c c o u n tin g  f o r  a s s e t s ;
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g . There i s  a  need  to  g e n e ra te  in d e p e n d e n t e v id e n c e  s u p p o r t in g  
v a l id  a u th o r i z a t io n ,  a p p ro v a l and pe rfo rm ance  o f  a c t i o n s ;

h . P ro p e r  d o cu m en ta tion  a s  to  th e  re c o rd in g  o f  a u th o r iz e d  and 
approved  t r a n s a c t io n s  m ust be m a in ta in e d ;

1 . A ccess to  a s s e t s  m ust be l im i te d  to  a u th o r iz e d  p e rs o n n e l ;

j .  P e r io d ic  com parisons o f  re c o rd e d  am ounts to  a c tu a l  a s s e t s  
and a  fo llo w -u p  o f  th e  d e v ia t io n s  i s  e s s e n t i a l  to  good 
i n t e r n a l  c o n t r o l .

I n t e r n a l  C o n tro l and th e  FCPA

The F o re ig n  C o rru p t P r a c t i c e s  A ct o f  1977 (FCPA) r e p r e s e n t s  a 

c o n g re s s io n a l  re sp o n se  to  th e  i n v e s t ig a t io n s  and v o lu n ta ry  d i s c lo s u r e s  

r e c e iv e d  by th e  SEC co n c e rn in g  th e  q u e s t io n a b le  o r  i l l e g a l  paym ents 

made by U.S. c o rp o r a t io n s .  The p r o v is io n s  o f  th e  FCPA, i n  a d d i t io n  

to  d e a l in g  w ith  q u e s t io n a b le  paym ents to  f o re ig n  o f f i c i a l s ,  a ls o  

c o v er th e  re c o rd -k e e p in g  and i n t e r n a l  a c c o u n tin g  c o n t r o l s  o f  com panies. 

These l a t t e r  two a re a s  w ere a  d i r e c t  re sp o n se  by C ongress i n  re g a rd s  

to  th e  " r e v e la t io n  t h a t  re c o rd s  w ere f a l s i f i e d  and o f f - th e - b o o k s  

funds w ere  m a in ta in e d  to  f a c i l i t a t e  th e  q u e s t io n a b le  paym ents" [Maher, 

1981, p . 753]. The o r i g i n a l  i n t e n t  o f  th e  S e n a te  com m ittee  d e a lin g  

w ith  t h i s  Act was f o r  th e  a c c o u n tin g  c o n t r o l  p r o v is io n s  " to  o p e ra te  in  

tandem  w ith  th e  a n t i - b r i b e r y  p r o v is io n "  [M aher, 1981, p . 754].

However, SEC en fo rcem en t o f  th e  A ct s u g g e s ts  t h a t  th e  a c c o u n tin g  

c o n t r o l  p r o v is io n s  may n o t be  e n fo rc e d  i n  o n ly  t h i s  d u a l  f a s h io n . 

A c tu a l ly ,  i t  a p p e a rs  t h a t  th e y  may be  a p p lie d  to  th e  b ro a d e r  scope 

o f  th e  law  t h a t  a d d re s s e s  c o rp o ra te  a c c o u n ta b i l i t y  [M aher, 1981].

The s e c t io n  o f  th e  A ct d e a lin g  w ith  a c c o u n tin g  c o n t r o l ,  a d o p ts  th e  

AICPA te rm  " i n t e r n a l  a c c o u n tin g  c o n tr o l"  a lo n g  w ith  i t s  d e f i n i t i o n .



www.manaraa.com

58

However, a  g r e a t  d e a l  o f  am b ig u ity  and u n c e r t a in ty  h a s  en sued  from

t h i s  a d o p tio n  [FERF, 1980, p p . 3 0 9 -3 1 0 ]. I n  f a c t ,  p r i o r  to  th e  A c t 's

f i n a l  w o rd in g , th e  S e n a te  com m ittee  s t a t e d :

We do n o t  b e l ie v e  t h a t  th e  e x i s t i n g  a u d i t in g  l i t e r a t u r e ,  
p re p a re d  to  g u id e  a u d i to r s  in  d e te rm in in g  th e  sco p e  and 
n a tu r e  o f  e x a m in a tio n s  o f  f i n a n c i a l  s ta te m e n ts ,  p ro v id e s  
s u f f i c i e n t  gu id an ce  to  e n a b le  r e g i s t r a n t s  to  d e te rm in e  
th e  adequacy o f  a  sy s tem  o f  i n t e r n a l  a c c o u n tin g  c o n t r o l  
a s  c o n te m p la ted  by th e  p ro p o se d  r u l e .  (From U .S . S e n a te  
H e a r in g s , q u o ted  i n  Maher [1981 , p . 755])

M oreover, nowhere in  th e  A ct i s  th e r e  any r e f e r e n c e  to  th e

e x is te n c e  and r o l e  o f  a d m in is t r a t iv e  c o n t r o l s .  I n  t h e i r  d i s c u s s io n

o f  th e  FCPA, Cook and K e lle y  [1979] a s s e r t  t h a t  i n  r e a l i t y ,  th e r e

a re  v e ry  few a d m in is t r a t iv e  c o n t r o l s  t h a t  do n o t  im p inge upon

a c c o u n tin g  c o n t r o l s  and th e r e f o r e  to  ig n o re  th e  o n e , weakens

th e  v a l i d i t y  o f  th e  o th e r .

O th er d is c u s s io n s  o f  th e  FCPA a ls o  make s im i l a r  s ta te m e n ts .

M a rtin  and Johnson  [1978] b e l ie v e  t h a t  a  s p e c i f i c a t i o n  o f  o n ly

a c c o u n tin g  c o n t r o l s  sh o u ld  n o t  have been  made. I n  r e g a rd s  to  th e  FCPA,

and a u d i t in g  i n  g e n e ra l ,  th e y  f e e l  t h a t  th e r e  sh o u ld  be no co n cern

w ith  c l a s s i f i c a t i o n s  o f  I n t e r n a l  c o n t r o l s  o th e r  th a n  th o s e  c o n t r o l s

r e l a t e d  to  and th o s e  c o n t r o l s  u n r e la te d  to  f i n a n c i a l  r e p o r t in g  p r o c e s s e s .

L ik e w ise , Noxon [1980] b e l ie v e s  t h a t  no d i s t i n c t i o n  betw een  a c c o u n tin g

and a d m in is t r a t iv e  c o n t r o l s  sh o u ld  b e  made. In  t r y in g  to  p ro v id e

some gu id an ce  to  a u d i to r s  a s  to  w hat c o n t r o l s  a r e  " r e l a t e d  to "  v s .

" u n r e la te d  t o , "  Mautz and W hite [1979, p . 15] s u g g e s t ,  i n  t h e i r

s tu d y  o f  m anagers ' v iew s o f  th e  FCPA, t h a t :

. . . th o s e  m easures d e s ig n e d  to  rem ind p e rs o n n e l  th ro u g h o u t 
th e  company o f  t h e i r  d u t i e s ,  to  en co u rag e  e f f i c i e n c y ,  p ru d en c e , 
and l o y a l t y ,  and to  p ro v id e  f o r  t im e ly  d is c o v e ry  o f  e r r o r s
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r e s u l t i n g  from  in a d v e r te n t  l a p s e s  and d e l i b e r a t e  i r r e g u l a r i t i e s  
[ sh o u ld  be  th e  co n cern  o f  a u d i to r s  and m an a g e rs ] .

W hite ( i n  (FERF, 1980, C hpt. 6 ] )  i n t e r p r e t s  th e  a c c o u n tin g  c o n tr o l

p r o v is io n s  o f  th e  FCPA in  a  two d im e n s io n a l f a s h io n . He b e l ie v e s

t h a t  th e  Im p lie d  r e l a t i o n s h ip  i n  th e  FCPA, betw een  f o r m a l i ty  and

e f f e c t iv e n e s s  o f  c o n t r o l  i s  a  d i r e c t  r e l a t i o n s h i p .  T ha t i s  to  s a y ,

a s  th e  f o r m a l i ty  o f  c o n t r o l  m echanism s I n c r e a s e s ,  th e  e f f e c t i v e n e s s

o f  th e  c o n t r o l  e x e r te d  w i l l  a l s o  i n c r e a s e .  However, an  o u tg ro w th

o f  h i s  r e s e a r c h  c o n c e rn in g  m an ag ers ' v iew s o f  c o n t r o l ,  le a d  him  to

h y p o th e s iz e  t h a t  th e r e  a r e  fo rm a l (m echanism s o f  c o n t r o l )  and

in fo rm a l  ( c o n t r o l  env iro n m en t) a p p ro a c h e s  to  c o n t r o l  and th e

r e l a t i o n s h ip  t h a t  e x i s t s  i s  n o t  q u i t e  th e  one s u g g e s te d  by th e  FCPA.

In  p a r t i c u l a r ,  F ig u re  11 i s  from  W hite ( s e e  FERF [1980, p . 342]) and

s e rv e s  to  i l l u s t r a t e  t h i s  p o i n t .

W ith in  th e  b u s in e s s  s e c t o r ,  few o r g a n iz a t io n s  "ap p ro x im a te  th e

'p u r e  t y p e s ' r e p r e s e n te d  by c e l l s  1 and 3" [p . 3 4 2 ]. I n  r e a l i t y ,

m ost o r g a n iz a t io n s  a r e  th e r e f o r e  t y p i f i e d  by c e l l s  2 o r  4 . A pplying

th e  Im p lie d  l o g ic  o f  th e  FCPA ( i . e . ,  more fo rm a l c o n t r o l s  l e a d  to  more

e f f e c t i v e  c o n t r o l )  w ould s u g g e s t  t h a t  c e l l  2 o r g a n iz a t io n s  w ould be

c h a r a c te r iz e d  by e f f e c t i v e  c o n t r o l  w hereas c e l l  4 o r g a n iz a t io n s  would

have I n e f f e c t iv e  c o n t r o l .  Y e t, W hite q u ic k ly  p o in t s  o u t  t h a t  [FERF,

1980, p . 343 ]:

Ja p a n e se  o r g a n iz a t io n s ,  though  q u i t e  in fo rm a l  ( c e l l  4 ) ,  a r e  
n o to r io u s ly  w e l l - c o n t r o l l e d .  And, s e v e r a l  U .S . c o rp o r a t io n s  
em b a rra sse d  by s i g n i f i c a n t  breakdow ns i n  r e c e n t  y e a r s  ap p e are d  
to  be r e p r e s e n ta t i v e  m odels o f  l a r g e ,  w e l l  managed com panies 
w ith  r a t h e r  e la b o r a te  fo rm al c o n t r o l s  ( c e l l  2 ) .
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C o n tro l  E nvironm ent 
( In fo rm a l)

S tro n g  Weak

High
C o n tro l

Mechanisms
(Form al)

Low

F ig u re  11

Form al and In fo rm a l A pproaches to  C o n tro l 
And C o n tro l E f f e c t iv e n e s s

The p o in t  o f  t h i s  p o s i t i o n  I s  t h a t  i n  o r d e r  to  a c h ie v e  e f f e c t i v e 

n e s s  o f  c o n t r o l ,  i t  i s  n e c e s s a ry  f o r  m anagers to  be e q u a l ly  concerned  

w ith  b o th  th e  fo rm a l (m echanism s) and In fo rm a l ( c o n t r o l  env ironm en t) 

ap p ro ach es  to  c o n t r o l .  In  s p e c i f i c a l l y  a d d re s s in g  th e  c o n tr o l  

en v iro n m en t a s p e c t ,  Mautz e t  a l .  [FERF, 1980] s t a t e d  th e  fo llo w in g :

[The i n t e r n a l  c o n t r o l  env iro n m en t] b e g in s  w ith  th e  exam ple 
s e t  by th e  c h ie f  e x e c u t iv e  o f f i c e r  and o th e r  members o f  top  
management and th e  em phasis th e y  a r e  se e n  to  p u t on h ig h  
s ta n d a rd s  o f  p e r s o n a l  p e rfo rm an ce  i n  a l l  th e y  do . I t  e x te n d s  
to  f a c t o r s  In f lu e n c in g  em ployee m ora le  su ch  a s  s ta n d a rd s  f o r  
t r a i n i n g  and p ro m o tio n , th e  e x is te n c e  o f  d e s i r a b le  le a d e r s h ip  
w i th in  th e  em ployee g ro u p , a  company r e p u ta t i o n  f o r  s a t i s f a c t o r y  
t r e a tm e n t  o f  em ployees, I n c lu d in g  rew ard s f o r  good perfo rm ance  
and pun ishm ent o f  th o se  g u i l t y  o f  i n f r a c t i o n s ,  and f i n a l l y ,  
a  m o n ito r in g  program  c o n s ta n t ly  a l e r t  to  p e rs o n n e l  f a i l u r e  
[p . 343 -3 9 4 ].

G radual e ro s io n  o f  c o n t r o l  o c c u rs  i n  th e  a b sen ce  o f  o n -g o in g  
management a t t e n t i o n  t o ,  and e f f o r t  and in v e s tm e n t i n ,  c o n tr o l  
sy stem s and th e  c o n t r o l  en v iro n m en t, [p . 395]

^^High E f fe c t iv e n e s s High o r  Low #2 
E f fe c t iv e n e s s

U
H igh o r  Low 

E f fe c t iv e n e s s

#3

Low E f fe c t iv e n e s s
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C lie n t  C o n tro l E nvironm ents

T h is  s e c t io n  e la b o r a t e s  f u r t h e r  th e  n a tu r e  and r o l e  o f  a  c l i e n t ' s

c o n tr o l  en v iro n m en t In  an a u d i t  c o n te x t .

To borrow  a  p h r a s e ,  " I n t e r n a l  c o n t r o l  I s  p e o p le ."  A sy s tem  
o f  I n t e r n a l  c o n t r o l  I s  made up o f  p e o p le  and p ro c e d u re s , 
p ro c e d u re s  i n  w hich p e o p le  a r e  e x p e c te d  to  p e rfo rm  and r e p o r t  
In  a  no rm al f a s h io n .  But unknown to  th e  r e v ie w e r , th e  p r e s s u r e s  
w hich  m o tiv a te  th e  p e o p le  I n  th e  "sy s tem " may change 
s u f f i c i e n t l y  t h a t  th e y  c e a se  to  a c t  In  an  e x p e c te d  f a s h io n ,  
w hereupon th e  i n t e r n a l  c o n t r o l  p ro c e d u re  lo s e s  i t s  
e f f e c t i v e n e s s .  . . . T here  a r e  so  many e v e n ts  and r e l a t i o n s h ip s  
w hich can  work to  o f f s e t  th e  m ost e f f e c t i v e  I n t e r n a l  c o n t r o l  
m easu res and w hich a t  th e  same tim e  would be n e i t h e r  a p p a re n t 
to  n o r  n e c e s s a r i ly  d is c o v e r a b le  by th e  in d ep e n d e n t a u d i to r  t h a t  
a c c e p ta n c e  o f  r e s p o n s i b i l i t y  f o r  th e  rev ie w  and e v a lu a t io n  
o f  I n t e r n a l  c o n t r o l  i s  h az a rd o u s  a t  b e s t .  [Mautz and S h a ra f ,
1961, p .  145]

Mautz and S h a r a f 'a  p o s i t i o n  p o in t s  to  th e  dynam ics o f  an 

a u d i t in g  co n cern  f o r  th e  amorphous n a tu r e  o f  an o r g a n i z a t i o n 's  sy stem  

o f  i n t e r n a l  c o n t r o l s  w h ile  a ls o  n o t in g  th e  im p o rta n c e  o f  a u d i to r  

in v o lv e m e n t, n e v e r th e l e s s .  The v e ry  f a c t  t h a t  p e o p le  a r e  th e  main 

com ponents o f  I n t e r n a l  c o n t r o l  sy s tem s g iv e s  r i s e  to  many o f  th e  

co n cern s  d is c u s s e d  i n  C h ap te r I I .  In  f a c t ,  Bower and S c h lo s s e r  

[1965] em phasized  th e  f a c t  t h a t  i n t e r n a l  c o n t r o l  r e l a t e s  to  th e  

a c t io n s  o f  i n d iv id u a l s  a s  opposed to  some In o rg a n ic  s y s te m 's  com ponent.

S in ce  o r g a n iz a t io n s  a r e  th em se lv es  dynam ic and b e cau se  th e y  a ls o  

fa c e  dynamic e x te r n a l  e n v iro n m e n ts , a p p r o p r ia te  i n t e r n a l  c o n t r o l  system s 

sh o u ld  be f l u i d  enough to  e n a b le  th e  o r g a n iz a t io n  to  rem ain  v i a b l e .  I t  

i s  t h i s  f l u i d i t y  and p e rs o n n e l  e lem en t t h a t  c r e a te s  a  demand f o r  

a u d i to r  i n t e r n a l  c o n t r o l  rev iew s and e v a lu a t io n s  to  be more th a n  mere 

p rogram m atic  p ro c e s s e s  . . . th e y  m ust a ls o  be  s u b je c t iv e  and o rg a n ic  

(se e  D irsm ith  and M c A llis te r  [1 9 8 2 ]) .
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C o ll in s  [1982] n o te s  fo u r  g e n e ra l  f a c e t s  o f  an o r g a n iz a t io n a l  

sy stem  t h a t  d i c t a t e  th e  p e rv a s iv e n e s s  and e f f e c t iv e n e s s  o f  a  p a r t i c u l a r  

m a n a g e ria l a c c o u n tin g  sy s tem . He p o in t s  to  th e  Im portance  o f  s o c i a l  

c o n te x ts ,  th e  s o c i a l i z a t i o n  p ro c e s s e s  o f  o r g a n iz a t io n  members, th e  

o r g a n iz a t io n a l  c l i m a t e 's  congruency  and e x te r n a l  I n f lu e n c e s .  The 

in ta n g ib le n e s s  o f  th e s e  fo u r  i te m s  make them  no l e s s  i n f l u e n t i a l  in  

th e  u l t im a te  outcom e o f  a  s p e c i f i c  c o n t r o l 's  e f f e c t i v e n e s s .  In  

r e a l i t y ,  th e  p re v io u s  d e f i n i t i o n  o f  th e  c o n t r o l  env ironm en t g iv en  by 

Mautz e t  a l .  [FERF, 1980] can be th o u g h t o f  a s  a  s p e c i f i c a t i o n  o f  

C o l l in s ' • fo u r  g e n e ra l  n o t io n s .  R e in fo rc in g  C o l l in s ' b e l i e f ,  a s  w e ll  

a s  Mautz and S h a r a f 's  [1 9 6 1 ], Lam bert and Lam bert [1979 , p . 26] 

a s s e r t  t h a t  " i t  i s  th e  I n t e r n a l  a c c o u n tin g  env ironm en t t h a t  l a r g e ly  

d e te rm in e s  w h e th e r  th e  c o n t r o l s ,  p ro c e d u re s , and te c h n iq u e s  [o f  a 

f i n a n c i a l  r e p o r t in g  sy stem ] w i l l  o p e ra te  e f f e c t i v e l y . "

The f i r s t  s i g n i f i c a n t  e f f o r t  on th e  p a r t  o f  th e  a c c o u n tin g  

p r o f e s s io n  to  d is c u s s  th e  im p o rta n c e  and n a tu r e  o f  a  c l i e n t s '  c o n tr o l  

env ironm en t was c o n ta in e d  in  th e  R ep o rt o f  th e  S p e c ia l  A dvisory  

Committee on I n t e r n a l  A ccoun ting  C o n tro l  [AICPA, 1 979 ]. A lthough t h i s  

r e p o r t  does n o t  s p e c i f i c a l l y  d e f in e  th e  te rm , th e r e  i s  a  g r e a t  d e a l  

o f  d is c u s s io n  o f  i t  ( th e  b e s t  d e f i n i t i o n  o f  th e  c o n t r o l  env ironm en t was 

th e  p r e v io u s ly  q u o ted  one from  Mautz e t  a l .  [FERF, 1 9 8 0 ] ) . The R eport 

s t a t e s  t h a t  an e v a lu a t io n  o f  a  c l i e n t ' s  i n t e r n a l  a c c o u n tin g  c o n t r o l  

env ironm en t " i s  a  n e c e s s a ry  p re lu d e  to  th e  e v a lu a t io n  o f  c o n tr o l  

p ro c e d u re s  and te c h n iq u e s "  [p . 1 2 ] . Mock and T u rner [1 9 8 1 ], B iggs 

and Mock [1 9 8 0 ], AICPA [1 9 8 2 ], M a rtin  [1980] and num erous o th e r  

r e s e a r c h e r s  have  s in c e  e sp o u sed  th e  im p o rta n c e  o f  an e v a lu a t io n  o f  th e
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c o n tr o l  env ironm en t p r i o r  to  p e rfo rm in g  o th e r  a u d i t  p ro c e d u re s .^

G e n e ra l ly , th e  re a s o n  c i t e d  f o r  su ch  a  s te p  I s  t h a t  a  p o o r c o n t r o l  

env ironm en t would m ost l i k e l y  underm ine th e  im p le m e n ta tio n  o f  any 

s p e c i f i c  c o n t r o l s  [M a rtin , 1980 ].

The R epo rt o f  th e  S p e c ia l  Committee d e s c r ib e d  th e  c o n t r o l  

env ironm en t by d i s c u s s in g  th e  more s i g n i f i c a n t  f a c t o r s  t h a t  shape  

I t .  The R ep o rt I d e n t i f i e d  o r g a n iz a t io n a l  s t r u c t u r e  a s  a  p e rv a s iv e  co n cern  

and th en  d e t a i l e d  th e  Im p o r ta n t f a c to r s  a s  [AICPA, 1979, p p . 1 3 -1 7 ]:

O rg a n iz a t io n a l  s t r u c t u r e  ( I . e . ,  r e p o r t in g  r e l a t i o n s h i p s ,
s u b u n it  f u n c t io n s ,  and a u th o r i t y ,  r e s p o n s i b i l i t i e s  and
l i m i t a t i o n s  o f  key p o s i t i o n s )

1 . p e rs o n n e l  ( I . e . ,  c o n t r o l  I s  h ig h ly  d ep en d en t upon th e
com petence and i n t e g r i t y  o f  th e  o r g a n i z a t i o n 's  em p lo y ees);

2 . d e le g a t io n  and com m unication o f  r e s p o n s i b i l i t y  and
a u th o r i ty  ( I . e . ,  th o s e  who need  to  be in fo rm ed  a r e  and
th e r e  a r e  e f f e c t i v e  rev iew s o f  d e c i s i o n s ) ;

3 . b u d g e ts  and f i n a n c i a l  r e p o r t s  ( i . e . ,  p ro v id e  g o a ls  and 
th u s  e n a b le s  m anagers to  i d e n t i f y  a p p r o p r ia te  a c t i o n s ,  
p ro v id e  means f o r  e v a lu a t io n  o f  p e r s o n n e l ,  e t c . ) ;

4 . o r g a n iz a t io n a l  checks and b a la n c e s  ( i . e . ,  f in a n c i a l  
c o n t r o l  and i n t e r n a l  a u d i t ) ; and

5 . EDP ( i . e . ,  may in f lu e n c e  th e  o r g a n iz a t io n  s t r u c t u r e  and 
th e  c o n t r o l  te c h n iq u e s  m ost a p p r o p r ia te  f o r  th e  s i t u a t i o n ) .

M io tto  [1980 , p . 16] s t a t e d  t h a t  th e  above a r e a s  a r e  Im p o rta n t 

In  c r e a t in g  an a c c e p ta b le  "a tm osphere  i n  w hich  d a ta  i s  p ro d u ce d , 

p ro c e s s e d , rev ie w e d , and a c cu m u la te d ."  V o ic in g  th e  same c o n c e rn ,

H o lstrum  and K i r t l a n d  [1982 , p . 13] b e l ie v e d  t h a t :

liased  upon th e  d i s c u s s io n  o f  th e  a m b ig u ity  o f  an a c c o u n tin g /  
a d m in is t r a t iv e  c o n t r o l  d icho tom y, no su ch  d i s t i n c t i o n  w i l l  be made In  
r e g a rd s  to  a  c l i e n t ' s  c o n t r o l  en v iro n m en t. The p h ra s e  " c o n t r o l  
env ironm en t"  w i l l  s im p ly  r e f e r  to  any a s p e c ts  r e l e v a n t  to  a  c l i e n t ' s  
f in a n c i a l  r e p o r t in g  p ro c e s s .
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The c o n t r o l  env ironm en t p ro v id e s  us w i th  a  g e n e ra l  know ledge o f  
th e  m ethods u sed  by th e  e n t i t y  to  com m unicate r e s p o n s i b i l i t y  
and a u th o r i ty ;  o f  m anagem ent's s u p e rv is io n  o f  th e  sy s te m ,
In c lu d in g  th e  e x is te n c e  o f  an  I n t e r n a l  a u d i t  f u n c t io n ,  I f  
any ; and o f  th e  com petence o f  th e  p e rs o n n e l .

A lso , SAS Mo. 22 [AICPA, 1983a, S ec . 311 .06 ] i n  d i s c u s s in g  a u d i t

p la n n in g  and s u p e r v is io n ,  i m p l i c i t l y  r e f e r r e d  to  th e  c o n t r o l

en v iro n m en t a s :

. . . c o n d it io n s  u n d e r w hich a c c o u n tin g  d a ta  a r e  p ro d u ce d , 
p ro c e s s e d , rev iew ed  and accum ula ted  w i th in  th e  o r g a n iz a t io n .

Johnson and J a e n ic k e  [1980., p . 2 4 ] , i n  a  s im i la r  v e in ,  s u g g e s te d

t h a t  I t  i s  Im p o rta n t f o r  a u d i to r s  to  e v a lu a te  a  c l i e n t ' s  c o n t r o l

en v ironm en t b e c au se  I t  e s t a b l i s h e s ,

C o n d itio n s  u n d e r w hich th e  sy stem  o f  I n t e r n a l  a c c o u n tin g  and 
o p e r a t io n a l  [ a d m in is t r a t iv e ]  c o n t r o l s  can  o p e ra te  e f f i c i e n t l y  
a n d , i n  p a r t ,  m o n ito rs  p e rfo rm an ce  o f  th e  a c c o u n tin g  sy s tem  
th ro u g h  r e p o r t in g  and a n a ly z in g  th e  r e s u l t s  i t  p ro d u c e s .

L ending  a d d i t io n a l  c r e d i b i l i t y  and em phasis to  th e s e  n o t io n s ,  th e

SEC [CCH, 1981] ( r e l e a s e  No. 34-15772, d a te d  A p r i l  1979 w ith  an

amended v e r s io n  No. 278 d a te d  June  1980) e x p re s s e d  some o f  th e  same

c o n c e rn s . The SEC n o te d  t h a t  a  c o n t r o l  env ironm en t was h ig h ly  d ep en d en t

upon th e  c a r e f u l  e x e r c is e  o f  management judgm ent and t h a t  r e s p o n s i b i l i t y

f o r  a  p ro p e r  c o n t r o l  env ironm en t u s u a l ly  s t a r t s  w i th  th e  a u d i t  com m ittee

o f  a  b o a rd  o f  d i r e c t o r s .  I n  two su b seq u e n t a r t i c l e s ,  R appaport

[1980] d e s c r ib e d  how a u d i to r s  m igh t a id  c o rp o r a te  d i r e c t o r s  in

o b ta in in g  th e  In fo rm a tio n  t h a t  th e y  need  to  f u l f i l l  t h i s  r o l e .  A lso ,

Cohen and P e a rso n  [1981] d is c u s s  th e  im p o rta n c e  o f  a u d i t in g  th e

num erous c l i e n t ' s  judgm ents t h a t  im pact f i n a n c i a l  r e p o r t s  a s  w e l l  a s

th e  f i n a n c i a l  r e p o r t in g  p ro c e s s .  These a u th o r s  m en tioned  su ch  c l i e n t

f a c to r s  a s  p e rs o n n e l ,  p la n n in g  sy s te m s , p o l i t i c a l  and s o c i a l
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e n v iro n m e n ts , management judgm ent p ro c e s s e s  and management 

m o tiv a t io n s  a s  a r e a s  t h a t  sh o u ld  be r e c e iv in g  new o r  I n c re a s e d  a u d i t  

a t t e n t i o n .

A few y e a r s  e a r l i e r ,  th e  Commission on A u d i to r s ' R e s p o n s ib i l i t i e s  

(CAR) r e p o r t  [AICPA, 1978] d is c u s s e d  th e  " c o n d i t io n  o f  th e  c o n t r o l s  o v e r  

th e  a c c o u n tin g  system " [p . 6 2 ] . T h is  i s  p e rh a p s  one o f  th e  e a r l i e s t  

p r o f e s s io n a l  r e f e r e n c e s  to  th e  c o n t r o l  en v iro n m en t. I n  t h e i r  r e p o r t ,

CAR re c o g n iz e d  th e  f a c t  t h a t  a d m in is t r a t iv e  c o n t r o l s  a r e  a  p a r t  o f  

t h a t  en v iro n m en t. However, i n  d e s c r ib in g  a u d i t o r 's  r o le s  i n  t h i s  

r e g a r d ,  t h e i r  r e p o r t  s t i l l  p re c lu d e s  a u d i to r s  g e t t i n g  in v o lv e d  w ith  

a s s e s s in g  a d m in is t r a t iv e  c o n t r o l s  a l th o u g h  th e r e  may come a  tim e  in  

th e  " e v a lu a t io n  o f  th e  a u d i t  f u n c t io n "  when i t  w i l l  be  a p p r o p r ia te  

to  do s o . As a  p o in t  o f  I n t e r e s t ,  Pomeranz [1980] c o n te n d s  t h a t  

th e  p r o f e s s io n  i s  a lr e a d y  moving in  t h a t  d i r e c t i o n  and he c a l l s  

f o r  "p re e m p tiv e  a u d i t s " — rev ie w in g  t r a n s a c t io n s  b e fo re  th e y  a r e  

consunm ated.

Why A u d it a  C o n tro l  Environm ent?

Much o f  t h i s  h e ig h te n e d  co n cern  can  be t r a c e d  to  a  p o s t  W a te rg a te , 

FCPA, consum erism  e th o s  c a l l i n g  f o r  g r e a t e r  a c c o u n ta b i l i t y  on th e  p a r t  

o f  a l l  b u s in e s s  o r g a n iz a t io n s .  Couple t h i s  w ith  th e  econom ic p r e s s u r e s  

o f  r e c e n t  t im e s ,  and i t  i s  p e rh a p s  e v id e n t  t h a t  th e  m o tiv a t io n  to  

o v e r r id e  o r  red u c e  th e  e n fo rcem en t o f  c o n t r o l s  e x i s t s .  I n  f a c t ,

S t .  P i e r r e  and A nderson [1982] r e p o r t  t h a t  th e  Commission on A u d ito rs  

R e s p o n s ib i l i t i e s  found t h a t  i n  th o se  s i t u a t i o n s  w here management 

was n o t  t o t a l l y  t ru s tw o r th y ,  i t  was u n l ik e ly  t h a t  a  v a l i d  in d e p e n d e n t
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a u d i t  c o u ld  be p e rfo rm e d . Neumann [1981] r e p o r t s  t h a t  m ost o f  th e  

q u e s t io n a b le  o r  I l l e g a l  a c t s  o f  b u s in e s s  t h a t  have  r e c e n t ly  come to  

l i g h t  have  n o t  been  th e  r e s u l t  o f  p o o r c o n t r o l  p ro c e d u re s ,  b u t  o f  th e  

c irc u m v e n tio n  o f  th o s e  p ro c e d u re s  th ro u g h  management o v e r r id e  o r  

c o l lu s io n .  He p r e s c r ib e d  I n c r e a s in g  th e  r o l e  and r e s p o n s i b i l i t i e s  

o f  c o rp o r a te  a u d i t  com m ittees and th e  I n s t i t u t i o n  o f  codes o f  

c o n d u c t. The R ep o rt o f  th e  S p e c ia l  A d v iso ry  Com m ittee on I n t e r n a l  

A ccoun ting  C o n tro l [AICPA, 1 9 7 9 ], a s  do H y las and A shton [1 9 8 2 ], p o in ts  

o u t  t h a t  c o l lu s io n  and c irc u m v e n tio n  o f  c o n t r o l  p ro c e d u re s  can  o c c u r 

s im p ly  a s  a  r e s u l t  o f  m isu n d e rs ta n d in g  o f  I n s t r u c t i o n s ,  m is ta k e s  

o f  ju d g m en t, and c a r e le s s n e s s  a s  w e l l  a s  I n t e n t i o n a l  m isco n d u c t.

Romney e t  a l .  [1 9 8 0 ], i n  t h e i r  d i s c u s s io n  o f  f r a u d ,  b e l i e v e  th e  

r e l e v a n t  f a c t o r s  to  b e  s i t u a t i o n a l  p r e s s u r e s ,  o p p o r tu n i ty ,  and 

p e r s o n a l  c h a r a c t e r i s t i c s .  C o n tin u in g  In  I d e n t i f y in g  p o s s ib le  co n cern s  

f o r  a u d i to r s  in  a s s e s s in g  th e  en v iro n m en t In  w hich  s p e c i f i c  c o n t r o l  

p ro c e d u re s  e x i s t ,  Romney and A lb re c h t [1979] n o te  t h a t  c o n f l i c t s  o f  

I n t e r e s t ,  p e rs o n n e l  p o l i c i e s  and consum er and v endo r h i s t o r i e s  may 

be im p o r ta n t .

In  a  s tu d y  on management f r a u d ,  J a c k  K atz  [1 9 7 9 ], an 

o r g a n iz a t io n  b e h a v i o r a l l s t ,  p r e s e n te d  a  p a p e r  to  a  c o n fe re n c e  sp o n so red  

by P e a t ,  M arwlck, M itc h e l l  & Co. on some c o m m o n a litie s  t h a t  u n d e r l ie d  

such  c a se s  a s  G en e ra l E l e c t r i c ,  E q u ity  F und ing , B .F . G oodrich , Homestake 

O i l ,  G u lf O i l ,  N a tio n a l  S tu d e n t M ark e tin g  and o th e r s .  He p o in te d  to  

su ch  th in g s  a s  o b e d ie n c e  by s u b o rd in a te s  and r e s p e c t  f o r  " e x p e r t i s e "  

to  be  f a c t o r s  p e r m i t t in g  f ra u d s  and c o v e r-u p s  to  a t t a i n  some l e v e l  

o f  s u c c e s s .  In  f a c t :
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Complex o r g a n iz a t io n s  a r e  b a sed  on e x p e c ta t io n s  o f  Ig n o ra n c e  
w hich s e p a r a te  o c c u p a n ts  o f  d i f f e r e n t  ra n k s  and s p e c i a l i z a t i o n s  
and s e p a r a te  I n s i d e r s  from  o u t s i d e r s .  I p .  296]

B oth  s u p e ro r d in a te s  and s u b o rd in a te s  and I n s id e r s  and o u t s id e r s  
have  common I n t e r e s t s  i n  l i m i t i n g  th e  know ledge e a c h  o b ta in s  
ab o u t th e  o th e r .  In  w hat a r e  o f te n  q u i t e  t a c i t  w ays, b a rg a in s  
a r e  s t r u c k  a s  to  w hat each  w i l l  r e q u i r e  th e  o th e r  to  know.
[p . 297]

A c cep tin g  th e  f a c t  t h a t  a l l  o f  th e  abov e-m en tio n ed  f a c t o r s  

p o s s ib ly  e x i s t ,  th e r e  i s  a  need  to  a s c e r t a i n  t h e i r  im p ac t upon a  

f i n a n c i a l  r e p o r t in g  sy stem . B orrow ing from  M i l l e r  (q u o te d  in  

Brown [1966, p . 3 2 3 -3 2 4 ]) , th e  fo llo w in g  r e s u l t s  c o u ld  a r i s e :

1 . o m iss io n  (s im p ly  n o t  p r o c e s s in g  In fo rm a tio n  t h a t  sh o u ld  
be p r o c e s s e d ) ;

2 . e r r o r  ( p ro c e s s in g  in fo rm a t io n  b u t  n o t  c o r r e c t l y  and w ith o u t 
su b se q u e n t a d ju s tm e n t) ;

3. q ueu ing  (d e la y in g  th e  p r o c e s s in g  o f  i n f o r m a t io n ) ;

4 . f i l t e r i n g  ( s y s te m a t ic  o m iss io n  o r  m o d ify in g  o f  in fo r m a t io n ) ;  o r

5 . a p p ro x im a tin g  (p ro c e s s in g  l e s s  a c c u r a te  in fo r m a t io n ) .

Any o f  th e s e  s i t u a t i o n s  c o u ld  a r i s e  a s  a  r e s u l t  o f  th e  p r e v io u s ly  

m en tioned  f o rc e s  o r  c irc u m s ta n c e s . Any o f  th e s e  s i t u a t i o n s  c o u ld  be 

due to  w i l l f u l ,  n e g l ig e n t  o r  unknowing b e h a v io r . Any o f  th e s e  

s i t u a t i o n s  co u ld  r e s u l t  i n  m a te r i a l l y  f a l s e  o r  m is le a d in g  f i n a n c i a l  

s ta te m e n ts .  Any o f  th e s e  s i t u a t i o n s  co u ld  r e n d e r  th e  m ost I d e a l ly  

d e s ig n e d  c o n t r o l  sy stem  i n e p t .  T h e re fo re , a l l  o f  th e s e  s i t u a t i o n s  

sh o u ld  b e  o f  co n cern  to  a u d i to r s  and would r e q u i r e  t h a t  a u d i to r s  

rev iew  and e v a lu a te  a  c l i e n t ' s  c o n t r o l  en v iro n m en t a lo n g  w ith  

t h e i r  o th e r  rev iew s and e v a lu a t io n s .
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B e n e f i t s  from  A u d itin g  C o n tro l E nvironm ents

One theme a r t i c u l a t e d  by Mautz and S h a ra f  {1961] i s  t h a t

a u d i t in g  I s  an i n v e s t ig a to r y  a c t i v i t y  b ased  on a  need  f o r  ev id e n c e

in  a r r i v in g  a t  an o p in io n  on a  s e t  o f  f i n a n c i a l  s ta te m e n ts .  T h e re fo re ,

i t  can be I n f e r r e d  t h a t  " a u d i t  p ro c e d u re s  a r e  th e  a c t io n s  t h a t

o b ta in  e v id e n c e "  [L oebbecke, 1981, p . 2 6 ] . The a u d i t o r 's  rev ie w  and

e v a lu a t io n  o f  a  c l i e n t ' s  i n t e r n a l  c o n t r o l s  i s  a  p a r t  o f  th e  e v id e n c e

g a th e r in g  p ro c e s s  and i s  deemed by th e  p r o f e s s io n  (a s  n o te d  i n  th e

second  s ta n d a rd  o f  f i e l d  w ork) a s  n e c e s s a ry  in  o rd e r  to  d e te rm in e
2

th e  n a tu r e ,  e x te n t  and tim in g  o f  su b se q u e n t a u d i t  p ro c e d u re s .

B orrow ing and m o d ify in g  K in n e y 's  [1975] p o r t r a y a l  o f  th e  r e l a t i o n s h ip  

t h a t  e x i s t s ,  F ig u re  12 r e f l e c t s  th e  r o u te s  to  an  a u d i t  o p in io n .

N o tic e  t h a t  th e  w hole p ro c e s s  sh o u ld  t h e o r e t i c a l l y  s t a r t  w ith  

an e v a lu a t io n  o f  th e  c o n t r o l  en v iro n m en t. Even th e  b e s t  d e s ig n e d  

i n t e r n a l  c o n t r o l  sy s te m  c a n n o t be  r e l i e d  upon i f  th e  p r o p e n s i ty  fo r  

management o v e r r id e  o r  c o l lu s io n  i s  g r e a t .  In  t h a t  c a s e ,  an  a u d i t  

o p in io n  would be p u rsu e d  by e x te n s iv e  t e s t i n g  o f  a c co u n t b a la n c e s  a t  

y e a r  e n d . On th e  o th e r  hand , i f  th e  c o n t r o l  env ironm en t i s  f a v o r a b le ,  

th e  ro u te  to  an a u d i t  o p in io n  th en  depends on th e  a u d i t o r 's  d e c is io n  

c o n c e rn in g  th e  d e s ig n  o f  th e  sy s te m . S in c e  a s s e s s in g  a  c l i e n t ' s  c o n tr o l  

env ironm en t i s  th e  i n i t i a l  p h ase  o f  an a u d i t ,  i t  can  be assum ed t h a t  

i t  ln p a c ts  th e  n a tu r e ,  e x te n t  and tim in g  o f  b o th  s u b s ta n t iv e  t e s t s  

and com pliance t e s t s  (AICPA, 1983b].

2See Weber [1978] and M o rris  and A nderson [1976] f o r  a  d i s c u s s io n  
o f  th e  l i t e r a t u r e  and a  s tu d y  o f  t h i s  a u d i t  r e l a t i o n s h ip .  E v idence  
s u g g e s ts  t h a t  i t  may n o t  be a  c l e a r c u t  r e l a t i o n .
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S u b s ta n t iv e

I n t e r n a l  C o n tro l S tudy  I e , “  0I,lnlo,1
and E v a lu a tio n

A n a ly t ic a l
Review

C o n tro l
E nvironm ent
E v a lu a t io n

D esign
E v a lu a tio n

O pin ion

T e s ts  o f
A ccount
B a lan ces

F ig u re  12 

R oute to  an  A u d it O pin ion

The n a tu r e  o f  t h i s  Im pact I s  tw o fo ld . One i s  a s  d is c u s s e d  a t  th e  

end o f  th e  p re v io u s  s e c t io n .  T hat d i s c u s s io n  n o te d  s e v e r a l  r e s u l t s  

t h a t  c o u ld  o c c u r  in  r e g a rd s  to  a  f i n a n c i a l  r e p o r t in g  sy stem  when 

I n t e n t io n a l  o r  u n in te n t io n a l  c irc u m v e n tin g  b e h a v io r  e x i s t s .  The 

second  way i n  w hich c o n t r o l  env ironm en t a sse ssm e n ts  Im pact su b se q u e n t 

a u d i t  t e s t s  and p la n n in g  stem s from  i t s  l in k , w i th  a u d i t  r i s k .  W arren 

[1979, p . 66] d e f in e d  a u d i t  r i s k  a s  th e  " p r o b a b i l i ty  o f  i s s u in g  an 

in a p p r o p r ia te  o p in io n  on f i n a n c i a l  s ta te m e n ts  b e cau se  m a te r i a l  e r r o r s  

o r  I r r e g u l a r i t i e s ,  i f  th e y  e x i s t ,  w i l l  n o t  be d e t e c te d ."  Some o f  th e  

m ajo r d e te rm in a n ts  o f  a u d i t  r i s k  a r e ,  a c c o rd in g  to  W arren , th e  i n t e g r i t y  

o f  m anagem ent, th e  i n t e r n a l  a c c o u n tin g  c o n t r o l  sy stem  ( r e f e r r e d  to  

a s  " c o n t r o l  r i s k "  i n  AICPA [1983b]) and th e  econom ic c o n d i t io n  o f  

th e  o r g a n iz a t io n  u nder a u d i t  (a  p a r t  o f  th e  AICPA's [1983b] n o t io n  

o f  " In h e r e n t  r i s k " ) .  These a re a s  a r e  v e ry  much i n  a c co rd  w ith  th e  

f a c e t s  o f  a  c o n tr o l  env ironm en t t h a t  w ere p r e v io u s ly  p re s e n te d .
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U sing some o f  th e  l o g ic  p re s e n te d  by B ru m fie ld  e t  a l .  [1 9 8 3 ], 

th e  r e le v a n c y  o f  th e  c l i e n t ' s  c o n t r o l  en v iro n m en t can be  e x te n d e d  

to  In c lu d e  h a v in g  an in p a c t  on th e  a u d i t o r 's  b u s in e s s  r i s k  w here 

b u s in e s s  r i s k  i s  d e f in e d  a s  " th e  p r o b a b i l i t y  t h a t  an a u d i to r  w i l l  

s u f f e r  a  l o s s  o r  I n ju r y  to  h i s  p r o f e s s io n a l  p r a c t i c e "  [p .  6 0 ] .

These a u th o r s  b e l i e v e  t h a t  a u d i t  r i s k  and b u s in e s s  r i s k  a r e  r e l a t e d .

In  e s s e n c e ,  a u d i t  r i s k  ( r e n d e r in g  an  in a p p r o p r ia te  o p in io n )  can  be 

an Im p o r ta n t f a c t o r  i n  th e  e v e n ts  t h a t  l e a d  to  a  r e a l i z a t i o n  o f  

b u s in e s s  r i s k  and b u s in e s s  r i s k  can  in f lu e n c e  to  some e x te n t  th e  

a u d i t o r 's  e v a lu a t io n  o f  a c c e p ta b le  a u d i t  r i s k .

R esearch  P o t e n t i a l

The a u d i t  p ro c e s s  i s  con cern ed  w ith  a u d i t o r s '  judgm en ts

c o n c e rn in g  s o u rc e s  o f  a u d i t  e v id e n c e , th e  e v a lu a t io n  o f  a u d i t  e v id e n c e

and th e  r a m i f i c a t io n s  o f  a u d i t  e v id e n c e . However, in  r e g a rd s  to

i n t e r n a l  c o n t r o l :

The m ost s tu d ie d  a s p e c t  o f  a u d i to r  judgm ent h as  been a u d i to r  
e v a lu a t io n s  o f  i n t e r n a l  c o n t r o l  q u a l i t y  and th e  a u d i t  p rogram  
p la n n in g  im p l ic a t io n s  t h e r e o f .  B ecause o b je c t iv e  c r i t e r i a  
f o r  d e te rm in in g  th e  t r u e  q u a l i t y  o f  an i n t e r n a l  c o n t r o l  sy stem  
o r  th e  a p p r o p r ia te  amount o f  a u d i t  work to  p e rfo rm  in  a 
su b sy stem  do n o t  e x i s t ,  ju d g m e n ta l c o n sen su s  o r  ag reem en t among 
a u d i to r s  h as  been  th e  f o c a l  p o in t  o f  t h i s  r e s e a r c h .  [Jo y ce  
and L ibby , 1982, p . 1 0 5 ].

As t h i s  s ta te m e n t  im p l ie s ,  th e r e  h as  been  l i t t l e  r e s e a r c h  in  

r e g a rd s  to  th e  s o u rc e s  o f  a u d i t  e v id e n c e . T h is  i s  p a r t l y  due to  th e  

f a c t  t h a t  i n t e r n a l  c o n t r o l  work h as  t r a d i t i o n a l l y  been  v iew ed a s  v e ry  

r o u t i n e ,  p rog ram m atic  and c l e a r l y  d e l in e a t e d .  However, upon 

in t r o d u c in g  th e  n o t io n  o f  a  c o n t r o l  e n v iro n m en t, a l l  t h r e e  f a c e t s  o f
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a u d i to r  judgm ent ( s o u r c e s ,  a s s e s s m e n ts , and r a m i f i c a t io n s  o f  

e v id e n c e )  a r e  f e r t i l e  a r e a s  f o r  r e s e a r c h .  I f  th e  a u d i t o r 's  

judgm ent p ro c e s s  i s  v iew ed a s  in v o lv in g  th e  e v a lu a t io n  o f  num erous 

p ie c e s  o f  in fo r m a t io n , n e c e s s i t a t i n g  t r a d e - o f f s  am ongst m u l t ip le  

c r i t e r i a  iB ig g s  and Mock, 1 9 8 3 ], th e n  I n v e s t ig a t in g  num erous p o t e n t i a l  

s o u rc e s  o f  e v id e n c e  r e l a t e d  to  a s se s sm e n ts  o f  a  c l i e n t ' s  c o n t r o l  

env ironm en t sh o u ld  p ro v id e  some i n s i g h t s  I n to  th e s e  t r a d e - o f f s .

Most o f  th e  r e s e a rc h  t h a t  h a s  been  u n d e rta k e n  c o n c e rn in g  a u d i to r  

i n t e r n a l  c o n t r o l  judgm en ts  can  be  t y p i f i e d  by th e  fo llo w in g  s tu d i e s .  

A shton [1974] and A shton and Brown [1980] s tu d ie d  d i f f e r e n t  a u d i t o r s '  

e v a lu a t io n s  o f  th e  q u a l i t y  o f  an  i n t e r n a l  c o n t r o l  sy s te m . T h e ir  

r e s u l t s  i n d ic a te d  a  r a t h e r  h ig h  c o n sen su s  among th e  d i f f e r e n t  

a u d i t o r s '  e v a lu a t io n s .  Jo y ce  [1 9 7 6 ], B iggs and Mock [1 9 8 3 ], Joyce  and 

B id d le  [1 9 8 1 ], and Mock and T u rn er [1981] i n v e s t ig a t e d  th e  co n sen su s 

o f  a u d i to r s  i n  r e g a rd s  to  a u d i t  program  and sam ple s i z e  c h o ic e s  based  

upon c e r t a i n  i n t e r n a l  c o n t r o l  c ir c u m s ta n c e s . In  g e n e r a l ,  th e y  found 

th e r e  to  be c o n s id e r a b le  d i f f e r e n c e s  in  th e  a u d i to r  c h o ic e s .

In  term s o f  th e  in d e p e n d e n t v a r i a b le s  i n v e s t ig a t e d  i n  t h e s e ,  

and s im i l a r l y  r e l a t e d  s t u d i e s ,  th e  fo llo w in g  r e p r e s e n t  th e  m ost 

f r e q u e n t ly  m en tio n ed . A shton [1973] h y p o th e s iz e d  t h a t  a u d i t  

e x p e r ie n c e  and f irm  a f f i l i a t i o n  m igh t b e a r  upon d i f f e r i n g  a u d i to r  

ju d g m en ts . He found m ild  s u p p o r t  in  t h i s  r e g a r d .  Jo y c e  [1976] 

found CPA f irm  a f f i l i a t i o n  to  a f f e c t  d e c is io n  w e ig h ts .  Mock and 

T u rn e r  [1981] d isc o v e re d  no e v id e n c e  o f  y e a rs  o f  a u d i t  and n o n -a u d i t  

e x p e r ie n c e ,  th e  ty p e  o f  c l i e n t s  a s s ig n e d  t o ,  and s p e c i a l i z e d /  

advanced t r a i n i n g  to  have any s i g n i f i c a n t  e f f e c t  upon a u d i to r  ju d g m en ts .
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Nanni [1 9 8 4 ], how ever, d id  f in d  t h a t  th e  a u d i t o r 's  f irm , 

h i s / h e r  p o s i t i o n ,  and a u d i t  e x p e r ie n c e  may in f lu e n c e  i n t e r n a l  c o n t r o l  

ju d g m en ts . Lewis [1980] a ls o  found a  d i f f e r e n c e  am ongst f irm s  i n  a 

s tu d y  on a u d i t  m a t e r i a l i t y  ju d g m en ts . L ik e w ise , Bamber and B y l ln s k i  

[1982] n o te  t h a t  a u d i to r s  d i f f e r e d  in  t h e i r  b e l i e f s  c o n c e rn in g  th e  

p u rp o se  and conduct o f  a u d i t  re v ie w s . They found th e s e  d i f f e r e n c e s  

to  e x i s t  am ongst f i rm s , o f f i c e s  w i th in  a  f i rm , and in d iv id u a l s .  In  

a n o th e r  c o n te x t ,  G lb b ln s  and W olf [1982] found t h a t  a u d i to r s  b e l ie v e d  

th e  d e s ig n  s ta g e  o f  an a u d i t  to  be d ep en d en t upon such  th in g s  a s  

c l i e n t  p r o f i t a b i l i t y  and th e  c l i e n t ' s  b u s in e s s .  And l a s t l y ,  W righ t 

[1982] s u g g e s ts  t h a t  c l i e n t  s i z e ,  in d u s t r y  grow th  t r e n d ,  th e  le n g th  

o f  th e  a u d i t  a s s o c i a t i o n  w ith  th e  c l i e n t ,  and a u d i to r  e d u c a t io n  a re  

n o t  p r im a r i ly  r e l a t e d  to  a u d i to r  judgm en ts b u t  a r e  b e s t  d e s c r ib e d  a s  

in te rm e d ia ry  o r  se co n d a ry  in f lu e n c e s .

From a  p u re ly  a - p r l o r i  s ta n d p o in t ,  a  number o f  r e s e a r c h e r s  have 

ad v o c a te d  many o f  th e  above v a r i a b le s  a s  b e in g  r e l e v a n t  f o r  p ro v id in g  

i n s i g h t s  i n t o  d i f f e r i n g  a u d i to r  judgm en ts and a p p ro a c h e s . I n  a  non- 

a u d i t in g  c o n te x t ,  T racy  and Azumi [1976] s u g g e s t  o r g a n iz a t io n a l  s i z e ,  

t a s k  v a r i a b i l i t y ,  and a u to m a t ic l ty  o f  th e  c l i e n t ' s  o p e ra t io n s  a s
3

in f lu e n c in g  th e  ty p e  o f  a d m in is t r a t iv e  c o n t r o l  e x e r c is e d .  They 

h y p o th e s iz e  t h a t  s i z e  i s  p o s i t i v e l y  c o r r e la t e d  w ith  th e  e x te n t  to  w hich 

fo rm a liz e d  c o n t r o l  m echanism s ( r u l e s ,  p ro c e d u re s , e t c . )  a r e  u t i l i z e d  

to  p rep ro g ram  b e h a v io rs  w hereas g r e a t e r  t a s k  v a r i a b i l i t y  and 

a u to m a t ic l ty  sh o u ld  be n e g a t iv e ly  c o r r e l a t e d .

3
I t  i s  a p p ro p r ia te  in  t h i s  c o n te x t  to  v iew  a d m in is t r a t iv e  

c o n t r o l  a s  somewhat an a lo g o u s  to  c o n t r o l  e n v iro n m en t.
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Along a  s im i l a r  l i n e ,  D lrsm lth  and M c A llis te r  [1982] s u g g e s t  

t h a t  th e  l e v e l  o f  t a s k  u n c e r t a in ty  fa c e d  by and th e  amount o f  t a s k  

In te rd e p e n d e n c e  w i th in  a  w ork u n i t  I n f lu e n c e s  th e  s p e c i f i c  c o n t r o l  

p r a c t i c e  em ployed. They s u g g e s t  (b ase d  upon Van de Ven e t  a l .

[1976] and Thompson [1 9 6 7 ]) t h a t  a s  t a s k  u n c e r t a in ty  I n c r e a s e s  th e  

p e r s o n a l  mode o f  c o n t r o l  (a s  opposed to  r u l e  o r ie n te d )  w i l l  I n c r e a s e .  

A lso , a s  In te rd e p e n d e n c ie s  g e t  more com plex , t h e r e  sh o u ld  be a  g r e a t e r  

em phasis upon more e la b o r a te  c o n t r o l  a p p ro a c h e s . M c A ll is te r  and 

D lrsm lth  [1982] more g e n e r a l ly  s u g g e s t ,  and fo u n d , t h a t  th e  g r e a t e r  

th e  c l i e n t ' s  e n v iro n m e n ta l u n c e r t a in ty ,  th e  g r e a t e r  th e  a u d i t  co n cern  

i n  a s s e s s in g  I t .

A nderson e t  a l .  [1970] a s s e r t  t h a t  th e  n a tu r e  and s i z e  o f  

th e  c l i e n t ' s  o p e r a t io n s ,  th e  a u d i t  team , a lo n g  w ith  s e v e r a l  o th e r  

f a c t o r s  d e te rm in e  th e  k in d  and amount o f  e v id e n c e  n e c e s s a ry  to  

r e n d e r  an  a u d i t  o p in io n . More s p e c i f i c a l l y ,  R appapo rt [1980] h i n t s  

t h a t  a  c l i e n t ' s  cu stom er p r o f i l e ,  t r e n d s  In  th e  c l i e n t ' s  f i n a n c i a l  

c o n d i t io n ,  ty p e s  o f  new p ro d u c ts  b e in g  in t r o d u c e d ,  changes In  

c o m p e ti t io n , and o th e r  su ch  e n v iro n m e n ta l i s s u e s  co u ld  in f lu e n c e  an 

a u d i t o r '8 ap p ro ach  to  e v a lu a t in g  a  c l i e n t ' s  i n t e r n a l  c o n t r o l s .

In  r e g a rd s  to  in d iv id u a l  a u d i t  team  and team  member v a r i a b l e s ,  

Mock and W atkins [1980] h y p o th e s iz e  t h a t  y e a rs  o f  a u d i t  e x p e r ie n c e ,  

s p e c i a l i s t  s t a t u s ,  l e v e l  o f  a u d i t  t r a i n i n g  c o u rs e s  c o m p le ted , 

com m ercial e x p e r ie n c e , and c l i e n t  m ix may be  a s s o c ia te d  w ith  d i f f e r i n g  

a u d i t  ju d g m en ts . Cheney and F u e r s t  [1978] a ls o  s u g g e s t  such  

in d iv id u a l  c h a r a c t e r i s t i c s  a s  a g e , e d u c a t io n  l e v e l ,  and y e a rs  o f  

e x p e r ie n c e .
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L a s t ly ,  B ru m fie ld  e t  a l .  [1983] and th e  FEKF [1980] s u g g e s t  a  

number o f  f a c t o r s  p o t e n t i a l l y  a f f e c t i n g  th e  a u d i t o r 's  b u s in e s s  r i s k .

They a g a in  p o in t  to  th e  c l i e n t ' s  econom ic en v iro n m en t, I n d u s t r y ,  

management p h ilo s o p h y , p re v io u s  a u d i t  h i s t o r y ,  f i n a n c i a l  p e rfo rm a n c e , 

b u s in e s s  r e p u ta t i o n  and lo c a t io n  a s  p o s s ib ly  a f f e c t i n g  an  a u d i t o r 's  

a sse ssm e n t o f  t h e i r  b u s in e s s  r i s k s  and th u s  a f f e c t i n g  t h e i r  a u d i t  

app ro ach .

A lthough  th e s e  v a r i a b le s  have b een  and w i l l  c o n tin u e  to  be 

r e f e r r e d  to  as  In d ep e n d e n t v a r i a b l e s ,  t h i s  I s  p e rh a p s  a  m isnom er.

For th e  p u rp o se s  o f  t h i s  s tu d y , I t  I s  more a p p r o p r ia te  to  r e g a rd  them 

as  d im ensions a lo n g  w hich a u d i to r s  may change t h e i r  v iew s o r  d is a g r e e  

on th e  s o u rc e ,  e v a lu a t io n  and r a m i f i c a t io n s  o f  a u d i t  e v id e n c e  p e r t a in in g  

to  a  c l i e n t ' 8 c o n t r o l  e n v iro n m en t. In  su b se q u e n t d i s c u s s io n s  o f  th e  

r e s e a rc h  m ethodology , a  number o f  th e s e  v a r i a b le s  w i l l  a g a in  be 

h ig h l ig h te d .

Summary

T h is  c h a p te r  h as  rev iew ed  and d is c u s s e d  th e  a u d i t  p r o f e s s io n 's  

e v o lv in g  view  o f  I n t e r n a l  c o n t r o l .  One o f  th e  c u r r e n t ly  e v o lv in g  

a u d i t  co n cern s  was i d e n t i f i e d  as  d e a l in g  w ith  a  c l i e n t ' s  c o n t r o l  

en v iro n m en t. T h is ,  to o ,  I s  e x h ib i te d  In  th e  p r o f e s s io n a l  l i t e r a t u r e ,  

o f f i c i a l  p ronouncem en ts, and In  o th e r  c i r c l e s  o f  c o n cern  ( e . g . ,  th e  

FCPA, th e  SEC, and CAR). A b r i e f  d i s c u s s io n  o f  th e  l i n k  betw een 

I n t e r n a l  c o n t r o l  a u d i t  work and th e  r e s t  o f  th e  a u d i t  was p ro v id e d , 

w hich l e d  to  th e  d i s c u s s io n  o f  th e  m ost r e c e n t  r e s e a rc h  r e g a rd in g  

a u d i to r  judgm ents a s  th e y  r e l a t e  to  i n t e r n a l  c o n t r o l  i s s u e s .  The
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c h a p te r  ended by i d e n t i f y in g  th e  f e r t i l e  r e s e a r c h  ground exposed  

by th e  p re v io u s  d i s c u s s io n s ,  s u g g e s t in g  a  number o f  d im en sio n s  a lo n g  

w hich c l i e n t  c o n t r o l  env ironm en t e v a lu a t io n s  m igh t d i f f e r .
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CHAPTER IV 

EXPERIMENTAL DESIGN AND PROCEDURE

T h is  c h a p te r  d e s c r ib e s  th e  r e s e a r c h  p ro c e d u re s  and d e s ig n  o f  t h i s  

s tu d y . The fo llo w in g  s e c t io n s  p ro v id e  an i n t r o d u c t io n  and a  d is c u s s io n  

o f  b o th  p h a ses  o f  th e  r e s e a rc h  e f f o r t .  P hase  I  d e a ls  w i th  th e  

i d e n t i f y i n g  o f  c o n t r o l  env ironm en t a t t r i b u t e s  w h ile  P hase  I I  i s  

con cern ed  w ith  i n v e s t i g a t in g  a u d i t o r s '  e v a lu a t io n s  o f  th e s e  a t t r i b u t e s  

in  a  r e a l - w o r ld  a u d i t  s e t t i n g .

I n t r o d u c t io n

A number o f  Big E ig h t f irm s  a d d re s s  some o f  th e  co n c ern s  o f  

t h i s  s tu d y  in  t h e i r  p r e l im in a ry  i n t e r n a l  c o n t r o l  a u d i t  w ork. They 

have d ev e lo p ed  c o n t r o l  env ironm en t ( e . g . ,  P e a t ,  M arwlck, M itc h e l l  &

Co. and E rn s t  & W hinney), g e n e ra l  c o n t r o l  ( e . g . ,  Coopers & L y b ra n d ), 

o r  s p e c i a l  r i s k  ( e . g . ,  D e l o l t t e ,  H ask ins & S e l l s )  e v a lu a t io n  c h e c k l i s t s  

to  a s s i s t  t h e i r  a u d i to r s  i n  a s s e s s in g  th e s e  a u d i t  i s s u e s .  The 

u n d e r ly in g  a ssu m p tio n  in  th e  d e s ig n  o f  m ost o f  th e s e  form s i s  t h a t  

th e y  n eed  to  be e q u a l ly  a p p l ic a b le  to  a  v a r i e ty  o f  c l i e n t s .  As a 

r e s u l t ,  t h e r e  a r e  u s u a l ly  o n ly  a  few s p e c i f i c  i s s u e s  a d d re s se d  on 

th e s e  c h e c k l i s t s .  The e x p lo r a to r y  n a tu r e  o f  t h i s  s tu d y  a n d , in d e e d , 

th e  n eb u lo u s  c h a r a c t e r i s t i c s  o f  th e  t a s k  u n d e r e x a m in a tio n , make 

th e  s k e tc h in e s s  o f  th e s e  in s tru m e n ts  in a p p r o p r ia te  f o r  a p p l i c a t i o n  

h e r e .  M oreover, th e s e  p rep ack ag ed  a id s  a re  in a p p r o p r ia te  f o r  t h i s
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s tu d y  b e c au se  th e y  in c o r p o r a te  " . . .  a ssu m p tio n s  t h a t  t h e i r  d e s ig n e rs  

have a l r e a d y  i d e n t i f i e d  th e  o r g a n iz a t io n a l  and e n v iro n m e n ta l p r o p e r t i e s  

d e s e rv in g  a t t e n t i o n "  [H edberg e t  a l . ,  1976, p . 5 3 ] . The p u rp o se  o f  

t h i s  s tu d y  i s  to  c o n s id e r  a  w ide v a r i e ty  o f  c o n t r o l  en v iro n m en t 

a t t r i b u t e s  w i th in  a  v a r i e t y  o f  c l i e n t  c o n te x ts .

P hase  I

B ecause o f  th e  p iec e m e a l ap p ro ach  ta k e n  i n  i d e n t i f y i n g  c o n tr o l  

env ironm en t a t t r i b u t e s  in  b o th  th e  o r g a n iz a t io n a l  b e h a v io r  and 

a c c o u n tin g  l i t e r a t u r e s ,  t h i s  s t u d y 's  i n i t i a l  o b je c t iv e  was to  d e te rm in e  

w hat a t t r i b u t e s  p o t e n t i a l l y  com p'rise o r  have  an  im pact on a  c o n tr o l  

en v iro n m en t. I n  o th e r  w ords, what a t t r i b u t e s  can  be d e s c r ib e d  a s  

c o n t r ib u t in g  to  o r  c o n s t i t u t i n g  a  c l i e n t ' s  c o n t r o l  env ironm en t?

S tep  1

The f i r s t  s te p  ta k e n  i n  co m p ilin g  an  a p p r o p r ia te  l i s t i n g  o f  c o n tr o l  

env ironm en t a t t r i b u t e s  In v o lv e d  in te r v ie w in g  a u d i t o r s .  At l e a s t  one 

p r a c t i c e  o f f i c e  a u d i to r  (m ost o f te n  a p a r t n e r ) , from  each  o f  th e  B ig 

E ig h t f irm s  was in te rv ie w e d . A ll  in te r v ie w s  to o k  p la c e  d u r in g  A p r i l  

and May 1983 and w ere conducted  in  p e r s o n . The p a r t i c u l a r  a u d i to r s  

w ere chosen  b a sed  upon t h e i r  a f f i l i a t i o n  w ith  The P e n n sy lv a n ia  S ta te  

U n iv e r s i ty .  F ig u re  13 d e p ic t s  th e  p r o f i l e  o f  a u d i to r s  in te rv ie w e d  in  

t h i s  i n i t i a l  s t e p .

P r i o r  to  th e  in te r v ie w s ,  each  o f  th e  a u d i to r s  was s e n t  a  b r i e f  

d e s c r ip t io n  o f  th e  r e s e a rc h  q u e s t io n s  t h a t  c o n s t i tu t e d  t h i s  s tu d y .

They w ere  t o ld  t h a t  th e  p u rp o se  o f  th e  in te r v ie w s  was to  p ro v id e  a 

b ra in s to rm in g  s e s s io n  i n  o r d e r  to  g e n e ra te  s p e c i f i c  n o t io n s  and
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Rank Firm C ity

P a r tn e r Touche Ross P h i la d e lp h ia
P a r tn e r D e l o i t t e ,  H ask in s  & S e l l s P h i la d e lp h ia
P a r tn e r P e a t ,  M arwlck M itc h e l l P h i la d e lp h ia
P a r tn e r P r ic e  W aterhouse P h i la d e lp h ia
P a r tn e r Coopers & Lybrand P h i la d e lp h ia
S u p e rv is o r E rn s t  & Whinney Columbus
P a r tn e r A rth u r  A ndersen P i t t s b u r g h
P r in c ip a l A rth u r  Young P h i la d e lp h ia

F ig u re  13

A u d ito r  P r o f i l e  in  S te p  1 In te rv ie w s

d e s c r ip t i o n s  o f  r e l e v a n t  c o n t r o l  env ironm en t a t t r i b u t e s .  None o f  th e  

a u d i to r s  w ere g iv en  a  p r e l im in a ry  l i s t i n g  o f  p o s s ib le  c o n t r o l  

en v iro n m en t a t t r i b u t e s .

S tep  2

In  o r d e r  to  complement and r e v i s e  th e  f in d in g s  from  S tep  1 , an 

a n a ly s i s  o f  a l l  r e l e v a n t  l i t e r a t u r e  was c o n d u c te d . A num ber o f  th e  

f irm s  r e p r e s e n te d  i n  S tep  1 n o t o n ly  p ro v id e d  t h e i r  p u b l ic ly  a v a i l a b l e  

l i t e r a t u r e  r e l a t e d  to  th e  to p ic  b u t  a l s o  p ro v id e d  some in -h o u s e ,  

p r o p r i e t a r y  m a te r i a l  ( e . g . ,  a u d i t  q u e s t io n n a i r e s ,  a u d i t  m an u a ls , e t c . ) .  

In  t o t a l ,  th e  l i t e r a t u r e  s o u rc e s  t h a t  w ere used  a r e  l i s t e d  below . 

Combined w ith  S tep  1 , th e  S tep  2 r e s u l t s  h e lp e d  g e n e ra te  a  d e ta i l e d  

l i s t i n g  o f  i te m s  p o t e n t i a l l y  i d e n t i f i e d  as  c o n t r o l  env ironm en t 

a t t r i b u t e s .

(1) P u b l ic ly  a v a i l a b l e  B ig E ig h t l i t e r a t u r e

(2) In -h o u s e , p r o p r i e t a r y  B ig  E ig h t l i t e r a t u r e  (5 o f  8 f irm s  
p ro v id e d  t h i s  in fo rm a tio n )
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(3) S e v e ra l  m ajo r a u d i t in g  te x tb o o k s

(4) S e v e ra l  r e c e n t  A ccoun ting  S e r ie s  R e le ase s  from  th e  SEC 
( th e  p a r t i c u l a r  ASRs w ere I d e n t i f i e d  by a  n a t i o n a l  o f f i c e  
p a r t n e r  I n  one o f  th e  B ig  E ig h t;  s e e  a ls o  E isenschm eid  and 
H ask in s  [1983])

(5) S e v e ra l  AICPA com m ittee  r e p o r t s

(6 ) S e v e ra l  GAO r e p o r t s

(7 ) R e le v an t s e c t io n s  from  th e  A u d itin g  S ta n d a rd s  B o a rd 's  
S ta te m e n ts  on A u d itin g  S ta n d a rd s

F i f t y - f i v e  (55) p o t e n t i a l  a t t r i b u t e s  w ere i d e n t i f i e d  a s  a  r e s u l t

o f  p e rfo rm in g  S te p s  1 and 2 .

S tep  3

The f i n a l  s te p  o f  P hase  1 was perfo rm ed  f o r  th e  p u rp o se  o f  

e v a lu a t in g ,  re v ie w in g  and r e v i s in g  t h i s  p re lim im a ry  l i s t  o f  p o t e n t i a l  

c o n tr o l  env ironm en t a t t r i b u t e s .  I t  was im p o r ta n t  to  d e te rm in e  th e  

v a l i d i t y ,  co m p le ten ess  , r e le v a n c e  and u n d e r s t a n d a b i l i ty  o f  th e  l i s t .

I n  o r d e r  to  do t h i s ,  I n te rv ie w s  w ith  B ig E ig h t a u d i to r s  w ere once 

a g a in  u n d e r ta k e n . However, p a r tn e r s  w ere chosen  from  th e  E x e c u tiv e  

O f f ic e s  o f  th e  r e s p e c t iv e  f i rm s . The re a s o n  f o r  t h i s  i s  t h a t  th e s e  

p a r tn e r s  w ould be more concerned  w ith  th e  n o rm a tiv e  q u e s t io n  o f  sh o u ld  

th e s e  i te m s  e n te r  I n to  an a u d i t o r s '  c l i e n t  c o n t r o l  env ironm en t e v a lu a t io n .

In  t o t a l ,  f iv e  such  in te rv ie w s  w ere cond u c ted  d u r in g  J u ly  1983.

The p r o f i l e  o f  in te rv ie w e e s  i s  shown In  F ig u re  14 .

Once th e  p a r tn e r s  in v o lv e d  a g re e d  to  rev iew  th e  l i s t i n g ,  th ey  

w ere p ro v id e d  w ith  a  b r i e f  d i s c u s s io n  o f  th e  r e s e a rc h  s tu d y ,  a lo n g  

w ith  a  l i s t i n g  o f  th e  55 i te m s . A week o r  two l a t e r  th e  in te rv ie w s  

w ere c o n d u c ted , fo c u s in g  on t h i s  l i s t .  As a  r e s u l t  o f  t h i s  s t e p ,
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P a r tn e r Coopers and Lybrand New York
P a r tn e r P r ic e  W aterhouse New York
P a r tn e r P e a t ,  M arwick M itc h e l l New York
P a r tn e r A rth u r Young New York
P a r tn e r A rth u r  A ndersen Chicago

F ig u re  14

A u d ito r  P r o f i l e  In  S tep  3 In te rv ie w s

a  f i n a l  l i s t i n g  o f  f o r t y - e i g h t  (48) a t t r i b u t e s  was d e r iv e d  ( se e  

A ppendix A ).

Most o f  th e  comments made by th e  p a r tn e r s  w ere  s u g g e s t io n s  

co n c e rn in g  th e  com bining o f  I te m s , e la b o r a t io n s  and c l a r i f i c a t i o n s  t h a t  

w ere n eeded . Some o f  t h e i r  c o n je c tu r e  was t h a t  I f  th e  c o n t r o l  

co n cep t d id  n o t  a p p e a r  on an I n t e r n a l  c o n t r o l  q u e s t io n n a i r e ,  th e n  I t  

would n o t  g e t  much, I f  a n y , a u d i t  a t t e n t i o n .  They a ls o  made th e  

d i s t i n c t i o n  t h a t  u n d e rs ta n d in g  th e  n a tu r e  o f  a  p a r t i c u l a r  c o n t r o l  

co n cep t a s  I t  a f f e c t s  a c l i e n t  does n o t  n e c e s s a r i ly  mean t h a t  th e  

a u d i to r  had to  t e s t  and e v a lu a te  I t .  In  g e n e ra l ,  th e y  b e l ie v e d  t h a t  

th e  more " b u s in e s s  o r ie n te d  th in k in g "  th e  a u d i to r  d id ,  th e  b e t t e r  th e  

c l i e n t  s e r v ic e  h e /s h e  co u ld  p ro v id e  w hich w ould go w e ll  beyond a n y th in g  

r e q u i r e d  f o r  a  f i n a n c i a l  s ta te m e n t  o p in io n  and would In c lu d e  a  number 

o f  th e  c o n t r o l  env ironm en t c o n c ep ts  I d e n t i f i e d  In  t h i s  s tu d y .
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Phaae II

Q u e s t io n n a ire  D evelopm ent and P i l o t  T e s t

P hase  I I  o f  th e  r e s e a rc h  t a s k  in v o lv e d  th e  developm ent o f  th e  

r e s e a r c h  in s t ru m e n t— a  q u e s t io n n a i r e .  H aving e s ta b l i s h e d  th e  r e s e a rc h  

o b je c t iv e s  o f  i n t e r e s t  ( s e e  C h ap te r I I I )  and h a v in g  com piled  a  l i s t  

o f  p o t e n t i a l l y  r e l e v a n t  c o n t r o l  env ironm en t a t t r i b u t e s  (A ppendix A ), 

a  p r e l im in a r y  q u e s t io n n a i r e  was d e v e lo p e d . The q u e s t io n n a ir e  c o n ta in e d  

fo u r  s e c t i o n s .  Three o f  th e  s e c t io n s  s o l i c i t e d  In fo rm a tio n  r e l a t e d  

to  th e  in d e p e n d e n t v a r i a b le s  d is c u s s e d  in  C h ap te r I I I .  These s e c t io n s  

in v o lv e d  c l i e n t  p r o f i l e ,  a u d i t  f irm , and p a r t i c i p a n t  p r o f i l e  

q u e s t io n n a i r e s .  T h is  dem ographic d a ta  w i l l  be used  to  c a te g o r iz e  

re sp o n se s  d u r in g  th e  d a ta  a n a ly s i s  p ro c e s s  (C h a p te r V p ro v id e s  a 

summary o f  th e  num ber o f  re sp o n d e n ts  by each  dem ographic v a r i a b l e s '  

c a t e g o r i e s ) . The f o u r th  s e c t io n  d e a l t  d i r e c t l y  w ith  a u d i to r  o p in io n s  

c o n c e rn in g  th e  48 c o n t r o l  env ironm en t a t t r i b u t e s .  Each o f  th e  fo u r  

r e s e a rc h  o b j e c t iv e s ,  a s  p re s e n te d  i n  C h ap te r I I I ,  w ere t r a n s l a t e d  i n to  

a  q u e s t io n .  T h e re fo re , f o r  e ach  o f  th e  48 p o t e n t i a l  c o n tr o l  

en v iro n m en t a t t r i b u t e s ,  th e  same fo u r  q u e s tio n s  w ere a sk ed , e ach  one 

a d d re s s in g  a  d i f f e r e n t  r e s e a rc h  o b je c t iv e .  In  a d d i t io n  to  d e v e lo p in g  

th e  p r e l im in a ry  q u e s t io n n a i r e ,  r e l e v a n t  in t r o d u c to r y  rem ark s , co v er 

l e t t e r s ,  i n s t r u c t io n s  and exam ples w ere d ev e lo p e d .

The p e r t i n e n t  m a te r i a ls  f o r  c o n d u c tin g  th e  s tu d y  w ere th e n  p i l o t  

t e s t e d .  The p r o f i l e  o f  th e  p a r t i c i p a n t s  i n  th e  p i l o t  t e s t  a re  

r e f l e c t e d  i n  F ig u re  15.
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Rank L o c a tio n

P a r tn e r ,  CPA 
P a r tn e r ,  CPA 
M anager, CPA

A rth u r  A ndersen , Chicago
P e a t ,  M arwick & M itc h e l l ,  Mew York
Touche R oss, P h i la d e lp h ia

P r o f e s s o r ,  CPA 
A s s o c ia te  P r o f e s s o r ,  CPA 
A s s i s t a n t  P r o fe s s o r  
G raduate  S tu d e n t ,  CPA

U n iv e rs i ty  o f  U tah 
P e n n sy lv a n ia  S t a t e  U n iv e r s i ty  
B oston  U n iv e r s i ty  
P e n n sy lv a n ia  S ta te  U n iv e r s i ty

F ig u re  15

P i l o t  T e s t P a r t i c i p a n t  P r o f i l e

I t  sh o u ld  be n o te d  t h a t  none o f  th e  p i l o t  t e s t  p a r t i c i p a n t s  

w ere p a r t i c i p a n t s  in  th e  f i n a l  a d m in is t r a t io n  o f  th e  q u e s t io n n a ir e  

n o r  in v o lv e d  i n  th e  p r e l im in a r y  i n te r v ie w s .  The p i l o t  t e s t  was 

conducted  from  mid A ugust th ro u g h  mid S ep tem ber, 1983. D e ta ile d  

re sp o n se s  w ere o b ta in e d  from  a l l  p a r t i c i p a n t s  and th e  r e s e a rc h  in s tru m e n t 

was m o d if ie d  a c c o rd in g ly .

F in a l  Q u e s t io n n a ire

F iv e  im p o r ta n t  changes i n  th e  q u e s t io n n a i r e  d e s ig n  r e s u l t e d  

from  th e  p i l o t  s tu d y . F i r s t  o f  a l l ,  i t  became o b v io u s  t h a t  an 

u n a c c e p ta b le  l e v e l  o f  am b ig u ity  e x is t e d  in  r e g a rd s  to  c e r t a i n  

te rm in o lo g y . As a  r e s u l t ,  d e f i n i t i o n s  f o r  th e  fo llo w in g  term s w ere 

p ro v id e d  i n  th e  i n s t r u c t i o n s  accom panying e a ch  o f  th e  f i n a l  q u e s t io n n a ir e  

b o o k le ts :  c o n t r o l  e n v iro n m en t, a d m in is t r a t iv e  c o n t r o l ,  a c c o u n tin g

c o n tr o l ,  a u d i t  r i s k ,  in h e r e n t  r i s k ,  and c o n t r o l  r isk .'* ' The f i n a l  s e t  

o f  i n s t r u c t i o n s  to  th e  p a r t i c i p a n t s  i s  in c lu d e d  i n  A ppendix E.

^The d e f i n i t i o n s  p ro v id e d  w ere from  o f f i c i a l  AICPA announcem ents.
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S eco n d ly , th e  p a r t i c i p a n t s  found t h a t  m aking e s t im a te s  o f  a u d i t

tim e  d e v o ted  to  e v a lu a t in g  e a ch  c o n t r o l  env ironm en t a t t r i b u t e  was an

I n a p p r o p r ia te  means o f  e v a lu a t in g  th e  d e g re e  to  w hich  th e  a t t r i b u t e s

w ere deemed to  be Im p o r ta n t .  T h e re fo re , u n l ik e  Joyce  [1976] who used

a u d i t  h o u r  a l l o c a t i o n s  and Mock and T u rn e r  [1979J who used  p lan n ed

sam ple s i z e s  to  a s s e s s  th e  r e l a t i v e  im p o rta n c e  o f  th e  I n t e r n a l  c o n t r o l

s e t t i n g  th e y  p r e s e n te d ,  t h i s  q u e s t io n n a i r e  e l i c i t e d  e v a lu a t io n s  o f

im p o rta n c e  a lo n g  a  f iv e - p o in t  L lk e r t - ty p e  s c a l e .  One end p o in t

I n d ic a te d  "no" im p o rtan ce  and th e  o t h e r  r e f l e c t e d  " a  v e ry  g r e a t"

d e a l  o f  im p o rta n c e . Some p s y c h o lo g is ts  have  shown t h a t  d e c is io n

m akers can n o t a c c u r a te ly  r e f l e c t  t h e i r  a t t i t u d e s  o r  judgm en ts on a

c o n tin u o u s  s c a l e  when s u b je c te d  to  m u l t ip le  s t im u l i  [D oy le , 1 9 7 7 ];

th u s  th e  u se  o f  th e  n om ina l s c a le s  [ in  t h i s  c a se  o r d i n a l ] .  A lso ,

in  re g a rd s  to  th e  s c a l e ,  i t  sh o u ld  be n o te d  t h a t  a  " s ta n d a rd "  L ik e r t

s c a le  in v o lv e s  seven  n om ina l c a te g o r ie s  ra n g in g  from  s t r o n g ly  a g re e

to  s t r o n g ly  d is a g r e e  w i th  th e  mid p o in t  b e in g  a  n e u t r a l  c a te g o ry .

H aving a lr e a d y  e s ta b l i s h e d  th e  f a c t  t h a t  a l l  48 o f  th e  a t t r i b u t e s

c o n ta in e d  in  th e  q u e s t io n n a i r e  w ere r e l e v a n t  in  c e r t a i n  s e t t i n g s  v ia

p e rfo rm an ce  o f  P hase  I  a c t i v i t y ,  th e  r e l e v a n t  o p in io n s  to  s o l i c i t  in

th e  f i n a l  a d m in is t r a t io n  o f  th e  q u e s t io n n a i r e  w ere more a p p r o p r ia te ly

d i r e c te d  tow ards a s s e s s in g  th e  d e g re e  o f  r e le v a n c e .  T h e re fo re , th e

l a b e l in g  o f  th e  d i s c r e t e  c a te g o r ie s  a v a i l a b l e  f o r  a u d i to r  re sp o n se s

d e v ia te d  from  th e  s ta n d a rd  L ik e r t  c a te g o r ie s  and th e y  w ere la b e le d
2

a s  shown i n  A ppendix E. A d d i t io n a l  j u s t i f i c a t i o n  f o r  o n ly  f iv e  

2
The l a b e l in g  o f  th e  f iv e  re sp o n se  c a te g o r ie s  was i d e n t i c a l  to  t h a t  

u sed  by McMahon and Iv a n c e v ic h  [1976] in  t h e i r  s tu d y  o f  c o n t r o l  in  a 
m a n u fa c tu r in g  f irm  and s im i l a r  to  th e  f iv e  p o in t  s c a l e  u sed  by C lancy 
and C o l l in s  [1979].
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re sp o n se  c a te g o r i e s ,  r a t h e r  th a n  th e  t r a d i t i o n a l  s e v e n , h a s  been 

p re s e n te d  by K e r l in g e r  [1 9 7 3 ]. M oreover, many £ irm s and a u d i t in g  

te x tb o o k s  accustom  a u d i to r s  to  t h in k  in  term s o f  f iv e  l e v e l s  i n  

t h e i r  o v e r a l l  i n t e r n a l  c o n t r o l  e v a lu a t io n s  by r a t i n g  i n t e r n a l  

c o n t r o l s  a s  u n r e l i a b l e ,  p o o r , f a i r ,  good , and e x c e l l e n t  ( s e e  f o r  

exam ple R o b ertso n  and D avis [1 9 8 2 ]) . I t  th u s  seems r e a s o n a b le  to  

e v a lu a te  c o n t r o l  env ironm en t a t t r i b u t e s  s i m i l a r l y .

A t h i r d  o u tg ro w th  o f  th e  p i l o t  t e s t  was th e  recom m endation to  

s t r e a m lin e  th e  In s tru m e n t i t s e l f .  In  o th e r  w ords, th e  q u e s t io n s  

sh o u ld  e a ch  be w r i t t e n  and p re s e n te d  in  a  p a r a l l e l  f a s h io n  i n  o r d e r  to  

red u ce  c o n fu s io n  and in c r e a s e  th e  e a se  and sp eed  w ith  w hich  th ey  c o u ld  

be a d d re s s e d . A ppendix E r e f l e c t s  th e  way i n  w hich  t h i s  was a c h ie v e d .

The f o u r th  recom m endation im plem ented was to  " a n c h o r"  th e  

e v a lu a t io n s  o f  th e  c o n t r o l  en v iro n m en t a t t r i b u t e s ,  i . e . ,  p ro v id e  a 

r e f e r e n c e  p o in t .  T h is  cou ld  be acco m p lish ed  i n  two w ays. One way 

would be to  p ro v id e  a  ca se  s c e n a r io  d e p ic t in g  a  h y p o th e t i c a l ,  r e a l -  

w orld  c l i e n t .  M ost i n t e r n a l  c o n t r o l  r e s e a rc h  u t i l i z e s  t h i s  ap p ro ach  

( s e e  f o r  exam ple Nanni [1 9 8 1 ], Mock and T u rn e r  [1 9 8 1 ]) . T h is 

a p p ro ach  was n o t  chosen  due to  th e  b e l i e f  t h a t  th e  c o n t r o l  env ironm en t 

e v a lu a t io n s  o f  a u d i to r s  depend upon th e  v a r i e t i o u s ,  p e r s o n a l  c o n te x t  

o f  an a c tu a l  a u d i t .  T h e re fo re , th e  second  a l t e r n a t i v e  was ad o p ted  

w h ich  a sked  th e  a u d i to r s  to  re sp o n d  i n  r e g a rd s  to  a  s p e c i f i c  c l i e n t  

w hich th e y  w ere c u r r e n t ly  a u d i t in g  o r  had r e c e n t ly  co m p le ted .

The l a s t  m ajo r p i l o t  s tu d y  recom m endation was a  s u g g e s t io n  t h a t  

r e sp o n d e n ts  be g iv en  th e  o p p o r tu n i ty  to  p ro v id e  e x p la n a t io n s  f o r  t h e i r
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answ ers i n  c e r t a i n  in s t a n c e s .  A ppendix E r e f l e c t s  th e  way t h i s  

recom m endation was in c o r p o r a te d .

F in a l  A d m in is tra t io n

S u b je c ts

P r a c t i c in g  a u d i to r s  w ere th e  s u b je c t s  re q u e s te d  to  com plete  th e  

q u e s t io n n a i r e .  Due to  th e  le n g th  o f  th e  In s tru m e n t ( th e  a v e rag e  

tim e to  com ple te  a l l  m a te r i a ls  d u r in g  th e  p i l o t  t e s t  was a p p ro x im a te ly  

one and a  h a l f  h o u rs )  i t  was im p o r ta n t  to  r e c r u i t  one p r in c i p a l  

l i a i s o n  a t  each  o f  th e  B ig  E ig h t o f f i c e s  p a r t i c i p a t i n g .  C o n ta c ts  

w ere m ain ly  th e  p e o p le  who had been  c o n s u lte d  on th e  p r o je c t  from  

i t s  in c e p t io n  and  any o th e r  p e o p le  ( e i t h e r  p a r tn e r s  o r  m anagers) t h a t  

e x p re s se d  an I n t e r e s t  to  h e lp .  I t  was up to  th e  c o n ta c t  p e rso n  to  s e l e c t  

th e  a u d i t  team (s) t h a t  would be g iv en  th e  q u e s t io n n a i r e s .  L ik e w ise , 

i t  was a ls o  up to  th e  c o n ta c t  p e rso n  to  s e l e c t  th e  a u d i t  engagem ent 

to  be u sed  a s  th e  a u d i t  team s ' r e f e r e n c e  p o i n t .  D e ta i le d  v e rb a l  and 

w r i t t e n  i n s t r u c t i o n s  w ere g iv en  to  th e  c o n ta c t  p e o p le  a lo n g  w ith  

th e  a p p ro p r ia te  number o f  q u e s t io n n a i r e s  f o r  th e  a u d i to r s  th ey  had 

s e le c te d .  The o n ly  r e s t r i c t i o n s  p la c e d  upon th e  c h o ic e s  o f  engagem ents 

made by th e  c o n ta c ts  w ere:

(1 ) th e  c l i e n t ( s )  sh o u ld  be p u b l ic ly  t r a d e d ;
(2 ) th e  c l i e n t ( s )  sh o u ld  n o t  be a  h o ld in g  company;
(3 ) t h e i r  o f f i c e  sh o u ld  be th e  p r i n c i p a l  a u d i to r s  o f  th e  

c l i e n t ;
(4 ) each  team  member, com prised  o f  one j u n i o r ,  s e n io r ,  m anager 

and p a r t n e r ,  sh o u ld  be g iv en  a  q u e s t io n n a i r e  to  be 
com pleted  in  th e  c o n te x t  o f  th e  d e s ig n a te d  engagem ent;

(5 ) th e  team  members sh o u ld  n o t  c o l l a b o r a t e  i n  c o m p le tin g
th e  q u e s t io n n a i r e ;  and

(6) no d u p l ic a t io n  o f  a u d i t  team  members sh o u ld  e x i s t .
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The s e l e c t i o n  o f  p a r t i c i p a n t s  was n o t  random n o r  w ere  th e r e  

any m onetary  i n c e n t iv e s  o f f e r e d  to  th e  p a r t i c i p a n t s .  The e x te n t  

o f  c a re  e x e rc is e d  by  th e  p a r t i c i p a n t s  a s  w e l l  a s  th e  number o f  

q u e s t io n n a ir e s  r e tu r n e d  was l a r g e ly  a  f u n c t io n  o f  th e  commitment 

and c o n s c ie n t io u s n e s s  w i th  w hich th e  c o n ta c t  p e rs o n  e x e c u te d  h i s  

r o l e .  T h e re fo re , a  g r e a t  d e a l  o f  tim e  was d e v o ted  to  c u l t i v a t i n g  

th e s e  p a r t i c u l a r  p e o p le . There was no d i r e c t  com m unications w ith  

i n d iv id u a l  p a r t i c i p a n t s .  F ig u re  16 d e p ic t s  th e  r e l e v a n t  f a c t s  

c o n c e rn in g  th e  d i s t r i b u t i o n  o f  th e  q u e s t io n n a i r e .

P h i la d e lp h ia  P i t t s b u r g h  New York O ther

E r n s t  & Whinney X
A rth u r  A ndersen X
A rth u r  Young X
Coopers & Lybrand X
D e l o i t t l e ,  H ask ins

& S e l l s  X
P r ic e  W aterhouse X
P e a t ,  M arwick,

M itc h e l l  X
Touche Ross X

X
X
X
X

X
X

X
X

X
X

X
X

X
X

Columbus
W ashington,D C , H ouston

Colum bus, Chicago

A tla n ta *
H ouston

W ashing ton , DC

*This c o n ta c t  a ls o  r e c r u i t e d  a  team  a t  G reensbo ro .

F ig u re  16 

F irm  and L o c a tio n  o f  C o n ta c ts

As can be seen  from  F ig u re  1 6 , th e r e  w ere 30 p e o p le  who a g re e d  

to  s e rv e  a s  c o n ta c t  p e o p le  w ith  31 d i f f e r e n t  B ig E ig h t o f f i c e s .  Of th e  

t h i r t y  c o n ta c t  p e o p le , tw en ty  a g re e d  to  r e c r u i t  two a u d i t  team s e a c h , 

seven  a g re e d  to  r e c r u i t  o n ly  one a u d i t  team , and th r e e  a g re e d  to  r e c r u i t
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th r e e  team s. In  t o t a l ,  228 q u e s t io n n a i r e s  w ere d i s t r i b u t e d .  Each 

o f  th e  c o n ta c t  p e o p le  w ere r e s p o n s ib le  f o r  th e  d is s e m in a t in g , 

c o l l e c t i n g ,  and r e tu r n in g  o f  th e  q u e s t io n n a i r e s .

Sequence o f  E ven ts

The t im in g  o f  th e  d i s t r i b u t i o n  o f  th e  q u e s t io n n a i r e s  was 

o r c h e s t r a te d  to  g e n e ra l ly  c o in c id e  w ith  th e  c o m p le tio n  o f  th e  

I n te r im  w ork o f  th e  s e le c te d  engagem ent I f  I t  was a  December 31 

c l i e n t .  T h is  was v iew ed a s  o p tim a l due to  th e  to p ic  o f  th e  s tu d y  

b u t was n o t  a p r e c o n d i t io n  f o r  th e  s e l e c t i o n  o f  a u d i t  team s.

P r io r  to  th e  m a ilin g  o f  any q u e s t io n n a i r e s ,  th e  c o n ta c t  p e rso n  

was c a l l e d .  No q u e s t io n n a i r e s  w ere m ailed  u n t i l  th e  c o n ta c t  p e rso n  

had been p e r s o n a l ly  In form ed  t h a t  th e y  would be p u t  In  th e  m a ll 

th e  n e x t  day and any l a s t  m inu te  I n s t r u c t i o n s  o r  q u e s t io n s  w ere 

com m unicated. The f i r s t  group o f  q u e s t io n n a ir e s  w ere m a ile d  O c to b e r 17 , 

1983, and th e  l a s t  ones w ere m a ile d  November 2 , 1983.

For any q u e s t io n n a i r e s  t h a t  had n o t  been  r e tu r n e d  w i th in  th re e  

weeks o f  t h e i r  m a i l in g , a  second  r e q u e s t  l e t t e r  was s e n t  to  th e  

c o n ta c t .  A f te r  a n o th e r  th r e e  weeks e la p s e d ,  any c o n ta c t  p e o p le  who 

had n o t  r e tu r n e d  q u e s t io n n a ir e s  w ere c a l l e d  and rem inded o f  th e  need  

to  fo llo w -u p  w ith  t h e i r  a u d i t  team s. The f i r s t  group o f  com pleted  

q u e s t io n n a i r e s  was re c e iv e d  on November 18 , 1983, and th e  l a s t  ones 

w ere re c e iv e d  F eb ru ary  3 , 1984.

Q u e s t io n n a ire  B o o k le t

The q u e s t io n n a ir e s  s e n t  to  each  c o n ta c t  p e rso n  w ere o rg a n iz e d  in  

groups o f  fo u r ,  one f o r  each  a u d i t  team  member. Each q u e s t io n n a i r e  was



www.manaraa.com

88

bound in d iv id u a l ly  to  form  a  b o o k le t .  A ll  o f  th e  q u e s t io n n a ir e s  

c o n ta in e d  th e  same th r e e  s e c t io n s :  i n s t r u c t i o n s  to  th e  p a r t i c i p a n t ,

th e  c o n t r o l  env ironm en t a t t r i b u t e  s e c t i o n ,  and a  p a r t i c i p a n t  p r o f i l e  

s e c t i o n .  However, one o u t o f  e ach  fo u r  b o o k le ts  c o n ta in e d  an a d d i t io n a l  

f o u r th  and f i f t h  com ponent. These a d d i t io n a l  s e c t io n s  w ere a  c l i e n t  

p r o f i l e  and a u d i t  f irm  q u e s t io n n a i r e .  I t  was o n ly  n e c e s s a ry  t h a t  

one member from  e a ch  a u d i t  team  p ro v id e  t h i s  in fo rm a tio n  s in c e  th e  

o th e r  th r e e  members would o n ly  be d u p l ic a t in g  i t .  The m anager o r  p a r tn e r  

o f  th e  engagem ent was th e  one to  r e c e iv e  th e  b o o k le t  w ith  th e s e  two 

a d d i t io n a l  s e c t io n s .  The c l i e n t ,  a u d i t  f irm  and p a r t i c i p a n t  p r o f i l e  

s e c t io n s  a r e  c o n ta in e d  i n  Appendix E a lo n g  w ith  th e  p rim ary  q u e s t io n n a i r e .  

T o g e th e r th e y  r e p r e s e n t  an e n t i r e  q u e s t io n n a i r e  b o o k le t .

The p u rp o se  o f  th e  i n s t r u c t i o n s  s e c t io n  i n  th e  f r o n t  o f  e ach  b o o k le t  

was to  in tr o d u c e  th e  s tu d y , d e f in e  key c o n c e p ts ,  f a m i l i a r i z e  th e  

p a r t i c i p a n t  w ith  th e  rem a in in g  s e c t io n s  i n  th e  b o o k le t ,  and to  

i n s t r u c t  th e  p a r t i c i p a n t  on how to  p ro p e r ly  i n d i c a t e  t h e i r  re sp o n se s  

to  th e  q u e s t io n s .  The c o v e r  l e t t e r  a t t a c h e d  to  each  b o o k le t ,

Appendix D, was f o r  th e  p u rp o se  o f  p e r s o n a l iz in g  th e  r e s e a r c h  r e q u e s t  

and convey ing  th e  im p o rtan ce  o f  t h e i r  c o n t r ib u t io n .

The c o n t r o l  env ironm en t a t t r i b u t e  s e c t io n  fo llo w ed  th e  

i n s t r u c t i o n s .  Each page in  t h i s  s e c t io n  p re s e n te d  a  d i f f e r e n t  one 

o f  th e  48 a t t r i b u t e s  d e r iv e d  from  P hase  I  o f  th e  s tu d y . For each  

a t t r i b u t e ,  th e  same fo u r  q u e s t io n s  w ere a sk e d . The pages w ere 

d u p l ic a te d  back  to  back  and th e  f i r s t  s h e e t  c o n ta in e d  two exam ples o f  

how to  p ro p e r ly  mark re s p o n s e s . The o rd e r in g  o f  th e  c o n t r o l  env ironm en t 

a t t r i b u t e s  was random ized in  each  b o o k le t .  The s h e e ts  (ea c h  s h e e t  h av in g
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two pages and th u s  two a t t r i b u t e s )  w ere random ized  by b lo c k s .  T here 

w ere sev en  b lo c k s  e a ch  r e p r e s e n t in g  a  g ro u p in g  o f  r e l a t e d  a t t r i b u t e s .

In  o r d e r  to  p e rfo rm  th e  ra n d o m iz a tio n , e a c h  b lo c k  was a s s ig n e d  

a  num ber. A t a b l e  o f  random d i g i t s  ta k e n  from  R o b ertso n  and D avis 

[1982, p . 280] was u se d . A s e v e n - d ig i t  number w ith  d i g i t s  one th ro u g h  

sev en  was d e r iv e d . The b lo c k s  o f  c o n t r o l  en v ironm en t a t t r i b u t e s  w ere 

th e n  sequenced  i n  e a ch  b o o k le t  a c c o rd in g  to  th e  o r d e r  o f  th e  d i g i t s  

a p p e a r in g  in  th e  random num ber.

The t h i r d  s e c t io n  common to  a l l  b o o k le ts  ( i t  a c tu a l l y  was 

p la c e d  l a s t  i n  th e  b o o k l e t s ) , was d e s ig n e d  to  g a th e r  dem ographic 

d a ta  from  e ach  o f  th e  a u d i to r s .  E ig h t i te m s  o f  in fo rm a tio n  w ere 

re q u e s te d  a lo n g  th e  d im ensions d is c u s s e d  i n  C h ap te r I I I  c o n c e rn in g  

in d ep e n d e n t v a r i a b l e s .  The ite m s  s o l i c i t e d  w ere :

(1 ) F irm  a f f i l i a t i o n
(2) Y ears o f  a u d i t  e x p e r ie n c e
(3) P o s i t io n  t i t l e
(4) O f f ic e  lo c a t io n
(5) P r io r  p r o f e s s io n a l  e x p e r ie n c e
(6) C l ie n t  mix e x p e r ie n c e
(7) Types o f  s p e c i a l i z e d  a u d i t  t r a i n in g
(8) Academic d e g re e ( s )

In  a d d i t io n ,  t h i s  s e c t io n  c o n ta in e d  a  s h o r t  d e b r ie f in g  

q u e s t io n n a i r e .  P a r t i c i p a n t s  w ere ask ed  to  p ro v id e  in fo rm a t io n  in  

r e g a rd s  to :

(1 ) I n t e r e s t  in  th e  e x e r c is e
(2 ) C la r i ty  o f  th e  i n s t r u c t i o n s
(3) C om prehensiveness o f  th e  c o n t r o l  en v iro n m en t a t t r i b u t e s  

p re s e n te d
(4) Time ta k e n  to  com plete  th e  e x e r c is e
(5) Any o t h e r  r e l e v a n t  comments

T h is  in fo rm a tio n  was used  to  d e te rm in e , in  p a r t ,  i f  u n a c c e p ta b le  

re sp o n se  b ia s e s  e x is t e d .
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The f o u r th  s e c t io n  (o n ly  a p p e a r in g  i n  one team  m em ber's b o o k le t ) ,  

a sk ed  f o r  c l i e n t  in fo rm a t io n . The in fo rm a tio n  so u g h t was g e n e ra l  

enough to  a l l a y  th e  co n c ern s  o f  th e  a u d i to r s  r e g a rd in g  c l i e n t  

c o n f i d e n t i a l i t y .  In  p a r t i c u l a r  th e  In fo rm a tio n  so u g h t was r e l a t e d  t o :

(1) C l ie n t  in d u s t r y
(2) Management S t r a te g y
(3) T urnover
(4 ) T o ta l  a s s e t s
(5) Change i n  t o t a l  a s s e t s
(6) T o ta l  d e b t  to  t o t a l  a s s e t s  r a t i o
(7) Change in  n e t  incom e
(8) Type o f  in fo rm a tio n  sy stem
(9) D is p e rs io n  o f  o p e ra t in g  f a c i l i t i e s

(10) Management s t r u c t u r e
(11) P r e d i c t a b i l i t y  o f  f i n a n c i a l  p e rfo rm an ce
(12) C o n tro l e t h i c  o f  a c c o u n tin g  management
(13) C o n tro l e t h i c  o f  management i n  g e n e ra l

T h is  d a ta  r e p r e s e n t s  p o t e n t i a l  d im en sio n s a lo n g  w hich  a u d i to r  

a s se ssm e n ts  o f  th e  im p o rtan ce  o f  c e r t a i n  c o n t r o l  en v iro n m en t a t t r i b u t e s  

m igh t d i f f e r .  C h ap te r I I I  c o n ta in e d  a  d i s c u s s io n  o f  th e s e  p o t e n t i a l  

in d e p e n d e n t v a r i a b l e s .

The f i f t h  s e c t io n  ( a ls o  o n ly  a p p e a r in g  in  one team  m em ber's 

b o o k le t ) ,  d e a l t  w ith  c e r t a i n  a u d i t  f irm  c h a r a c t e r i s t i c s .  The in fo rm a tio n  

re q u e s te d  p e r t a in e d  to :

(1 ) Y ears a f f i l i a t e d  w ith  c l i e n t
(2 ) E x is te n c e  o f  s p e c i a l i z a t i o n  i n  t h i s  c l i e n t ' s  in d u s t r y
(3) Number o f  a u d i t in g  p r o f e s s io n a l s  in  th e  o f f i c e
(4) Change i n  num ber o f  a u d i t in g  p r o f e s s io n a l s
(5) Changes i n  a u d i t  team  a s s ig n e d  to  t h i s  c l i e n t

These f a c t o r s  r e p r e s e n t  th e  o p e r a t i o n a l i z a t i o n  o f  th e  a u d i t  f irm  

in d e p e n d e n t v a r i a b le s  d is c u s s e d  i n  C h ap te r I I I .
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O th er M a te r ia ls

S e v e ra l  o th e r  m a te r i a ls  w ere u sed  In  a d m in is te r in g  th e  

q u e s t io n n a i r e .  F i r s t  o f  a l l ,  a  s e p a r a te  s e t  o f  i n s t r u c t i o n s  to  th e  

c o n ta c t  p e o p le  was n e c e s s a ry  in  o r d e r  to  in fo rm  them o f  t h e i r  r o le  

and r e s p o n s i b i l i t y .  A ppendix C c o n ta in s  th e s e  i n s t r u c t i o n s .  A co v er 

s h e e t  was a ls o  s e n t  to  th e  c o n ta c t  p e o p le , one f o r  e a ch  b o o k le t  

th ey  re c e iv e d . T h is  c o v e r  s h e e t  i s  a ls o  c o n ta in e d  in  A ppendix C and 

p ro v id e d  th e  means by w hich  th e y  co u ld  i n s t r u c t  th e  p a r t i c i p a t i n g  

a u d i to r s  r e g a rd in g  th e :

(1 ) C l i e n t  engagem ent r e f e r e n t
(2 ) D ate  to  be com pleted
(3 ) Where to  r e tu r n  th e  com pleted  b o o k le t

In  some c a se s  th e s e  c o v e r  s h e e ts  w ere removed p r i o r  to  t h e i r  r e tu r n  

f o r  c o n f i d e n t i a l i t y  re a so n s  b u t o th e r  l a b e l l i n g  g u a ra n te e d  t h a t  

b o o k le ts  p e r t a in i n g  to  th e  same c l i e n t  w ere i d e n t i f i a b l e .  Appendix B 

c o n ta in s  an exam ple o f  th e  c o v e r  l e t t e r  s e n t  to  a l l  c o n ta c t  p eo p le  

w hich accom panied th e  b o o k le ts  f o r  them to  d i s t r i b u t e .

L a s t ly ,  form s (a  copy i s  p r e s e n te d  a t  A ppendix F) w ere s e n t  

to  each  c o n ta c t  p e rso n  t h a t  co u ld  be used  f o r  p a r t i c i p a n t s  t o :

(1 ) R eq u est a  copy o f  th e  s tu d y 's  r e s u l t s
(2) P ro v id e  a  l i s t i n g  o f  r e le v a n t  r e f e r e n c e s  t h a t  th ey  

would recommend

A lso , a  s e l f - a d d r e s s e d  r e tu r n  e n v e lo p e , l a r g e  enough f o r  a l l  o f  

t h e i r  b o o k le ts  was s e n t  to  e a ch  c o n ta c t  p e rs o n .
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C o n tro ls

The p rim ary  means o f  c o n t r o l  p la c e d  upon th e  e x e c u tio n  o f  th e  

r e s e a rc h  ta s k  by th e  p a r t i c i p a t i n g  a u d i t o r s ,  c o n s is te d  o f  u s in g  

m a n a g e ria l l e v e l  c o n ta c t  p e o p le  and p ro v id in g  th e  p a r t i c i p a n t s  w i th  

an a c t u a l ,  r e c e n t  c l i e n t  c o n te x t .  The q u e s t io n n a i r e s  w ere p e r s o n a l ly  

d i s t r i b u t e d  to  th e  a u d i t  team  members a t  t h e i r  r e s p e c t iv e  o f f i c e s  

by e i t h e r  an a u d i t  m anager o r  p a r t n e r .  These c o n ta c t  p e o p le  p ro v id e d  

an I n t r o d u c t io n  to  th e  t a s k  as w e l l  a s  th e  due d a te s  and t h e i r  

en d o rsem en t. T h is  ap p ro ach  I s  s im i l a r  to  th e  norm al way t h a t  a u d i t  

a ss ig n m en ts  would be com m unicated.

One im p o r ta n t  co n cern  in  any r e s e a r c h  fo c u s in g  on p a r t i c i p a n t  

a t t i t u d e s  o r  o p in io n s  i s  w h e th e r  o r  n o t  th e  r e s e a r c h  In s tru m e n t 

evokes th e  p a r t i c i p a n t ' s  t r u e  a t t i t u d e .  Cook and S e l l t i z  [1964] 

a s s e r t  t h a t  an a t t i t u d e  can n o t be d i r e c t l y  m easured b u t t h a t  i t  h as  to  

be i n f e r r e d  from  some s o r t  o f  b e h a v io r  such  a s  s e l f - r e p o r t i n g  in

q u e s t io n n a i r e s .  I t  sh o u ld  be n o te d  t h a t  a s  C hein [1978] s t a t e s ,

a t t i t u d e s  In v o lv e  p e rc e p t io n s  and m o tiv a t io n s ,  and b e c au se  o f  c e r t a i n  

a t t i t u d e s  a  p e rso n  may p e rc e iv e  o b je c t s  d i f f e r e n t l y  from  someone e l s e .  

Chein a ls o  w arns t h a t  s p e c i f i c  b e h a v io rs  can n o t r e l i a b l y  be 

p r e d ic te d  from  In fo rm a tio n  on som eone 's  a t t i t u d e s  b e c au se  in  some c a se s

p e o p le  may a c t  c o n tr a ry  to  t h e i r  a t t i t u d e s .  Such an  o b s e rv a t io n  has

a ls o  been  n o te d  i n  th e  a c c o u n tin g  l i t e r a t u r e  ( e . g . ,  D irsm ith  and 

Lew is [1 9 8 2 ]) . In  o r d e r  to  be a s  s u c c e s s f u l  a s  p o s s ib le  in  e l i c i t i n g  

r e a l i s t i c  a t t i t u d e s ,  th e  e n t i r e  q u e s t io n n a ir e  used  i n  t h i s  s tu d y  

r e q u i r e d  t h a t  th e  a u d i to r s  u s e , a s  a  r e f e r e n c e  p o i n t ,  a  s p e c i f i c  c l i e n t
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engagem ent t h a t  th ey  w ere c u r r e n t ly  p e rfo rm in g  o r  had r e c e n t ly  

co m p le ted . The p a r t i c u l a r  engagem ent was s p e c i f i e d  f o r  each  engagem ent 

team  by th e  c o n ta c t  p e o p le . I t  I s  assum ed t h a t  such  a  c o n t r o l  

I n c r e a s e s  th e  l ik e l ih o o d  o f  a c q u ir in g  r i c h ,  d e s c r i p t i v e  d a ta  c o n c e rn in g  

w hat a u d i to r s  a c tu a l l y  do r a t h e r  th a n  a s k in g  them , In  a r t i f i c i a l  

s e t t i n g s ,  w hat th e y  w ould do.

One o th e r  co n cern  In v o lv e s  r e a c t i v e  b ia s  o r  w hat I s  som etim es 

r e f e r r e d  to  a s  e x p e r im e n ta l  demand. Runkel and McGrath [1972] 

s u g g e s t  t h a t  p a r t i c i p a n t s '  p e rc e p t io n s  o f  and a t t i t u d e s  tow ard  su ch  a 

s tu d y  and tow ard  th e  r e s e a r c h e r ,  may e f f e c t  t h e i r  r e s p o n s e s . However, 

th e  s u b je c t  m a t te r  o f  t h i s  s tu d y  I s  one t h a t  I s  a c q u ir in g  more 

v i s i b i l i t y  and d i s c u s s io n  w i th in  th e  p r o f e s s io n a l  l i t e r a t u r e  so I t  

sh o u ld  n o t  have been  view ed as  o f f e n s iv e ,  I r r e l e v a n t  o r  t r i v i a l .  In  

f a c t ,  a s  some f irm s  move more tow ards a  ju d g m en ta l r a t h e r  th a n  p ro 

gram m atic e v a lu a t io n  ap p ro ach  re g a rd in g  I n t e r n a l  c o n t r o l s  ( s e e  f o r  

I n s ta n c e  D lrsm lth  and M c A llis te r  [1 9 8 2 ], Nanni [1984] and C ushing 

and Loebbecke [1983]) th e  co n c ern s  r a i s e d  In  t h i s  s tu d y  a r e  e x a c t ly  

some o f  th o s e  b e in g  d e a l t  w i th  by th e s e  f irm s . M oreover, th e r e  a re  

o n ly  a  few I n s ta n c e s  w here th e  p a r t i c i p a n t s  knew th e  r e s e a r c h e r  and th e  

anonym ity  o f  th e  p a r t i c i p a n t s  was e a s i l y  m a in ta in e d  I f  th ey  so 

d e s i r e d .  An a n a ly s i s  o f  th e  d e b r ie f in g  q u e s t io n s ,  p r e s e n te d  In  th e  

n e x t  c h a p te r ,  a ls o  o f f e r s  one means by w hich th e s e  p o t e n t i a l  co n cern s  

can be e v a lu a te d .
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Summary

The s e c t io n s  above d is c u s s e d  th e  two p h a ses  o f  t h i s  r e s e a rc h  

s tu d y . In  p a r t i c u l a r ,  th e  d e r iv a t io n  o f  th e  c o n t r o l  env ironm en t 

a t t r i b u t e s ,  th e  m o d if ic a t io n s  prom pted by th e  p i l o t  s tu d y , and th e  

a d m in is te r in g  o f  th e  f i n a l  q u e s t io n n a ir e  w ere e a ch  d e s c r ib e d .  D e ta i l s  

c o n c e rn in g  th e  s tu d y 's  p a r t i c i p a n t s  and a  p r e l im in a r y  d a ta  a n a ly s i s  

w ere d e f e r r e d  to  th e  n e x t  c h a p te r .
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CHAPTER V

PRELIMINARY DATA REVIEW

T h is  c h a p te r  rev iew s th e  r e s u l t s  o f  a d m in is te r in g  th e

q u e s t io n n a i r e  d e s c r ib e d  In  C h ap te r IV. The p u rp o se  o f  t h i s  rev iew

I s  to  p ro v id e  a  background  f o r  th e  d e t a i l e d  a n a ly s i s  o f  th e

p a r t i c i p a n t s '  re sp o n se s  p re s e n te d  I n  C h ap te r V I.

I t  sh o u ld  be r e c a l l e d  t h a t  th e  r e s e a rc h  s t r a t e g y  em ployed

I s  one o f  s e l f - r e p o r t i n g  by a u d i to r s  w ith  a  sam ple su rv e y  In s tru m e n t .

t y p i c a l l y ,  su ch  an ap p ro ach  I s  u s e fu l  when:

. . . th e  r e s e a r c h e r  does n o t  b e l ie v e  I t  c r u c i a l  to  
d e s ig n  a  s p e c i a l  s e t t i n g  In  w hich to  c o l l e c t  d a ta  
from  th e  a c t o r .  . . . [Runkel and M cGrath, 1972, p .  83]

However, I t  sh o u ld  be r e c a l l e d  t h a t  a u d i to r  re s p o n s e s  w ere

e l i c i t e d  w i th in  a  s p e c i f i c  c l i e n t  c o n te x t .  T h e re fo re , th e  s e t t i n g  o f

a  p a r t i c u l a r  c l i e n t  I s  im p o r ta n t b u t i t  i s  a  s e t t i n g  beyond th e  c r e a t io n

and c o n t r o l  o f  th e  r e s e a r c h e r .  B ecause b o th  th e  a c to r s  and th e

s e t t i n g s  a r e  f a c t o r s  o f  i n t e r e s t  i n  t h i s  s tu d y , a  number (24) o f

dem ographic v a r i a b le s  w ere o b ta in e d . T here w i l l  be no a tte m p t  to

g e n e r a l iz e  th e  f in d in g s  o f  t h i s  s tu d y  to  a l l  th e  p o p u la t io n s  r e p r e s e n te d

by th e s e  dem ographic v a r i a b le s .  R a th e r , th e  f in d in g s  o f  t h i s  s tu d y

c o n s t i t u t e  f a c t s  r e l a t e d  to  th e  sam ple and th e y  w i l l  s e rv e  to  r a i s e

is s u e s  and co n cern s  t h a t  sh o u ld  p o s s ib ly  be a d d re s s e d  w i th in  th e

l a r g e r  s p h e re  o f  a u d i t in g .

The n e x t  s e c t io n  p ro v id e s  a  summary o f  t lie  dem ographic v a r i a b le s

a c q u ire d  v ia  th e  r e tu r n e d  q u e s t io n n a i r e s .  The second  s e c t i o n  o f  t h i s
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c h a p te r  a s s e s s e s  th e  l ik e l ih o o d  t h a t  th e  p a r t i c i p a n t s '  r e s p o n s e s  m igh t 

be d i f f e r e n t i a l l y  a f f e c t e d  due to  fo u r  p o t e n t i a l l y  m e d ia tin g  a t t i t u d e s .  

T h is  d e b r ie f in g  p a r t  o f  th e  q u e s t io n n a ir e  s o l i c i t e d  re s p o n s e s  r e g a rd in g  

th e  r e s p o n d e n ts ' a t t i t u d e s  c o n c e rn in g  th e  i n s t r u c t i o n s  and th e  

c o iq ile te n e s s  o f  th e  e x e r c i s e  a s  w e l l  a s  t h e i r  i n t e r e s t  i n  co m p le tin g  

th e  q u e s t io n n a i r e .  A lso , th e y  w ere g iv en  a  q u e s t io n  c o n c e rn in g  th e  

l e n g th  o f  tim e  th e y  to o k  to  com ple te  th e  q u e s t io n n a i r e .  Based upon 

th e s e  I n d i c a to r s ,  and th e  comments made on an  open-ended  q u e s t io n  a t  

th e  end o f  th e  q u e s t io n n a i r e  b o o k le t ,  no r e tu r n e d  b o o k le t  was deemed 

u n a c c e p ta b le  f o r  I n c lu s io n  in  th e  d a ta  b a s e .  T h is  c h a p te r  c o n c lu d es  

w ith  a  summary o f  th e  dem ographic d a ta  f o r  p a r t i c i p a n t s  and an  a sse ssm e n t 

o f  th e  d a t a 's  q u a l i t y .

D em ographics

As d is c u s s e d  in  C h ap te rs  I I I  and IV , th r e e  form s o f  dem ographic 

in fo rm a tio n  w ere c o l l e c t e d  b e c au se  one o f  th e  p rim a ry  p u rp o se s  o f  t h i s  

s tu d y  i s  to  d e te rm in e  i f  p a r t i c i p a n t  re s p o n s e s  d i f f e r e d  a c c o rd in g  to  

a u d i t o r ,  a u d i t  f irm , a n d /o r  c l i e n t  dem ographic c h a r a c t e r i s t i c s .

A u d ito r  V a r ia b le s

A u d ito rs  w ith  d i f f e r e n t  y e a rs  o f  a u d i t  e x p e r ie n c e  n o rm a lly  

have d i f f e r e n t  r e s p o n s i b i l i t i e s  on an  engagem ent. In  o r d e r  to  

i n v e s t i g a t e  i f  d i f f e r i n g  l e v e l s  o f  e x p e r ie n c e  in f lu e n c e  a u d i t o r s '  

c o n t r o l  en v iro n m en t e v a lu a t io n s ,  a u d i to r s  from  th e  fo u r  p rim a ry  ran k s  

found in  m ost B ig E ig h t f irm s  w ere u t i l i z e d .  The a u d i t  team s 

p a r t i c i p a t i n g  i n  t h i s  s tu d y  c o n s is te d  o f  one a s s i s t a n t ,  one s e n io r ,
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one m anager and one p a r t n e r  ( th e  te rm in o lo g y  may d i f f e r  a c ro s s  

f irm s  b u t  th e  l e v e l s  and fu n c t io n s  do n o t ) .

The f i n a l  sam ple was com prised  o f  t h i r t y - s i x  a u d i t  a s s i s t a n t s ,  

f o r t y - t h r e e  s e n io r s ,  tw en ty -tw o  m anagers, and f o r t y - f i v e  p a r t n e r s .

I t  sh o u ld  be  n o te d  t h a t  th e  a c tu a l  d a ta  a c q u ire d  was i n  term s o f  

y e a rs  o f  e x p e r ie n c e  r a t h e r  th a n  ra n k s . However, a s s i s t a n t s  a r e  

assum ed to  have two y e a rs  o r  l e s s  o f  e x p e r ie n c e  w h ile  s e n io r s  n o rm a lly  

have th r e e  to  f i v e  y e a rs  o f  e x p e r ie n c e .  M anagers a r e  v iew ed a s  

h a v in g  s i x  to  e ig h t  y e a rs  o f  a u d i t  e x p e r ie n c e  w h ile  p a r tn e r s  have 

n in e  o r  m ore.

P r i o r  w ork e x p e r ie n c e  was a ls o  deemed to  be a  p o t e n t i a l l y  

r e l e v a n t  f a c t o r .  Only tw e n ty - s ix  o f  th e  f i n a l  sam ple o f  146 had 

o th e r  p r o f e s s io n a l  work e x p e r ie n c e  p r i o r  to  j o in in g  t h e i r  r e s p e c t iv e  

a c c o u n tin g  f i rm s . Hie ty p e  e x p e r ie n c e  n o te d  was g e n e r a l ly  f in a n c ia l  

i n  n a tu r e  and m inim al i n  d u r a t io n .

F o rty -tw o  o f  th e  p a r t i c i p a n t s  l a b e le d  th em se lv es  a s  h a v in g  an 

a u d i t  s p e c i a l t y  o f  some ty p e . A s p e c i a l t y  was a r b i t r a r i l y  d e f in e d  

a s  sp e n d in g  f i f t y  p e rc e n t  o r  more o f  o n e ’s  c h a rg e a b le  a u d i t  tim e  on 

c l i e n t s  i n  one p a r t i c u l a r  i n d u s t r y .

In  term s o f  s p e c i a l i z e d  t r a i n i n g  and academ ic d e g re e s , t h e  f i n a l  

sam ple was a g a in  v a r ie d .  Tw enty-seven a u d i to r s  had  fo rm a l com puter 

a u d i t  t r a i n i n g ,  w h ile  t h i r t y - f o u r  had some s o r t  o f  s p e c i a l i z e d  

in d u s t r y  t r a i n i n g .  S ix te e n  p a r t i c i p a n t s  had  b o th  ty p e s  o f  t r a i n i n g ,  

and s ix t y - n in e  had n e i t h e r  t y p e .  Academic t r a i n i n g  c h a r a c t e r i s t i c s  

w ere a  l i t t l e  l e s s  v a r ie d  a s  o n ly  t h i r t y  a u d i to r s  had  d e g re e s  beyond 

th e  b a c h e lo r 's  l e v e l .
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A u d it F irm  V a r ia b le s

I t  i s  p o s s ib le  t h a t  an  a u d i t o r 's  f irm  a f f i l i a t i o n  and g e o g ra p h ic  

lo c a l e  m igh t in f lu e n c e  h i s  a s se ssm e n t o f  a  c l i e n t ' s  c o n t r o l  e n v iro n m en t. 

T h is  c o u ld  be p o s s ib le  due to  d i f f e r i n g  f irm  p h i lo s o p h ie s  and l o c a l  

" c u l t u r a l "  e x p e c ta t io n s .  E ig h t d i f f e r e n t  f irm s  in  e ig h t  d i f f e r e n t  

c i t i e s  com prised  th e  f i n a l  sam p le . T ab le  1 r e f l e c t s  th e  s u b j e c t s '  

d ls p e r s o n  a c ro s s  f irm s  and c i t i e s  a s  w e l l  a s  i n d i c a t i n g  th e  r e s p e c t iv e  

re sp o n se  r a t e s  to  th e  q u e s t io n n a i r e .  In  t o t a l ,  re sp o n se s  from  

f o r ty  o f  th e  o r i g i n a l  f i f t y - s e v e n  a u d i t  team s w ere r e c e iv e d .  The 

f i n a l  a u d l t o r - p a r t i c i p a n t  re sp o n se  r a t e  was 64%.

T able  1

Response R ates by F irm  and C ity  o f  S u b je c ts  
( re sp o n se  r a t e  n o te d  o n ly  i f  o th e r  th a n  100%)

Firm PHIL PITT NYC DC COLS HOUS ATL CHIC T o ta l

A 11(92) 8 8 8 35

B 3(75) 8 0 11

C 4(50) 8 7(88) 0 8a 19

D 6(75) 12 0 10(63) 28

E 8 3(38) 4 15

F 3(38) 4 0 3(75) 10

G 0 8 0 7(88) 15

H _ 7 (8 8 ) _ 2 (2 5 ) _ 4 (5 0 )
— — —  — 13

T o ta l 42 53 11 11 4 15 10 146
-----------

E ig h t q u e s t io n n a i r e s  w ere r e tu r n e d  from  t h i s  o f f i c e ,  b u t  th ey  
w ere r e c e iv e d  to o  l a t e  to  be in c lu d e d  i n  th e  d e t a i l e d  d a ta  a n a ly s i s .
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As can be se en  from  T ab le  1 , m ost re s p o n d e n ts  w ere from  th e  

P h i la d e lp h ia  o r  P i t t s b u r g h  o f f i c e s .  T h is  may n o t  be enough o f  a 

g e o g ra p h ic  d i s p e r s io n  to  h ig h l i g h t  d i f f e r i n g  l o c a l  c u l t u r a l  e x p e c ta t io n s .  

I t  sh o u ld  a l s o  be n o te d  t h a t  n o t  a l l  o f  th e  B ig E ig h t w ere s o l i c i t e d  

in  e v e ry  c i t y  d e p ic te d .  C o n ta c t p e o p le  w ere u t i l i z e d  o n ly  i n  th o se  

c i t i e s  w i th  an  e n tr y  i n  th e  t a b l e  ( z e ro  v a lu e s  and th e  o t h e r s ) .

The New York C ity  p r a c t i c e  o f f i c e s  ten d e d  n o t to  resp o n d  due to  

th e  r e s e a r c h  c o n ta c t  p e rso n  b e in g  i n  th e  E x e c u tiv e  O f f ic e s  and 

t h e r e f o r e  n o t  h av in g  th e  d i r e c t  l i n e  to  an a u d i t  team  in  th e  f i e l d .

From lo o k in g  a t  T ab le  1 and s e e in g  t h a t  a l l  o f  th e  B ig E ig h t f irm s  

p a r t i c i p a t e d ,  i t  may be assum ed t h a t  th e r e  i s  no f irm  re sp o n se  b i a s .

I n  g e n e r a l ,  f irm s  t h a t  o r i g i n a l l y  a g re e d  to  p a r t i c i p a t e  and th en  

l a t e r  w ithd rew  re tu r n e d  t h e i r  m a te r i a l s  w i th in  th r e e  to  fo u r  w eeks.

A t y p ic a l  n e g a t iv e  re sp o n se  o f  t h i s  s o r t  was r e c e iv e d  w ith  a  co v er 

l e t t e r  su ch  a s  th o se  p o r tr a y e d  i n  F ig u re s  17 and 18 ( l e t t e r h e a d s  

and s ig n a tu r e s  have been d e l e t e d ) .

The com ple ted  m a te r i a l s ,  from  th o se  team s who d id  p a r t i c i p a t e ,  

w ere g e n e r a l ly  r e tu r n e d  w i th in  a  t h r e e -  to  n in e -w e e k  p e r io d .  In  

re v ie w in g  th o s e  t h a t  w ere th e  l a t e s t  ones r e tu r n e d ,  th e y  had 

s t i l l  been com pleted  d u r in g  th e  i n t e r n a l  c o n t r o l  p h a ses  o f  th e  

r e s p e c t iv e  engagem ents, a l b e i t  th e  l a t t e r  s ta g e s  o f  t h a t  a re a  o f  

a u d i t  a t t e n t i o n .  In  g e n e ra l ,  i f  th e  m a te r i a l s  w ere n o t  r e tu rn e d  

p r i o r  to  th e  f i r s t  p a r t  o f  December, th e y  w ere n o t  r e tu r n e d  u n t i l  

mid o r  l a t e  Ja n u a ry . The t y p i c a l  re a so n  f o r  th e  d e la y  was due to  

th e  h o l id a y s .  I t  sh o u ld  a ls o  be n o te d  t h a t  no a u t h o r i t a t i v e  

pronouncem ents from  th e  AICPA, th e  SEC, e t c . ,  p e r t a in i n g  to
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November 16, 1983

Mr. Mark E . H ask ins
409 B u s in e ss  A d m in is tra t io n  B ldg .
P e n n sy lv a n ia  S ta te  U n iv e r s i ty  
U n iv e r s i ty  P a rk , PA 16802

Dear Mr. H a sk in s :

I  am s o r r y  t h a t  I  was n o t  s u c c e s s f u l  i n  fo llo w in g  th ro u g h  w ith  
y o u r su rv e y . A p p a re n tly  i t  was p o o r  t im in g . Our p e o p le  a re  e x tre m e ly  
busy  a t  t h i s  tim e  g e a r in g  up f o r  th e  y e a r  end .

A f te r  re v ie w in g  th e  m a te r i a l  i n  y o u r su rv e y  i t  seem s t h a t  i t  
would n o t  be p r a c t i c a l  to  e x p e c t them  to  ta k e  on t h i s  a d d i t io n a l  
bu rden  a t  t h i s  t im e . I t  i s  d i f f i c u l t  to  f in d  e a ch  member o f  a  team , 
who w orked on a  p a r t i c u l a r  engagem ent t o g e th e r ,  t h a t  i s  n o t  h e a v ily  
in v o lv e d  i n  c l i e n t  m a t te r s  a t  t h i s  tim e  o f  th e  y e a r .  T h e re fo re , 
c o m p le tin g  th e  su rv e y  f o r  a l l  l e v e l s  w ould ta k e  some t im e .

I  am r e tu r n in g  y o u r  m a t e r i a l s ,  and a g a in  I  am s o r r y  i t  i s  n o t  
co m p le te . Good lu c k  w ith  y o u r work and p e rh a p s  a t  some f u tu r e  
tim e I  can be o f  more h e lp .

S in c e r e ly ,

F ig u re  17

A N e g a tiv e  Response to  th e  
R esearch  P a r t i c i p a t i o n  R equest
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December 2, 1983

PERSONAL

Mr. Mark E. H ask in s  
409 B u s in e ss  A d m in is tra t io n  B u ild in g  
The P e n n s y lv a n ia  S ta te  U n iv e r s i ty  
U n iv e r s i ty  P a rk , PA 16802

Dear Mark:

U n fo r tu n a te ly ,  I t  i s  o u r  d e c is io n  n o t  to  p a r t i c i p a t e  In  y o u r  s tu d y . 
T h is  d e c is io n  i s  l a r g e ly  b ased  on th e  f a c t  t h a t  o u r  p e o p le  a r e  
e x tre m e ly  busy  and w i l l  c o n tin u e  to  be th ro u g h  th e  n e x t  fo u r  
m onths. I t  i s  u n r e a l i s t i c  a t  t h i s  tim e  f o r  us to  a s k  them  to  ta k e  
th e  tim e  t h a t  th e  p ro p e r  co m p le tio n  o f  y o u r su rv e y  r e q u i r e s .

S in c e r e ly ,

F ig u re  18

A N e g a tiv e  R esponse to  th e  
R esearch  P a r t i c i p a t i o n  R equest
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I n t e r n a l  c o n t r o l s ,  w ere I s s u e d  d u r in g  th e  p e r io d  o v e r  w hich  th e  

m a te r i a ls  w ere o u ts ta n d in g .  T h e re fo re , th e r e  I s  no su c h  e x te r n a l  

s t im u lu s  d i f f e r e n t i a l l y  I n f lu e n c in g  th e  e a r l y  v s .  l a t e  re s p o n d e n ts . 

T y p ic a l p o s i t i v e  re sp o n se  l e t t e r s  from  c o n ta c t  p e o p le  a r e  e x h ib i te d  

In  F ig u re s  19 and 20.

A no ther p a i r  o f  a u d i t  f irm  v a r i a b le s  d e a l t  w i th  th e  l e n g th  

o f  tim e th e  f irm  had a u d ite d  th e  p a r t i c u l a r  c l i e n t  w hich th e  

r e sp o n d e n ts  u sed  as  t h e i r  r e f e r e n c e ,  and w h e th e r  o r  n o t  th e  o f f i c e  

was a  s p e c i a l i s t  i n  th e  in d u s t r y  o f  t h a t  p a r t i c u l a r  c l i e n t .  The 

le n g th  o f  te n u re  o f  th e  f irm  w ith  th e  s e le c te d  c l i e n t s  was s e g re g a te d  

in to  fo u r  c a te g o r i e s .  T w en ty -fiv e  o f  th e  re sp o n d e n ts  w ere on engagem ents 

t h a t  t h e i r  o f f i c e  had h e ld  f o r  f i v e  y e a r s  o r  l e s s .  T w en ty -n ine  

re sp o n d e n ts  w ere on c l i e n t  engagem ents t h a t  had  been  w ith  t h e i r  

o f f i c e  f o r  s i x  to  te n  y e a r s .  F i r m /c l ie n t  r e l a t i o n s h ip  te n u r e s  o f  

e le v e n  to  f i f t e e n  y e a rs  and s ix t e e n  o r  more y e a rs  in v o lv e d  tw e n ty -  

seven  and s i x t y - f i v e  a u d i t o r s ,  r e s p e c t i v e ly .  M oreover, o f  th e  146 

r e s p o n d e n ts , s i x t y - s i x  w ere r e f e r e n c in g  c l i e n t  engagem ents t h a t  would 

be c o n s id e re d  an in d u s t r y  s p e c i a l t y  o f  t h e i r  r e s p e c t iv e  o f f i c e s .

I n d u s t r y  s p e c i a l t y  was assum ed i f  o v e r  20% o f  t h a t  o f f i c e ' s  c h a rg e a b le  

a u d i t  h o u rs  w ere on c l i e n t s  in  t h a t  p a r t i c u l a r  i n d u s t r y .  T here appears: 

to  be an a d e q u a te  d i s p e r s io n  a c ro s s  th e s e  v a r i a b le s  so  t h a t  d i f f e r e n c e s  

i n  re s p o n s e s  m igh t c le a v e  a lo n g  th e  d i f f e r e n t  c a te g o r i e s .

The l a s t  p a i r  o f  a u d i t  f irm  dem ographic v a r i a b le s  c a te g o r iz e s  

th e  dynam ic n a tu r e  o f  th e  o f f i c e s '  and th e  a u d i t  tea m s ' s t a f f i n g .  

F i f t y - e i g h t  a u d i to r s  w ere a f f i l i a t e d  w ith  o f f i c e s  t h a t  had grown 

s l i g h t l y  o v e r  th e  p a s t  th r e e  y e a r s .  F o r ty - s ix  re s p o n d e n ts  i n d ic a te d
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December 14, 1983

Mr. Mark H ask in s  
I n s t r u c t o r  o f  A cco u n tin g  
P e n n sy lv a n ia  S ta te  U n iv e r s i ty  
409 B u s in e ss  A d m in is tra t io n  B u ild in g  
U n iv e r s i ty  P a rk , P e n n sy lv a n ia  16802

Dear Mark:

I  am e n c lo s in g  th e  com pleted  p a c k e ts  f o r  y o u r d o c to r a l  
d i s s e r t a t i o n  s tu d y . You c e r t a i n l y  have u n d e rta k e n  a  c h a l le n g in g  
a re a  to  e v a lu a te .  I  am lo o k in g  fo rw ard  to  s e e in g  th e  r e s u l t s  o f  
y o u r s tu d y .

I  a p o lo g iz e  a g a in  f o r  any In co n v e n ien c e  i t  m igh t have caused  
you from  th e  d e la y  i n  r e tu r n in g  th e s e  p a c k e ts .  We have been  
v e ry  busy  I n  o u r  W ash ing ton , D.C. o f f i c e ,  and y o u r p a t ie n c e  h as  
been  a p p r e c ia te d .  P le a s e  l e t  me know i f  th e r e  i s  a n y th in g  
f u r t h e r  t h a t  I  m igh t a s s i s t  you  w i th .

S in c e r e ly ,

F ig u re  19

A P o s i t i v e  R esponse to  th e  
R esearch  P a r t i c i p a t i o n  R equest
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November 21, 1983

Mr. Mark E. H ask in s  
Ph.D . C an d id a te
The P e n n sy lv a n ia  S ta te  U n iv e rs i ty  
409 B u s in e ss  A d m in is tra t io n  B u ild in g  
U n iv e r s i ty  P a rk , P e n n s y lv a n ia  16802

Dear Mark:

At lo n g  l a s t  we a r e  r e tu r n in g  th e  e ig h t  q u e s t io n n a i r e s  t h a t  
you m a ile d  to  us weeks ag o . We have o p te d  f o r  th e  ap p ro ach  o f  n o t  
i d e n t i f y i n g  th e  company names f o r  e i t h e r  s e t  o f  q u e s t io n n a i r e s  and 
th u s  we have s im p ly  coded them  Company A and Company B. I n  b o th  
c a se s  th e  q u e s t io n n a i r e s  w ere com ple ted  f o r  an  a u d i t  i n  p ro c e s s  
f o r  th e  y e a r  ended December 31, 1983.

We a r e  a l l  i n t e r e s t e d  i n  a  summary o f  y o u r r e s u l t s  when th e y  
become a v a i l a b l e  and you s h o u ld  c o o rd in a te  d i s t r i b u t i n g  c o p ie s  
o f  y o u r su rv e y  th ro u g h  me. We h a v e , t h e r e f o r e ,  a v o id ed  th e  
co m p le tio n  o f  e ig h t  r e q u e s t  form s t h a t  you had p r e v io u s ly  s e n t  u s .

H aving t a lk e d  to  m ost o f  th e  i n d iv id u a l s  who com ple ted  th e  
q u e s t io n n a i r e s ,  I  th in k  i t  i s  s a f e  to  say  t h a t  p a r t i c i p a t i n g  in  
t h i s  p r o j e c t  was th o u g h t p ro v o k in g  and i n t e r e s t i n g .  A d m itte d ly , 
i t  to o k  a b o u t tw ic e  a s  lo n g  to  com ple te  th e  q u e s t io n n a i r e s  th an  
m ost o f  us had  a n t i c ip a t e d  when we f i r s t  skanned  them . I  hope we 
have added some m ea n in g fu l in fo rm a tio n  to  y o u r o v e r a l l  p ro c e s s .

B e s t o f  lu c k  in  c o m p le tin g  y o u r d i s s e r t a t i o n .

Very t r u l y  y o u rs ,

F ig u re  20

A P o s i t i v e  R esponse to  th e  
R esearch  P a r t i c i p a t i o n  R equest
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t h a t  t h e i r  o f f i c e s  had  grown a  g r e a t  d e a l ,  w h ile  t h i r t y - e i g h t  I n d i 

c a te d  no s u b s t a n t i a l  s h r in k a g e  o r  g row th  In  t h e i r  o f f i c e s .  Only fo u r  

a u d i to r s  resp o n d ed  t h a t  t h e i r  o f f i c e  had d e c l in e d  s l i g h t l y .

In  r e g a rd s  to  a u d i t  team  s t a f f i n g ,  s e v e r a l  s i t u a t i o n s  e x i s t e d .  

I n d iv id u a l  changes t h a t  re s p o n d e n ts  n o te d  In v o lv e d  fo u r  p a r tn e r - o n ly  

ch an g es , seven  m anager-on ly  ch a n g es , and s e v e n ty - f iv e  o f  th e  146 

r e tu rn e d  b o o k le ts  w ere from  a u d i to r s  on engagem ents w i th  a  s e n io r -o n ly  

ch a n g e .^  Four b o o k le ts  r e f l e c t e d  a  p a r tn e r  and s e n io r  change w h ile  

e ig h te e n  I n d ic a te d  a  m anager and s e n io r  change on th e  a u d i t  team .

T here w ere a  t o t a l  o f  t h i r t y - e i g h t  r e tu r n e d  b o o k le ts  t h a t  r e p o r te d  

no change In  th e  a u d i t  team  p r o f i l e  from  th e  p re v io u s  y e a r .

C l ie n t  V a r ia b le s

S e v e ra l  d i f f e r e n t  ty p e s  o f  in fo rm a tio n  d e s c r ib in g  th e  un ique  

a s p e c ts  o f  th e  c l i e n t s  r e f e re n c e d  by th e  a u d i to r s  was a c q u ir e d .

In  many i n s t a n c e s ,  th e s e  v a r i a b le s  w ere  c lo s e ly  r e l a t e d  b u t  no fo rm al 

m easurem ent o f  t h i s  a s s o c i a t i o n  was deemed c r u c i a l  to  th e  s tu d y  

( e . g . ,  t o t a l  a s s e t s  may be r e l a t e d  to  th e  c l i e n t ' s  d e b t r a t i o ) .

Three ty p e s  o f  d e s c r ip to r s  w ere s o l i c i t e d .  The f i r s t  c a te g o ry  

In v o lv e d  o b j e c t iv e ,  n o n f in a n c ia l  d a ta .  C om prising t h i s  c a te g o ry  

was in fo rm a tio n  co n c e rn in g  th e  c l i e n t s '  i n d u s t r y ,  th e  c l i e n t ' s  

p e rs o n n e l  tu rn o v e r  o v e r  th e  l a s t  th r e e  y e a rs  and i t s  in fo rm a tio n  sy stem . 

T ab le  2 d e p ic t s  th e  c a te g o r iz a t io n s  a lo n g  th e s e  l i n e s .

H lo te  t h a t  I f  a l l  members o f  a  p a r t i c u l a r  a u d i t  team  r e tu r n e d  
t h e i r  b o o k le ts  and th e  team  had  e x p e r ie n c e d  a  s e n io r - o n ly  change, 
i t  w ould r e g i s t e r  a s  su ch  i n  a l l  fo u r  b o o k le ts .
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D is t r i b u t io n  o f  R esponden ts by C l ie n t  I n d u s t r y ,  

T urnover and In fo rm a tio n  System s
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A second  c a te g o ry  o f  c l i e n t  dem ographic In fo rm a tio n  can  be 

c h a r a c te r iz e d  a s  o b j e c t iv e ,  f i n a n c i a l  d e s c r i p t o r s .  The fo u r  v a r i a b le s  

i n  t h i s  c a te g o ry  w ere : t o t a l  a s s e t s ,  change i n  t o t a l  a s s e t s ,  t o t a l

d e b t d iv id e d  by t o t a l  a s s e t s ,  and change in  n e t  incom e. T ab le  3 

r e f l e c t s  th e  d i s p e r s io n  o f  re s p o n d e n ts  o v e r  th e s e  v a r i a b l e s '  c a te g o r i e s .

The f i n a l  c a te g o ry  o f  c l i e n t  d e s c r ip to r s  can be v iew ed 

a s  s u b je c t iv e  and n o n f in a n c la l .  These a r e  d e s c r ip t i o n s  o f  th e  

c l i e n t  b a sed  upon th e  p e rc e p t io n s  o f  one member o f  th e  a u d i t  team  

( e i t h e r  th e  m anager o r  p a r t n e r ) . In c lu d e d  i n  t h i s  c a te g o ry  w ere th e  

fo llo w in g :  m anagem ent's b u s in e s s  fo c u s ,  th e  d i f f u s io n  o f  th e  c l i e n t ' s

o p e r a t in g  s t r u c t u r e  and management s t r u c t u r e ,  th e  p r e d i c t a b i l i t y  

o f  th e  c l i e n t s '  f i n a n c i a l  p e rfo rm a n c e , and th e  c o n t r o l  e t h i c  o f  th e  

c l i e n t ' s  a c c o u n tin g  management and to p  m anagement. T ab le  4 sum m arizes 

th e  number o f  re sp o n d e n ts  a f f i l i a t e d  w ith  each  c a te g o ry  o f  th e s e  

c l i e n t  v a r i a b l e s .

R e p re s e n ta t iv e n e s s  o f  P o t e n t i a l  
E x p la n a to ry  V a r ia b le s

A l l  o f  th e  dem ographic v a r i a b le s  (24 i n  t o t a l )  w ere d is c u s s e d  

a t  l e n g th  i n  C h ap te r I I I .  The fo re g o in g  su m m ariza tio n  h a s  been  

p ro v id e d  i n  o r d e r  to  d e p ic t  th e  d i s t r i b u t i o n  o f  re sp o n d e n ts  a c ro s s  

th e s e  v a r i a b l e s '  c a te g o r i e s ,  le a d in g  to  th e  s u b je c t iv e  c o n c lu s io n  

t h a t  t h e i r  d i s t r i b u t i o n  p a t t e r n  w i l l  n o t  b i a s ,  a - p r i o r i ,  any p a r t i c u l a r  

outcom e. I t  sh o u ld  be  n o te d  a l s o ,  t h a t  i n  th e  a n a ly s i s  d e t a i l e d  in  

C h ap te r V I, th e  dem ographic v a r i a b le s  t h a t  c o n ta in  s p a r s e  c o u n ts  in  

c e r t a i n  c a te g o r ie s  ( e . g . ,  th e  " h ig h ly  d e c e n t r a l iz e d "  c a te g o ry  o f  th e  

v a r i a b le  "management s t r u c t u r e " ) ,  a r e  in  m ost i n s t a n c e s ,  combined
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Table 3
D i s t r i b u t i o n  o f  R esponden ts by C l ie n t  

F in a n c ia l  D em ographic V a r ia b le s

S$1Q0

38

T o ta l  A sse ts  
(0 0 0 .OOP's)

>$100
108

T o ta l

146

D ecrease

>5%

26

<5%

22

Change i n  T o ta l  A sse ts  

I n c r e a s e  No Change

>15% <14%

39 56

T o ta l

146

T o ta l  D e b t/T o ta l  A sse ts  

<40% >40%

110 32

T o ta l

142

D ecrease

Change In  N et Income

In c r e a s e
>30% <29% >30% 29%-20% <19% T o ta l

18 25 49 30 24 146
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Table 4
D is t r i b u t io n  o f  R esponden ts  by C l ie n t  F ocus, 
S t r u c t u r e ,  P r e d i c t a b i l i t y  and C o n tro l E th ic

I n t e r n a l

39

Top M anagem ents' Focus 

E x te rn a l  B alanced

20 87

T o ta l

146

H igh ly
D iffu s e d

34

O p e ra tio n ’ s S t r u c tu r e  ( f i v e  p o in t  s c a le )

H igh ly
L o c a liz e d  T o ta l

44 15 23 30 146

Management S t r u c tu r e  ( f i v e  p o in t  s c a le )

H ig h ly
D e c e n tra liz e d

H igh ly  
C e n tra l iz e d  T o ta l

23 18 43 58 146

P r e d i c t a b i l i t y  ( f i v e  p o in t  s c a le )

U n p re d ic ta b le  P r e d ic ta b le  T o ta l

8 20 19 59 40 146

A ccoun ting  M anagers' C o n tro l E th ic  ( f i v e  p o in t  s c a le )

Too L i t t l e  A p p ro p r ia te  Too Much T o ta l

0 14 110 22 0 146

Top M anagem ents' C o n tro l E th ic  ( f i v e  p o in t  s c a le )

Too L i t t l e  A p p ro p r ia te  Too Much T o ta l

4 28 92 22 0 146
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w ith  th e  a d jo in in g  c a te g o ry . T h is  p ro v id e s  l e s s  p o t e n t i a l l y  

d is c r im in a t in g  c le a v a g e  p o in t s  b u t  I t  s t r e n g th e n s  th e  s t a t i s t i c a l  

b a s i s  f o r  th e  a n a ly s i s  o f  th e  rem a in in g  c a te g o r i e s .

D e b r ie f in g  D ata

The f i n a l  page o f  th e  q u e s t io n n a i r e  b o o k le t  c o n ta in e d  fo u r  

d e b r ie f in g  q u e s t io n s  d e s ig n e d  to  d e te rm in e  q u e s t io n a b le  s u b je c t  

in v o lv em en t le a d in g  to  p o s s ib le  re sp o n se  b i a s e s .  The e n su in g  d is c u s s io n  

fo c u se s  on th e s e  I te m s . Im m ed ia te ly  fo llo w in g  t h i s  d i s c u s s io n  i s  a 

b r i e f  c o n c lu s io n  re g a rd in g  th e  im p l ic a t io n s  o f  th e  d e b r ie f in g  r e s u l t s .

T ab le  5 sum m arizes th e  a u d i t o r s '  re sp o n se s  to  th e  d e b r ie f in g  

q u e s tio n s  by f irm  and by y e a r s  o f  a u d i t  e x p e r ie n c e .  The p a r t i c i p a n t s '  

a t t i t u d e s  p e r t a in i n g  to  t h e i r  i n t e r e s t  i n  th e  t a s k  o f  co m p le tin g  

th e  q u e s t io n n a i r e ,  th e  c l a r i t y  o f  th e  t a s k 's  I n s t r u c t i o n s ,  and 

th e  co m prehensiveness  o f  th e  f o r t y - e i g h t  c o n t r o l  c o n c e p ts  in  d e p ic t in g  

a c o n tr o l  en v iro n m en t w ere s o l i c i t e d  a lo n g  a  s e v e n -p o in t  s c a l e  ( th e  

h ig h e r  th e  r a t i n g ,  th e  more f a v o ra b le  th e  r e s p o n s e ) . The f i n a l  

d e b r ie f in g  q u e s t io n  asked  f o r  th e  tim e s p e n t ,  i n  m in u te s , to  com plete  

th e  q u e s t io n n a ir e  b o o k le t .

In  g e n e ra l ,  th e  re s p o n d e n ts  found th e  t a s k  somewhat d u l l  as 

th e  mean re sp o n se s  w ere below  th e  m id -p o in t  o f  3 .5 .  The re sp o n d e n ts  

a l l  r a t e d  th e  c l a r i t y  o f  i n s t r u c t i o n s  above th e  m id -p o in t ,  s u g g e s t in g  

th ey  u n d e rs to o d  w hat th ey  w ere to  do . A lso , th e y  a l l  r a te d  th e  

com prehensiveness o f  th e  c o n c ep ts  above th e  m id -p o in t  i n d i c a t i n g  

t h a t  th e  48 c o n t r o l  c o n c ep ts  w ere view ed a s  a  f a i r l y  co m p le te  s e t  

o f  c o n t r o l  env ironm en t c u e s .
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Table 5
D e b r ie f in g  D ata

(Mean r e s p o n s e /s ta n d a r d  d e v ia t io n )  
(1  ■ lo w e s t,  7 ■ h ig h e s t )

I n t e r e s t  C l a r i ty  o f  Comprehen- M inutes to
F irm  in  Task I n s t r u c t i o n s  s lv e n e s s  Com plete

A 3 .1 1 .2 3 .6 1 .5 4 .2 1 .5 127 47

B 2 .8 1 .8 4 .9 1 .3 4 .7 1 .7 116 45

C 3 .2 1 .5 3 .9 1 .7 5 .0 1 .4 131 47

D 2 .8 1 .5 4 .8 1 .3 4 .6 1 .6 125 53

E 2 .6 1 .4 4 .5 1 .9 4 .5 1 .7 134 58

F 3 .6 1 .6 4 .5 1 .5 5 .2 1 .5 132 84

G 3 .0 1 .3 4 .5 1 .9 5 .0 1 .6 139 58

H 2 .4  .9  

A u d ito r
Y ears o f  E x p e rien ce

5 .2 1 .3 4 .8 1 .5 104 47

<2 3 .4 1 .4 4 .9 1 .8 5 .2 1 .3 135 59

3-5 3 .0 1 .4 4 .4 1 .5 4 .1 1 .6 133 57

6-8 2 .9 1 .1 4 .0 1 .6 4 .4 1 .6 118 45

19 2 .7 1 .4 4 .0 1 .5 4 .9 1 .5 117 47

O v e ra ll

3 .0 1 .4 4 .3 1 .6 4 .7 1 .5 127 53

Ranges

1-7 1-7 2-7 20-315
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T ab le  6 p r e s e n ts  th e  c h i- s q u a re  s t a t i s t i c s  and product-m om ent 

c o r r e l a t i o n s  f o r  th e  a p p r o p r ia te  p a i r i n g s  o f  th e  d e b r ie f in g  d a ta  

w i th  f i rm , c i t y ,  tim e  to  com plete  and y e a r s  o f  e x p e r ie n c e .

I t  a p p e a rs  t h a t  f irm  and c i t y  a f f i l i a t i o n  I s  r e l a t e d  to  th e  

p e rc e p t io n  o f  th e  c l a r i t y  o f  I n s t r u c t i o n s  o n ly . The com prehensiveness  

o f  th e  c o n t r o l  c o n c e p ts ' l i s t i n g  i s  n o t  s i g n i f i c a n t l y  r e l a t e d  to  any 

o f  th e  d e b r ie f in g  ite m s  w hich adds c r e d i b i l i t y  to  I t s  c o m p le te n e ss .

As can  a l s o  be s e e n , th e r e  I s  an in v e r s e  r e l a t i o n  betw een  y e a rs  o f  

e x p e r ie n c e  and a l l  th e  d e b r ie f in g  q u e s t io n s  ( t h r e e  Qf  th e s e  a r e  

s t a t i s t i c a l l y  s i g n i f i c a n t ) ;  t h i s  may s u g g e s t  t h a t  th e  more e x p e r ie n c e ,  

th e  more com plex and I l l - s t r u c t u r e d  th in g s  a r e  p e rc e iv e d  to  b e . A lso , 

th e  " tim e "  d e b r ie f in g  v a r i a b le  was n o t  s i g n i f i c a n t l y  c o r r e la t e d  

w ith  any o f  th e  o th e r  d e b r ie f in g  q u e s t io n s .  T h is  s u g g e s ts  t h a t  

th e  tim e  s p e n t  on th e  t a s k  was n o t  a  s u r r o g a te  f o r  th e  r e s p o n d e n ts ' 

i n t e r e s t ,  u n d e rs ta n d in g  o r  p e rc e p tio n  o f  th e  s t u d y 's  co m p re h en s iv e n ess .

D e b r ie f in g  Im p l ic a t io n s

A lthough  th e  d e b r ie f in g  q u e s t io n s  d e p ic t  a  w ide ran g e  o f  

a t t i t u d e s ,  th e  means a p p e a r  to  be re a s o n a b le .  The b o o k le ts  r e tu rn e d  

by th e  i n d iv id u a l  re sp o n d e n ts  w i th  th e  lo w e s t s c o re s  f o r  each  o f  

th e  fo u r  d e b r ie f in g  q u e s tio n s  w ere s u b je c te d  to  a  s p e c i a l  re v ie w .

The s p e c i a l  rev iew  in v o lv e d  an e v a lu a t io n  o f  th e  w r i t t e n  comments 

th ro u g h o u t th e  b o o k le t  and a  rev iew  o f  re s p o n s e s  to  th e  o p en -en d ed , 

f i n a l  q u e s t io n  t h a t  d i r e c t l y  s o l i c i t e d  t h e i r  comm ents. I n  a l l  

c a s e s ,  th e  b o o k le ts  w ere ju d g ed  to  be a c c e p ta b le  and i n d i c a t i v e  o f  

t h a t  r e s p o n d e n t 's  " t r u e "  b e l i e f  r e g a rd in g  th e  i s s u e s  p re s e n te d
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Table 6
D e b r ie f in g  D ata  C o r r e la t io n s

Firm
(L ik e lih o o d  R a tio  

Chi S quare)

A u d ito r  Y ears 
o f  E x p e rien ce  

(Product-m om ent 
C o r r e la t io n s )

C ity
(L ik e lih o o d  R a tio  

Chi S quare)

Time to  
Complete 

(Product-m om ent 
C o r r e la t io n s )

I n t e r e s t  i n  Task 4 1 .1 6 - .1 9 0 * * 46 .89 .001

C la r i ty  o f  I n s t r u c t io n s 55 .28* -.2 0 4 * * 64.61** - .1 3 8

Coup re h e n s iv e n e ss 2 8 .2 1 - .0 1 5 21.37 .089

Time to  Complete - .1 5 0 *

* S ig n i f ic a n t  a t  p < .1 0 .

* * S ig n if ic a n t  a t  p<^03.
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to  him . T h e re fo re , no b o o k le ts  w ere d is c a rd e d  based  upon any 

o f  th e s e  d e b r ie f in g  r e s u l t s .

Summary

As a  consequence o f  exam in ing  th e  d e b r ie f in g  d a ta  and b ased  

upon a  rev ie w  o f  th e  d i v e r s i t y  o f  dem ographic d a ta  a c h ie v e d , o n ly  

one u n a n t i c ip a te d  c o u rse  o f  a c t io n  was ta k e n . I t  was n e c e s s a ry  a t  

t im e s ,  d u r in g  th e  d e t a i l e d  d a ta  a n a ly s i s ,  to  combine some o f  th e  

c a te g o r ie s  f o r  a  p a r t i c u l a r  dem ographic v a r i a b le  when a n a ly z in g  

I t s  a s s o c i a t i o n  w ith  c e r t a i n  r e s p o n s e s . T h is  was n e c e s s a ry  In  th o se  

I n s ta n c e s  w here th e  d i s t r i b u t i o n  o f  re s p o n s e s  a n d /o r  th e  s p a rs e n e s s  

o f  a u d i to r s  i n  a  p a r t i c u l a r  dem ographic c a te g o ry  r e s u l t e d  in  

c o n tin g e n cy  t a b l e  c e l l  c o u n ts  t h a t  w ere so  sm a ll  t h a t  th e  s t a t i s t i c a l  

c a lc u la t io n s  w ere te n u o u s , even  w ith  c e r t a i n  c o r r e c t io n s  su c h  as  

th e  Y a te s  a d ju s tm e n t.

The a v e ra g e  tim e s p e n t  by th e  a u d i to r s  p e r  b o o k le t  was j u s t

a  l i t t l e  o v e r  two h o u rs —ju d g ed  to  be q u i t e  lo n g  g iv en  m ost p re d e c e s s o r

a u d i t in g  s tu d i e s .  A t an a v e ra g e  c h a rg e a b le  r a t e  f o r  a B ig  E ig h t

f irm  o f  $ 6 5 /h o u r, t h i s  r e p r e s e n t s  an In v e s tm e n t o f  tim e  on th e  p a r t
2

o f  th e  146 p r o f e s s io n a l s ,  v a lu e d  a t  $ 1 8 ,980 . T h is  f a c t  a lo n e  

j u s t i f i e s  a  c lo s e  s c r u t in y  o f  th e  d a ta  and an i n t e r e s t  in  th e  

r e s u l t s .  C h ap te r VI p r e s e n t s  a  d e t a i l e d  a n a ly s i s  o f  th e s e  a u d i t o r s '  

r e sp o n se s  and th e  dem ographic v a r i a b le s  a s s o c ia te d  w i th  t h e i r

2
The $ 6 5 /h o u r was an a v e rag e  p ro v id e d  by a  p a r t n e r  o f  one o f  

th e  B ig  E ig h t f irm s .
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d i f f e r i n g  re s p o n s e s . The c l i e n t  dem ographic v a r i a b le s  and t h e i r  

r e s p e c t iv e  sh o r th a n d  l a b e l s  a r e  p re s e n te d  In  A ppendix G.
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CHAPTER VI 

RESEARCH RESULTS

The p u rp o se s  o f  t h i s  c h a p te r  a r e  to  d e s c r ib e  th e  m ethods used  

to  a n a ly z e  th e  r e s e a r c h  d a ta  and to  p r e s e n t  th e  r e s u l t s  o f  th e  

a n a l y s i s .

D ata  A n a ly s is  M ethods

The o b je c t iv e s  o f  t h i s  s tu d y  have been  d is c u s s e d  p r e v io u s ly .  

These o b je c t iv e s  can be s u c c in c t ly  sum m arized a s :  (1) to  d e te rm in e

th e  r e l a t i v e  Im p o rtan ce  o f  each  o f  th e  f o r t y - e i g h t  c o n t r o l  c o n c e p ts ;  

(2) e x p lo re  th e  d im ensions a lo n g  w hich d i f f e r e n t  e v a lu a t io n s  o f  

t h e i r  Im portance  c le a v e ;  (3 ) I n v e s t ig a t e  th e  p o t e n t i a l  a u d i t  Im pact 

o f  each  o f  th e  c o n t r o l  c o n c e p ts ;  and (4 ) to  s tu d y  t h e i r  d e f i n i t i o n a l  

a t t r i b u t e s  a lo n g  an  a c c o u n tin g  v s .  a d m in is t r a t iv e  c o n t r o l  d ichotom y 

a s  w e l l  a s  an In h e r e n t  v s . c o n tr o l  r i s k  d icho tom y. Each o f  th e s e  

o b je c t iv e s  r e q u i r e s  a  s l i g h t l y  d i f f e r e n t  form  o f  a n a ly s i s .  The 

common denom ina to r a c ro s s  a l l  th e  a n a ly s i s  I s  th e  u se  o f  th e  

S t a t i s t i c a l  Package f o r  th e  S o c ia l  S c ie n c e s  X (SPSSX) [N ie ,

1 9 8 3 ]. W ith in  SPSSX, th e  NONPAR TESTS, CROSSTABS, FREQUENCIES, 

AGGREGATE, and NONPAR CORR p ro c e d u re s  w ere u t i l i z e d .

O b je c tiv e  #1

The f i r s t  r e s e a rc h  o b je c t iv e  was in v e s t ig a t e d  th ro u g h  th e  

u t i l i z a t i o n  o f  K e n d a l l 's  C o e f f ic ie n t  o f  C oncordance W, u s in g  each  o f  

th e  c o n tr o l  c o n c e p ts ' mean r a t i n g s  a s  th e  b a s i s  f o r  d e te rm in in g  t h e i r
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ra n k  o r d e r in g s .  A ccord ing  to  N ie [1983, p . 6841,

T h is  t e s t  assum es t h a t  each  c a s e  I s  a  ju d g e  o r  r a t e r .  I t  
ran k s  th e  k  v a r i a b le s  from  1 to  k  f o r  each  c a s e ,  c a lc u la t e s  
th e  mean ra n k  f o r  e a ch  v a r i a b le  o v e r  a l l  th e  c a s e s ,  and th e n  
c a lc u la t e s  K e n d a l l 's  W and a  c o rre sp o n d in g  c h i- s q u a re  s t a t i s t i c ,  
c o r r e c t in g  f o r  t i e s .  W ran g e s  betw een 0 and 1 , w i th  0 
s ig n i f y in g  no ag reem en t and 1 s ig n i f y in g  com ple te  ag reem en t.

As W ap p ro ach es  o n e , th e  c h i- s q u a re  l e v e l  o f  s ig n i f i c a n c e  w i l l

a p p ro ach  z e ro .

In  a d d i t io n ,  th e  f i r s t  o b je c t iv e  was a ls o  p u rsu e d  by p l o t t i n g  

th e  c o n tr o l  c o n c e p ts ' mean r a t i n g s  to  th e  q u e s t io n  o f  "how ioq>ortan t 

sh o u ld  th e  c o n cep t be to  an a u d i t ” v e rs u s  th e  r e s p e c t iv e  v a r ia n c e s  

o f  th e s e  m eans. T h is p ro v id e s  a  way o f  s u b je c t iv e ly  d e te rm in in g  

th e  c o n t r o l  c o n c e p ts ' r e l a t i v e  r e l a t i o n s h ip s .  One o th e r  avenue 

o f  e x p lo r a t io n  re g a rd in g  t h i s  o b je c t iv e  in v o lv e d  th e  c a lc u la t in g  o f  

99% c o n fid e n c e  i n t e r v a l s  around  each  c o n tr o l  c o n c e p ts ' m edian re sp o n se  

a s  w e l l  a s  each  c o n c e p ts ' p e rc e n ta g e  o f  re s p o n s e s  t h a t  w ere n o t .

"no im p o rta n c e " . The p u rp o se  o f  t h i s  s te p  was to  a s c e r t a i n  w hich 

o f  th e  c o n tr o l  c o n c e p ts  w ere re g a rd e d  by th e  p a r t i c i p a n t s  a s  n o t  

s t a t i s t i c a l l y  d i f f e r e n t  from  "no im p o r ta n c e ."

O b je c tiv e  //2

The second  o b je c t iv e  was e x p lo re d  i n  a  t h r e e - s t e p  f a s h io n .

F i r s t  o f  a l l ,  a k-Sam ple M edian T e s t was pe rfo rm ed  a c ro s s  a l l  tw e n ty -  

fo u r  dem ographic v a r i a b l e s ,  one a t  a  t im e , f o r  th e  p a r t i c i p a n t s '  

r a t i n g s  o f  how im p o r ta n t th ey  p e rc e iv e d  each  c o n t r o l  c o n c e p t. T h is  

t e s t

. . . d e te rm in e s  w h e th er k  g roups a r e  drawn from  p o p u la t io n s  
w ith  th e  same m edian. [ I t ]  t a b u la te s  a  2 x  k  c o n tin g e n cy  t a b l e
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w ith  c o u n ts  o f  th e  number o f  c a se s  g r e a t e r  th a n  th e  m edian 
and l e s s  th a n  o r  e q u a l to  th e  m edian f o r  th e  k  g ro u p s .
[N ie , 1983, p . 693]

A c h i- s q u a re  s t a t i s t i c  l e v e l  o f  s ig n i f i c a n c e  i s  c a lc u la t e d  and p ro v id e s

th e  b a s i s  f o r  d e te rm in in g  i f  th e  m edians d i f f e r  a c ro s s  th e  v a r io u s

c a te g o r ie s  o f  th e  p a r t i c u l a r  dem ographic v a r i a b le  u se d .

The second  s te p  r e l a t i n g  to  th e  second  o b je c t iv e  i s  v e ry  s im i l a r

b u t a  b i t  more r ig o r o u s .  Two-way c r o s s t a b u la t i o n s  w ere c a lc u la te d

u s in g  th e  dem ographic v a r i a b le s  a s  one a x is  and th e  a u d i t o r s '  r a t i n g s

o f  im p o rta n c e  f o r  th e  c o n t r o l  c o n c e p ts  a lo n g  th e  o th e r  a x i s .  T h is

in v o lv e d  1152 (48 x  24) 2-way t a b l e s .  T h is  a n a ly s i s  r e t a in e d  th e

f iv e - p o in t  re s p o n s e  s c a le s  f o r  e a c h  c o n t r o l  c o n c ep t w hereas th e

M edian T e s t a g g re g a te d  th e  re sp o n se s  to  a  tw o -p o in t  s c a le  ( i . e . ,

m edian and > m ed ia n ) . The e x te n t  o f  a s s o c i a t i o n  betw een re sp o n se

c a te g o r ie s  and dem ographic c a te g o r ie s  i s  m easured v ia  a c h i- s q u a re

s t a t i s t i c .  Such a  m easure i n d ic a te s  i f  th e r e  i s  a  s t a t i s t i c a l l y

s i g n i f i c a n t  s y s te m a t ic  r e l a t i o n s h ip  betw een th e  two v a r i a b l e s .

The t h i r d  s te p  was perfo rm ed  i n  o r d e r  to  d e te rm in e  th e  s t r e n g th

o f  th e  a s s o c i a t i o n s  e x h ib i te d  by th e  C r o s s ta b u la t io n s  t e s t  and by

th e  M edians t e s t .  K e n d a lls ' Tau b o r  Tau c m ea su res , a lo n g  w ith

t h e i r  s ig n i f i c a n c e  l e v e l s ,  w ere c a lc u la t e d  f o r  th e  o r d in a l

dem ographic v a r i a b le  a s s o c i a t i o n s .  B ecause th e r e  was no p r i o r

d i r e c t i o n a l  h y p o th e se s  s t i p u l a t e d ,  tw o - ta i le d  t e s t s  o f  s ig n i f ic a n c e

w ere i n  o r d e r .  A ccord ing  to  N ie [1 9 8 3 ], Tau b i s  a p p ro p r ia te

when th e  number o f  rows e q u a ls  th e  number o f  colum ns i n  th e

c r o s s ta b u la te d  t a b l e ,  and Tau c i s  a p p r o p r ia te  when th e  t a b l e  i s

r e c ta n g u la r .  Both form s o f  K e n d a l l 's  Tau ran g e  in  v a lu e  from  -1
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to  +1 w ith  Q r e f l e c t i n g  no a s s o c i a t i o n .  B oth  Tau b and Tau c assum e 

th e  two c r o s s ta b u la te d  v a r i a b le s  a r e  a t  l e a s t  o r d in a l .  I f  e i t h e r  

o r  b o th  o f  them  a r e  n o m in a l, th e  Tau m easu res have  no m eaning 

[N ie , 1983J. A l l  th e  re sp o n se  v a r i a b le s  and m ost o f  th e  

dem ographic v a r i a b le s  a r e  o r d in a l .^ - For th e  t a b l e s  w i th  th e  sev en  

nom inal dem ographic v a r i a b l e s ,  Lambda I s  u sed  to  I n d ic a te  th e  s t r e n g th  

o f  a s s o c i a t i o n .  Lambda does n o t  r e s u l t  I n  a  s ig n i f ic a n c e  s t a t i s t i c ,  

b u t  r a t h e r  g e n e ra te s  a  m easure o f  th e  p r o p o r t io n a l  r e d u c t io n  In  

e r r o r .  F o r exam ple, I f  Lambda I s  .0 4 3 , t h i s  can be I n te r p r e te d  

to  mean th a t ,  g iv e n  th e  v a lu e s  o f  th e  dem ographic v a r i a b l e ,  th e  

p r e d i c t i o n  o f  th e  re sp o n se  v a r i a b le  Im proves by 4 .3 Z . O b v io u sly , 

Lambda w i l l  range  from  0 to  1 .

O b je c tiv e  //3

The t h i r d  o b je c t iv e  o f  th e  s tu d y , d e a l in g  w ith  th e  a u d i t  

Im pact o f  th e  c o n t r o l  c o n c e p ts ,  i s  I n v e s t ig a te d  by com paring  p l o t s  

o f  th e  mean re sp o n se s  to  th e  "how Im p o rta n t sh o u ld  t h i s  co n cep t be" 

q u e s t io n ,  t ra n s p o s e d  on to  a  p l o t  o f  th e  mean re s p o n s e s  to  th e  "how 

im p o r ta n t was i t  a c tu a l l y  to  th e  a u d i t "  and "who sh o u ld  have 

r e s p o n s i b i l i t y  f o r  e v a lu a t in g  th e  co n c ep t"  q u e s t io n s .  I n  o rd e r  

to  d e r iv e  a s t a t i s t i c a l  e v a lu a t io n  fo c u s s in g  on t h i s  com parison , th e  

S ign  T e s t  was pe rfo rm ed  to  d e te rm in e  i f  th e  d i f f e r e n c e s  betw een th e  

n o rm a tiv e  " sh o u ld "  and p o s i t i v e  " a c tu a l"  q u e s t io n s  w ere s t a t i s t i c a l l y  

s i g n i f i c a n t .  The re a so n  f o r  th e  u se  o f  th e  S ign  T e s t  I s  due to  th e

^The sev en  v a r i a b le s  t h a t  a re  nom inal a r e :  CLONE, CLTWOB,
CLFOUR, AUDFIVE, ONE, FOUR and SEVEN.
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f a c t  t h a t  f o r  e ach  o f  th e  f o r t y - e i g h t  c o n c e p ts ,  no more th a n  

tw e n ty - f iv e  a u d i to r s  n o te d  a  d i f f e r e n c e  i n  im p o rta n c e  to  th e s e  

two q u e s t io n s .  A ccord ing  to  N ie 11983]«a  b in o m ia l d i s t r i b u t i o n -  

b ased  t e s t ,  such  a s  th e  S ign  T e s t ,  i s  m ost a p p r o p r ia te  i n  such  a  

s i t u a t i o n .  The i n t e r p r e t a t i o n  o f  t h i s  t e s t  i s  l im i te d  to  th e  e x te n t  

t h a t  m ost a u d i to r s  e q u a te d  t h e i r  re sp o n se s  to  th e  " sh o u ld "  and 

" a c tu a l"  q u e s t io n s  and th e  S ign  T e s t  ig n o re s  su ch  t i e s .  T h e re fo re , 

w hat can  be co n c lu d ed  w i l l  be t h a t  when th e r e  a r e  d i f f e r e n c e s ,  

a re  th ey  s t a t i s t i c a l l y  s i g n i f i c a n t  and in  w hat d i r e c t i o n .

The rem a in in g  p a r t  o f  o b j e c t iv e  number th r e e  to  be e x p lo re d , 

d e a ls  w ith  th e  a u d i t o r s '  re s p o n s e s  r e g a rd in g  w h e th e r  a u d i t  

m o d if ic a t io n s  a r e  in  o rd e r  depend ing  upon th e  e x is te n c e  o f  " fa v o ra b le "  

o r  " u n fa v o ra b le "  c o n d it io n s  f o r  e a ch  o f  th e  p a r t i c u l a r  c o n t r o l  

c o n c e p ts . T h is  a n a ly s i s  a g a in  b e g in s  w ith  a  p l o t  o f  th e  mean re sp o n se s  

to  th e  " to  w hat e x te n t  sh o u ld  th e  n a tu r e ,  e x te n t  and t im in g  o f  

a u d i t  p ro c e d u re s  be m o d if ie d  i f  f a v o ra b le  c o n d it io n s  e x i s t  r e g a rd in g  

th e  c o n tr o l  co n cep t"  q u e s tio n  f o r  a l l  f o r t y - e i g h t  c o n t r o l  c o n c e p ts .

A lso  p l o t t e d  on th e  same g raph  a r e  th e  mean re s p o n s e s  to  th e  same

q u e s t io n  f o r  an  " u n fa v o ra b le "  s i t u a t i o n .  As a  m a t te r  o f  a d d i t io n a l

i n t e r e s t  one o th e r  l i n e  i s  p l o t t e d  to g e th e r  w ith  th e s e  two: th e

p l o t  o f  th e  mean re sp o n se s  to  th e  o r i g i n a l  n o rm a tiv e  q u e s t io n  o f

"how im p o r ta n t sh o u ld  t h i s  c o n t r o l  c o n cep t be?"  In  th e  same

v e in ,  in  o r d e r  to  d ev e lo p  some s t a t i s t i c a l  c o n c lu s io n s  beyond

th e  ad  hoc c o n c lu s io n s  d e r iv e d  from  sim ply  rev ie w in g  th e  p l o t s ,  th e

W ilcoxon M a tc h e d -P a irs  S igned-R ank T e s t was p e rfo rm ed  on th e  " fa v o ra b le "

v s . " u n fa v o ra b le "  p a ir e d  re s p o n s e s . T his t e s t  a g a in  ig n o re s
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t i e s  b u t  th e  number o f  re sp o n se  d i f f e r e n c e s  exceeded  th e  SPSS* 

c u to f f  o f  tw e n ty - f iv e  so  th e  d i f f e r e n c e s  can  be assum ed to  be 

n o rm a lly  d i s t r i b u t e d  r a t h e r  th a n  b in o m ia l ly  d i s t r i b u t e d  a s  In  th e  

S ign  T e s t .  B ecause o f  t h i s  a ssu m p tio n , I t  I s  p o s s ib le  to  ta k e  I n to  

a c co u n t th e  m agn itude  o f  th e  d i f f e r e n c e  I n  a d d i t io n  to  th e  d i r e c t i o n  

o f  th e  d i f f e r e n c e .  T h is  W ilcoxon t e s t  p ro v id e s  a  tw o - ta i l e d ,  t e s t  

s t a t i s t i c  Z t h a t  in c o r p o r a te s  th e s e  f e a t u r e s .

O b je c tiv e  #4

The f i n a l  o b j e c t iv e  n o te d  a t  th e  b e g in n in g  o f  t h i s  c h a p te r ,  

i s  d e f i n i t i o n a l  In  n a tu r e .  As n o te d  i n  C h ap te r I I I ,  th e  p r o f e s s io n a l  

a c c o u n tin g  l i t e r a t u r e  d ic h o to m iz e s  c o n t r o l s  i n to  a c c o u n tin g  and 

a d m in is t r a t iv e  and c l i e n t - r e l a t e d  r i s k s  I n to  In h e r e n t  and c o n t r o l .

Two s e t s  o f  q u e s t io n s  in  th e  r e s e a rc h  In s tru m e n t a sked  a u d i to r s  to  

I n d ic a te  th e  e x te n t  to  w hich e ach  c o n t r o l  c o n c ep t a d h e red  to  th e  

d e f i n i t i o n  o f  th e s e  fo u r  n o t io n s .  Two s c a t t e r  grams w ere c o n s tr u c te d ,  

one f o r  th e  c o n tr o l  p a i r  o f  re sp o n se s  and one f o r  th e  r i s k  p a i r  o f  

r e s p o n s e s . The mean r a t i n g s  f o r  a l l  fo u r  n o t io n s  w ere used  to  

l o c a t e  each  c o n t r o l  co n c ep t In  th e  r e s p e c t iv e  tw o -d im e n sio n a l p l o t .

As a  means o f  s t a t i s t i c a l l y  e v a lu a t in g  th e  d isp la c e m e n t o f  each  

c o n t r o l  c o n c ep t from  th e  4 5 -d e g re e  d ia g o n a l  i n  e a ch  s c a t t e r  gram , 

th e  W ilcoxon M a tc h e d -P a irs  S igned-R ank T e s t was u se d . I f  a  c o n t r o l  

c o n c ep t was d is p la c e d  from  th e  d ia g o n a l ,  t h i s  s im p ly  i n d i c a t e s ,  f o r  

exam ple, t h a t  i t  was v iew ed a s  more o f  an a c c o u n tin g  c o n t r o l  th a n  

an a d m in is t r a t iv e  c o n t r o l .  The W ilcoxon t e s t  d e p ic t s  i f  t h i s  i s  

a  s t a t i s t i c a l l y  s i g n i f i c a n t  d i f f e r e n c e  in  l a b e l s  and b e cau se  th e  t e s t
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a ls o  I n d ic a te s  th e  d i r e c t i o n  o f  th e  d i f f e r e n c e ,  th e  a p p ro p r ia te  l a b e l  

i s  d i s c e r n ib l e .  I f  th e s e  l a b e l s  w ere t r u l y  d icho tom ous, th e  p l o t s  

would p o s s e s s  an "L" sh a p e .

D ata A n a ly s is  R e s u lts

The r e s u l t s  p e r t a in i n g  to  each  o f  th e  r e s e a r c h  o b je c t iv e s  and 

d a ta  a n a ly s i s  m ethods w i l l  now be  p r e s e n te d .

Im portance  o f  th e  C o n tro l C oncepts

The f i r s t  q u e s t io n  ( h e r e i n a f t e r  r e f e r r e d  to  as  ONEAS) p re s e n te d  

f o r  e ach  c o n tr o l  c o n c e p t, a sk ed  th e  a u d i to r s  how much in f lu e n c e  

sh o u ld  t h a t  p a r t i c u l a r  c o n t r o l  c o n cep t have upon t h e i r  a sse ssm e n t 

o f  t h e i r  c l i e n t ' s  c o n t r o l  en v iro n m en t. The mean r a t i n g s  f o r  e ach  

c o n t r o l  c o n c ep t a c ro s s  a l l  146 re sp o n d e n ts  w ere com puted. T ab le  7 

d e p ic t s  th e s e  means and t h e i r  s ta n d a rd  d e v ia t io n s .  These two 

d e s c r ip t i v e  s t a t i s t i c s  w ere th e n  used  to  ra n k  o r d e r  th e  c o n t r o l  

c o n c ep ts  from  m ost im p o r ta n t  ( i . e . ,  th e  c o n cep t w i th  th e  lo w e s t mean 

r a t in g )  to  l e a s t  im p o r ta n t  ( i . e . ,  th e  c o n c ep t w i th  th e  h ig h e s t  mean 

r a t i n g )  and th e s e  ra n k in g s  a ls o  a p p e a r  in  T ab le  7.

B ecause th e r e  was no h y p o th e s iz e d  o rd e r in g  o f  th e  f o r t y - e i g h t  

c o n t r o l  c o n c e p ts , i t  i s  im p o r ta n t  to  e s t a b l i s h  t h a t  th e s e  ra n k in g s  

a re  s t a b l e  and m ea n in g fu l. In  o r d e r  to  s t a t i s t i c a l l y  d e te rm in e  t h a t  

th e s e  ran k in g s  a re  u n ifo rm , mean r a t i n g s  to  ONEAS w ere d e te rm in e d  n in e  

d i f f e r e n t  ways a c c o rd in g  to  a g g re g a tio n s  b y : (1 ) y e a rs  o f

a u d i t  e x p e r ie n c e  o f  th e  re s p o n d e n ts ;  (2 ) th o se  who had p r i o r  work 

e x p e r ie n c e  and th o se  who d id  n o t ,  (3) th o se  a u d i to r s  who view ed 

th em se lv es  as s p e c i a l i s t s  v e rs u s  th e  g e n e r a l i s t s ;  (4 ) th e  v a r io u s
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Rank

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

Table 7
Rank O rder o f  48 C o n tro l C oncepts 

Based Upon Mean Responses to  Q u estio n  ONEAS

C o n tro l Concept # Response C o n tro l Concept # Response
in  Appendix A Mean S td . Dev. Rank In  A ppendix A Mean S t .  Dev.

10 1 .6 8 .69 25 26 3 .1 0 1 .14
7 1 .7 0 .76 26 47 3 .12 1 .2 4

14 1 .7 8 .81 27 9 3 .14 .98
13 2 .0 3 .94 28 39 3 .16 .95
23 2 .1 5 .98 29 5 3.17 1 .0 1
21 2 .1 6 1 .04 30 35 3 .2 0 1 .1 2
20 2 .17 1 .0 9 31 40 3 .27 1 .0 2
24 2 .2 0 1 .0 2 32 8 3 .2 9 .93
25 2 .26 .98 33 45 3 .35 1 .1 2
32 2 .3 5 1 .0 3 34 41 3 .37 1 .1 6
33 2 .5 0 1 .0 8 35 1 3 .38 1 .02
19 2 .5 3 1 .07 36 17 3 .38 1 .14
34 2 .5 5 1 .01 37 16 3 .42 1 .1 4
18 2 .6 1 .99 38 6 3 .42 1 .1 5
43 2 .6 2 1 .1 3 39 11 3 .46 1 .0 6
28 2 .6 8 .94 40 4 3 .58 .99
42 2 .6 8 1 .2 9 41 36 3 .6 6 1 .0 7
12 2 .6 9 .87 42 3 3 .6 7 .97
27 2 .77 1 .01 43 2 3 .71 1 .0 3
15 2 .77 1 .1 9 44 37 3 .8 0 1 .0 2
46 2 .7 8 1 .0 6 45 48 3 .83 1 .0 2
31 2 .9 1 .92 46 38 3 .90 .92
22 2 .92 1 .0 1 47 29 4 .1 5 .96
44 3 .0 0 1 .1 0 48 30 4 .2 6 .90
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k in d s  o f  s p e c i a l i z e d  a u d i t  t r a i n i n g  p o s s e s s e d  by th e  a u d i t o r s ;

(5) th e  v a r io u s  academ ic d e g re e s  h e ld  by th e  r e s p o n d e n ts ;  (6) a  two-way 

c l a s s i f i c a t i o n  a c c o rd in g  to  th e  a u d i t o r s '  o f f i c e  l o c a l e  and t h e i r  

y e a rs  o f  a u d i t  e x p e r ie n c e ;  (7 ) a n o th e r  two-way c a te g o r iz a t io n  

a c c o rd in g  to  y e a r s  o f  a u d i t  e x p e r ie n c e  and f irm ; (8 ) th e  c i t y  o f  

th e  a u d i t o r 's  o f f i c e ;  and (9) th e  a u d i t o r s '  f irm . W ith in  e ach  o f  

th e  n in e  d i f f e r e n t l y  p a r t i t i o n e d  re s p o n s e  s e t s ,  th e  ra n k in g s  w ere 

compared u s in g  K e n d a l l 's  n o n p a ra m e tr lc  C o e f f i c ie n t  o f  Concordance W.

W i s  a  m easure o f  ag reem en t among th e  ran k s  o f  th e  c o n t r o l  c o n c e p ts  

a c ro s s  e ach  c a te g o ry  w i th in  e ach  o f  th e  n in e  p a r t i t i o n i n g s .  I f  

th e  r a n k in g s ,  w i th in  a  p a r t i t i o n i n g ,  a r e  t o t a l l y  u n r e l a te d ,  W i s  ze ro  

and th e  c h i- s q u a re  p r o b a b i l i t y  i s  o n e . On th e  o th e r  han d , i f  th e  

ra n k in g s  a re  p e r f e c t l y  r e l a t e d ,  th en  W i s  one and th e  p r o b a b i l i t y  

t h a t  su ch  an o c c u rre n c e  i s  by ch an ce , i s  z e ro .

T ab le  8 r e p o r t s  K e n d a l l 's  W and th e  l e v e l  o f  s ig n i f ic a n c e  f o r  

e ach  o f  th e  n in e  d i f f e r e n t l y  p a r t i t i o n e d  r e s p o n s e s . As can be s e e n , 

when a l l  f o r t y - e i g h t  c o n t r o l  c o n c e p ts  a r e  ra n k e d , W i s  v e ry  la r g e  

and v e ry  s i g n i f i c a n t .  T h is  i n d ic a te s  t h a t  th e  n in e  d i f f e r e n t  

dem ographic f a c t o r s  u sed  to  p a r t i t i o n  th e  a u d i to r s  who a r e  a c t in g  

a s  ju d g e s  in  t h i s  s i t u a t i o n ,  do n o t  g iv e  r i s e  to  s t a t i s t i c a l l y  

s i g n i f i c a n t  d i f f e r e n c e s  o f  o p in io n s  c o n c e rn in g  th e  c o n t r o l  c o n c e p ts ' 

r e l a t i v e  im p o rta n c e .

I t  i s  p o s s ib le  t h a t  th e s e  co n co rdances  a r e  b ia s e d  upw ard ly , due 

to  th e  number (48) o f  r a n k in g s  in v o lv e d . In  o r d e r  to  t e s t  f o r  

c o n s is te n c y  o f  ra n k in g s  when a  d e c re a se d  number o f  r a n k in g s  i s  

r e q u i r e d ,  th e  f o r t y - e i g h t  c o n t r o l  c o n c ep ts  w ere s e g re g a te d  i n to  f iv e
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Table 8
K e n d a l l 's  C o e f f i c ie n t s  o f  C oncordance f o r  

D i f f e r e n t  P a r t i t i o n i n g s  o f  A u d ito rs

P a r t i t i o n i n g  o f C o e f f ic ie n t W f o r :
A u d ito rs  by : 

(D em ographic V a r ia b le ) C ases
A ll  48 C oncepts 

in  A ppendix A
Groups o f  

Combined C oncepts

1 . Y ears o f  a u d i t  
e x p e r ie n c e  (TWO) 4 .9467*** .8375*

2 . P r io r  work
e x p e r ie n c e  (FIVE) 2 .9803*** .9000

3. S p e c i a l i s t / G e n e r a l i s t  
(SIX) 2 .9877*** .9000

4 . S p e c ia l  A ud it 
T ra in in g  (SEVEN) 4 .9643*** .9500**

5 . Academic D egree 
(EIGHT) 2 .9789*** .9500

6. Y ears o f  a u d i t  
e x p e r ie n c e  x C ity  
(TWO x FOUR) 12 .8124*** .7778***

7. Y ears o f  a u d i t  
e x p e r ie n c e  x  f irm  
(TWO x ONE) 16 .7582*** .6025***

8. C ity  (FOUR) 8 .8090*** .6437**

9. F irm  (ONE) 8 .8456*** .6687**

S ig n if ic a n c e  b a sed  on X^.

***p < .0001
**p < .005

*p < .01
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g ro u p s . T ab le  9 d e p ic t s  th e s e  g ro u p in g s . The p ro c e s s  by w hich  th e  

c o n t r o l  c o n c e p ts  w ere g rouped  was a d -h o c . Two p a r t n e r s ,  In  th e  

a u d i t in g  d iv i s io n s  o f  th e  E x e c u tiv e  O f f ic e s  o f  two d i f f e r e n t  Big 

E ig h t  f i r m s ,  g rouped  th e  c o n c e p ts  a c c o rd in g  to  t h e i r  p e rc e p t io n s  

o f  w hich  ones e x h ib i te d  a  common a u d i t  c o n c e rn . The m inor d i f f e r e n c e s  

betw een th e  two w ere r e s o lv e d  by th e  r e s e a r c h e r .  In  e s s e n c e ,  Group //l 

In v o lv e s  c o n t r o l  c o n c e p ts  r e l a t e d  to  th e  c l i e n t s '  a c c o u n tin g  

p e r s o n n e l ,  Group #2 em braces Board o f  D i r e c to r s  and to p  management 

c o n c e rn s , Group //3 h as  to  do w ith  c l i e n t  o r g a n iz a t io n a l  s t r u c t u r e  

I s s u e s ,  Group #4 h as  th e  common th re a d  o f  th e  c l i e n t ' s  com m unication 

o f  p e rfo rm an ce  e x p e c ta t io n s ,  w h ile  Group #5 d e a ls  w i th  th e  c l i e n t ' s  

m o n ito rin g  o f  p e rfo rm an ce .

K e n d a l l 's  W was once a g a in  c a lc u la t e d  u s in g  th e  ra n k in g s  o f  

th e  f iv e  g roups I n s te a d  o f  th e  f o r t y - e i g h t  in d iv id u a l  c o n t r o l  

c o n c e p ts . The t e s t s  w ere pe rfo rm ed  w ith  th e  ju d g e s  p a r t i t i o n e d  in  

th e  same ways a s  b e fo r e .  T ab le  8 a ls o  d e p ic t s  th e  r e s u l t s  f o r  th e  

t e s t i n g  o f  th e  f iv e  g ro u p s ' r a n k s . As t h a t  t a b l e  r e f l e c t s ,  th e  

ra n k in g s  a r e  once a g a in  v e ry  s im i l a r  e x c e p t f o r  th o se  p a r t i t i o n i n g s  

o f  a u d i to r s  w hich r e s u l t  in  d ichotom ous c a s e s  ( e . g . ,  v a r i a b le  EIGHT). 

In  th e s e  i n s t a n c e s ,  a  one p la c e  change in  a  c o n c e p t 's  ra n k in g  

p ro d u ce s  a  W t h a t  I s  s t a t i s t i c a l l y  i n s i g n i f i c a n t .  However, such  

an o c c u rre n c e  i s  c o n s id e re d  to  be t r i v i a l  and no ca u se  f o r  c o n c e rn .

H aving e s ta b l i s h e d  th e  a p p ro p r ia te n e s s  o f  th e  r a n k in g s  as 

d e p ic te d  i n  T ab le  7 , th e  n e x t  s te p  was to  a s c e r t a i n  w hich  o f  th e  

f o r t y - e i g h t  c o n c ep ts  w ere view ed a s  h a v in g  a  l e v e l  o f  im p o rtan ce  

s i g n i f i c a n t l y  d i f f e r e n t  from  a  "no im p o rtan ce"  r a t i n g .  G iven th e



www.manaraa.com

Table 9
E x p e rt G rouping o f  48 C o n tro l C oncepts

Group 1 Group 2 Group 3 Group 4 Group 5
C o n tro l C oncepts C o n tro l C oncepts C o n tro l C oncepts C o n tro l C oncepts C o n tro l C oncepts

# 1 #15 # 7 # 9 #14

I  2 #16 #13 #10 #26

# 3 #17 #37 #11 #27

# 4 #18 #38 #12 #32

# 5 #19 #40 #24 #33

# 6 #20 #41 #29 #34

# 8 #21 #42 #30 #35

#23 #22 #43 #31 #39

#25 #47 #36 #46

#28 #44

#45

#48

Most C o n s is te n t  
Ranking 127
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n a tu r e  o f  th e  d a ta ,  th e  b e s t  way to  a s c e r t a i n  t h i s  was to  c o n s t r u c t  

99% c o n fid e n c e  l e v e l s  around  two d i f f e r e n t  d e s c r ip t i v e  s t a t i s t i c s  

f o r  each  c o n t r o l  c o n c e p t.

The f i r s t  c o n fid e n c e  i n t e r v a l  was c o n s tru c te d  around  th e  m edian . 

N o e th e r [1976, p . 131] p ro v id e s  th e  fo llo w in g  fo rm u la :

w here d i s  th e  number o f  o b s e rv a t io n s  to  c o u n t In  from  b o th  ends o f  

an o rd e re d  l i s t i n g  o f  th e  146 r a t i n g s  f o r  a  p a r t i c u l a r  c o n tr o l  

c o n c e p t. T h is  p ro c e d u re , when a p p lie d  to  e a ch  o f  th e  f o r t y - e i g h t  

c o n t r o l  c o n c e p ts ,  r e s u l t e d  In  o n ly  two c o n c ep ts  whose c o n fid e n c e  

I n t e r v a l s ,  a round  t h e i r  r e s p e c t iv e  m edian re s p o n s e s ,  encom passed 

th e  r a t i n g  o f  "no im p o rta n c e " . As would be e x p e c te d , th e s e  a re  

c o n t r o l  c o n c e p ts  #29 and #30 w hich a r e  ran k ed  4 7 th  and 4 8 th  in  

T ab le  7. A ll  o f  th e  o th e r  c o n c ep ts  can th u s  be view ed as  v a l id  

e le m en ts  o f  a  c l i e n t ' s  c o n t r o l  en v iro n m en t.

T h is f a c t  I s  r e in f o r c e d  when c o n fid e n c e  i n t e r v a l s  w ere a ls o  

c o n s tr u c te d  around  th e  p r o p o r t io n  o f  re sp o n se s  o th e r  th a n  "no 

im p o rtan ce"  f o r  each  c o n t r o l  c o n c e p t. The 99% c o n fid e n c e  i n t e r v a l s  

around  th e  p ro p o r t io n  o f  th e s e  p o s i t i v e  r a t i n g s  w ere c o n s tru c te d  

u s in g  th e  fo llo w in g  fo rm u la  s u g g e s te d  by Conover [1980 , p . 1 0 1 ]:

w here Y i s  th e  number o f  re sp o n se s  o th e r  th a n  th o se  o f  "no im p o rtan ce"  

and n i s  th e  t o t a l  number o f  r a t i n g s  re c e iv e d  f o r  th e  p a r t i c u l a r  

c o n tr o l  c o n c e p t. T h is  p ro c e d u re  r e s u l t e d  in  none o f  th e  c o n c ep ts  

h av in g  a  c o n fid e n c e  i n t e r v a l  t h a t  encom passed 0% and o n ly  c o n tr o l

d -  1 /2  Cn + 1 -  2 .5 7 6  )

n
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c o n c e p ts  #29 and #30 had c o n fid e n c e  I n t e r v a l s  t h a t  In c lu d e d  a  v a lu e  

o f  50% o r  l e s s .

Im p o rtan ce  o f  C o n tro l C oncep ts: Summary

In  rev ie w in g  th e  p re c e d in g  r e s u l t s ,  I t  I s  l o g i c a l  to  co n c lu d e  

th a t  a l l  o f  th e  c o n t r o l  c o n c e p ts  (e x c e p t two) a r e  l e g i t i m a t e  c o n s tr u c ts  

o f  a  c l i e n t ' s  c o n t r o l  e n v iro n m en t. M oreover, th e  e v id e n c e  so  f a r  

s u g g e s ts  t h a t  a u d i to r s  te n d  to  a g re e  on th e  r e l a t i v e  Im portance  o f  

th e  c o n c e p ts . However, a s  th e  n e x t s e c t io n  show s, th e r e  a r e  a 

number o f  d i f f e r e n c e s  o f  o p in io n  c o n c e rn in g  th e  a b s o lu te  Im portance  

a t t r i b u t e d  to  th e  v a r io u s  c o n t r o l  c o n c e p ts .

In  o rd e r  to  r e f l e c t  th e  r a t i n g s  o f  th e  I n d iv id u a l  c o n t r o l  

c o n c ep ts  and th e  v a r i a b i l i t y / s t a b i l i t y  o f  th o s e  r a t i n g s ,  F ig u re  21 

I s  p r e s e n te d . Each c o n t r o l  c o n c e p t 's  mean r a t i n g  to  th e  ONEAS 

q u e s t io n  I s  p l o t t e d  a g a in s t  th e  v a r ia n c e  o f  t h a t  mean. The f ig u r e  

I s  th e n  d iv id e d  I n to  s i x  c e l l s .  The v e r t i c a l  d iv i s io n s  r e l a t e  

to  th e  r a t i n g s  o f  " G re a t" , "M o d era te" , and "Low" Im p o rtan ce .

The h o r iz o n ta l  d iv i s io n  i s  made w here th e  v a r ia n c e  e q u a ls  1 .

A ccord ing  to  I j l r l  and J a e d ic k e  [1 9 6 6 ], a c c o u n tin g  " f a c t "  o r  

" o b je c t i v i t y "  I s  e s ta b l i s h e d  v ia  c o n sen su s . I n  re g a rd s  to  F ig u re  21, 

t h i s  s u g g e s ts  t h a t  th o se  c o n t r o l  c o n c e p ts  t h a t  a r e  r a t e d  c lo s e s t  

to  t h e i r  t r u e ,  b u t  unknown l e v e l  o f  im p o rta n c e , a r e  th o se  w ith  th e  

s m a l le s t  v a r ia n c e s .  T h e re fo re , th e  th r e e  l e f t - h a n d  s id e  c e l l s  can 

be view ed a s  co m p ris in g  c o n tr o l  c o n c e p ts  whose r a t i n g s  w ere q u i te  

s t a b l e ,  and th u s  t h e i r  r a t i n g s  can  be re g a rd e d  q u i t e  c o n f id e n tly
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P lo t  o f  " Im p o rtan ce"  R a tin g s  f o r  a l l  
48 C o n tro l Concepts i n  Appendix A
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2
a s  I n d i c a t i v e  o f  a  co n sen su s ly  d e r iv e d  l e v e l  o f  Im p o rta n c e .

L ik e w ise , th e  l e v e l s  o f  Im p o rtan ce  i n d ic a te d  f o r  th e  c o n t r o l  c o n c e p ts  

a p p e a r in g  In  th e  th r e e  r ig h t -h a n d  c e l l s  m ust be se e n  a s  more v o l a t i l e  

and p e rh a p s  l e s s  i n d i c a t i v e  o f  th e  Im p o rtan ce  t h a t  t h e  p r o fe s s io n  

as  a  w hole m igh t r e g a rd  them a s  h a v in g . A nother I n t e r p r e t a t i o n  

f o r  th e  r ig h t -h a n d  s id e  c o n t r o l  c o n c e p ts  i s  t h a t  t h e i r  l e v e l s  o f  

im p o rta n c e  a r e  dep en d en t upon c irc u m s ta n c e s , much more th a n  th o se  

on th e  l e f t - h a n d  s id e .  S in c e  a  v a r i e t y  o f  dem ographic a t t r i b u t e s  

e x is t e d  w i th in  t h i s  s tu d y , t h i s  e x p la n a t io n  i s  p ro b a b ly  q u i t e  

a p p ro p r ia te  and w i l l  be i n v e s t ig a t e d  in  th e  n e x t  s e c t io n .

The c o n t r o l  c o n c e p ts  a p p e a r in g  i n  th e  u p p e r - l e f t  c e l l  a r e :

#10 A p p ro p r ia te n e s s  o f  c l i e n t ' s  p o l ic y  c o n c e rn in g  th e  
a u th o r i z a t io n  o f  t r a n s a c t io n s  

#7 S e g re g a tio n  o f  d u t ie s  o f  c l i e n t  p e rs o n n e l  in v o lv e d  in  
f i n a n c i a l  r e p o r t in g  

If 14 E f f e c t iv e n e s s  o f  c l i e n t ' s  g e n e ra l  EDP c o n t r o l s  
#13 E f fe c t iv e n e s s  o f  c l i e n t ' s  p h y s ic a l  s a fe g u a rd s  o v e r  

r e c o rd s  and a s s e t s  
I f23 A p p ro p r ia te n e s s  o f  c l i e n t ' s  i n t e r n a l  a u d i t  s t a f f ' s  

d u t i e s  and l i n e s  o f  r e p o r t in g  
I f25 C o n t r o l l e r 's  know ledge o f  FASB and SEC g u id e l in e s

The re sp o n d in g  a u d i to r s  c o n s i s t e n t ly  e v a lu a te d  th e s e  ite m s  as

as  h a v in g  a  g r e a t  d e a l  o f  im p o rtan ce  to  t h e i r  c l i e n t  c o n t r o l  env ironm ent

e v a lu a t io n s .  I t  i s  n o t  s u r p r i s in g  to  f in d  th e s e  p a r t i c u l a r  i te m s

r a te d  v e ry  im p o r ta n t ly  b e cau se  th e y  a l l  r e p r e s e n t  t r a d i t i o n a l

a c c o u n tin g - ty p e  c o n c e rn s .

Those c o n t r o l  c o n c ep ts  c o n s i s t e n t ly  h a v in g  l i t t l e  im p o rtan ce  

a r e  th o s e  a p p e a r in g  i n  th e  l o w e r - l e f t  c e l l  o f  F ig u re  21 . These

2
N ote t h a t  c o n fid e n c e  l e v e l s  w ere n o t  c o n s tr u c te d  around  th e  

means due to  th e  re s p o n s e s  on any one c o n t r o l  c o n cep t n o t  b e in g  
n o rm a lly  d i s t r i b u t e d .
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c o n tr o l  c o n c e p ts  a r e :

#4 A p p ro p r ia te n e s s  o f  t r a i n i n g  program s f o r  new p e rs o n n e l 
In v o lv e d  In  th e  f i n a n c i a l  r e p o r t in g  p ro c e s s  

#3 Adequacy o f  c l i e n t  p la n n in g  f o r  s t a f f i n g  n eed s  i n  th e  
f i n a n c i a l  r e p o r t in g  a re a  

#38 C o m p a ta b ili ty  o f  th e  c l i e n t ' s  in fo rm a l o r g a n iz a t io n a l  
s t r u c t u r e  w ith  t h e i r  o r g a n iz a t io n a l  g o a ls  

#29 A p p ro p r ia te n e s s  o f  th e  b a s e s  u se d  In  d e te rm in in g  r a i s e s  
and p ro m o tio n s  f o r  p e o p le  in v o lv e d  in  th e  f i n a n c i a l  
r e p o r t in g  p ro c e s s  

#30 A p p ro p r ia te n e s s  o f  th e  b a s e s  u sed  i n  d e te rm in in g  i s s u e s  
and p rom o tion  f o r  o p e r a t io n s  p e rs o n n e l

I t  i s  s u r p r i s in g  to  f in d  #29 and #30 r a t e d  so  p o o r ly  ( a c t u a l l y  th e

w o rs t o f  a l l  th e  4 8 ) . Agency th e o ry  ( s e e  f o r  exam ple W allace  [1980]

o r  Balman [1982]) would te n d  to  s u g g e s t  t h a t  a u d i t o r s ,  i n  t h e i r

m o n ito rin g  r o l e s ,  sh o u ld  be co n cern ed  w i th  th e  f a c t o r s  t h a t  m o tiv a te

c l i e n t  p e rs o n n e l .  These in c e n t iv e s  and m o tiv a t in g  f a c t o r s  cou ld

be econom ic o r  o th e rw is e  a s  d is c u s s e d  by D ornbush and S c o t t  [1965]

o r  O tley  and B erry  [1 9 8 2 ]. C o n tro l  c o n c ep t # 3 8 's  low r a t i n g  seems

to  i n d ic a te  t h a t  a  c l i e n t ' s  g ra p e v in e  [C lancy  and C o l l in s ,  1 9 7 9 ],

s u b c u ltu re  and i n t e r n a l  c la n s  [O uchl, 1979] a r e  n o t  v iew ed by a u d i to r s

a s  v e ry  im p o r ta n t  to  t h e i r  a u d i t s .  C o n tro l c o n c e p ts ' #3 and

#4 low r a t i n g s  can be i n t e r p r e t e d  as  a u d i to r s  h av in g  o n ly  a  " h e re

and now" em phasis tow ards t h e i r  c l i e n t s '  e x e c u tio n  o f  th e  f i n a n c i a l

r e p o r t in g  p r o c e s s .  C l ie n t  p e rs o n n e l  e x e c u te  th e  f i n a n c i a l  r e p o r t in g

p ro c e s s  and a u d i to r s  seem to  be in d ic a t in g  n o t  much c o n c e rn  f o r  th e

t r a i n in g  o f  th e  p e o p le  t h a t  p re c e d e s  t h i s  e x e c u tio n  n o r  th e  p la n n in g

f o r  s t a f f i n g  t h a t  a n t i c i p a t e s  f u tu r e  n eed s  and im provem ents i n  th e

e x e c u tio n  o f  th e  f i n a n c i a l  r e p o r t in g  p r o c e s s .  P e rh ap s  t h i s  i s

c o n s i s t e n t  w ith  th e  n o t io n  o f  an a u d i t  o p in io n  b e in g  l im i te d  to  a

s in g l e  a c c o u n tin g  p e r io d .  N e v e r th e le s s ,  H ylas and A shton [1982]
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in d ic a te d  t h a t  su c h  p e rs o n n e l  c o n c e rn s  sh o u ld  be  im p o r ta n t  a u d i t  

c o n c ern s  b u t  i t  a p p e a rs  t h a t  su ch  i s  n o t  th e  c a s e .

The n e x t  s e c t io n  e x p lo re s  th e  d im en sio n s  a lo n g  w hich r a t i n g  

d i f f e r e n c e s  c le a v e . Only r a t i n g s  to  th e  ONEAS q u e s t io n  ( i . e . ,  th e  

q u e s t io n  d e a l t  w i th  in  t h i s  s e c t io n )  a r e  d is c u s s e d .

The D im ensions A s s o c ia te d  
w ith  D i f f e r in g  R a tin g s

As e x p la in e d  i n  th e  b e g in n in g  o f  t h i s  c h a p te r ,  th e  a n a ly s i s  

s tu d y in g  th e  d im en sio n s  a lo n g  w hich  a b s o lu te  r a t i n g  d i f f e r e n c e s  

o c c u rre d  in v o lv e s  i d e n t i f y i n g  th o s e  dem ographic v a r i a b le s  t h a t  

e x h ib i t  a  h ig h  d e g re e  o f  a s s o c i a t i o n  w ith  a u d i t o r s '  r a t i n g s  o f  

im p o rtan ce  f o r  e a ch  c o n t r o l  c o n c e p t. T h is  s e c t io n  d i s c u s s e s  th e  

r e s u l t s  o f  two t e s t s  pe rfo rm ed  to  ac co m p lish  t h i s  ta s k .

A s t a t i s t i c a l l y  s i g n i f i c a n t  k -sa m p le  M edians T e s t i n d ic a te s  

t h a t  a t  l e a s t  two c a te g o r ie s  o f  a  p a r t i c u l a r  dem ographic v a r i a b l e ,  

have d i f f e r e n t  m ed ian s. S im i la r ly ,  a  s t a t i s t i c a l l y  s i g n i f i c a n t  

C ro ss ta b s  T e s t  im p l ie s  a  s y s te m a t ic  r e l a t i o n s h i p  betw een th e  

dem ographic v a r i a b l e 's  c a te g o r ie s  and th e  c o n t r o l  c o n c e p t 's  

im p o r ta n c e - r a tin g 8 . Thus, b o th  t e s t s  p ro v id e  i n d ic a t io n s  a s  to  

w h e th er a  c e r t a i n  re sp o n se  r a t i n g  i s  a s s o c ia te d  w ith  a  p a r t i c u l a r  

c a te g o ry  o f  th e  dem ographic v a r i a b le  u n d e r s tu d y .

T ab le  10 h ig h l ig h t s  th e  v a r io u s  dem ographic v a r i a b le s  and 

c o n tr o l  co n cep t c o m b in a tio n s  t h a t  r e s u l t e d  i n  s t a t i s t i c a l l y  

s i g n i f i c a n t  a s s o c i a t i o n s  a t  p < .0 5 .  The c o n t r o l  c o n c e p ts ,  in  

ran k  o rd e r  from  l e f t  to  r i g h t ,  c o n s t i t u t e  th e  h o r iz o n ta l  a x is  

o f  th e  t a b l e .  The tw e n ty -fo u r  dem ographic v a r i a b l e s ,  g rouped
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Table 10
C ro ss ta b s  (0 ) and M edians T e s t (X ): p <_ .05

C ontrol Concapta (In  Rank Order)
10 7 14 13 2 3 21 20 24 25 32 33 19 34 18 4 3 28 42 12 27 15 46 31 22 44 26 47

X 0
■

■ X 0

X
■ ■ 0

■ ■ ■ X

■

X

■ 0

X
■ ■
X

0
0

X I o
0

0
■ 0
X

o o a
■

X

1 4  3 2 1 1 5 0
1 7 4 3 2 5 7 2  
3 4 4 6 1 3 8 2  
4 11 8 9 3 8 15 4

0 0 0 0 
1 1 1 0  
0 1 0  1 
1 2  1 1

3
4 
6

10

0 0 1 0
2 2 2 1
0 0 3 0
2 2 5 1
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Table 10 (Cont.)

9 39 5 35 40 8 4 5 41
C ontrol Concepts (In  Rank Order)

T otal
fo r

17 16 6 11 4 36 37 48 38 29 30 Both T eats

X

■

X X
■
II
X 0 

0 X
X o

0

1
4 
1
5 
1 
2 
0
6 
2 
1 
7 
0 
0

■

II
X

X X

X

X

X X
0

2 0 0 0
2 1 1  1 
3 2 0 1
5 3 1 2

1 4 
3 11
2 4 
5 15

5
6 
6

12

1 0  1 
1 0  1 
5 4 2

48
110
112
222
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a c c o rd in g  to  c l i e n t ,  a u d i t  f irm , and a u d i to r ,  p ro v id e  th e  v e r t i c a l  

a x i s .  An "X" I n d ic a te s  a  s t a t i s t i c a l l y  s i g n i f i c a n t  M edians T e s t 

w h ile  an  "0" I n d ic a te s  a  s t a t i s t i c a l l y  s i g n i f i c a n t  C ro s s ta b s  T e s t .

The v e r t i c a l  l i n e s  drawn j u s t  a f t e r  c o n t r o l  c o n c ep t #25 and j u s t  

b e fo re  #4 have a  s p e c ia l  m eaning. R e c a ll  t h a t  c o n t r o l  c o n cep t #25 

was th e  lo w e s t r a t e d  o f  th e  m ost im p o r ta n t  c o n c e p ts  In  th e  u p p e r - l e f t  

c e l l  i n  F ig u re  7 and c o n t r o l  co n c ep t #4 was th e  h ig h e s t  r a t e d  o f  

th e  l e a s t  Im p o rta n t c o n c e p ts  i n  th e  l o w e r - l e f t  c e l l  o f  F ig u re  7.

These two c o n t r o l  c o n c ep ts  a r e  u sed  a s  c u to f f s  i n  T ab le  10 to  

s e g re g a te  th e  v e ry  Im p o rta n t and v e ry  u n im p o rta n t c o n c e p ts  from  th e  

re m a in in g , m o d e ra te ly  Im p o rta n t c o n t r o l  c o n c e p ts .

A t o t a l  o f  110 and 112 s i g n i f i c a n t  M edians T e s t  and C ro ss ta b s  

T e s ts ,  r e s p e c t i v e ly ,  r e s u l t e d .  T a b le  11 sum m arizes th e  c o u n ts  o f  

s i g n i f i c a n t  a s s o c ia t io n s  by t e s t  and by dem ographic v a r i a b l e  c a te g o ry . 

B ecause o f  th e  d i f f e r e n c e s  i n  th e  number o f  c a te g o r ie s  f o r  th e  

AUDITOR, AUDIT FIRM and CLIENT s e c t i o n s ,  a s  w e l l  a s  th e  th r e e  

c o n t r o l  c o n c e p ts ' s u b d iv is io n s ,  T a b le  11 com parisons a r e  m is le a d in g . 

T ab le  12 ta k e s  th e s e  c o u n ts  o f  s i g n i f i c a n t  a s s o c i a t i o n s  and s c a le s  

them  to  a  common denom ina to r e n a b lin g  v a l id  h o r iz o n ta l  and v e r t i c a l  

com parisons to  be made.

T ab le  12 i s  v e ry  in fo rm a t iv e .  For a l l  th e  t e s t s ,  th e  

d i f f e r e n c e s  i n  r a t i n g s  f o r  th e  n in e  m ost im p o r ta n t  c o n t r o l  c o n c e p ts  

a r e  m ost o f te n  r e l a t e d  to  c l i e n t  dem ographic f a c t o r s .  The m ost 

f r e q u e n t ly  a p p e a r in g  ty p e  o f  dem ographic v a r i a b l e  a s s o c ia te d  w ith  

d i f f e r e n t  r a t i n g s  f o r  th e  n in e  l e a s t  im p o r ta n t  c o n t r o l  c o n c ep ts
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100
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Table 11
C ounts and P e r  Cent o f  S ig n i f i c a n t  A s s o c ia tio n s  

A ppearing i n  T ab le  10

F i r s t  
N ine C oncepts

Next 
T h i r ty  C oncepts

L a s t 
N ine C oncepts

T o ta l
n Z n Z n Z n

23 34 40 59 5 7 68
18 28 31 48 15 24 64
13 43 13 43 4 14 30

6 20 22 73 2 7 30
9 32 12 43 7 25 28
3 30 5 50 2 20 10

2 17 4 33 6 50 12
6 30 6 30 8 40 20
1 12 3 38 4 50 8

31 28 66 60 13 12 110
33 29 49 44 30 27 112
17 35 21 44 10 21 48
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Table 12
Common S iz e  C ounts o f  D i s t r i b u t i o n  o f  S ig n i f i c a n t  

R e la t io n s h ip s  E x h ib ite d  In  T a b le  10 
( E n t r i e s  a r e  Rounded O ff}

F i r s t  N ine 
C oncepts 
C#10-#25)

N ext T h ir ty  
C oncepts 
GS*32-#11)

L a s t N ine
C oncepts
C#4-#30)

M edian T e s t :

C l ie n t  V a r ia b le s  9 5 2
A u d it F irm  V a r ia b le s  5 5 2
A u d ito r  V a r ia b le s  _2  _1  _6

T o ta l  A s s o c ia t io n s  16 11 10

C ro ss ta b  T e s t :

C l ie n t  V a r ia b le s  7 4 6
A ud it F irm  V a r ia b le s  7 3 6
A u d ito r  V a r ia b le s  __6 _2  _8

T o ta l  A s s o c ia t io n s  20 9 20

Both T e s ts :

C l ie n t  V a r ia b le s  5 1 1
A u d it F irm  V a r ia b le s  2 1 2
A u d ito r  V a r ia b le s  1 1 4

T o ta l  A s s o c ia t io n s  8 3 7

NOTE: T ab le  1 2 's  th r e e  m ajo r dem ographic c a te g o ry  c o u n ts  a r e
s c a le d  to  th e  same number o f  c a te g o r ie s  (5 ) c o n ta in e d  i n  th e  
AUDITOR s e c t io n .  A lso , th e  m id d le  t h i r t y  c o n c e p ts ' c o u n ts  
a r e  s c a le d  down to  n in e  c a te g o r i e s ,  th e  same number 
c o n ta in e d  i n  th e  o th e r  two c o n c ep t g ro u p s .
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In v o lv e  a u d i to r  dem ograph ics ( a g a in  f o r  a l l  t h r e e  t e s t  s i t u a t i o n s ) .

F or th e  m idd le  t h i r t y  c o n t r o l  c o n c e p ts ,  no g e n e r a l i z a t i o n  can  be 

made.

In  re a d in g  th e  rows o f  T ab le  12 , in s t e a d  o f  th e  co lum ns, 

a n o th e r  I n t e r e s t i n g  f a c t  s u r f a c e s .  G e n e ra lly  sp e a k in g , m ost o f  th e  

s t a t i s t i c a l l y  s i g n i f i c a n t  a s s o c i a t i o n s  In v o lv e  th e  m ost im p o r ta n t  

c o n t r o l  c o n c e p ts . T h is  I s  a ls o  t r u e  vhen  r e a d in g  e a ch  l i n e ,  e x c ep t 

f o r  th e  a u d i to r  v a r i a b l e s .  A u d ito r  v a r i a b le s  a r e  n o t  a s s o c ia te d  

w ith  th e  Im p o rta n t c o n c e p ts  o r  th e  m id d le  ra n g e  c o n c e p ts  n e a r ly  as  

o f te n  a s  th e y  a r e  w i th  th e  l e a s t  Im p o r ta n t c o n t r o l  c o n c e p ts .  I t  

sh o u ld  be n o te d , t h a t  even though  th e s e  g e n e r a l i z a t i o n s  e x i s t ,  a u d i t  

f irm  v a r i a b le s  a p p e a r  s i g n i f i c a n t  q u i t e  o f te n .

On th e  s u r f a c e  i t  a p p e a rs  p e rp le x in g  to  hav e  th e  g r e a t e s t  

number o f  s i g n i f i c a n t  dem ographic v a r i a b l e  a s s o c i a t i o n s  e x i s t in g  

w ith  th e  m ost and l e a s t  im p o r ta n t  c o n t r o l  c o n c e p ts .  R e c a ll  t h a t  

i t  was th e s e  two c a te g o r ie s  t h a t  e x h ib i te d  th e  s m a l le s t  v a r ia n c e s  

( I . e . ,  g r e a t e s t  co n sen su s) In  t h e i r  r a t i n g s .  An i n t u i t i v e  e x p la n a t io n  

m igh t be  t h a t  even though  th e s e  two c a t e g o r i e s '  r a t i n g s  a r e  f a i r l y  

s t a b l e  o v e r  re s p o n d e n ts , th e  d i f f e r e n c e s  t h a t  do e x i s t  a r e  c l e a r l y  

a lo n g  th e  d i f f e r e n t  dem ographic v a r i a b l e s '  c a te g o r i e s .  In  o th e r  

w o rd s, th e r e  may be v e ry  l i t t l e  c ro s s o v e r  i n  r a t i n g s  from  a 

p a r t i c u l a r  dem ographic v a r i a b l e 's  c a te g o r i e s .  W hereas, on th e  

o th e r  han d , th e  m ld d le -ra n g e  c o n c e p ts  have a  w ide  ran g e  o f  r a t i n g s  

t h a t  e x h ib i t  no c l e a r - c u t  c le a v a g e  a lo n g  v e ry  many dem ographic 

v a r i a b l e s ' i n d i v i d u a l  c a te g o r i e s .
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I n  o r d e r  to  e x p lo re  t h i s  I d e a ,  th e  s t r e n g th  o f  a s s o c i a t i o n

was I n v e s t ig a te d  f o r  a l l  th e  a s s o c i a t i o n s  a p p e a r in g  s i g n i f i c a n t  In

b o th  t e s t s .  As n o te d  e a r l i e r  i n  t h i s  c h a p te r ,  th e  s t r e n g th  s t a t i s t i c s

used  w ere Lambda f o r  nom inal dem ographic v a r i a b l e s  and K e n d a l l 's
3

Tau b o r  c f o r  th e  o r d in a l  dem ographic v a r i a b le s .  T a b le  13 

r e p o r t s  a l l  th e s e  m easu res  f o r  th e  s i g n i f i c a n t  a s s o c ia t io n s  

o c c u r r in g  f o r  b o th  t e s t s  a s  w e l l  a s  th e  s t a t i s t i c a l l y  s i g n i f i c a n t  

s t r e n g th  m easu res p e r t a in in g  to  th e  a s s o c i a t i o n s  t h a t  w ere h ig h l ig h te d  

in  o n ly  one o f  th e  two t e s t s .

Of th e  f o r t y - e i g h t  s i g n i f i c a n t  a s s o c i a t i o n s  r e s u l t i n g  from  b o th  

t e s t s ,  a s  e x h ib i te d  in  T ab le  11 , fo u r te e n  r e q u i r e d  a  Lambda 

m easure  o f  s t r e n g th .  E ig h t o f  th e s e  fo u r te e n  (57%) w ere  g r e a te r  

th a n  .1 0 , m eaning t h a t  m ost o f  th e  s i g n i f i c a n t  a s s o c ia t io n s  betw een 

th e  nom inal dem ographic v a r i a b le s  and th e  Im portance  r a t i n g s  w ere 

s tr o n g  a s s o c i a t i o n s .  The rem a in in g  t h i r t y - f o u r  s i g n i f i c a n t  

a s s o c i a t i o n s  w ere a n a ly z e d  f o r  s t r e n g th  v i a  K e n d a l l 's  Tau b o r  c . 

S l i g h t ly  o v e r  67% ( tw e n ty - th re e  in  t o t a l )  o f  th e s e  had a  Tau b o r  

c v a lu e  t h a t  was s i g n i f i c a n t  a t  p <_ .1 0 . T hus, in  g e n e r a l ,  th e  

s t a t i s t i c a l l y  s i g n i f i c a n t  a s s o c i a t i o n s  r e f l e c t e d  by b o th  t e s t s  

( s e e  T ab le  1 1 ) , can be re g a rd e d  a s  s tro n g  a s s o c i a t i o n s .

T ab le  14 s u n n a r lz e s  in  h is to g ra m  form  th e  v a r io u s  dem ographic 

v a r i a b le s  t h a t  w ere s i g n i f i c a n t l y  a s s o c ia te d  w ith  th e  c o n t r o l  

co n c ep ts  and w ere s i g n i f i c a n t l y  s t ro n g  i n  t h a t  a s s o c i a t i o n .

3
S ig n if ic a n c e  l e v e l s  f o r  Tau b and c a r e  n o te d  a t  p < .1 0 , 

p £  .05  and p < .0 1 . Lambda does n o t have a  p r o b a b i l i t y  s t a t i s t i c ,  
so s ig n i f ic a n c e  i s  I n te r p r e te d  a s  Lambda _> .1 0  w hich  i n d ic a te s  a 
10% im provem ent in  p r e d i c t i o n  i s  p o s s ib l e ,  g iv e n  know ledge c o n c e rn in g  
th e  l e v e l  o f  th e  dem ographic v a r i a b le .
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Table 13
M easures o f  S tre n g th  o f  A s s o c ia tio n  

Demographic V a r ia b le s  A ppearing  S ig n i f i c a n t  i n  b o th  th e  M edians and C ro ss ta b s  T e s t 
<Amounts i n  b ra c k e ts  a re  o th e r  s e le c te d  co m b in a tio n s  o n ly  a p p e a r in g  s i g n i f i c a n t  i n  M edians T est>  

(Amounts in  p a re n th e s e s  a re  o th e r  s e le c te d  co m b in a tio n s  o n ly  a p p e a r in g  s i g n i f i c a n t  in  C ro ss ta b s  T e s t)
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Table 14
H istog ram  o f  Demographic V a r ia b le s  w ith  

S tre n g th  o f  A s s o c ia t io n  M easures o f :  Lambda .10  o r  Tau p <_ .10

C lie n t V ariab les Audit Firm V ariab les
A uditor

V ariab les
Nominal O rdinal Nominal O rdinal O rdinal

CLONE CLTVOB CLFOUR CLTWOA CLTHREEA CLTHREEB CLTHBEEC CLTUVEED CLFIVEA CLFIVEB CLSIX CLSEVENB ONE root AUDONE AUD1U0 AUDVOUX TOO FIVE

C Bt B -Ct -B t Ct -Mt -Ht -Ct Ht -Bt -H Ct N -Bt M Ht -B t Ct

B C Bt -B -Mt N -B M Bt M -Bt Ct -H M M B B

M a -B -Ct M -B M C -Bt Bt M H -B -Mt

C -M -B t C N -Bt Bt C B Ct

-M M C H Bt

-C C B M Bt

-B M M Ct

-Bt Bt C Bt

-Ct Ct Bt Ct

Ct

Ct T ota l

2 4 3 4 9 3 3 2 4 9 4 1 11 1 2 6 4 9 3 84
” ' “ " "

Legend: B: E xhibited  significant associatlou on both the Median and crosstab test.
C: E xhib ited  s ig n if ic a n t  a s so c ia tio n  on only  c ro sa tab  t e s t  fo r  a s so c ia t io n .
M: E xhib ited  s ig n if ic a n t  a s so c ia tio n  on only Median te s t  fo r  a s s o c ia t io n ,
t :  A ssociated w ith  one o f  the  top n ine co n tro l concep ts,
f :  A ssociated  w ith  one o f  the lower n ine co n tro l concep ts.
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In  t o t a l ,  T ab le  14 d e p ic t s  e ig h ty - f o u r  s i g n i f i c a n t l y  s t ro n g  

a s s o c i a t i o n s ,  t h i r ty - o n e  o r i g i n a l l y  h ig h l ig h te d  by b o th  th e  M edian 

and C ro ss ta b  T e s ts ,  tw e n ty - f iv e  o f  th e  o r i g i n a l  s i g n i f i c a n t  

C ro s s ta b -o n ly  a s s o c i a t i o n s ,  and tw e n ty -e ig h t  from  th e  o r i g i n a l  

M edian-on ly  a s s o c i a t i o n  t e s t s .  A lso  n o te d  on T ab le  14 i s  w h e th er 

th e  s t r o n g  a s s o c i a t i o n  i s  w ith  a  c o n t r o l  c o n cep t in  th e  to p  n in e ,  

bo ttom  n in e ,  o r  th e  m idd le  t h i r t y  c o n t r o l  c o n c e p ts .

R e c a ll  t h a t  i n  d is c u s s in g  T ab le  12 i t  was su g g e s te d  t h a t  th e  

re a so n  f o r  m ost o f  th e  s i g n i f i c a n t  a s s o c ia t io n s  a p p e a r in g  w i th  th e  

c o n t r o l  c o n c ep ts  w i th  th e  s m a l le s t  v a r ia n c e s  i n  t h e i r  r a t i n g s  

was t h a t  even  though  d i f f e r e n c e s  in  r a t i n g s  f o r  th o s e  c o n c e p ts  were 

s m a l l ,  th e y  m igh t be c l e a r l y  and s t r o n g ly  a lo n g  th e  dem ographic 

v a r i a b l e s '  s u b c a te g o r ie s .  T ab le  15 s u p p o r ts  t h i s  c o n je c tu r e ,  a g a in  

a d ju s t in g  f o r  th e  d i f f e r e n t  number o f  i te m s  i n  th e  s ix  c a te g o r ie s  

a s  done i n  T ab le  12 , th e  common s i z e  c o u n ts  by c o n t r o l  c o n c ep t and 

dem ographic v a r i a b le  a r e  shown. The column t o t a l s  in  T ab le  15 

show t h a t  m ost o f  th e  s t ro n g  a s s o c i a t i o n s  a r e  f o r  th e  to p  and bo ttom  

two c o n t r o l  c o n c ep t c a te g o r i e s .

The o th e r  i te m  o f  i n t e r e s t  n o te d  on T ab le  14 i s  th e  d i r e c t i o n

o f  th e  a s s o c i a t i o n  (n o te  t h a t  T ab le  13 p ro v id e s  th e  r e s p e c t iv e  c o n t r o l  

4c o n c ep t num bers). The f a c t s  i n d ic a te  t h a t  a s  th e  c l i e n t  s  t o t a l  

a s s e t s  in c r e a s e  (CLTHREEA), a s  th e  c l i e n t ' s  TD/TA r a t i o  in c r e a s e s  

(CLTHREEC), a s  th e  p r e d i c t a b i l i t y  o f  th e  c l i e n t ' s  f i n a n c i a l  

pe rfo rm ance  im proves (CLSIX), and a s  th e  le n g th  o f  a f f i l i a t i o n  w ith

^ I t  sh o u ld  be n o te d  t h a t  th e  n o t io n  o f  a  d i r e c t i o n a l  im pact 
where nom inal v a r i a b le s  a re  In v o lv e d , i s  n o t i n t e r p r e t a b l e .
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Table 15
Common S iz e  C ounts o f  D i s t r i b u t i o n  o f  

S i g n i f i c a n t ly  S tro n g  A s s o c ia t io n s  E x h ib ite d  In  T ab le  14 
( E n tr i e s  a r e  RoundedJ

Top N ine 
C o n tro l C oncepts

M iddle  T h ir ty  
C o n tro l C oncepts

Bottom  N ine 
C o n tro l  C oncepts

C l ie n t  V a r ia b le s  6 3 2

A udit F irm  V a r ia b le s  5 4 3

A u d ito r  V a r ia b le s  _2 _1 _7

13 8 12
_ Ir—

NOTE: Same s c a l in g  a d ju s tm e n ts  u sed  h e re  a s  e x p la in e d  on T ab le  12.

th e  c l i e n t  in c r e a s e s  GAUDONE), th e  Im p o rtan ce  o f  c e r t a i n  c o n tr o l  

c o n c ep ts  d e c re a s e s .  W righ t [1982J found s im i la r  dem ograph ics to  be 

im p o r ta n t ,  m e d ia tin g  e f f e c t s  in  a u d i to r  ju d g m en ts .

The f i n a l ,  and m ost im p o r ta n t  p o in t  to  be made from  T a b le s  14 

and 15 r e q u i r e s  th e  i d e n t i f i c a t i o n  o f  th e  dem ographic v a r i a b le s  

a p p e a r in g  m ost f r e q u e n t ly  a s  h a v in g  s t r o n g  a s s o c i a t i o n s  w ith  v a r io u s  

c o n t r o l  c o n c e p ts .  T ab le  15 i n d ic a te s  t h a t  f o r  th e  top  n in e  c o n tr o l  

c o n c e p ts ,  c l i e n t  f a c t o r s  a r e  m ost o f te n  a s s o c ia te d  w i th  th e  c o n t r o l  

c o n c e p ts ' r a t i n g s  o f  im p o rta n c e . T ab le  14 r e f l e c t s  th e  f a c t  th a t  

j u s t  a s  H ylas and A shton [1982] d is c o v e re d , c l i e n t  a s s e t  s i z e  

(CLTHREEA) was im p o r ta n t .  A no ther v e ry  im p o r ta n t  r e l a t i o n s h ip  

a p p e a rs  to  a ls o  e x i s t  betw een a  c l i e n t ' s  f i n a n c i a l  p r e d i c t a b i l i t y  

(CLSIX). A p o s s ib le  i n t e r p r e t a t i o n  o f  why c l i e n t  v a r i a b le s  dom inate
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th e  s t r o n g ly  s i g n i f i c a n t  a s s o c i a t i o n s  w i th  th e  to p  n in e  c o n t r o l  

c o n c e p ts  i s  t h a t  f o r  th e  c o n s i s t e n t ly  im p o r ta n t  c o n t r o l  c o n c e p ts ,  

a u d i to r s  have  s im i la r  v iew s b u t t h a t  i n d iv id u a l  c l i e n t  c irc u m s ta n c e s  

d i c t a t e  th e  p ro p e r  l e v e l  o f  im p o rta n c e . In  o th e r  w o rd s , a u d i to r s  

a r e  t a i l o r i n g  t h e i r  e v a lu a t io n s  o f  c o n t r o l  e n v iro n m en ts  to  t h e i r  

p a r t i c u l a r  c l i e n t s .  T h is  h a s  to  be v iew ed a s  th e  p ro p e r  c o u rs e  o f  

a c t io n  and i t  i s  r e a s s u r in g  to  s e e  so  few a u d i to r  v a r i a b le s  s t r o n g ly  

a s s o c ia te d  w ith  v e ry  im p o r ta n t  i te m s . (O th er  s tu d i e s  su ch  a s  Mock 

and T u rn e r  11981], Mock and W atkins [1 9 8 0 ], A shton and Brown [1 9 8 0 ], 

and W righ t [1982] have a ls o  found l im i t e d  s ig n i f i c a n c e  a t t r i b u t a b l e  

to  a u d i to r  dem ographics};.

One co n cern  does a r i s e  in  t h a t  a  number o f  s tro n g  a u d i t - f i r m  

a s s o c ia t io n s  e x i s t  w i th  th e  to p  n in e  c o n c e p ts .  T ab le  14 r e f l e c t s  

th e  f a c t  t h a t  m ost o f  th e s e  s t ro n g  a s s o c i a t i o n s  w ith  th e  to p  n in e  

c o n c e p ts  a r e  due to  th e  f irm  (ONE) v a r i a b l e .  N annl [1984] and 

C ushing and Loebbecke [1983] a ls o  found a  g r e a t  d e a l  o f  f irm  

v a r i a t i o n .  In  f a c t ,  th e  " f irm "  v a r i a b le  was s t r o n g ly  s i g n i f i c a n t  

more th a n  any o th e r  s in g l e  dem ographic v a r i a b l e .  T h is  c l e a r l y  

s u g g e s ts  t h a t  th e r e  a r e  a u d i t  f irm  d i f f e r e n c e s  i n  p h ilo so p h y  re g a rd in g  

th e  im p o rtan ce  o f  v a r io u s  c l i e n t  c o n t r o l  env ironm en t a t t r i b u t e s .

The o th e r  g e n e r a l i z a t i o n  w a rra n te d  from  rev ie w in g  th e s e  two 

t a b le s  i s  t h a t  in d iv id u a l  a u d i to r  v a r i a b le s  a r e  v e ry  im p o r ta n t 

when th e  bo ttom  n in e ,  th e  l e a s t  im p o r ta n t ,  c o n t r o l  c o n c e p ts  a r e  in  

q u e s t io n .  More s p e c i f i c a l l y ,  th e  a u d i t o r s '  y e a rs  o f  a u d i t  

e x p e r ie n c e  i s  th e  s in g l e  m ost dom inant a u d i to r  v a r i a b le  in  t h i s  r e g a rd .  

As y e a rs  o f  e x p e r ie n c e  in c r e a s e ,  so does th e  im p o rtan ce  a t t r i b u t e d  to
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th e s e  c o n t r o l  c o n c e p ts .  S in c e  th e r e  w ere more s t a f f  a u d i to r s  

re sp o n d in g  to  th e  q u e s t io n n a i r e  (79 i n  t o t a l )  th a n  m a n a g e r ia l l e v e l  

(67 in  t o t a l )  a u d i t o r s ,  th e  o v e r a l l  r a t i n g s  o f  th e s e  b o ttom  c o n c ep ts  

i s  p e rh a p s  u n d e r s ta te d  due to  t h i s  d i r e c t  r e l a t i o n s h i p .  N e v e r th e le s s ,  

su ch  a  r e l a t i o n s h ip  i s  e x p e c te d  due to  th e  f a c t  t h a t  s t a f f  p e rs o n n e l 

a re  much more con cern ed  w ith  s p e c i f i c  c o n t r o l s  th a n  th e  m anager and 

p a r t n e r  who te n d  to  be r e s p o n s ib le  f o r  a s s e s s in g  th e  g e n e ra l  c o n tr o l  

en v iro n m en t o f  th e  c l i e n t .

L a s t ly ,  th e  dem ographic v a r i a b le s  t h a t  do n o t  a p p e a r  on T ab le  14 

sh o u ld  be n o te d . By t h e i r  a b se n c e , th e  fo llo w in g  dem ographic v a r i a b le s  

a re  co n sp ic u o u s :

1 . c l i e n t  a c c o u n tin g  m anagem ent's c o n t r o l  e th i c  (CLSEVENA)
2 . th e  e x is te n c e  o f  a  change i n  th e  a u d i t  team  (AUDFIVE)
3 . s p e c i a l i s t  o r  g e n e r a l i s t  a u d i to r s  (SIX)
4 . s p e c i a l i z e d  a u d i t  t r a i n i n g  (SEVEN)
5 . academ ic d e g re e  (EIGHT)

I t  would t y p i c a l l y  be th o u g h t t h a t  th e  c o n t r o l  e t h i c  e spoused  

and e x h ib i te d  by a  c l i e n t ' s  a c c o u n tin g  management would have a 

m ajo r im p ac t on a u d i t o r s '  a s se ssm e n ts  o f  th e  im p o rtan ce  o f  c l i e n t s '  

c o n t r o l  en v iro n m en ts  ( a  s im i l a r  b e l i e f  was n o te d  by B ru m fie ld  e t  a l .  

[1 9 8 3 ]) . The re a so n  why t h i s  v a r i a b le  does n o t  a p p e a r  s i g n i f i c a n t  

( th e  same can be s a id  f o r  th e  management in  g e n e ra l  c o n t r o l  e th i c  

v a r i a b le  (CLSEVENB) t h a t  was s i g n i f i c a n t  o n ly  once) i s  t h a t  th e s e  

n o t io n s  a re  p e rh ap s  more p r o p e r ly  c l a s s i f i e d  a s  c o n t r o l  c o n c e p ts  

th em se lv es  r a t h e r  th a n  a s  f a c t o r s  a f f e c t i n g  a u d i t o r s '  v iew s on o th e r  

c o n t r o l  c o n c e p ts . Or, a u d i to r s  a r e  n o t  n e a r ly  a s  con cern ed  w ith  w hat 

c l i e n t s  sa y  a s  w i th  w hat th e y  do.
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A u d ito rs  would be p le a s e d  to  s e e  t h a t  a  change In  a u d i t  team  

does n o t  a f f e c t  th e  Im p o rtan ce  r a t i n g s .  T h is  f a c t  I n d ic a te s  a 

c o n t in u i ty  o f  ap p ro ach  and a u d i t  p h i lo s o p h y . However, t h i s  c o u ld  

a ls o  be v iew ed somewhat n e g a t iv e ly  as  a l l  th e  a u d i to r s  a r e  c o n d it io n e d  

in  th e  same v e in  t h a t  th e r e  i s  no room f o r  o r  e x e r c is e  o f  new 

p e r s p e c t iv e s .  The la c k  o f  many a u d i to r  v a r i a b le s  b e in g  s i g n i f i c a n t  

a ls o  a t t e s t s  to  t h i s  p o s s i b i l i t y .

The th r e e  o th e r  m is s in g  v a r i a b le s  a r e  a l l  a u d i to r  r e l a t e d .  

T r a in in g , n e i t h e r  academ ic , s t a f f  s c h o o l n o r  s p e c i a l i z a t i o n s  ap p e ar  

to  r e s u l t  i n  d i f f e r i n g  o p in io n s  c o n c e rn in g  th e  im p o rtan ce  o f  a  

c l i e n t ' s  c o n t r o l  env ironm en t p r o f i l e  (Mock and T u rn e r [1981] and 

Mock and W atkins [1980] found t h i s  to  be t r u e ,  a l s o ) .  I t  co u ld  be 

a rg u ed  t h a t  th e  n o t io n  o f  a c o n t r o l  en v iro n m en t i s  so  g e n e ra l  and 

so  g lo b a l  a c ro s s  a  v a r i e ty  o f  c l i e n t s ,  t h a t  s p e c i a l  t r a i n i n g  does 

n o t  im prove o n e 's  i n s i g h t s  a t  such  a  u n i v e r s a l ,  n o n te c h n ic a l ,  b road  

l e v e l .  I t  i s  f e a s i b l e  t h a t  t r a i n i n g  a f f e c t s  th e  v a lu e s  t h a t  

a u d i to r s  b r in g  to  b e a r  upon c o n t r o l  en v iro n m en t a t t r i b u t e s  r a t h e r  

th an  a f f e c t i n g  th e  i d e n t i f i c a t i o n  o f  a t t r i b u t e s .

The D im ensions A s s o c ia te d  w ith  
D i f f e r in g  R a t in g s ' Summary

T h is  s e c t io n  has h ig h l ig h te d  th o se  dem ographic v a r i a b le s  t h a t  

e x h ib i t  a  s t a t i s t i c a l l y  s i g n i f i c a n t ,  s t r o n g  a s s o c i a t i o n  w ith  th e  

im p o rtan ce  r a t i n g s  f o r  th e  r e l e v a n t  c o n t r o l  c o n c e p ts .  I t  was found 

t h a t  on a v e ra g e , c l i e n t  dem ographic v a r i a b le s  ( e s p e c ia l ly  t o t a l  

a s s e t s  and f i n a n c i a l  p r e d i c t a b i l i t y )  a r e  m ost im p o r ta n t  i n  re g a rd s
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to  th e  m ost h ig h ly  r a t e d  c o n t r o l  c o n c e p ts  w h ile  a u d i to r  v a r i a b le s  

( e s p e c ia l ly  y e a rs  o f  e x p e r ie n c e )  a r e  m ost o f te n  s t r o n g ly  a s s o c ia te d  

w ith  th e  lo w e s t r a t e d  c o n t r o l  c o n c e p ts .  S ig n i f i c a n t  a u d i t  f irm  

v a r i a b le s  ( e s p e c ia l ly  th e  " f i rm " )  a r e  q u i t e  a p p a re n t  and a r e  f a i r l y  

e v e n ly  d i s t r i b u t e d  a c ro s s  a l l  r a n k in g s  o f  th e  c o n t r o l  c o n c e p ts .

The n e x t s e c t io n  d is c u s s e s  th e  a u d i t  im pac t o f  th e  f o r t y - e i g h t  

c o n t r o l  c o n c e p ts .  The f i r s t  avenue to  be e x p lo re d  c o n c e rn s  "how 

im p o r ta n t was th e  c o n t r o l  co n cep t a c t u a l l y  to  th e  a u d i t"  a s  compared 

to  th e  n o rm a tiv e  q u e s t io n  t h a t  h as  been  th e  fo cu s  so f a r .  The 

second  avenue le a d s  to  a  d i s c u s s io n  o f  w here th e  a u d i t  im p a c t, i f  

any , sh o u ld  o c c u r .

A ud it Im pact o f  C o n tro l C oncepts—
"S hould" v s . "A c tu a l"

The n o rm a tiv e  q u e s t io n  (ONKAS) o f  "how im p o r ta n t sh o u ld  th e  

c o n tr o l  co n cep t be" h a s  been  th e  fo cu s  th u s  f a r .  A p a r a l l e l  q u e s t io n  

(ONEAA) asked  "how im p o r ta n t was th e  c o n t r o l  c o n c e p t" . A com parison  

o f  th e s e  q u e s t io n s ,  h ig h l ig h t in g  th e  m ajo r d i f f e r e n c e s  i n  th e  mean 

re sp o n se s  co u ld  s ig n a l  s e r io u s  d i s c r e p a n c ie s  betw een w hat a u d i to r s  

s e e  b e in g  done on th e  a u d i t  and w hat th e y  b e l i e v e  sh o u ld  be done 

in  th e  c o n te x t  o f  c l i e n t  c o n t r o l  env ironm en t e v a lu a t io n s .  As 

Johnson and J a e n ic k e  [1980] p o in t  o u t ,  th e  e v a lu a t io n s  o f  a  c o n tr o l  

env ironm en t a r e  n o n - ro u t in iz e d ,  h ig h ly  s u b je c t iv e  and th e r e  i s  

v e ry  l i t t l e  f irm  o r  p r o fe s s io n  g u id an ce  a v a i l a b l e .  T h e re fo re , 

d i f f e r e n c e s  betw een th e  " sh o u ld "  and " a c tu a l"  a s p e c ts  a r e  l i k e l y  

to  e x i s t .  I t  would be u n u su a l th o u g h , to  e n c o u n te r  a  s i t u a t i o n  

w here th e  " a c tu a l"  q u e s tio n  i s  r a t e d  more im p o r ta n t ly  th a n  th e  " sh o u ld "  

q u e s tio n .
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F ig u re  22 d e p ic t s  th e  p l o t s  o f  th e  mean re sp o n se  r a t i n g s  f o r  

th e  " sh o u ld "  and " a c tu a l"  Im p o rtan ce  r a t i n g s  a s  w e l l  a s  p r e s e n t in g  

a  p l o t  o f  who th e  re s p o n d e n ts  b e l ie v e d  sh o u ld  have p rim a ry  

r e s p o n s i b i l i t y  on th e  a u d i t  team  f o r  a s s e s s in g  th e  p a r t i c u l a r  

c o n tr o l  en v ironm en t a t t r i b u t e .  The p l o t s  re a d  from  l e f t  to  r i g h t  

w i th  th e  c o n t r o l  c o n c e p ts  a rra n g e d  In  d e sce n d in g  ran k , o r d e r  o f  

Im p o rtan ce .

The f i r s t  th in g  to  n o t i c e  I s  t h a t  th e  " a c tu a l "  p l o t  n e v e r  

r i s e s  above th e  " sh o u ld "  p l o t .  T h is  s i g n i f i e s  t h a t ,  In  th e  

a u d i t o r s '  m inds, th e y  a r e  n o t  " o v e r - k i l l i n g "  t h a t  p a r t i c u l a r  

c o n tr o l  c o n c ep t In  t h e i r  c o n t r o l  en v ironm en t e v a lu a t io n s .  On 

a v e ra g e , a u d i to r s  b e l i e v e  th e  c o n t r o l  c o n c e p ts  sh o u ld  be g iv en  

g r e a t e r  acknow ledgem ent and c o n s id e r a t io n  th a n  th e y  s e e  o c c u r r in g .

T h is  s i t u a t i o n  m ust be v iew ed c a u t io u s ly ,  b e c au se  m ost o f  th e  r a t i n g s  

do n o t  d i f f e r  by v e ry  much. In  f a c t ,  i f  145 o f  th e  re sp o n d e n ts  

r a te d  them e q u a lly  and o n ly  one o f  th e  a u d i to r s  r a t e d  th e  " a c tu a l"  

q u e s tio n  lo w e r, th e  a v e ra g e  r a t i n g  would th e n  be lo w er f o r  t h a t  

c o n tr o l  c o n c e p t. T h e re fo re , o n ly  th e  l a r g e r  d i s c r e p a n c ie s  sh o u ld  

be view ed w ith  any co n c e rn .

One o th e r  f e a tu r e  o f  th e  p l o t s  t h a t  sh o u ld  be n o t ic e d  i s  

th a t  th e  " sh o u ld "  and " a c tu a l"  l i n e s  ru n  f a i r l y  p a r a l l e l .  T hat i s  

to  s a y , th e  d i f f e r e n c e s  i n  r a t i n g s  do n o t te n d  to  in c r e a s e  o r  d e c re a s e  

as th e  c o n t r o l  c o n c e p ts  a scen d  o r  descend  In  rank, o r d e r .

T ab le  16 s t a t i s t i c a l l y  a d d re s s e s  th e  r e p o r te d  d i f f e r e n c e s  

o c c u r r in g  betw een th e  " sh o u ld "  and " a c tu a l"  r e s p o n s e s .  T h is  t a b l e  

sum m arizes th e  r e s u l t s  o f  th e  S ign  T e s t t h a t  was pe rfo rm ed  to
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Table 16
S ign  T e s t f o r  H a tc h in g  o f  

"How Im p o rta n t Should" v s .  "How Im p o rta n t Was" Q u e s tio n s  
( c r i t e r i a :  tw o - ta i le d  s ig n i f ic a n c e  l e v e l  p £  s e e  below )

C ontrol Concept 
(Rank Order)

p < .01 
S ig n if ic a n tly  Horn 
Ia p o rta n t Queatlon

p « .10
S ig n if ic a n tly  More 
Ia p o rta n t Q uestion

C ontro l Concept 
(Rank Order)

p < .01
S ig n if ic a n t ly  Mora 
Ia p o rta n t Queatlon

P « .10 
S ig n if ic a n tly  Mora 
Ia p o rta n t Queatlon

10 26 "Should"

7 "Sliould" “Should" 47 "Should"

14 "Should*1 "Should" 9 "Should" "Should"

13 39 "Should" "Should"

23 “Should" "Should" 5 "Should" "Should"

21 "Should" "Should" 35 "Should" "Should"

20 "Should" "Should" 40

24 “ Sliould" "Should" 8 "Should" "Should"

23 "Should" 45 "Should" "Should"

32 "Should" "Should" 41 "Should" "Should"

33 "Should" "Should" 1 “Should" "Should"

19 "Sliould" "Should" 17 "Should"

34 "Should” "Should" 16 "Should" "Should"

18 “ Sliould" 6 "Should" "Should"

43 11 "Should"

28 4 "Should" "Should"

42 36 "Should" "Should"

12 "Should" "Should" 3 "Should" "Should”

27 "Should" "Should" 2 "Should" "Should"

15 "Should" "Should" 37 "Should"

46 "Should" "Should" 48 "Should"

31 "Should" "Sliould" 38

22 "Should" "Should" 29 "Should"

44 "Should" "Sliould" 30 "Should" 151
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d e te rm in e  i f  th o s e  d i f f e r e n c e s  t h a t  do e x i s t  a r e  s i g n i f i c a n t  and 

to  s e e  In  w hat d i r e c t i o n  th e  d i f f e r e n c e s  l i e .

As can  be se e n  from  T ab le  1 6 , a l l  s t a t i s t i c a l l y  s i g n i f i c a n t  

d i f f e r e n c e s  a r e  w ith  th e  mean r a t i n g s  b e in g  h ig h e r  f o r  th e  " sh o u ld "  

q u e s t io n .  The d i s t r i b u t i o n  o f  s i g n i f i c a n t  d i f f e r e n c e s  a t  th e  

p £  .01  l e v e l  I s  f a i r l y  c o n s ta n t  ( i . e . ,  67%, 70% and 44%, r e s p e c t iv e ly )  

from  th e  top  n in e  c o n c e p ts ' g ro u p , th ro u g h  th e  m id d le  t h i r t y  and 

lo w er n in e  c o n c e p ts ' g ro u p s . The c o n t r o l  c o n c e p ts  w i th  s i g n i f i c a n t  

d i f f e r e n c e s  from  th e  to p  t i e r  c a te g o ry  a r e :

#7 S e g re g a t io n  o f  d u t ie s  among f in a n c i a l  r e p o r t in g  p e rs o n n e l 
#14 E f fe c t iv e n e s s  o f  g e n e ra l  EDP c o n t r o l s  
#23 A p p ro p r ia te n e s s  o f  I n t e r n a l  a u d i t  s t a f f  d u t i e s  and l i n e s  

o f  r e p o r t in g
#21 E x is te n c e  o f  f a c t o r s  t h a t  m o tiv a te  m anagers to  o v e r r id e  

e x i s t i n g  c o n t r o l s  
#20 Com pulsion o f  to p  management f o r  r e p o r t in g  th e  m ost 

f a v o ra b le  f i n a n c i a l  p i c t u r e  
#24 E f fe c t iv e n e s s  o f  i n t e r n a l  a u d i t  s t a f f  in  r e p o r t in g  

d e f i c i e n c ie s

A m a jo r i ty  o f  a u d i to r s  r a t e d  th e  " sh o u ld "  and th e  " a c tu a l"  

q u e s t io n s  e q u a l ly  f o r  th e s e  c o n t r o l  c o n c e p ts .  However, i t  rem ains  

c u r io u s  why su ch  Im p o rta n t c o n c e p ts  a s  th e s e  s i x ,  would n o t  be 

unan im ously  ra te 'd  e q u a l ly .  E v id e n tly ,  some a u d i to r s  b e l i e v e  t h a t  

n o t  enough a u d i t  a t t e n t i o n  I s  fo cu sse d  in  th e s e  a r e a s .  In  t r a c in g  

th e s e  s i x  c o n t r o l  c o n c e p ts  back  to  T ab le  1 3 , th e  m ost common 

dem ographic v a r i a b l e  r e s u l t i n g  In  a  s tro n g  a s s o c i a t i o n  w i th  th e  

" sh o u ld "  Im p o rtan ce  r a t i n g  was f irm  a f f i l i a t i o n  (ONE). P e rh ap s  t h i s  

th e n  i s . a  s i t u a t i o n  w here f irm  p h i lo s o p h ie s  d i c t a t e  a  v a r i e ty  o f  

o u tlo o k s  c o n c e rn in g  th e s e  p a r t i c u l a r  s i x  c o n t r o l  c o n c e p ts ,  and y e t  

some in d iv id u a l  a u d i to r s  h a rb o r  th e  b e l i e f  t h a t  s t i l l  more sh o u ld  

be done w ith  them.
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One l a s t  I tem  to  n o te  c o n c e rn in g  F ig u re  22 c e n te r s  on th e  

d o t te d  l i n e  r e f l e c t i n g  w hich  a u d i t  team  member sh o u ld  have r e s p o n s i b i l i t y  

f o r  a s s e s s in g  th e  c o n t r o l  c o n c e p t. C o n je c tu re  m ig h t have le d  to  th e  

e x p e c ta t io n  t h a t  t h i s  p l o t  would have s t a r t e d  In  th e  lo w er l e f t - h a n d  

c o rn e r  and r i s e n  to  th e  to p  r ig h t -h a n d  c o rn e r  o f  th e  f ig u r e .  T h is  

would have  r e f l e c t e d  th e  m ost Im p o r ta n t c o n c e p ts  b e in g  d e a l t  w i th  

by th e  p a r tn e r s  w h ile  th e  l e a s t  Im p o r ta n t o n e s  would be  r e l e g a te d  to  

th e  s t a f f .  In  a c t u a l i t y ,  w hat I s  r e f l e c t e d  I s  q u i t e  a p p r o p r ia t e .

A ll  o f  th e  c o n c e p ts  a r e  a p p a re n tly  v iew ed , on a v e ra g e , a s  th e  

j u r i s d i c t i o n  o f  e i t h e r  th e  s e n io r  o r  m anager. These two members o f  

th e  a u d i t  team  hav e  th e  p rim a ry  o p e r a t io n a l  r e s p o n s i b i l i t y  o f  s e e in g  

th e  a u d i t  s u c c e s s f u l ly  and a p p r o p r ia t e ly  p e rfo rm ed . S in c e  th e y  a r e  

In  a  p o s i t i o n  to  " g e t  t h e i r  hands d i r t y "  i n  th e  a u d i t ,  i d e a l l y  th e y  

sh o u ld  be concerned  w ith  a l l  th o s e  c l i e n t  f e a tu r e s  t h a t  m igh t p o s s ib ly  

a f f e c t  th e  pe rfo rm ance  and th e  n a tu r e  o f  th e  a u d i t .  I f  p a r tn e r s  

w ere th e  team  mend>ers d e s ig n a te d ,  th e r e  would th e n  be  th e  added 

p rob lem  o f  h a v in g  them convey t h e i r  a s se s sm e n ts  to  th e  p rim ary  

o p e r a t io n a l  a u d i t  team  members who, n o t  h av in g  f i r s t - h a n d  f a m i l i a r i t y  

w ith  th e  p a r t i c u l a r  i s s u e ,  m ust th e n  i n t e r p r e t  i t  and r e l a t e  I t  to  

th e  a u d i t  ta s k s  b e in g  c o n te m p la te d . A lso , i t  would p ro b a b ly  be 

in a p p r o p r ia te  to  have a s s i s t a n t  a c c o u n ta n ts  a s s ig n e d  th e  a sse ssm e n t 

t a s k  even though  th e y  have  a  g r e a t  d e a l  o f  r e s p o n s i b i l i t y  f o r  th e  

I n t e r n a l  c o n t r o l  work on m ost a u d i t s .  F ig u re  22 r e f l e c t s  th e  f a c t  

t h a t ,  on a v e ra g e , s t a f f  a s s i s t a n t s  a r e  n e v e r  deemed a s  th e  p ro p e r  a u d i t  

team  member f o r  th e s e  e v a lu a t io n s ,  n o t  even f o r  th e  l e a s t  Im p o rta n t 

c o n tr o l  c o n c e p ts . '
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A u d it Im pact o f  C o n tro l C oncep ts—
"F a v o ra b le "  v s .  "U n fav o rab le"

A nother p a i r  o f  r e l a t e d  q u e s t io n s  was p re s e n te d  to  each  

p a r t i c i p a n t  In  th e  s tu d y . The a u d i to r s  w ere ask ed  to  I n d ic a te  to  

w hat d e g re e  would " fa v o ra b le "  and " u n fa v o ra b le "  c o n d it io n s  f o r  each  

o f  th e  c o n t r o l  c o n c e p ts  a f f e c t  th e  n a tu r e ,  t im in g  and e x te n t  o f  

su b seq u e n t a u d i t  t e s t s .  These q u e s t io n s  w ere a sked  b e c au se  m ere ly  

r a t i n g  a  c o n t r o l  c o n cep t a s  Im p o rta n t o r  a s  u n im p o rta n t may n o t 

r e f l e c t  th e  c o n t r o l  c o n c e p ts ' r e a l  Im p ac t. F o r th e  c o n c ep t to  be  a  

v i t a l  p a r t  o f  an a u d i t  te a m 's  d e l i b e r a t i o n s ,  I t  would have  to  

In f lu e n c e  su b seq u e n t a u d i t  p ro c e d u re s  I n  a t  l e a s t  one o f  th e s e  th r e e  

w ays. F ig u re  23 p r e s e n ts  th e  p l o t s  o f  th e  mean r a t i n g s  f o r  th e  

" fa v o ra b le "  and " u n fa v o ra b le "  q u e s t io n s  w ith  th e  c o n t r o l  c o n c e p ts  

once a g a in  r e f l e c t e d  I n  ra n k  o r d e r .  A lso  Imposed upon th e  g rap h  I s  

a  p l o t  o f  th e  Im p o rtan ce  r a t i n g s  shown p r e v io u s ly  In  F ig u re  22 fo r  

th e  " sh o u ld "  q u e s t io n .

As would be e x p e c te d , th e  p l o t s  d escend  a s  th e  c o n t r o l  c o n c ep ts  

become l e s s  Im p o rta n t In  t h e i r  ra n k  o r d e r in g s .  T h is  I n d ic a te s  t h a t  

a s  c o n t r o l  c o n c e p ts  a r e  view ed a s  l e s s  and l e s s  Im p o r ta n t ,  t h e i r  

Im pact upon th e  n a tu r e ,  tim in g  and e x te n t  o f  su b se q u e n t a u d i t  t e s t s  

a ls o  d e c l in e s .  A nother f a c e t  o f  th e  g rap h  to  n o te  I s  t h a t  th e  

" u n fa v o ra b le "  l i n e  f a l l s  r a t h e r  s h a rp ly  f o r  th e  f i r s t  t h i r d  o f  th e  

c o n t r o l  c o n c e p ts  and i s  r e l a t i v e l y  f l a t  f o r  th e  rem a in d e r  o f  th e  

c o n t r o l  c o n c e p ts . An i n t e r p r e t a t i o n  o f  t h i s  f e a tu r e  i s  t h a t  o n ly  

th e  v e ry  im p o r ta n t  c o n c e p ts  s t r o n g ly  I n f lu e n c e  a u d i t  p la n n in g . T hat 

i s  n o t  to  say  a l l  th e  r e s t  a r e  u n im p o rta n t in  t h i s  r e g a r d ,  b u t  r a t h e r ,
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t h e i r  l e v e l  o f  im p ac t d e c re a s e s  q u ic k ly  to  a  p l a t e a u  o f  "low " 

im p o rta n c e . N o tic e  t h a t  th e  " f a v o r a b le "  l i n e ,  o v e r  th e  l e n g th  o f  

th e  c h a r t ,  i s  f l a t t e r  th a n  th e  " u n fa v o ra b le "  l i n e .  T h is  i n d i c a t e s  

t h a t  th e r e  a r e  p ro b a b ly  c e r t a i n  e x p e c ta t io n s  h e ld  by th e  a u d i to r s  

c o n c e rn in g  th e s e  c o n t r o l  c o n c e p ts  and t h a t  o n ly  i n  t h e i r  a b sen ce  ( i . e . ,  

an " u n fa v o ra b le "  c o n d i t io n )  a r e  a u d i t s  im p a c te d . M oreover, " fa v o r a b le "  

c o n d it io n s  a r e  n o t  s u r r o g a te s  f o r  o th e r  a u d i t  p ro c e d u re s , t h e r e f o r e ,  

r e l a t i v e l y  l i t t l e  im p ac t r e s u l t s  from  " fa v o r a b le "  c o n d i t io n s .

A u d ito rs  w ould , how ever, d e r iv e  an  added s e n se  o f  c o n f id e n c e  and 

s e c u r i t y  from  " fa v o r a b le "  c o n d i t io n s .  C onfirm ing  th e s e  n o t io n s  i s  

th e  f a c t  t h a t  th e  " fa v o r a b le "  l i n e  n e v e r  r i s e s  above th e  " u n fa v o ra b le "  

l i n e .

Which o f  th e  c o n t r o l  c o n c e p ts  r e s u l t  i n  a  s t a t i s t i c a l l y  

s i g n i f i c a n t  d i f f e r e n c e  betw een th e  r a t i n g s  f o r  " fa v o r a b le "  v s .  

" u n fa v o ra b le "  c o n d i t io n s  im p a c tin g  upon th e  a u d i t?  T a b le  17 p ro v id e s  

th e  answ er. T h is  t a b l e  i s  b a sed  upon th e  W ilcoxon M a tc h e d -P a lrs  

S igned-R ank T e s t t h a t  ta k e s  i n to  a c c o u n t b o th  th e  d i r e c t i o n  and th e  

m agnitude o f  th e  r a t i n g s '  d i f f e r e n c e s ,  f o r  each  c o n t r o l  c o n c e p t.

As can be se en  from  th e  t a b l e ,  a t  p < .0 1 , a l l  b u t  th r e e  o f  th e  

c o n t r o l  c o n c e p ts  e x h ib i t  a  s i g n i f i c a n t  d i f f e r e n c e  in  r a t i n g s .

M oreover, th e y  a l l  a r e  i n  th e  d i r e c t i o n  o f  th e  " u n fa v o ra b le "  q u e s t io n  

w hich w itn e s s e s  th e  g r e a t e s t  a u d i t  im p a c t. T h is  phenomenon s u p p o r ts  

th e  c o n te n t io n  made by D e f l ie s e  e t  a l .  [1984 , p . 285] c o n c e rn in g  th e  

a t t r i b u t e s  o f  a  c o n t r o l  en v iro n m en t when th e y  s t a t e  t h a t  a u d i to r s  

" .  . . sh o u ld  be e s p e c i a l l y  a l e r t  to  e v id e n c e  s u g g e s t in g  t h e i r  

ab sence  [b ecau se  th e y ]  a r e  more im p o r ta n t  th a n  th e  s p e c i f i c  c o n tr o l
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Table 17
W ilcoxon M a tc h e d -P a irs  S igned-R ank T e s t  Summary 

f o r  "F a v o ra b le "  v s .  "U n fav o rab le"  Im pact Q u e s tio n s  D if fe re n c e s  
( C r i t e r i a :  tw o - ta i le d  p .0 1 )

C o n tro l Concept 
(Rank O rder)

C o n d itio n  W ith More 
A ud it Im pact

C o n tro l Concept 
(Rank O rder)

C o n d itio n  W ith More 
A ud it Im pact

10 "U n fav o rab le" 26 "U n fav o rab le"
7 "U n fav o rab le" 47 "U n fav o rab le"

14 "U n fav o rab le" 9 "U n fav o rab le"
13 "U n fav o rab le" 39 "U n fav o rab le"
23 5 "U n fav o rab le"
21 "U n fav o rab le" 35 "U n fav o rab le"
20 "U n fav o rab le" 40 "U n fav o rab le"
24 8 "U n fav o rab le"
25 "U n fav o rab le" 45 "U n fav o rab le"
32 "U n fav o rab le" 41 "U n fav o rab le"
33 "U n fav o rab le" 1 "U n fav o rab le"
19 "U n fav o rab le" 17 "U n fav o rab le"
34 "U n fav o rab le" 16
18 "U n fav o rab le" 6 "U n fav o rab le"
43 "U n fav o rab le" 11 "U n fav o rab le"
28 "U n fav o rab le" 4 "U n fav o rab le"
42 "U n fav o rab le" 36 "U n fav o rab le"
12 "U n fav o rab le" 3 "U n fav o rab le"
27 "U n fav o rab le" 2 "U n fav o rab le"
15 " u n fa v o ra b le " 37 "U n fav o rab le"
46 "U n fav o rab le" 48 "U n fav o rab le"
31 "U n fav o rab le" 38 "U n fav o rab le"
22 "U n fav o rab le" 29 "U n fav o rab le"
44 "U n fav o rab le" 30 "U n fav o rab le"

NOTE: With a p < .10 criteria, only concept number 23 did not exhibit a significant difference.
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p ro c e d u re s  th e m se lv e s , s in c e  th e  l a t t e r  a r e  u n l ik e ly  to  fu n c t io n  

w e l l  w ith o u t th e  fo rm er." '*

I t  I s  w o rth  n o t in g  t h a t  two o f  th e  th r e e  c o n t r o l  c o n c e p ts  n o t  

e x h ib i t i n g  a  s i g n i f i c a n t  d i f f e r e n c e  a r e  c o n c e p ts  r a t e d  I n  th e  to p -  

n in e  c a te g o ry . B o th  o f  them  a r e  r e l a t e d  to  th e  I n t e r n a l  a u d i t  f u n c t io n  

o f  th e  c l i e n t .  T h is  s i t u a t i o n  c o u ld  be I n d ic a t i v e  o f  th e  f a c t  t h a t  

th e  I n t e r n a l  a u d i t  f u n c t io n  I s  so  Im p o r ta n t to  th e  e x t e r n a l  a u d i t  

f u n c t io n  t h a t  th e  e x is te n c e  o f  " fa v o r a b le "  o r  " u n fa v o ra b le "  

c o n d it io n s  im p a c ts  th e  a u d i t  e q u a l ly ,  a l b e i t  in  s e p a r a te  d i r e c t i o n s .  

Such a  c o n te n t io n  w ould be s u p p o rte d  by Ward and R o b ertso n  [1980 ].

The d i s t r i b u t i o n  o f  re s p o n s e s , shown be low , ten d  to  s u p p o r t  t h i s  

e q u a l w e ig h tin g  n o t io n .

"F a v o ra b le "  "U n fav o ra b le "
Q u e s tio n Q u e s tio n

A udit Im pact C o n tro l C oncepts
Im portance #23 #24 #23 #24

Very G rea t 20 14 20 17
G rea t 39 32 33 39
M oderate 31 33 38 30
Low 14 16 15 16
None 19 24 17 17

Where I s  th e  a u d i t  Im pacted  m ost o f te n  when " u n fa v o ra b le "  

c o n d it io n s  e x i s t ?  T ab le  18 sum m arizes th e  number o f  re sp o n d e n ts  who 

s a id  th e r e  was an im pact when " u n fa v o ra b le "  c o n d it io n s  e x i s t e d  and 

d e t a i l s  w here th e y  b e l ie v e d  t h a t  im pact w ould be e x p e r ie n c e d .

As can be se e n  from  T ab le  1 8 , th e r e  i s  a  l a r g e  d isc re p a n c y  betw een 

th e  number o f  Im p ac ts  c i t e d  f o r  th e  m ost im p o r ta n t  c o n t r o l  c o n c ep ts

^These a u th o rs  r e f e r  to  th e  . o n t r o l  env ironm en t a s  " c o n d i t io n s  
o f  c o n t r o l " .
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Table 18
A rea o f  A ud it Im pact Due to  "U n fav o rab le"  C o n tro l 

Concept C o n d itio n s

C ontrol Concept Audit impact F e lt : C ontro l Concept Audit Impact F e l t :
(Rank Order) Nature Timing Extent T ota l* (Bank Order) Nature Timing Extant Total*

10 98 50 120 268 26 63 16 67 146
7 96 60 122 278 47 41 20 43 104

14 96 49 106 251 9 74 20 85 179
13 97 58 106 261 39 50 16 67 133
23 67 33 84 184 5 50 24 70 144
21 90 40 95 225 35 54 8 52 114
20 92 43 96 231 40 50 14 50 114
24 60 27 70 157 8 49 37 66 152
23 82 24 89 195 45 51 12 52 115
32 78 59 102 239 41 48 16 47 111
33 90 44 95 229 1 58 16 49 123
19 89 37 87 213 17 34 8 38 80
34 75 24 82 181 16 23 6 25 54
18 74 34 78 186 6 43 10 48 101
43 73 36 71 180 11 57 5 38 100
28 70 40 92 202 4 44 15 52 110
42 67 22 55 144 36 37 6 32 TO
12 60 26 65 151 3 34 26 44 84
27 48 17 57 122 2 28 9 29 66
13 38 9 44 91 37 39 9 28 76
46 57 12 70 139 48 36 3 20 59
31 56 60 54 170 38 36 6 29 71
22 62 16 53 131 29 31 3 27 .
44 64 20 68 152 30 27 6 21 54

*Theae a iy  aua to  w n  than 146 due co a u l t i p l e  reaponaea by soae o f  the  p a rc lc lp a n ta .
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v e rs u s  th e  l e a s t  Im p o r ta n t o n e s . C o n tro l c o n c e p ts  #23 and #24 

(d e a l in g  w ith  I n t e r n a l  a u d i t o r s ) ,  th e  o n ly  ones ran k ed  In  th e  to p  

n in e  t h a t  d id  n o t  have a  s i g n i f i c a n t  d i f f e r e n c e  n o te d  on T ab le  17 , 

have th e  l e a s t  number o f  c i t a t i o n s  In  th e  to p  n in e  g ro u p in g . (The 

o n ly  o th e r  n o n - s ig n i f i c a n t  T ab le  17 c o n t r o l  c o n cep t was #16 

( q u a l i f i c a t i o n s  o f  a u d i t  c o m m itte e ) , w h ich  a c c o rd in g  to  T ab le  18 , h as  

th e  l e a s t  number o f  im pact c i t a t i o n s  o f  a l l  th e  f o r t y - e i g h t  c o n t r o l  

c o n c e p ts .)  Such r e l a t i o n s h ip s  h i n t  a t  th e  p o s s i b i l i t y  t h a t  th e s e  

th r e e  c o n t r o l  c o n c e p ts  do n o t  im pact a u d i t  o p e ra t io n s  as  much 

as t h e i r  s im i l a r l y  ran k ed  c o u n te r p a r t s .  T h is  i s  p l a u s i b l e  b ecau se  

a l l  th re e  o f  th e s e  c o n t r o l  c o n c e p ts  p e r t a in  to  c l i e n t  p e rs o n n e l  n o t 

c e n t r a l l y  in v o lv e d  i n  th e  f i n a n c i a l  r e p o r t in g  p ro c e s s .  I n t e r n a l  

a u d i to r s  and a u d i t  com m ittee  members do n o t  e x e c u te  th e  f i n a n c i a l  

r e p o r t in g  p r o c e s s ,  th e y  a r e  o v e r s e e r s .  S in c e  e x te r n a l  a u d i to r s  m ust 

a c h ie v e  t h e i r  own a p p r o p r ia te  l e v e l s  o f  s a t i s f a c t i o n ,  i t  w ould be 

n ic e  to  r e l y  upon th e s e  c l i e n t  o v e r s e e r s  to  a  c e r t a i n  e x te n t  b u t in  

no way i s  th e  i n a b i l i t y  to  do so g o ing  to  d r a s t i c a l l y  a l t e r  th e  c o u rse  

and app ro ach  o f  an a u d i t .  T h is  c o n je c tu r e  w ould be d is p u te d  by Ward 

and R obertson  [1980] and R appaport [1980].

The o th e r  th in g  to  n o te  r e g a rd in g  T ab le  18 i s  th e  r e l a t i v e  

e q u a l i ty  o f  " n a tu re "  and " e x te n t"  c i t a t i o n s  w hich  t y p i c a l l y  f a r  

exceed  th e  " tim in g "  c i t a t i o n s .  The comments g e n e r a l ly  made by th e  

re sp o n d e n ts  r e f l e c t e d  th e  f a c t  t h a t  more ( " e x te n t" )  co m p lian ce , 

s u b s ta n t iv e  o r  a n a l y t i c a l  rev iew  ( a l l  b e in g  a  re s p o n s e  i n d ic a t i n g  

" n a tu r e " )  t e s t s  would be  p e rfo rm e d . D e ta i le d  a u d i t  a d ju s tm e n t
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s u g g e s t io n s  w ere n o t  p ro v id e d  e x c e p t by a  few a u d i t o r s ,  t h e r e f o r e ,  s p e c i f i c  

ty p e s  o f  a u d i t  a l t e r a t i o n s  t h a t  would be  made a r e  n o t  d is c u s s e d  h e r e .

The l a s t  c h a r a c t e r i s t i c  to  n o te  r e g a rd in g  T ab le  18 I s  th e  s im p le  

f a c t  t h a t  a s  th e  c o n t r o l  c o n c e p ts  descend  In  ra n k  o r d e r ,  th e  t o t a l  

number o f  " Im p ac t"  c i t a t i o n s  d e c re a s e .  A lso , j u s t  s.s th e  F ig u re  23 

" u n fa v o ra b le "  l i n e  d e c l in e d  s h a rp ly  and th e n  p la te a u e d ,  th e  number 

o f  " Im p ac t"  c i t a t i o n s ,  g e n e r a l ly  s p e a k in g , behave th e  same way.

T h is  s im p ly  le n d s  a d d i t io n a l  c r e d i b i l i t y  to  th e  F ig u re  23 p l o t .

A ud it Im pact o f  C o n tro l 
C o n c e p ts : Summary

T h is  s e c t io n  h a s  rev iew ed  th e  r e s u l t s  o f  two d i f f e r e n t  p a i r in g s  

o f  a u d i t  Im pact q u e s t io n s .  The f i r s t  p a i r i n g  was "how Im p o r ta n t 

sh o u ld  t h i s  co n c ep t be" (ONEAS) v e rs u s  "how Im p o r ta n t was I t "

(ONEAA). The ONEAS mean r a t i n g s  I n d ic a te d  g r e a t e r  n o rm a tiv e  Im portance  

th an  th e  ONEAA p o s i t i v e  q u e s t io n  f o r  a l l  f o r t y - e i g h t  c o n c e p ts .

The r a t i n g s  f o r  th e s e  two q u e s t io n s  ap p eared  to  move i n  a  sy n c h ro n iz e d  

fa s h io n  a s  r e f l e c t e d  in  F ig u re  22 and a t t e s t e d  to  by s i g n i f i c a n t  

p o s i t i v e  K e n d a ll and Spearm an c o r r e l a t i o n  c o e f f i c i e n t s  a t  p £  .01  

f o r  a  tw o - ta i le d  t e s t .

O bserv ing  th e  ONEBS q u e s t io n ,  "who sh o u ld  have a u d i t  r e s p o n s i b i l i t y  

f o r  e v a lu a t in g  th e  c o n c e p t ,"  in  c o n ju n c t io n  w ith  th e  ONEAS r a t i n g s ,  

on a v e ra g e , s e n io r s  o r  m anagers ten d ed  to  be d e s ig n a te d  a s  th e  a u d i t  

team  members who sh o u ld  have p rim ary  r e s p o n s i b i l i t y  f o r  e v a lu a t in g  

th e  p a r t i c u l a r  c o n t r o l  c o n c e p ts . An i n t e r e s t i n g  s i d e l i g h t  i s  t h a t  

th e  c o r r e l a t i o n  o f  ONEBS w ith  ONEAS r e s u l t e d  i n  num erous s t a t i s t i c a l l y  

s i g n i f i c a n t  (p _< .0 5 ) n e g a t iv e  c o r r e l a t i o n s  w ith  s i x  o f  th e  top
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tw e n ty - fo u r  r a t e d  c o n c e p ts  (#33 , #34, #15, #22, #23, # 2 5 ) . As was 

d is c u s s e d , t h i s  m igh t I n d ic a te  a  m ism atch o f  Im p o r ta n t c o n t r o l  c o n c e p ts  

b e in g  a s s ig n e d  to  s t a f f  r a t h e r  th a n  m a n a g e ria l l e v e l  a u d i t o r s .

The o th e r  m ajo r p a i r i n g  In v o lv e d  th e  a r e a s  o f  a u d i t  Im pact 

f o r  " f a v o r a b le "  and " u n fa v o ra b le "  c o n d it io n s  o f  th e  c o n t r o l  c o n c e p t.

I t  was se en  t h a t  " u n fa v o ra b le "  c o n d it io n s  r e s u l t  In  much more a u d i t  

concern  and more f re q u e n t  a l t e r a t i o n s  o f  th e  n a tu r e ,  t im in g  and e x te n t  

o f  su b se q u e n t t e s t s  th a n  " fa v o r a b le "  c o n d i t io n s .

F ig u re  23 r e f l e c t e d  th e  f a c t  t h a t  a s  th e  r e l a t i v e  ra n k in g s  o f  

th e  c o n t r o l  c o n c e p ts  d e c lin e d  so  to o  d id  th e  " u n fa v o ra b le "  a u d i t  

Im pact r a t i n g .  T h is  I s  f u r t h e r  s u b s ta n t i a t e d  by K en d a ll and Spearman 

c o r r e la t io n s  t h a t  a r e  p o s i t i v e  and s i g n i f i c a n t  f o r  a  tw o - ta i le d  t e s t  

o f  p £  .0 1 . A ll  b u t  one (#18) o f  th e  c o n t r o l  c o n c e p ts ' c o r r e l a t i o n s  

had p v a lu e s  _< .0 1 .

A ccoun ting  v s .  A d m in is tra t iv e  
C o n tro l D e f in i t io n s

As d is c u s s e d  in  C h ap te r I I I ,  th e  p r o f e s s io n  has d ich o to m ized  

i n t e r n a l  c o n t r o l s  i n to  a d m in is t r a t iv e  and a c c o u n tin g . A u d ito rs  a re  

I n s t r u c t e d  to  g iv e  p rim a ry  em phasis to  a c c o u n tin g  c o n t r o l s  and to  

o n ly  th o s e  a d m in is t r a t iv e  c o n t r o l s  t h a t  I n f lu e n c e  th e  c l i e n t ' s  

a c c o u n tin g  c o n t r o l s .  Based upon in te r v ie w s  w ith  a u d i t o r s ,  i t  a p p e a rs  

t h a t  no such  d i s t i n c t i o n  i s  made i n  p r a c t i c e .  The o n ly  d i s t i n c t i o n  

made a p p e a rs  to  be betw een  th o s e  c o n t r o l s  t h a t  a r e  Im p o r ta n t and th u s  

r e c e iv e  a u d i t  a t t e n t i o n  v e rs u s  th o se  t h a t  a r e  n o t  and r e c e iv e  no a u d i t  

a t t e n t i o n .  T h is  p a r t i c u l a r  s e c t io n  e x p lo re s  th e  r e l a t i o n s h i p  betw een
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an a c c o u n t in g /a d m in is t r a t iv e  c o n t r o l  d e f i n i t i o n a l  d ichotom y f o r  each  

o f  th e  c o n t r o l  c o n c ep ts  and th e  l e v e l s  o f  im p o rta n c e  a t t r i b u t e d  to  e a c h .

F ig u re  24 p r e s e n ts  th e  mean r a t i n g s  f o r  a l l  f o r t y - e i g h t  c o n t r o l  

c o n c ep ts  a lo n g  th e  a c c o u n tin g  and a d m in is t r a t iv e  c o n t r o l  d im e n s io n s .

I f  th e  b e l i e f  i s  h e ld  t h a t  h ig h ly  Im p o r ta n t c o n t r o l s  would be 

p re d o m in an tly  l a b e le d  a s  a c c o u n tin g  and  th e  l e a s t  im p o r ta n t  c o n t r o l s  

w ould a l l  be a d m in i s t r a t iv e ,  th e n  F ig u re  24 sh o u ld  have  a  shape  

s im i l a r  to :

A ccoun ting

1

2

3

4
4 3 2 1 A d m in is t ra t iv e

As can be c l e a r l y  s e e n , F ig u re  24 does n o t  r e f l e c t  such  a  r e l a t i o n s h i p .

The 45° l i n e  s e p a r a te s  th e  a d m in is t r a t iv e  from  th e  a c c o u n tin g  

type  c o n t r o l s .  An i n t u i t i v e  i n t e r p r e t a t i o n  w ould s u g g e s t  t h a t  a l l  

th e  c o n t r o l  c o n c e p ts  a r e  v iew ed a s  m o d e ra te ly  o r  g r e a t ly  " a d m in is t r a t iv e "  

due to  th e  f a c t  t h a t  th e  c o n t r o l  c o n c e p ts  Are c lu s t e r e d  a lo n g  th e  

a d m in is t r a t iv e  a x is  from  a b o u t 3 .5  to  2 .0 .  On th e  o th e r  han d , th e  

a c c o u n tin g  r a t i n g s  sp an  a  w id e r  ran g e  o f  v a lu e s  i n d ic a t i n g  th e  

c o n t r o l  c o n c e p ts  a r e  p e rc e iv e d  much more d iv e r s e ly  a lo n g  an a c c o u n tin g  

d im en sio n . T here  i s  a ls o  a  c lu s t e r i n g  o f  c o n c e p ts  i n  th e  m id d le , 

a lo n g  th e  d ia g o n a l ,  t h a t  w ould le a d  to  th e  c o n c lu s io n  t h a t  th o se  

c o n tr o l  c o n c e p ts  a r e  v iew ed e q u a lly  a s  a d m in is t r a t iv e  and a c c o u n tin g . 

M oreover, th e r e  a re  more c o n t r o l  c o n c ep ts  ly in g  below  th e  l i n e
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th a n  above , i n d ic a t in g  a  more e x te n s iv e  a d m in is t r a t iv e  c o n t r o l  

la b e l in g  o f  th e  c o n c e p ts .

I n  o r d e r  to  more c o n f id e n t ly  l a b e l  th e  i n d iv id u a l  c o n t r o l  c o n c e p ts ,  

a  W ilcoxon M a tc h e d -P a irs  S igned-R ank  T e s t  was perfo rm ed  f o r  th e  c o n t r o l  

c o n c e p ts ' r a t i n g s  a lo n g  th e s e  two d im e n s io n s . T ab le  19 p r e s e n ts  

th e  r e s u l t s  o f  t h i s  t e s t .  The r e s u l t s  d e p ic te d  on t h i s  t a b l e  in d ic a te  

t h a t  a l l  o f  th e  bo ttom  n in e  c o n c e p ts  a r e  v iew ed a s  a d m in is t r a t iv e  in  

n a tu r e  w hereas th o se  w ith  a  s t a t i s t i c a l l y  s i g n i f i c a n t  l a b e l  in  th e  

top  n in e  c a te g o ry  a r e  v iew ed a s  a c c o u n tin g  c o n t r o l s .  The m id d le  t i e r  

o f  c o n t r o l  c o n c e p ts  e x h ib i t  a  mix o f  l a b e l in g s  a lth o u g h  " a d m in is t r a t iv e "  

a p p e a rs  th r e e  tim es  a s  o f t e n  a s  " a c c o u n tin g " .

A no ther obv ious f e a tu r e  o f  th e s e  r e s u l t s  i s  th e  r e l a t i v e l y  

la r g e  p e rc e n ta g e  (56%) o f  th e  to p  n in e  c a te g o ry  t h a t  d id  n o t  have 

s i g n i f i c a n t  d i f f e r e n t i a t i o n s  betw een  a d m in is t r a t iv e  and a c c o u n tin g . 

E v id e n tly ,  th e y  a r e  v iew ed by a u d i to r s  a s  e q u a l p a r t s  o f  b o th . T h is  

would s u p p o r t  th e  c o n te n t io n  made by M a rtin  and Johnson  [1978] 

t h a t  th e  c a te g o r iz a t io n  o f  c o n t r o l s  i s  n o t  im p o r ta n t  to  a u d i to r s  in  

t h e i r  d e te rm in a tio n  o f  th o s e  i s s u e s  t h a t  sh o u ld  r e c e iv e  a u d i t  a t t e n t i o n .

A ll  th e  c o r r e la t io n s  ( K e n d a l l 's  and S p earm an 's) betw een  th e  

"a c c o u n tin g "  l a b e l  r a t i n g s  and th e  "how im p o r ta n t sh o u ld  th e  c o n c ep t 

be" r a t i n g s  w ere s i g n i f i c a n t  a t  p < .0 1  ( tw o - ta i l e d )  and p o s i t i v e  

f o r  th e  f o r t y - e i g h t  c o n t r o l  c o n c e p ts .  T h is  was a ls o  th e  c a se  f o r  

" a c c o u n tin g "  r a t i n g s  when p a ir e d  w ith  th e  a u d i t  im pac t due to  

" u n fa v o ra b le  c o n d it io n s "  r a t i n g s .  Such r e s u l t s  i n d i c a t e  a  d i r e c t ,  

and s i g n i f i c a n t  r e l a t i o n s h ip  betw een  th e  d e g re e  o f  th e  a u d i t o r 's
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Table 19
W ilcoxon M a tc h e d -P a irs  S igned-R ank T e s t Summary 

f o r  "A ccoun ting" v s . " A d m in is tra tiv e "  C o n tro l Q u e s tio n s  D if fe re n c e s  
( C r i t e r i a :  tw o - ta i le d  p <_ s e e  below )

P .1 •01- p .10 p .01  p ^  .1 0
C o n tro l Concept Concept Viewed Concept Viewed C o n tro l Concept Concept Viewed Concept Viewed

(Rank O rder) More As: More As: (Rank O rder) More As: More As:

10 26
7 "A ccounting" "A ccounting" 47 " A d m in is tra tiv e "

14 "A ccounting" "A ccounting" 9 "A ccoun ting" "A ccoun ting"
13 "A ccounting" "A ccounting" 39 " A d m in is tra tiv e " " A d m in is tra tiv e "
23 5 "A ccoun ting"
21 35 " A d m in is tra tiv e " " A d m in is tr a t iv e "
20 "A ccoun ting" 40 " A d m in is tr a t iv e ” " A d m in is tr a t iv e "
24 8 " A d m in is tra tiv e " " A d m in is tr a t iv e "
25 "A ccoun ting" "A ccounting" 45 " A d m in is tra tiv e " " A d m in is tr a t iv e "
32 "A ccounting" "A ccounting" 41 " A d m in is tra tiv e " "Adm inis t r a t i v e "
33 "A ccounting" "A ccounting" 1 "Adm inis t r a t i v e " " A d m in is tra tiv e "
19 " Admlnis t r a t i v e " " A d m in is tra tiv e " 17 " A d m in is tra tiv e " " A d m in is tr a t iv e "
34 16 " A d m in is tra tiv e " "Adm inis t r a t i v e "
18 " A d m in is tra tiv e " " A d m in is tra tiv e " 6
43 " A d m in is tra tiv e " 11 " A d m in is tra tiv e " " A d m in is tra tiv e "
28 "A ccounting" "A ccounting" 4 "Adm inis t r a  t iv e " " A d m in is tra tiv e "
42 "A ccoun ting : "A ccoun ting" 36 " A d m in is tr a t iv e " " A d m in is tr a t iv e "
12 3 " A d m in is tra tiv e " " A d m in is tr a t iv e "
27 2 " A d m in is tra tiv e " " A d m in is tr a t iv e "
15 " A d m in is tra tiv e " " A d m in is tra tiv e " 37 " A d m in is tra tiv e " " A d m in is tr a t iv e "
46 " A d m in is tra tiv e " 48 " A d m in is tra tiv e " " A d m in is tr a t iv e "
31 " A d m in is tra tiv e " " A d m in is tra tiv e " 38 " A d m in is tra tiv e " " A d m in is tra tiv e "
22 " A d m in is tra tiv e " " A d m in is tra tiv e " 29 " A d m in is tra tiv e " " A d m in is tr a t iv e "
44 " A d m in is tra tiv e " " A d m in is tra tiv e " 30 " A d m in is tra tiv e " " A d m in is tr a t iv e "
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l a b e l in g  o f  a  c o n t r o l  c o n c ep t a s  " a c c o u n tin g "  and th e  c o n c e p t 's  

o v e r a l l  Im p o rtan ce  to  th e  a u d i t .

The same c o r r e l a t i o n s  a r e  j u s t  a s  c o n s i s t e n t  when " a d m in is t r a t iv e "  

r a t i n g s  a r e  used  I n s te a d  o f  th e  " a c c o u n tin g "  r a t i n g s .  In  re g a rd s  

to  th e  " Im p o rta n c e"  r a t i n g s ,  a l l  c o r r e l a t i o n s  w ere s i g n i f i c a n t  and 

p o s i t i v e  a t  p £  .0 1 . The c o r r e l a t i o n s  betw een  th e  " u n fa v o ra b le "  

and th e  " a d m in is t r a t iv e "  l a b e l in g s  w ere  a l l  p o s i t i v e  and 

s i g n i f i c a n t  a t  p £  .0 1 .

In h e re n t  v s . C o n tro l R isk  D e f in i t io n s

A cco rd ing  to  SAS #47 [AICPA, 1 9 8 3 b ] , th e  n o t io n s  o f  I n h e r e n t  

r i s k  and c o n t r o l  r i s k  sh o u ld  be c r u c i a l  c o n c e rn s  o f  a u d i to r s  In  

a s s e s s in g  t h e i r  o v e r a l l  a u d i t  r i s k  on a  p a r t i c u l a r  engagem ent.

C h ap te r I I I  d is c u s s e d  t h i s  I n  d e t a i l .  R e c a ll  t h a t  In h e r e n t  r i s k  and 

c o n t r o l  r i s k  a r e  b o th  c l i e n t - r e l a t e d .  Coopers and Lybrand [1983] 

r e f e r s  to  them a s  th e  " I n t e r n a l  c o n t r o l  r i s k "  and " s i t u a t i o n a l  r i s k "  

posed  by th e  c l i e n t .  C o n tro l r i s k  can  be  th o u g h t o f  a s  th e  l ik e l ih o o d  

t h a t  a  c l i e n t ' s  i n t e r n a l  c o n t r o l  sy s tem s w i l l  n o t  p re v e n t  o r  d e te c t  

th e  e r r o r s  t h a t  r e s u l t  from  th e  c l i e n t ' s  u n iq u e  s i t u a t i o n s  in v o lv in g  

p e r s o n n e l ,  I n d u s t r y ,  tim e  p r e s s u r e s ,  c o m p e t i t io n ,  e t c .  The d i s t i n c t i o n  

a r i s e s  when th e  a u d i t o r ’ s r o l e  i s  c o n te m p la te d . A u d ito rs  can  do v e ry  

l i t t l e  a b o u t a c l i e n t ' s  s i t u a t i o n a l  r i s k s  b u t  th e y  can  ta c k le  th e  

i s s u e  o f  c o n t r o l  r i s k  by m easu rin g  i t  ( e . g . ,  v i a  com pliance  sam p lin g ) 

and s u g g e s t in g  ways to  red u c e  i t  ( e . g . ,  management l e t t e r s ) .  T h e re fo re , 

th e  c o n t r o l  c o n c ep ts  posed  In  t h i s  s tu d y  m igh t ten d  to  be  s e g re g a te d  

by th e  a u d i to r s  a c c o rd in g  to  th o s e  "beyond o u r  c o n t r o l  and a b i l i t y
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to  a s s e s s "  ( In h e r e n t  r i s k  i te m s )  and th o s e  t h a t  can  be " in v e s t i g a t e d ,  

m easu red , and r e c t i f i e d "  ( c o n t r o l  r i s k  i te m s ) .

How ever, th e  r e s u l t s  overw helm ing ly  i n d i c a t e  t h a t  a u d i to r s  do 

n o t  make c l e a r - c u t  d i s t i n c t i o n s  betw een  in h e r e n t  and c o n t r o l  r i s k  

i te m s . The p l o t  a t  F ig u re  25 i n d i c a t e s  a  v e ry  narrow  band o f  c o n t r o l  

c o n c ep ts  a lo n g  th e  45° d ia g o n a l  t h a t  r e p r e s e n t s  e q u a l r a t i n g s  f o r  

a  c o n t r o l  c o n c ep t a lo n g  th e s e  two d im e n s io n s . In  th e  u p p er r ig h t -h a n d  

c o rn e r  th e r e  a r e  a  few c o n t r o l  c o n c e p ts  c l e a r l y  on th e  " c o n t r o l  r i s k "  

s id e  o f  th e  l i n e  and n o t  s u r p r i s i n g l y  th e s e  te n d  to  be th e  m ost h ig h ly  

r a t e d  c o n t r o l  c o n c ep ts  i n  th e  o r i g i n a l  " im p o rta n c e "  m ea su res .

T h is  phenomenon, co u p led  w ith  th e  f a c t  t h a t  th e  c o r r e l a t i o n s  

( K e n d a l l '8 and Spearm an’ s )  betw een th e  I n h e r e n t  r i s k  and c o n t r o l  

r i s k  r a t i n g s  a r e  p o s i t i v e  and s i g n i f i c a n t  a t  p <_ .01  ( tw o - ta i l e d )  

f o r  a l l  f o r t y - e i g h t  c o n c e p ts ,  makes i t  n e c e s s a ry  to  s e r i o u s ly  q u e s t io n  

th e  a ssu m p tio n  made i n  much o f  th e  l i t e r a t u r e  t h a t  th e  two r i s k  

f a c to r s  a re  In d ep en d en t ( s e e  R o b ertso n  and D avis [1982] fo r  

exam p le). On th e  c o n t r a r y ,  i t  a p p e a rs  t h a t  th e y  a r e  n o t  alw ays 

d i s t i n g u is h a b le  n o t io n s .  I t  c o u ld  be a rg u e d  t h a t  th e y  sh o u ld  move 

i n d i r e c t l y .  T ha t i s  to  s a y , i f  in h e r e n t  ( s i t u a t i o n a l )  r i s k  i s  h ig h  

on a  c l i e n t ,  th e n  an a u d i to r  would w ant to  re d u c e  h i s  c o n t r o l  r i s k  

(a  g r e a t e r  l ik e l i h o o d  o f  p re v e n t in g  and d e te c t in g  e r r o r s )  and v ic e  

v e r s a .  However, th e  q u e s t io n s  ask ed  o f  th e  a u d i to r s  d id  n o t  d i r e c t l y  

r e l a t e  to  t h i s  i s s u e ,  th e y  w ere d e f i n i t i o n a l  o n ly , t h e r e f o r e  s t ro n g  

a s s e r t i o n s  in  t h i s  r e g a rd  a re  n o t  w a r ra n te d .

T ab le  20 p r e s e n ts  th e  r e s u l t s  o f  a p p ly in g  th e  W ilcoxon M atched- 

P a i r s  S igned-R ank T e s t  to  th e  " in h e r e n t"  v s .  " c o n t r o l"  r i s k  r a t i n g s .
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Great 2 .0

2 . 2

2 . 6

Moderate 3.0 12 .34

.46

3.6

Low 4 .O'
29

4.6*

TTo 378 376 374 312 375 278

Control Hi ok (a eo n  rat Inga)
2 7 4 2 7 2 2 7 0 T76

F ig u re  25

Inherent vs. Control Risk Perceptions
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Table 20
W ilcoxon M a tch ed -P a irs  S igned-R ank T e s t  Summary 

f o r  " In h e re n t"  v s . " C o n tro l"  R isk  Q u e s tio n s  D if fe re n c e s  
( C r i t e r i a :  tw o - ta i le d  p <_ s e e  below )

C o n tro l Concept 
(Rank O rder)

P £  .01  
Concept Viewed 

More As:

p .10
Concept Viewed 

More As:

p j< .01
C o n tro l Concept Concept Viewed 

(Rank O rder) More As:

p £  .10
Concept Viewed 

tMore As:

10
7

14
13
23 
21 
20
24
25
32
33 
19
34 
18
43 
28 
42 
12 
27 
15 
46 
31 
22
44

"C o n tro l"
"C o n tro l"
" C o n tro l"

" C o n tro l"

" C o n tro l"

" C o n tro l"

" In h e re n t"

"C o n tro l"

" C o n tro l"

" C o n tro l"
" C o n tro l"
" C o n tro l"
" C o n tro l"
" C o n tro l"

" In h e re n t"
" C o n tro l"

" C o n tro l"
"C o n tro l"
" In h e re n t"
" C o n tro l"

"C o n tro l"

" C o n tro l"
" C o n tro l"

"C o n tro l"

26
47

9
39

5
35
40 

8
45
41 

1
17
16

6 
11

4
36 

3 
2

37 
48
38
29
30

" C o n tro l"

" In h e re n t"

"C o n tro l"

"C o n tro l"

" In h e re n t"

" C o n tro l"

" In h e re n t"

" In h e re n t"
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The s p a rs e n e s s  o f  s i g n i f i c a n t  d i f f e r e n c e s  I s  c o n s i s t e n t  w i th  th e  

c lo s e  d i s t r i b u t i o n  o f  th e  c o n t r o l  c o n c e p ts  a lo n g  F ig u re  2 5 's  45° 

l i n e .  N ine o f  th e  e le v e n  s i g n i f i c a n t  d i f f e r e n c e s  a t  th e  p £  .01  

l e v e l  a r e  In  th e  d i r e c t i o n  o f  " c o n t r o l  r i s k " .  A ll  o f  th e  s i g n i f i c a n t  

d i f f e r e n c e s  i n  th e  to p  n in e  c a te g o ry  I n d ic a te  a  " c o n t r o l  r i s k ” l a b e l .  

G iven th e  f a c t  t h a t  th e s e  p a r t i c u l a r  c o n t r o l  c o n c e p ts  w ere deemed 

m ost im p o r ta n t  by th e  re s p o n d e n ts , and t h a t  c o n t r o l  r i s k  f a l l s  w i th in  

th e  rea lm  o f  a u d i to r  m easurem ent and s u g g e s t io n s  f o r  Im provem ent, 

such  a r e s u l t  w ould be e x p e c te d .

I t  i s  a ls o  w o rth w h ile  to  n o te  t h a t  th e  lo w e s t  ran k ed  c o n t r o l  

c o n c ep ts  a r e  n o t  c l e a r l y  la b e le d  a s  one ty p e  o f  r i s k  o r  th e  o th e r .

T h is  means t h a t  a  f a i r l y  e q u a l number o f  a u d i to r s  r a t e d  them  in  b o th  

c a te g o r ie s .  T h e re fo re , c o n t r o l  r i s k  I n d ic a to r s  a r e  n o t  alw ays 

view ed as th e  more Im p o rta n t com ponents o f  a  c o n t r o l  env ironm en t 

e v a lu a t io n .

D e f in i t io n s  Summary

T ab le  21 p r e s e n t s  th e  f in d in g s  o f  t h i s  s e c t io n  a lo n g  w i th  th o se  

o f  th e  p re v io u s  s e c t io n  f o r  each  o f  th e  f o r t y - e i g h t  c o n t r o l  c o n c ep ts  

i n  ra n k  o r d e r .  As can be s e e n , a  number o f  c o n t r o l  c o n c e p ts  t h a t  

th e  a u d i to r s  b e l ie v e d  sh o u ld  r e c e iv e  g r e a t e r  a u d i t  a t t e n t i o n  a re  a ls o  

view ed as  p r im a r i ly  a d m in is t r a t iv e  i n  n a tu r e .  L ik e w ise , a  number 

o f  th o se  c o n t r o l  c o n c e p ts  t h a t  would have an im p ac t upon su b seq u e n t 

a u d i t  t e s t s ,  w ere  th e y  found to  be  u n fa v o ra b le , a r e  a l s o  view ed 

as  a d m in is t r a t iv e  i n  n a tu r e .  T h is  f in d in g  s u p p o r ts  th e  c o n te n t io n  

s t a t e d  e a r l i e r  t h a t  a u d i to r s  do n o t  u se  an a c c o u n tin g  v s .  a d m in is t r a t iv e  

c o n t r o l  d ichotom y in  d e te rm in in g  a r e a s  o f  a u d i t  in q u i r y .  I t  sh o u ld
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Table 21
S y n th e s is  o f  T ab les  16 , 17, 19 and 20 (p j< .01 )

C ontrol Concept 
(Rank Order)

"Should**
vs.

"A ctual"

"Favorable"
vs.

"U nfavorable"

"Accounting"
vs.

"Admin i s  C r a t  i  ve“

"In h eren t"
vs.

"C ontro l"
C ontro l Concept 

(Rank Order)

"Should"
v s .

"A ctual"

"Favorable"
vs.

"U nfavorable"

"Accounting"
VS.

"A d m in istra tive"

" In h eren t
vs.

"C ontro l"

10 U C 26 U
7 S U Ac C 47 U

14 S U Ac C 9 S U Ac
13 U Ac 39 s U Ad
23 S C 5 s U
21 S U 35 s U Ad C
20 s U 40 U Ad
24 s C 8 s U Ad
25 U Ac 45 s U Ad
32 s U Ac C 41 s u Ad
33 s 0 Ac 1 s u Ad
19 s U Ad 1 17 u Ad
34 s U 16 s Ad
18 U Ad 6 s u
43 U 11 u Ad
28 U Ac 4 s u Ad
42 u Ac 36 s u Ad
12 s u 3 s u Ad
27 s u C 2 s u Ad
15 s u Ad 37 u Ad
46 s u C 48 u Ad 1
31 s u Ad 38 u Ad
22 s u Ad 29 u Ad
44 s u Ad 30 if Ad

172
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be n o te d , how ever, t h a t  th e  h ig h e r  ran k ed  c o n t r o l  c o n c e p ts  te n d  to  

be " a c c o u n tin g "  la b e le d  w h ile  th e  lo w er ones a r e  " a d m i n i s t r a t i v e ."

I t  I s  a ls o  w o rth  n o t in g ,  a l b e i t  j u s t  a  few c a s e s  e x i s t ,  t h a t  

a l l  th o se  c o n t r o l  c o n c ep ts  v iew ed a s  I n g r e d ie n ts  o f  c o n t r o l  r i s k  

w ere a ls o  v iew ed as b e in g  a c c o u n tin g  c o n t r o l s  (#35 I s  an  e x c e p t io n ) . 

S im i la r ly ,  a l l  I n h e r e n t  r i s k  com ponents w ere v iew ed by th e  re sp o n d e n ts  

as  a d m in is t r a t iv e  c o n t r o l s .  Such a  r e s u l t  I s  I n t u i t i v e l y  a p p e a lin g  

and adds c r e d i b i l i t y  to  th e  com plim en tary  n a tu r e  o f  th e  AICPA's 

d e f i n i t i o n s  f o r  th e s e  fo u r  n o t io n s .

A no ther r e s u l t  o b s e rv a b le  from  T ab le  21 i s  t h a t ,  f o r  a l l  b u t

one o f  th e  c o n t r o l  r i s k - l a b e l e d  c o n c e p ts ,  a u d i to r s  b e l i e v e  th e r e

sh o u ld  be s i g n i f i c a n t l y  more a u d i t  a t t e n t i o n  fo cu se d  on them th an

i s  c u r r e n t ly  b e in g  done. S im i la r ly ,  f o r  th e  n in e  a c c o u n tin g  c o n t r o l -

la b e le d  c o n c e p ts ,  a u d i to r s  b e l i e v e  t h a t  f iv e  o f  them sh o u ld  r e c e iv e

g r e a t e r  a u d i t  a t t e n t i o n .  The c o n t r o l  c o n c e p ts  s in g le d  o u t  in  t h i s

fa s h io n  a re  l i s t e d  below .

##7 P ro p e r  s e g re g a t io n  o f  d u t ie s  
#14 E f f e c t iv e n e s s  o f  g e n e ra l  EDP c o n t r o l  
#23 A p p ro p r ia te n e s s  o f  i n t e r n a l  a u d i t  s t a f f ' s  d u t i e s  and 

l i n e s  o f  r e p o r t in g  
#24 E f fe c t iv e n e s s  o f  i n t e r n a l  a u d i t  s t a f f  i n  r e p o r t in g  

d e te c te d  d e f i c i e n c ie s  
#32 P rom ptness w i th  w hich  e r r o r s  i n  i n t e r n a l  r e p o r t s  a r e  

d e te c te d  and c o r r e c te d  
#33 P o t e n t i a l  f o r  e r r o r s  i n  i n t e r n a l  f i n a n c i a l  r e p o r t s  
#27 Manner in  w hich  recom m endations o f  i n t e r n a l  and e x te r n a l  

a u d i to r s  a r e  d e a l t  w i th  
#46 Adequacy o f  th e  c l i e n t ' s  a n a ly s i s  o f  b u d g e t v a r ia n c e s  

#9 A p p ro p r ia te n e s s  o f  th e  c l i e n t ' s  c h a r t  o f  a c c o u n ts  
#35 E x te n t to  w hich th e  c l i e n t s  l i n e  p e rs o n n e l  rev ie w  

i n t e r n a l  f i n a n c i a l  r e p o r t s



www.manaraa.com

174

Any f u tu r e  s tu d i e s  d e s ig n e d  to  I n v e s t ig a t e  th e s e  p a r t i c u l a r  

c o n c ep ts  s h o u ld , a t  a  minimum, I n c o r p o r a te  th e  dem ographic v a r i a b le s  

h ig h l ig h te d  In  T ab le  13 a s  h a v in g  a  s t a t i s t i c a l l y  s t ro n g  a s s o c i a t i o n  

w ith  th e s e  c o n c e p ts .  The th r e e  dem ographic v a r i a b le s  a p p e a r in g  m ost 

f r e q u e n t ly  a c ro s s  th e  c o n t r o l  c o n c e p ts  l i s t e d  above a r e  f i rm  a f f i l i a t i o n ,  

c l i e n t  t o t a l  a s s e t s ,  and th e  p r e d i c t a b i l i t y  o f  th e  c l i e n t ' s  f i n a n c i a l  

p e rfo rm an ce .

Summary

T h is  c h a p te r  was d e s ig n e d  t o :  (1 ) d e s c r ib e  th e  m ethods used

to  a n a ly z e  th e  re s p o n s e s  to  th e  r e tu r n e d  q u e s t io n n a i r e s ,  and (2 ) p r e s e n t  

th e  f in d in g s  o f  t h i s  d e s c r i p t i v e  s tu d y . The fo u r  o b j e c t iv e s  s t a t e d  

a t  th e  b e g in n in g  o f  t h i s  c h a p te r  w ere e a c h  d e a l t  w i th  and sum m aries 

w ere p re s e n te d  f o r  e a c h  one . C h ap te r V l l  d i s c u s s e s  th e  l i m i t a t i o n s  

o f  t h i s  s tu d y  and th e  im p l ic a t io n s  f o r  a u d i to r s  and f o r  f u tu r e  

r e s e a rc h .
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CHAPTER VII

SUMMARY AND CONCLUSIONS

The p u rp o se  o f  t h i s  c h a p te r  i s  t o :  (1 ) d is c u s s  th e  l i m i t a t i o n s

o f  t h i s  r e s e a r c h ;  (2 ) sum m arize th e  m ajo r f in d in g s  o f  t h i s  s tu d y ;  

and (3) d is c u s s  t h e i r  im p l ic a t io n s  f o r  f u tu r e  r e s e a r c h .

L im i ta t io n s

The sh o rtco m in g s  and d a n g e rs  o f  u s in g  q u e s t io n n a i r e s  in  

e m p ir ic a l  r e s e a rc h  h as  been  d is c u s s e d  e x te n s iv e ly  i n  a  w ide v a r i e ty  

o f  l i t e r a t u r e s  ( s e e  f o r  exam ple Deming [1 9 4 4 ]) . S e v e ra l  c l a s s i c  

p o t e n t i a l  p i t f a l l s  a r e  n o te d  below  a lo n g  w ith  a  n o t a t io n  a s  to  how 

th e  d e s ig n  o f  th e  c u r r e n t  s tu d y  a tte m p te d  to  m in im ize  o r  c ircu m v en t them .

P o t e n t i a l  P i t f a l l s

1 . no c o n t r o l  o v e r ,  and p o s s ib le  
v a r i a b i l i t y  o f  en v iro n m en ts  
i n  w hich p a r t i c i p a n t s  
choose to  com p le te  th e  
in s tru m e n t

2 . p a r t i c i p a n t  f a t ig u e

3 . l a t e  v s .  e a r ly  re sp o n se s

4 . n o n resp o n se

C u rre n t S tudy D esign

1 . u t i l i z e d  a  p a r tn e r  o r  m anager 
to  d is s e m in a te  th e  in s tru m e n t 
a t  t h e i r  r e s p e c t iv e  o f f i c e s

2 . random ized  by b lo c k s  th e  
o r d e r  o f  p r e s e n t a t io n  o f  
th e  c o n t r o l  r e l a t e d  c o n c e p ts

3 . m a in ta in e d  a  r e c o rd  o f  th e  
d a te  e ach  q u e s t io n n a ir e  
m a ile d  o u t  and r e tu r n e d — a ls o  
phoned c o n ta c ts  th e  day o f  
th e  m a il in g  to  a l e r t  them
to  i t s  a r r i v a l

4 . u t i l i z a t i o n  o f  c o n ta c t  p e o p le  
who have been  in v o lv e d  i n  
th e  s tu d y  from  i t s  in c e p t io n
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P o t e n t i a l  P i t f a l l s C u rre n t S tudy D esign

5 . tim in g

6 . nonrandom  sam ple

7 . m eaning o f  term s

5 . m a ilin g  c o in c id e d , in  m ost 
c a s e s ,  w ith  th e  i n t e r n a l  
c o n t r o l  e v a lu a t io n  phase
o f  th e  a u d i t  f o r  th e  c l i e n t s  
chosen

6 . a l l  o f  th e  B ig 8 f irm s  a re  
r e p r e s e n te d  i n  a t  l e a s t  th r e e  
d i f f e r e n t  c i t i e s  and a l l  
a u d i t o r  ra n k s  a r e  r e p r e s e n te d — 
a l s o ,  c o n ta c t  p e rs o n  a t
each  lo c a l e  ch o o ses  engagem ent

7 . d e f i n i t i o n s  p ro v id e d  f o r  
key term s

In  s p i t e  o f  th e s e  a t te m p ts  to  a v o id  some o f  th e  t r a d i t i o n a l  

p i t f a l l s  a s s o c ia te d  w ith  e m p ir ic a l  r e s e a r c h  o f  t h i s  ty p e , v a l i d i t y  

p rob lem s c a n n o t be t o t a l l y  a v o id e d . In  r e g a rd s  to  i n t e r n a l  v a l i d i t y ,  

th e  p o t e n t i a l  e x i s t s  f o r  a  r e a c t i v e  b i a s .  Runkel and M cGrath [1972] 

su g g e s t  t h a t  becau se  re sp o n d e n ts  know th e y  a r e  th e  fo cu s  o f  th e  

r e s e a r c h ,  th ey  m igh t re sp o n d  i n  a  way th e y  th in k  th ey  s h o u ld . In  

t h i s  s tu d y , h a v in g  a c o n ta c t  p e rso n  who m igh t be th e  r e s p o n d e n t 's  

s u p e r io r  o v e rs e e in g  th e  d is s e m in a tio n  and c o l l e c t i o n  o f  th e  

q u e s t io n n a i r e s ,  m igh t a ls o  c r e a te  t h i s  s o r t  o f  b i a s .  E x te rn a l  v a l i d i t y  

i s s u e s  a r i s e  due to  o n ly  u s in g  B ig E ig h t a u d i to r s  and p u b l ic ly  t ra d e d  

c l i e n t s .  A lso , a llo w in g  th e  c o n ta c t  p e o p le  to  choose th e  a u d i t  

team s and c l i e n t s  may have r e s u l t e d  i n  a  s e l e c t i o n  b i a s .  However, 

su ch  a  l ik e l ih o o d  co u ld  n o t  be c o n t r o l le d  f o r  i n  l i g h t  o f  th e  

e x p lo ra to ry  s p i r i t  o f  t h i s  s tu d y  and g e n e r a l i z a t i o n s  to  th e  a u d i t  

p r o fe s s io n  and o th e r  c l i e n t s  a re  n o t  w a r ra n te d . S ubsequen t r e s e a rc h  

i n  t h i s  v e in  co u ld  p o s s ib ly  p u rsu e  f e r t i l e  o p p o r tu n i t i e s  in  c o n t r o l l i n g  

f o r  in d u s t r y  and f o r  a u d i t o r s .  L a s t ly ,  c o n s t r u c t  v a l i d i t y  i s s u e s
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a r i s e  due to  p rob lem s o f  te rm in o lo g y  and m i s i n t e r p r e t a t i o n s .  

D e f in i t io n s  w ere p ro v id e d  f o r  key te rm s and one o f  th e  m ajo r p u rp o se s  

o f  th e  p i l o t  t e s t  was to  u n co v er th e s e  d i f f i c u l t i e s .  The o th e r  

t h r e a t  to  c o n s t r u c t  v a l i d i t y  i s  due to  th e  p o s s i b i l i t y  t h a t  th e  

l i s t i n g  o f  c o n t r o l  en v ironm en t a t t r i b u t e s  may n o t  be com ple te  

a lth o u g h  P hase  1 o f  t h i s  s tu d y  was d e s ig n e d  to  m in im ize  th e  l ik e l ih o o d  

o f  t h i s  b e in g  t r u e .

M ajor F in d in g s

The p rim a ry  o b je c t iv e  o f  t h i s  s tu d y  was to  a s c e r t a i n  th e  

im p o r ta n t  a t t r i b u t e s  o f  c l i e n t s '  c o n t r o l  e n v iro n m en ts  and to  e x p lo re  

th e  d im ensions a lo n g  w h ich  d i f f e r e n t  l e v e l s  o f  im p o rtan ce  a r e  a s c r ib e d  

to  th e s e  a t t r i b u t e s .  I n  C h ap te r V I, th e  r e s e a rc h  r e s u l t s  t h a t  

a d d re s se d  t h i s  o b je c t iv e  w ere p re s e n te d  a lo n g  w ith  th e  r e s u l t s  r e l a t e d  

to  th e  se co n d a ry  o b je c t iv e s  ( e . g . ,  d e f i n i t i o n a l  i n t e r p r e t a t i o n s ) .

In  t h i s  c h a p te r ,  th e  g e n e r a l i z a t io n s  u n d e r ly in g  th e s e  s p e c i f i c  

r e s u l t s  a r e  h ig h l ig h te d  and t h e i r  p o s s ib le  im p l ic a t io n s  f o r  th e  

a u d i t in g  p r o fe s s io n  and f o r  f u tu r e  a u d i t in g  r e s e a rc h  a r e  d is c u s s e d .

The c o n c lu s io n s  o f f e r e d  h e re in  w ere d is c u s s e d  w ith  f iv e  a u d i to r s  

( th r e e  p a r tn e r s  and two s e n io r  m anagers) from  th r e e  d i f f e r e n t  

B ig  E ig h t  f i r m s .  T hree o f  th e  a u d i to r s  p a r t i c i p a te d  i n  th e  s tu d y .

They w ere in te rv ie w e d  i n  o r d e r  to  o b ta in  r e a c t io n s  to  th e  r e s u l t s  

p r e s e n te d  i n  C h ap te r V I. These in te r v ie w s  w i l l  h e r e a f t e r  be 

r e f e r r e d  to  as  th e  " p o s t - s tu d y - in te r v ie w s " .
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R e la t iv e  R ankings o f  C o n tro l C oncepts

O v e r a l l ,  th e  a u d i to r s  In te rv ie w e d  w ere n o t  s u r p r i s e d  by th e  

ra n k in g  o f  th e  c o n t r o l  c o n c e p ts  a s  d e p ic te d  i n  C h ap te r V I. The 

c o n t r o l  c o n c e p ts  g e n e ra t in g  th e  m ost d i s c u s s io n  w ere th o se  ranked  

v e ry  h ig h  o r  v e ry  low . C o n c lu s io n s  r e l a t e d  to  th e  m ost im p o r ta n t  

c o n tr o l  c o n c e p ts  a r e  p r e s e n te d  f i r s t .

R egard ing  c o n t r o l  c o n c ep t #25 ( c o n t r o l l e r 's  know ledge o f  

g e n e ra l ly  a c c e p te d  a c c o u n tin g  p r in c i p l e s  (GAAP)), th e  rem arks 

fo cu sed  on th e  f i n a n c i a l  r e p o r t in g  sy s te m . I t  i s  im p o r ta n t  t h a t  

th e  c o n t r o l l e r  be f a m i l i a r  and c o m fo r ta b le  w i th  GAAP, b u t i t  m ust 

m a n ife s t  i t s e l f  i n  t h a t  th e  f i n a n c i a l  r e p o r t in g  p ro c e s s  in c o r p o r a te s  

GAAP, g e n e ra t in g  d a ta  t h a t  i s  c o n s i s t e n t  w ith  GAAP. A u d ito rs  

r e p e a te d ly  n o te d  t h a t  th e y  w ould r a t h e r  a u d i t  G A A P -financia l 

num bers a s  opposed  to  non-GAAP d a ta  t h a t  th e y  th e n  have to  c o n v e r t 

to  GAAP. Such a  s i t u a t i o n  i s  p r e f e r a b l e  due to  th e  f a c t  t h a t  a 

much " b e t t e r  f e e l in g  a b o u t th e  p r o b a b i l i t y  o f  e r r o r s  in  th e  

f i n a n c i a l  s ta te m e n ts "  e x i s t s .

The s u b t l e  d i s t i n c t i o n  betw een a  c o n t r o l l e r  b e in g  a b le  to  

d is c u s s  GAAP w ith  th e  a u d i to r s  i n  th e  c o n te x t  o f  t h e i r  f i n a n c i a l  

r e p o r t s  and in c o r p o r a t in g  GAAP i n  th e  d e s ig n  o f  t h e i r  a c c o u n tin g  system s 

i s  im p o r ta n t .  The l a t t e r  s i t u a t i o n  o f f e r s  o p p o r tu n i t i e s  to  a u d i to r s  

w ith  each  new F in a n c ia l  A ccoun ting  S ta n d a rd s  Board (FASB) p ronouncem ent, 

to  a s s i s t  t h e i r  c l i e n t s  i n  m o d ify in g  t h e i r  f i n a n c i a l  r e p o r t in g  p ro c e s s e s  

i n  o r d e r  to  g e n e ra te  d a ta  c o n s i s t e n t  w i th  th e  new pronouncem ent.

The c u r r e n t  s i t u a t i o n  in v o lv in g  FASB's p e n s io n  d i s c lo s u r e s  i s  a 

p rim e exam ple o f  in fo rm a t io n , n o t  p r e v io u s ly  r e q u i r e d  f o r  f i n a n c i a l
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d i s c lo s u r e  n o r  p ro b a b ly  a  p a r t  o f  many c l i e n t  a c c o u n tin g  d a ta  

b a s e s ,  t h a t  m igh t have to  become a  r e g u la r  p a r t  o f  th e  c l i e n t ' s  

f i n a n c i a l  r e p o r t in g  sy stem . A u d ito rs  would p r e f e r  to  s e e  t h e i r  

c l i e n t s '  sy stem s d e s ig n e d  to  c a p tu re  and c o n t r o l  th e s e  a d d i t io n a l  

p e n s io n  d i s c lo s u r e s  th a n  have to  d e r iv e  th e  In fo rm a tio n  a t  y e a r  end 

from  many d i f f e r e n t  s o u rc e s  and th u s  u n d er th e  c o n t r o l  Cor la c k  

o f  c o n tr o l )  o f  d iv e r s e  c l i e n t  seg m en ts.

A no ther o f  th e  m ost h ig h ly  ran k ed  c o n t r o l  c o n c e p ts  d e a l t  

w ith  th e  p r o p e n s i ty  o f  a  c l i e n t ' s  m anagement to  r e p o r t  th e  m ost 

fa v o ra b le  f i n a n c i a l  p i c t u r e  (# 2 0 ) . The p o s t - s tu d y - in te r v ie w s  

t y p i f i e d  th e  Im p o rtan ce  o f  t h i s  n o t io n  a s  b e in g  a  p rim e I n d ic a t io n  

o f  r i s k  to  be e n c o u n te re d  by th e  a u d i t  team . I n  g e n e r a l ,  a u d i to r s  

" f e e l  more c o m fo rta b le  w ith  c l i e n t s  who ta k e  a  c o n s e rv a t iv e  

f i n a n c i a l  r e p o r t in g  p o s tu r e ."  Such a  view  i s  q u i t e  c o n s i s t e n t  w ith  

a u d i t o r s '  own te n d e n c ie s  tow ards c o n s e rv a tis m  ( e . g . ,  th e  a c c o u n tin g  

f o r  lo s s  c o n tin g e n c ie s  v e rs u s  g a in  c o n t in g e n c ie s ) . The im p l ic a t io n  

o f  t h i s  c o n t r o l  c o n c ep t i s  t h a t  i t  can  be a  cue i n  one a r e a  t h a t  

sh o u ld  " t i p - o f f "  a u d i to r s  in  re g a rd s  to  o th e r  a r e a s .  F o r exam ple, 

i f  a  c l i e n t  i s  h e s i t a n t  to  w r i t e - o f f  p a s t  due r e c e iv a b le s ,  t h i s  sh o u ld  

be an a u d i t  s ig n a l  s u g g e s t in g  th e  p o s s i b i l i t y  o f  t h i s  s o r t  o f  

b e h a v io r  r e g a rd in g  o th e r  a s s e t s .  I t  sh o u ld  n o t  be i n t e r p r e t e d  as  

a  l o c a l i z e d  i s s u e  ( i . e . ,  r e c e iv a b le s  o n ly ) .

C o n tro l c o n c e p ts  #23 and #24 w ere a l s o  h ig h ly  ran k ed  and th ey  

d e a l t  w ith  i n t e r n a l  a u d i t in g  i s s u e s .  In  g e n e r a l ,  a u d i to r s  b e l ie v e d  

t h a t  i t  was im p o r ta n t  to  in q u i r e  i n to  th e  backgrounds o f  th e  

c l i e n t ' s  i n t e r n a l  a u d i t  s t a f f .  M oreover, a u d i to r s  sh o u ld  i n v e s t i g a t e
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how th e  I n t e r n a l  a u d i to r s  p e rc e iv e  t h e i r  I n t e r n a l  a u d i t  f u n c t io n .

S in ce  th e  I n t e r n a l  a u d i to r s  e x e c u te  th e  I n t e r n a l  a u d i t  f u n c t io n ,

I t  I s  Im p o r ta n t  to  d e te rm in e  I f  t h e i r  f u l f i l l i n g  o f  t h a t  r o l e  I s  

conducive  w ith  th e  c o rp o r a te  m is s io n  a s s ig n e d  to  them and w h e th e r 

o r  n o t t h e i r  work com plem ents th e  In d ep e n d e n t a u d i t  f u n c t io n .  I f  

I n t e r n a l  a u d i to r s  f u l f i l l  th e  d i r e c t i v e s  o f  t h e i r  jo b  d e s c r ip t i o n s  

w ith o u t th e  s e n s i t i v i t y  Im p lie d  by th o s e  t a s k s ,  th e  l ik e l ih o o d  o f  

t h e i r  e f f e c t i v e l y  o v e rs e e in g  th e  f i n a n c i a l  r e p o r t in g  p ro c e s s  d e c l in e s .

A no ther I n t e r n a l  a u d i t  co n cern  v o ic e d  by th e  In d ep e n d e n t 

a u d i to r s  was re g a rd in g  s e n io r  m anagem ent's a t t i t u d e  tow ards 

t h e i r  I n t e r n a l  a u d i t  s t a f f .  C le a r ly ,  no m a t te r  how e f f e c t i v e  

I n t e r n a l  a u d i to r s  m igh t be i n  d e te c t in g  i r r e g u l a r i t i e s  and recommending 

im provem ents, i f  s e n io r  management i s  n o t  r e c e p t iv e  th e r e  w i l l  be 

no c o r r e c t iv e  a c t io n s  i n s t i t u t e d .  D is c u ss io n s  w ith  management a s  

w e ll  a s  p ro o f  o f  m anagem ent's re s p o n s iv e n e s s  to  i s s u e s  r a i s e d  by 

t h e i r  I n t e r n a l  a u d i to r s  a r e  b o th  n e c e s s a ry  i n  o r d e r  to  a s s e s s  th e  

a p p ro p r ia te n e s s  (from  an  in d e p e n d e n t a u d i t o r 's  p e r s p e c t iv e )  o f  

m anagem ent's a t t i t u d e  tow ards t h e i r  i n t e r n a l  a u d i t  f u n c t io n .  For 

any in d e p e n d e n t a u d i t  a s su ra n c e s  to  r e s t  upon th e  work o f  an 

i n t e r n a l  a u d i t  s t a f f ,  t h a t  s t a f f  h a s  to  be more th a n  a  sym bolic  

c o rp o ra te  f u n c t io n .

A lso r e c e iv in g  a  v e ry  h ig h  ra n k in g  was c o n t r o l  co n c ep t #21 

t h a t  a d d re s s e d  th e  e x is te n c e  o f  f a c t o r s  p o s s ib ly  m o tiv a t in g  m anagers 

to  o v e r r id e  s p e c i f i c  i n t e r n a l  c o n t r o l s .  The f a c t o r s  m ost commonly 

c i t e d  by a u d i to r s  w ere bonus p la n s ,  d e b t c o v e n an ts  and o th e r  

c o n t r a c tu a l  c o n s t r a in t s .  I t  was g e n e ra l ly  b e l ie v e d  t h a t  i t  was th e
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a u d i t  m a n a g e r 's  r o le  to  rev ie w  th e s e  a r e a s  and d e te rm in e  th e  

f i n a n c i a l  a c c o u n ts  m ost l i k e l y  to  be  Im p ac ted  by c l i e n t  b e h a v io r  

aim ed a t  com plying w ith  su ch  c o n t r a c t s  o r  a t te m p tin g  to  g e n e ra te  

a d d i t io n a l  com pensa tion  f o r  th e m se lv e s . T y p ic a l ly ,  th e  a c c o u n ts  

m ost l i k e l y  to  be Im pacted  w ere d e s c r ib e d  a s  th o se  d ep en d en t upon 

c l i e n t  judgm en ts a s  opposed  to  r o u t in e  d a l ly  p r o c e s s in g .  A c c ru a ls  

and lo s s  p r o v is io n s  would be exam ples o f  a c c o u n ts  o f  t h i s  ty p e .

In  th e  same v e in ,  a u d i to r s  a ls o  e x p re s s e d  a  c o n cern  f o r  more 

g e n e ra l  m o tiv a t in g  In f lu e n c e s  su ch  a s  p r e s s u r e  to  m eet g o a ls ,  m a in ta in  

Im proving  t r e n d s ,  e t c .  The f i n a n c i a l  s ta te m e n t  Im pact o f  such  

g e n e ra l  f o rc e s  a re  n o t  a s  e a s i l y  l o c a l i z e d  a s  th o se  r e s u l t i n g  

from  bonus p la n s  o r  d e b t c o v e n a n ts . Not o n ly  w ould a c c o u n ts  such  

as l o s s  p ro v is io n s  and a c c r u a ls  be p o t e n t i a l l y  Im p ac ted , b u t  a l l  

o th e r  a c c o u n ts  c o u ld  be v iew ed a s  c a n d id a te s  f o r  m a n ip u la t io n .

A u d ito rs  e x p re s s e d  a  g r e a t  d e a l  o f  co n cern  In  t h i s  r e g a rd  and th ey  

I n d ic a te d  t h a t  u l t im a te ly ,  th e y  had to  r e l y  on th e  c l i e n t ' s  I n t e g r i t y  

and th e  re a s o n a b le n e s s  o f  th e  r e s u l t a n t  f i n a n c i a l  p i c t u r e .

The re m a in in g , m ost h ig h ly  ran k ed  c o n t r o l  c o n c e p ts  (# 1 0 , #7,

#14 and # 1 3 ), g e n e ra te d  l i t t l e  d i s c u s s io n .  I t  was g e n e r a l ly  b e l ie v e d  

t h a t  t h e i r  Im p o rtan ce  was s e l f - e v i d e n t  and u n iv e r s a l l y  re c o g n iz e d . 

C e r ta in ly  th e s e  c o n t r o l  n o t io n s  ( a u th o r iz a t i o n  o f  t r a n s a c t io n s ,  

s e g re g a t io n  o f  d u t i e s ,  s a fe g u a rd s  o v e r  a s s e t s  and r e c o r d s ,  and EDP 

c o n t r o l s )  r e c e iv e  m ost o f  th e  a t t e n t i o n  In  any l i t e r a t u r e  d i s c u s s in g  

I n t e r n a l  c o n t r o l s .  I n  rev ie w in g  T ab le  18 , I t  a p p e a rs  t h a t  a u d i to r s  

a r e  n o t  m ere ly  c o n d it io n e d  to  b e l i e v e  th e s e  c o n c e p ts  a r e  Im p o r ta n t , 

b u t  t h a t  th e s e  fo u r  c o n t r o l  c o n c e p ts  d id  in  f a c t  r e c e iv e



www.manaraa.com

182

m ost a u d i t  im pac t n o t a t io n s  o f  a l l  th e  f o r t y - e i g h t  c o n t r o l  c o n c e p ts  

p re s e n te d  to  th e  r e s p o n d e n ts .

The t h i r t y  c o n t r o l  c o n c e p ts  ranked  i n  th e  m id d le  g e n e ra te d  

v e ry  l i t t l e  d is c u s s io n  d u r in g  th e  p o s t - s tu d y - in te r v ie w s .  The 

a u d i to r s  a g re e d  w ith  th e  r a n k in g s  i n  t h a t  th e s e  c o n t r o l  c o n c ep ts  

m ight be im p o r ta n t  a t  t im e s , b u t  n o t  u n iv e r s a l l y  n o r  to  a  v e ry  g r e a t  

e x te n t .  Such c o n t r o l  c o n c ep ts  a s  to p  management tu rn o v e r  (# 1 8 ), 

management r i s k  ta k in g  (# 1 9 ) , b o a rd  o f  d i r e c t o r s  and a u d i t  com m ittee 

co n cern s  (#17 , #16 and # 1 5 ), and o th e r  management r e l a t e d  i s s u e s  

( e . g . ,  #47, #40, #8 and #39) w ere a l l  view ed a s  " co m fo rt l e v e l  

i te m s " .  By t h a t ,  i t  was m eant t h a t  th e s e  ite m s  c o n tr ib u te d  to  a 

f e e l in g  tow ards th e  c l i e n t  t h a t  th e  a u d i to r  a c q u ire d  b ased  upon 

c l i e n t  a p p earan ces  o f  com petence , i n t e g r i t y ,  and c o n s c ie n t io u s n e s s .  

R e c a ll  t h a t  t h i s  i s  in  e s se n c e  th e  d e f i n i t i o n  o f  a  c o n t r o l  

en v iro n m en t. Even though th e s e  c o n t r o l  c o n c e p ts  a l i g n  v e ry  

c lo s e ly  w ith  a  c o n t r o l  env ironm en t n o t io n ,  a u d i to r s  d id  n o t  view  

them a s  w a r ra n t in g  th e  n e x t  l e v e l  o f  a u d i t  c o n cern — im p a c tin g  th e  

d e s ig n  o f  su b se q u e n t a u d i t  t e s t s .  For t h i s  r e a s o n , th e y  w ere 

view ed o n ly  as  m o d era te ly  im p o r ta n t .

The same s c e n a r io  i s  a p p l ic a b le  to  some o f  th e  o th e r  m id d le -  

ranked  c o n t r o l  c o n c e p ts  d e a l in g  w ith  c l i e n t  i n t e r n a l  r e p o r t in g  

( e . g . ,  #9 , #42, #34, #44, #45, #31 , #33, #32, #46 and # 3 5 ). Even 

though th e s e  c o n t r o l  c o n c e p ts  p e r t a in  to  c l i e n t  m o n ito r in g  o f  t h e i r  

f i n a n c i a l  p e rfo rm an ce , a u d i to r s  ten d e d  n o t  to  v iew  them  as  v e ry  

im p o r ta n t  to  th e  In d ep en d en t a u d i t .  The re a so n  g iv e n  was t h a t  

in d ep e n d e n t a u d i to r s  a re  much more con cern ed  w ith  th e  f a i r n e s s  o f
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th e  e n d in g  f i n a n c i a l  num bers th an  w ith  th e  p e r io d ic  I n t e r n a l  

f i n a n c i a l  r e s u l t s .  B udgets and f o r e c a s t s  a r e  m ore a  to o l  f o r  

m anaging, w ith  o n ly  an I n d i r e c t  Im pact upon th e  y e a r ly  e x te r n a l  

f i n a n c i a l  s ta te m e n ts .  However, th e  Infam ous M a tte l  and I t e l  f ia s c o s  

sh o u ld  have ta u g h t  a u d i to r s  t h a t  th e s e  I s s u e s  can  have a  f in a n c i a l  

s ta te m e n t  Im p a c t, d i r e c t l y  r e l a t e d  to  th e  a t t e s t  f u n c t io n  [E lsenschm led  

and H a sk in s , 1 983 ].

The l e a s t  Im p o r ta n t c o n t r o l  c o n c e p ts  ( th e  b o ttom  n in e )  g e n e ra te d  

th e  m ost comments d u r in g  th e  p o s t - s tu d y - in te r v ie w s . The c o n tr o l  

co n c ep ts  d e a l in g  w ith  c l i e n t  p e rs o n n e l  t r a i n i n g ,  e v a lu a t in g  and 

p la n n in g  (# 3 , #4 and #2) w ere  v iew ed a s  I n c id e n ta l  to  th e  In d ep en d en t 

a u d i t .  Such co n cern s  w ere t y p i c a l l y  v iew ed a s  p ro p e r ly  u n d e r th e  

j u r i s d i c t i o n  o f  th e  c l i e n t ' s  I n t e r n a l  a u d i t  d e p a rtm e n t and n o t  th e  

In d ep e n d e n t a u d i to r .  In  e s s e n c e ,  In d ep e n d e n t a u d i to r s  "d o n ’ t  c a re  

who th e  p e rso n  I s  o r  how th e y  g o t t h e r e ,  th e  sy stem  In  p la c e  I s  more 

Im p o r ta n t ."  A ll  o f  th e  In te rv ie w e e s  a g re e d  t h a t  th e y  " lo o k  

p a s t  th e  c l i e n t ' s  p e o p le  to  th e  d a t a . "

At f i r s t  g la n c e  t h i s  a p p e a rs  to  g r o s s ly  c o n t r a d ic t  th e  n o t io n  

h e ld  by many t h a t  " i n t e r n a l  c o n t r o l  I s  p e o p le "  [Mautz and S h a ra f ,

1961 ]. The a u d i to r s  do n o t  d i s a g r e e .  However, th e y  do n o t  a u d i t  

p e o p le  to  d e r iv e  f i n a n c i a l  s ta te m e n t  s a t i s f a c t i o n ;  th e y  a u d i t  f i n a n c i a l  

s ta te m e n ts  t h a t  g e n e ra te s  a  b y p ro d u c t o f  s a t i s f a c t i o n  c o n c e rn in g  th e  

p e o p le . A ll th e  t r a i n in g  and s t a f f  p la n n in g  i n  th e  w orld  does n o t  

p ro v id e  an in d e p e n d e n t a u d i to r  w ith  e v id e n c e  f o r  fo rm u la tin g  a 

f i n a n c i a l  s ta te m e n t  o p in io n . The o n ly  s i g n i f i c a n t  a r e a  o f  a u d i t  

im pac t was d e n o te d  as p o s s ib le  management l e t t e r  comments.
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I t  sh o u ld  be n o te d  t h a t  one o f  th e  in te rv ie w e e s  had e x p e r ie n c e d  

a  m ajo r f ra u d  on one o f  h i s  c l i e n t s  s in c e  c o m p le tin g  h i s  q u e s t io n n a i r e .  

He v o ic e d  th e  o p in io n  t h a t  more p e r s o n n e l - r e la te d  i s s u e s  sh o u ld  

be o f  co n cern  to  th e  in d e p e n d e n t a u d i t o r .  Any and a l l  avenues o f  

e v id e n c e  r e g a rd in g  c l i e n t  p e rs o n n e l  com petence and e s p e c i a l l y  t h e i r  

I n t e g r i t y  sh o u ld  be a c q u ir e d .  I n  h i s  m ind, th e  c o n t r o l  fu n c t io n  

perfo rm ed  by a  p e rso n  i s  no more im p o r ta n t  th a n  t h a t  p e r s o n 's  

i n t e g r i t y .  Such a  co n cern  h i n t s  a t  a  v o id  in  c u r r e n t  a u d i t  

ap p ro ach es  t h a t  sh o u ld  p e rh a p s  be r e c t i f i e d  by more fo rm a liz e d , more 

in - d e p th  p e rs o n n e l  I n q u i r i e s .

Some v e ry  im p o r ta n t  c o n c e rn s  w ere v o ice d  in  re g a rd s  to  c l i e n t ' s  

o r g a n iz a t io n a l  s t r u c t u r e .  B oth  c o n t r o l  c o n c ep ts  #37 and #38 w ere 

ranked  v e ry  low . A u d ito rs  d id  a g re e  t h a t  th e  fo rm al o r g a n iz a t io n  

s t r u c t u r e  (#37) i s  a  v e ry  m inor a u d i t  c o n c e rn . However, th e  p o s t - s tu d y -  

in te rv ie w e e s  a l l  a t t r i b u t e d  a  g r e a t  d e a l  o f  im p o rtan ce  to  th e  c l i e n t ' s  

in fo rm a l o r g a n iz a t io n  ( i . e . ,  g ra p e v in e , s u b c u l tu r e ,  e t c . )  They 

ag re e d  t h a t  i t  d id  n o t  im pact t h e i r  a u d i t  program  o r  p la n n in g  

d i r e c t l y  and p e rh a p s  t h i s  a c c o u n ts  f o r  i t s  low r a t i n g .  On th e  

o th e r  hand , th e y  a l l  b e l ie v e d  t h a t  su ch  a  c o n t r o l  c o n cep t was v i t a l  

to  u n d e rs ta n d in g  "who h o ld s  th e  re e d  power" in  th e  c l i e n t ' s  o r g a n iz a t io n .  

L ik e w ise , su ch  a  c o n cep t can p ro v id e  v a lu a b le  i n s i g h t s  i n to  th e  

i s s u e s  b e in g  d is c u s s e d  by th e  c l i e n t  p r i o r  to  th e  i s s u e s  becom ing 

a  p a r t  o f  th e  c l i e n t ' s  fo rm al agenda f o r  d e c is io n  m aking. Such 

advance I n s ig h t s  p ro v id e  In d ep e n d e n t a u d i to r s  w ith  th e  o p p o r tu n i ty  to  

become in v o lv e d  in  a  "p re e m p tiv e "  v e in  [Pom eranz, 1 9 8 0 ], h e lp in g  to  

in f lu e n c e  th e  c o u rse  o f  how th in g s  w i l l  be  a c co u n ted  f o r  by th e  c l i e n t .



www.manaraa.com

185

A nother c o n te x t  I n  w hich In fo rm a l n e tw o rk s  w ere a t t r i b u t e d  

Im p o rta n c e , was t h a t  t h e i r  breakdow n s e rv e s  as  a  s ig n a l  to  th e  

In d ep e n d e n t a u d i to r s  t h a t  th e r e  may be an u n d e rc u r re n t  o f  tu r m o il ,  

d e c e i t ,  h o s t i l i t y ,  j e a lo u s y ,  e t c .  among th e  c l i e n t ' s  p e rs o n n e l .  As 

one a u d i to r  n o te d ,  en v iro n m en ts  w ith  su ch  em otions a r e  f e r t i l e  f o r  

b e h a v io rs  t h a t  d e v ia te  from  e x p e c te d  l e v e l s  o f  I n t e g r i t y  and 

e t h i c s .  In  h i s  e x p e r ie n c e ,  he  o b se rv ed  t h a t  p e o p le  a r e  p ro n e  to  

s e t t i n g  a s id e  t h e i r  p e rs o n a l  codes o f  con d u c t and a d o p tin g  th e  

In fo rm a l o r g a n iz a t io n a l  m e n ta l i ty  t h a t  may o r  may n o t  be cond u c iv e  

to  th e  sound , r e l i a b l e  e x e c u tio n  o f  good I n t e r n a l  c o n t r o l .  

S im i la r ly ,  K atz  [1979] found such  s i t u a t i o n s  to  be a  common 

th re a d  th ro u g h  m ost o f  th e  f ra u d  c a se s  he rev iew ed .

One o th e r  p a i r  o f  low ranked  c o n t r o l  c o n c e p ts  d e a l t  w ith  

th e  a p p ro p r ia te n e s s  o f  In fo rm a tio n  b a se s  u sed  In  d e te rm in in g  r a i s e s  

and p ro m o tio n s f o r  c l i e n t  p e rs o n n e l  (#29 and # 3 0 ). A u d ito rs  r a te d  

th e s e  c o n c e p ts  much low er th a n  a  s im i l a r  c o n t r o l  c o n cep t (#21) t h a t  

a d d re s s e d  th e  same n o t io n  o f  c l i e n t  rew ards b u t  I t  was p h ra se d  

so as  to  fo cu s  on th e  m o tiv a t io n a l  Im pact r e s u l t i n g  from  th e  

rew a rd s . The I n d ic a t io n s  from  a u d i to r s  ten d ed  to  s u g g e s t  t h a t  

th e  way In  w hich r a i s e s ,  bonuses and p ro m o tio n s  a r e  d e te rm in e d  by 

a  c l i e n t  I s  I r r e l e v a n t  to  th e  a u d i t .  B u t, i f  th e s e  i s s u e s  a r e  

c o n te x tu a l lz e d  In  term s o f  w hat k in d  o f  b e h a v io r  i s  l i k e l y  to  be 

encou raged  from  th e  p a r t i c u l a r  s t r u c t u r i n g  o f  I n c e n t iv e s ,  th e y  

become an im p o r ta n t  a u d i t  co n c e rn . The e q u i ty  o f  and le g itm a c y  

o f  rew ards to  c l i e n t  p e rs o n n e l  do n o t  c o n cern  a u d i to r s .  T h e re fo re , 

th e  em ployee m ora le  and tu rn o v e r  i s s u e s  t h a t  a r e  l in k e d  to  rew ards
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do n o t  Im pact I n t e r n a l  c o n t r o l  In  th e  m inds o f  a u d i t o r s .  These 

s o u rc e s  o f  p o t e n t i a l  I n t e r n a l  c o n t r o l  Im pact a r e  much more s u b t l e  

and r o u t in e  when compared to  th e  o b v io u s  b e h a v io rs  c r e a te d  by 

s p e c i f i c  bonus p l a n s ,  c o n t r a c tu a l  r e s t r i c t i o n s ,  d e b t c o v e n a n ts , e t c .  

w hich a u d i to r s  do v iew  a s  Im p o r ta n t .  The a u d i to r s  In te rv ie w e d  

ten d ed  to  lump c o n t r o l  c o n c e p ts  #29 and #30 u n d e r th e  g e n e ra l  h e a d in g  

o f  c l i e n t  p e rs o n n e l  co n cern s  w h ich , a s  h as  a lr e a d y  been  m en tio n ed , 

a re  p u re ly  seco n d a ry  In  Im portance  In  th e  m inds o f  m ost a u d i t o r s .

The l a s t  c o n t r o l  c o n c ep t dow nplayed by a u d i to r s  d e a l t  w i th  th e  

c l i e n t ' s  m o n ito r in g  o f  t h e i r  c o m p e tit io n  (# 4 8 ). A u d ito rs  n o te d  t h a t  

su ch  an I s s u e  alw ays I n t e r e s t e d  them from  a  g e n e ra l  b u s in e s s  

p e r s p e c t iv e  b u t  n o t  a s  an a u d i t  c o n c e rn . I n d u s t r y  s t a t i s t i c s  w ere 

used  by a u d i to r s  In  t h e i r  a n a l y t i c a l  re v ie w s , b u t  w h e th e r  o r  n o t  th e  

c l i e n t s  perfo rm ed  su ch  a n a ly s i s  d id  n o t  a l t e r  a u d i t o r s '  a p p ro a c h  to  

th e  a u d i t .

In  g e n e r a l ,  th e  p o s t- s tu d y - ln te r v le w e e s  a g re e d  w ith  th e  s tu d y 's  

ran k in g  o f  th e  f o r t y - e i g h t  c o n t r o l  c o n c e p ts . They ten d ed  to  a g re e  

t h a t  th e  m ost Im p o r ta n t  I tem s d id  in f lu e n c e  t h e i r  a u d i t  ap p ro a c h  

w hereas th e  re m a in in g  t h r e e - f o u r th s  o n ly  p ro v id e d  a  c e r t a i n  f e e l in g  

o f  co m fo rt o r  d isc o m fo r t  t h a t  d id  n o t  n e c e s s a r i l y  t r a n s l a t e  in to  

s p e c i f i c  a u d i t  im p a c ts . I t  was i n t e r e s t i n g  to  n o te  th e  one 

i n te r v ie w e e 's  comments who had e x p e r ie n c e d  a  c l i e n t  f ra u d  In  th e  

i n te r im .  He a t t r i b u t e d  much more a u d i t  im p o rta n c e  to  c l i e n t  p e rs o n n e l  

i s s u e s  th a n  he p r e v io u s ly  d id  and more th a n  w hat was r e f l e c t e d  i n  

t h i s  s tu d y . Such a  c o n s c io u s n e s s - r a i s in g  e x p e r ie n c e  n o rm a lly  h as  

to  o c c u r  f o r  a u d i t o r s ,  and even f o r  th e  p r o f e s s io n ,  to  d i s c a r d  o ld
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n o t io n s  and em brace new o n e s . ^ P erh ap s I t  I s  tim e f o r  th e  p r o f e s s io n  

to  I n v e s t ig a t e  means o f  m o n ito rin g  and m easu rin g  th e  I n t e g r i t y ,  

c o n s c ie n t io u s n e s s  and com petence o f  c l i e n t  p e rs o n n e l  l r r e g a r d l e s s  

o f  th e  q u e s t io n n a i r e  r e s u l t s .

I t  sh o u ld  a ls o  be p o in te d  o u t  t h a t  much o f  th e  Im p o rtan ce  

a t t r i b u t e d  to  v a r io u s  c o n t r o l  c o n c ep ts  was due to  th e  a u d i t o r s '  

d e s i r e  to  be "on to p  o f  t h in g s " ,  to  ta k e  p a r t  I n  th e  In p u t  le a d in g  

to  u l t im a te  c l i e n t  d e c i s io n s .  T h is  was m a n ife s te d  I n  term s o f  

le a r n in g  ab o u t th e  c l i e n t s '  In fo rm a l n e tw o rk s , d e v e lo p in g  p e r s o n a l  

r e l a t i o n s h ip s  w ith  key em ployees, re v ie w in g  c l i e n t  b u d g e ts  and 

f o r e c a s t s ,  and any o th e r  means a v a i l a b l e  t o  becom ing an  I n t e g r a l  

p a r t  o f  th e  f i n a n c i a l  p ro c e s s  a s  opposed  to  b e in g  o n ly  a  y e a r-e n d  

a t t e s t e r .  T h is  " p re e m p tiv e "  a p p ro ach  i s  v e ry  c o n s i s t e n t  w i th  th e  

d e f i n i t i o n  o f  a d m in is t r a t iv e  c o n t r o l s  p r e s e n te d  In  C h a p te r  I I I  and 

p e rh a p s  i n d ic a te s  a  grow ing co n cern  in  t h i s  r e g a r d .

Dem ographic C leavages

As a  f o c a l  p o in t  f o r  d i s c u s s in g  th e  dem ographic  d im en sio n s  

a lo n g  w hich  d i f f e r e n t  im p o rta n c e  r a t i n g s  c le a v e d  f o r  th e  v a r io u s  

c o n t r o l  c o n c e p ts ,  th e  p o s t - s tu d y - in te r v ie w e e s  w ere g iv e n  a  copy 

o f  T ab le  22 . T h is t a b l e  d e p ic t s  th e  dem ographic v a r i a b le s  w hich 

w ere m ost o f te n  s t r o n g ly  a s s o c ia te d  w ith  v a r io u s  c o n t r o l  c o n c e p ts .  

R e c a ll  t h a t  T ab les  13 and 14 h ig h l ig h te d  w hich  co m b in a tio n s  o f  

dem ographic v a r i a b le s  and c o n t r o l  c o n c e p ts  had s t a t i s t i c a l l y  s tr o n g  

a s s o c i a t i o n s .  T ab le  22 a ls o  r e f l e c t s  th e  ra n k in g s  by dem ographic 

c a te g o r ie s  f o r  a l l  th e  to p  and bo ttom  n in e  c o n t r o l  c o n c e p ts .

^"Another one o f  th e  in te rv ie w e e s  term ed t h i s  phenomenon as  
" f o r e n s i c  a u d i t in g ."
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Table 22
Rankings o f  C o n tro l C oncepts by Demographic C a te g o rie s  

( ♦ s i g n i f i c a n t ly  s tro n g  a s s o c ia t io n  p e r  T ab le  13)
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The a u d i to r s  w ere q u i t e  I n t e r e s t e d  In  th e  f i r m s ' ra n k in g s  

a s  d e p ic te d  In  T ab le  22 . I t  sh o u ld  be n o te d  t h a t  th e  f i r m s ' r e l a t i v e  

p o s i t io n s  w ere v e ry  s i m i l a r  when g rouped  by th e  to p  n in e  and 

bo ttom  n in e  c o n t r o l  c o n c ep ts  and by th o s e  c o n t r o l  c o n c ep ts  f o r  which 

th e  f irm  v a r i a b l e  had a  s i g n i f i c a n t l y  s t r o n g  a s s o c i a t i o n .  The 

In te rv ie w e e s  w ere g iv en  th e  names o f  t h e i r  I n d iv id u a l  f irm , and In  a l l  

c a s e s ,  th e y  w ere n o t  s u r p r i s e d  by t h e i r  r e l a t i v e  ra n k in g  on th e  v a r io u s  

c o n tr o l  c o n c e p ts . Such c o n s i s t e n t  ra n k in g s  o f  th e  f irm s  o v e r  th e  

v a r io u s  c o n t r o l  c o n c e p ts  does add to  th e  grow ing  body o f  e v id e n c e  

t h a t  c h a lle n g e s  th e  n o t io n  t h a t  th e  B ig E ig h t p ro v id e  an u n d i f f e r e n t i a t e d  

p ro d u c t [N anni, 1984] [C ush ing  and L oebbecke, 1 983 ].

The y e a rs  o f  a u d i t  e x p e r ie n c e  v a r i a b le  was o f  I n t e r e s t  to  

th e  In te rv ie w e e s .  As d e p ic te d  In  T ab le  22 , f o r  th e  to p  n in e  c o n t r o l  

c o n c e p ts , p a r tn e r s  and s t a f f  a s s i s t a n t s  h o ld  v e ry  s im i l a r  view s 

w h ile  s e n io r s  and m anagers h o ld  s im i l a r  v iew s. I t  had n o t o c c u rre d  

to  th e  In te rv ie w e e s  t h a t  t h i s  m igh t be th e  c a s e ,  b u t  upon r e f l e c t i o n  

th ey  b e l ie v e d  th e  "gung-ho" a s s i s t a n t s  would a t t r i b u t e  a  g r e a t  d e a l  

o f  Im portance  to  th e s e  c o n t r o l  c o n c e p ts  w h ile  th e  p a r t n e r 's  concern  

f o r  a u d i t  r i s k s  would le a d  him  to  th e  same r a t i n g s .  I t  was th e  

p a r tn e r  who sh o u ld  be "b u rd en ed "  w ith  th e s e  c o n t r o l  i s s u e s .  The 

m anager and s e n io r  te n d  to  be much more con cern ed  w ith  th e  " a d m in is t r a t iv e  

a u d i t  t a s k s "  th a n  w ith  th e  a u d i t  im p ac t o f  th e s e  v a r io u s  c o n tr o l  

env ironm en t n o t io n s .  I t  a p p e a rs  somewhat in co n g ru o u s  t h a t  th e  

p rim ary  a u d i t  o p e ra t io n s  p e o p le  ( s e n io r s  and m anagers) do n o t  focus
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on th e s e  e n v iro n m e n ta l cues f o r  d e s ig n in g  th e  a u d i t  w hereas th e  

p a r t n e r  does f o r  p u rp o se s  o f  o v e r a l l  r i s k  a s se s sm e n t.

The management s t r u c t u r e  v a r i a b le  p re s e n te d  no s u r p r i s e s .

The In te rv ie w e e s  e x p e c te d  th e  c o n t r o l  c o n c e p ts  to  a c q u ir e  g r e a t e r  

Im portance  as  th e  management s t r u c t u r e  became more and more 

d e c e n t r a l iz e d .  T ab le  22 r e f l e c t s  th e  f a c t  t h a t  t h i s  o c c u rre d  f o r  

a l l  th e  v a r io u s  g ro u p in g s  o f  c o n t r o l  c o n c e p ts .  As a  c l i e n t ' s  

o r g a n iz a t io n  becomes more d e c e n t r a l iz e d ,  com m unication p ro c e s s e s  

I n c r e a s e  In  ln p o r ta n c e  [ L o r e t ta ,  1 9 8 3 ]. From an  a u d i t  p e r s p e c t iv e ,  

t h i s  t r a n s l a t e s  I n to  a  co n cern  f o r  th e  c o n d it io n s  u nder w h ich , and 

th e  e f f e c t iv e n e s s  o f ,  com m unications betw een th e  v a r io u s  management 

segm ents r e g a rd in g  th e  e x e c u tio n  o f  f i n a n c i a l  c o n t r o l .

A s im i la r  r e l a t i o n s h ip  and c o n c e rn  e x i s t s  i n  re g a rd s  to  th e  

d i f f u s io n  o f  a  c l i e n t ' s  o p e r a t in g  f a c i l i t i e s .  F o r th e  to p  n in e  

c o n tr o l  c o n c ep ts  w i th  s i g n i f i c a n t l y  s t r o n g  a s s o c i a t i o n s ,  d i f f u s e d  

f a c i l i t i e s  w a rra n te d  th e  m ost c o n t r o l  env ironm en t co n cern  w hereas 

l o c a l i z e d  f a c i l i t i e s  r e q u i r e d  th e  l e a s t  c o n t r o l  en v ironm en t 

c o n c e rn , on a v e ra g e .

In  th e  c a se  o f  e i t h e r  management o r  o p e ra t io n s  s t r u c t u r e ,  

c a u tio n  m ust be v o ic e d  c o n c e rn in g  th e s e  g e n e ra l  t e n d e n c ie s .  The 

o n ly  l e g i t im a te  rea so n  f o r  l o c a l i z e d  and c e n t r a l i z e d  s t r u c tu r e s  to  

g e n e ra te  lo w er r e l a t i v e  r a t i n g s  f o r  th e  c o n t r o l  c o n c e p ts  i s  t h a t  

th e s e  s i t u a t i o n s  f o s t e r  a  more c o n s ta n t  and c o n sc io u s  c o n t r o l  s e t t i n g  

due to  th e  mere p ro x im ity  o f  o th e r  r e l a t e d  and i n t e r e s t e d  p a r t i e s  

w i th in  th e  o r g a n iz a t io n .  However, a u d i to r s  sh o u ld  be c o g n iz a n t o f  

th e  f a c t  t h a t  e f f e c t i v e  c o n t r o l  can e x i s t  w i th  d e c e n t r a l i z a t i o n .



www.manaraa.com

192

I t  may, how ever, w a r ra n t  more o f  a  c o n sc io u s  s c r u t in y  by a u d i t o r s ,  

w hich I s  w hat th ey  seem to  be I n d ic a t i n g .

The management fo cu s  v a r i a b le  e x h ib i te d  ra n k in g s  I n c o n s i s te n t  

w ith  th e  I n te r v ie w e e s ' e x p e c ta t io n s .  I t  c o u ld  be a rg u ed  t h a t  

c l i e n t s  e x h ib i t i n g  an e x te r n a l l y  o r ie n t e d  management fo c u s ,  sh o u ld  

r e c e iv e  g r e a t e r  c o n t r o l  en v iro n m en t c o n c e rn  on th e  p a r t  o f  

th e  In d ep e n d e n t a u d i to r .  T h is  added c o n cern  w ould be to  make 

s u re  t h a t  th e  e x te r n a l  o r i e n t a t i o n  I s  n o t  a t  th e  expense  o f  sound , 

I n t e r n a l  o r  w e l l-b a la n c e d , c o n t r o l  p h i lo s o p h ie s .  The T ab le  22 

r e s u l t s  do n o t  d e p ic t  t h i s  s i t u a t i o n  on a v e ra g e , and may t h e r e f o r e ,  

I n d ic a te  an I n s e n s i t i v i t y  o r  l a c k  o f  c o n cern  on th e  p a r t  o f  

a u d i to r s  tow ards a  c l i e n t ' s  management fo c u s . M c A llis te r  [1980] 

makes a  s t r o n g  c a se  f o r  why su ch  a  co n cern  sh o u ld  be Im p o r ta n t 

f o r  In d ep e n d e n t a u d i to r s .

The ra n k in g s  r e l a t e d  to  th e  p r e d i c t a b i l i t y  o f  a  c l i e n t ' s  

f i n a n c i a l  p e rfo rm an ce  w ere c o n s i s t e n t  w ith  th e  I n te r v ie w e e s ' 

e x p e c ta t io n s .  On a v e ra g e , a s  a  c l i e n t ' s  f i n a n c i a l  pe rfo rm ance  

becomes l e s s  and l e s s  p r e d i c t a b l e ,  a  c o n t r o l  c o n c ep t a c q u ir e s  l e s s  

and l e s s  Im p o rta n c e . The re a s o n in g  I s  b a sed  upon th e  n o t io n  th a t  

p r e d i c t a b i l i t y  n o rm a lly  I s  a  fu n c t io n  o f  I n d u s t r y  o r  com petency 

o f  m anagement. For th e  more r i s k y  I n d u s t r i e s  and f o r  c l i e n t s  w ith  

l e s s  com peten t m anagem ents, th e  c o n t r o l  c o n c e p ts ' e x is te n c e  can n o t 

com pensate f o r  t h a t  f a c t  and , t h e r e f o r e ,  I s  n o t  Im p o r ta n t In  

p ro v id in g  any " l e v e l  o f  co m fo rt"  to  th e  a u d i to r .
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E x p e c ta t io n s  r e g a rd in g  th e  Im pact o f  changes I n  th e  a u d i t  

o f f i c e  s i z e  w ere a ls o  m et. For f a s t  grow ing  o f f i c e s ,  th e  c o n t r o l  

co n c e p ts  a p p e a re d  th e  m ost Im p o r ta n t . S in c e  m ost grow th  I n  p u b l ic  

a c c o u n tin g  f irm s  o c c u rs  a t  th e  lo w e s t r a n k s ,  and s in c e  a s s i s t a n t s  

ten d e d  to  r a t e  th e  c o n t r o l  c o n c e p ts  m ost h ig h ly ,  I t  was to  be 

e x p e c te d  t h a t  f a s t  grow ing o f f i c e s  ran k e d  th e  c o n t r o l  c o n c e p ts  

h ig h e s t .  A n o th er p o s s ib le  e x p la n a t io n  I s  t h a t  g row th  I s  due to  an 

expand ing  number o f  c l i e n t s ,  c r e a t in g  p r e s s u r e s  to  s tr e a m lin e  

a u d i t  h o u rs . Such s t r e a m l in in g  co u ld  p o s s ib ly  be f o rc in g  a u d i to r s  

to  r e l y  more h e a v i ly  on s u b je c t iv e  judgm ent a s se s sm e n ts  o f  c o n t r o l s .

T ab le  22 a ls o  r e f l e c t s  th e  r e l a t i o n s h ip  betw een th e  number o f  

y e a rs  w ith  a  c l i e n t  and th e  c o n t r o l  c o n c e p ts . A cross th e  t a b l e ,  

on a v e ra g e , th e  c o n t r o l  c o n c e p ts  a r e  v iew ed as  more Im p o r ta n t f o r  

th e  lo n g  te rm  r e l a t i o n s h ip s  th a n  f o r  s h o r t e r  term  r e l a t i o n s h i p s .

As th e  c l i e n t / a u d i t o r  r e l a t i o n s h ip  m a tu re s , a u d i to r s  become more 

k e e n ly  aw are o f  th e  c l i e n t s  s u b t l e t i e s  s u c h .a s  In fo rm a l n e tw o rk s , 

s u b c u l tu r e s ,  e t c .  M oreover, a u d i to r s  a ls o  become much more a d e p t 

a t  knowing how and w here a  c o n t r o l ,  o r  la c k  th e r e o f ,  w i l l  Im pact 

th e  c l i e n t ' s  f i n a n c i a l  r e p o r t in g  p r o c e s s .  T h is  I n c re a s e d  f a m i l i a r i t y  

w ith  a  c l i e n t  e n a b le s  th e  a u d i to r  to  b e g in  " th in k in g  l i k e "  th e  

c l i e n t .  Even though an a u d i to r  m ight v iew  a  p a r t i c u l a r  c o n t r o l  

co n cep t a s  in q io r ta n t ,  I t  I s  o n ly  th ro u g h  a  lo n g  a f f i l i a t i o n  w ith  

th e  c l i e n t  t h a t  h i s  e v a lu a t io n  o f  t h a t  c o n t r o l  c o n c ep t w i l l  be 

v e r i f i e d  and I t s  a u d i t  Im pact a c c u r a te ly  p e rc e iv e d .

The f i n a l  dem ographic v a r i a b le  d e p ic te d  I n  T ab le  22 d e a ls  

w ith  in d u s t r y  c a te g o r ie s .  As can be s e e n , th e  more s t a b l e  i n d u s t r i e s
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( e . g . ,  f i n a n c i a l  I n s t i t u t i o n s  and u t i l i t i e s )  e x p e r ie n c e  th e  h ig h e s t  

im p o rtan ce  r a t i n g s  f o r  th e  c o n t r o l  c o n c e p ts .  T h is  i s  q u i t e  c o n s i s t e n t  

w i th  th e  e a r l i e r  d is c u s s io n s  p e r t a in i n g  to  a  c l i e n t ' s  f in a n c i a l  

pe rfo rm ance  p r e d i c t a b i l i t y .

In  g e n e r a l ,  th e  dem ographic and c o n t r o l  co n c ep t r e l a t i o n s h ip s  

w ere n o t  s u r p r i s i n g  to  th e  in te r v ie w e e s .  Each o f  th e  r e l a t i o n s h ip s  

w a r ra n t f u r t h e r  s tu d y . The a u d i to r s  d id  i n d i c a t e  t h a t  i t  would be 

i d e a l  i f  some s o r t  o f  e a r l y  w arn ing  m odel, r ig o r o u s ly  encom passing  

th e s e  r e l a t i o n s h i p s ,  c o u ld  be d e v ise d  to  s t im u la te  a u d i to r  in v o lv em en t 

i n  re g a rd s  to  r e l e v a n t  c o n t r o l  en v iro n m en t d i r e c t i o n s .

D e f in i t io n a l  R e s u lts

R e c a ll  from  C h ap te r VI t h a t ,  i n  g e n e r a l ,  th e  more h ig h ly  

ran k ed  c o n t r o l  c o n c e p ts  w ere la b e le d  a s  a c c o u n tin g  c o n t r o l s  w hereas 

th e  lo w er ran k ed  ite m s  w ere t y p i c a l l y  v iew ed a s  a d m in is t r a t iv e  

c o n t r o l s .  A ccord ing  to  th e  p o s t - s tu d y - in te r v ie w e e s ,  t h i s  was 

to  be e x p e c te d . However, th ey  a l l  e x p re s se d  th e  o p in io n , a s  d id  

a u d i to r s  d u r in g  P hase  I  o f  t h i s  s tu d y ,  t h a t  an a d m in is t r a t iv e  v e rs u s  

a c c o u n tin g  c o n t r o l  d ichotom y i s  s u p e r f lu o u s .  In  t h e i r  m inds, th e  

r e a l  dichotom y i s  betw een th o se  c o n t r o l s  t h a t  im pact th e  f i n a n c i a l  

r e p o r t in g  p ro c e s s  v e rs u s  th o se  t h a t  do n o t .  I n  f a c t ,  s e v e r a l  o f  th e  

in te rv ie w e e s  n o te d  t h a t  i n  o r d e r  to  com ple te  t h a t  p a r t  o f  th e  

q u e s t io n n a i r e ,  th ey  had to  c o n t in u a l ly  r e f e r  back  to  th e  AICPA 

d e f i n i t i o n  o f  th e  two ty p e s  o f  c o n t r o l s  b ecau se  th e y  had  n e v e r  

i n t e r n a l i z e d  th e  dichotom y i n  t h e i r  own m in d s. Such a  s i t u a t i o n  

seems to  i n d i c a t e  t h a t  th e  AICPA e f f o r t  to  d ich o to m iz e  c o n tr o l s  

a lo n g  t h i s  d im ension  i s  n o t  an a id  in  o p e r a t io n a l iz in g  a u d i t
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co n cern s  i n  th e  I n t e r n a l  c o n t r o l  a r e a .  When q u e r ie d  a s  to  why 

th e  AICPA h as even  b o th e re d  to  t r y  to  d ic h o to m iz e , one a u d i to r  

im p lie d  t h a t  i t  m igh t be a  " d e fe n s e "  to  h id e  b e h in d  i f  a u d i to r s  

w ere e v e r  q u e s tio n e d  a s  to  why c e r t a i n  c o n t r o l s  ( e . g . , a d m in is t r a t iv e  

ty p e s )  w ere n o t  g iv en  a u d i t  a t t e n t i o n .  Such a  p u rp o se  w ould be 

c o n s i s t e n t  w ith  th e  Feldman and March 11981J n o t io n  o f  th e  sym bolic  

u se  o f  in fo rm a t io n .

In  a n o th e r  v e in ,  in te rv ie w e e  r e a c t io n s  p o in te d  to  th e  p ra g m a tic  

n o t io n  t h a t  "no a d m in is t r a t iv e  c o n t r o l s  a r e  i n s t i t u t e d  by c l i e n t s  

w ith o u t e x p e c t in g  some b o tto m  l i n e  ( f i n a n c i a l  s ta te m e n t)  im p a c t."

T h is  comment s u g g e s ts  t h a t  a d m in is t r a t iv e  c o n t r o l s  a r e  f o r  th e  

pu rp o se  o f  e i t h e r  re d u c in g  e r r o r s  i n  th e  f i n a n c i a l  s ta te m e n ts  o r  

f o r  g e n e ra t in g  c o s t  s a v in g s  o r  f o r  b o th . The f i r s t  p u rp o se  

sh o u ld  c l e a r l y  r e s u l t  i n  a u d i to r  a t t e n t i o n  w h ile  th e  second  p u rpose  

may w a rra n t  a u d i to r  co n cern  depend ing  upon th e  m a t e r i a l i t y  th r e s h o ld  

used  to  s c re e n  any o f  th e  o th e r  f i n a n c i a l  s ta te m e n t  a c c o u n ts . 

T h e re fo re , i t  co u ld  be a rg u ed  t h a t  th e  o n ly  j u s t i f i c a t i o n  f o r  

e x c lu d in g  a d m in is t r a t iv e  c o n t r o l s  from  r e c e iv in g  a u d i t  a t t e n t i o n  

i s  in  th e  l a t t e r  in s ta n c e  when th e y  have a  c o s t  s a v in g s  t h r u s t  

w hich i s  im m a te r ia l  to  th e  a u d i t .  N o tic e  t h a t  t h i s  i s  n o t  a 

d e c is io n  to  ig n o re  a d m in is t r a t iv e  c o n t r o l s  due to  them  h a v in g  no 

im pact upon th e  f i n a n c i a l  r e p o r t in g  p ro c e s s .  Even though  t h i s  i s  a 

s u b t l e  d i s t i n c t i o n ,  i t  i s  a  m a jo r change i n  fo cu s  and r a t i o n a l e  

from  w hat th e  AICPA l i t e r a t u r e  s u g g e s ts .

In  re g a rd s  to  th e  in h e r e n t  v e rs u s  c o n t r o l  r i s k  d icho tom y, 

many o f  th e  same c o n te n t io n s  w ere e x p re s s e d  by th e  in te r v ie w e e s .
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R e c a ll  from  F ig u re  25 and T ab le  20 C h a t, f o r  Che m ost p a r t ,  a u d i to r s  

w ere u n a b le  to  c l e a r l y  d e f in e  Che c o n t r o l  c o n c e p ts  a s  one o r  th e  

o t h e r . 2 SAS H 7  [AICPA, 1983b] s u g g e s ts  t h a t  a u d i to r  a s se ssm e n ts  

o f  in h e r e n t  and c o n t r o l  r i s k  m igh t be made s e p a r a te ly .  A ccord ing  

to  th e  in d ic a t io n s  o f  a u d i to r s  in  t h i s  s tu d y ,  i t  a p p e a rs  t h a t  a  

s e p a r a te  a n a ly s i s  w ould n o t  be p o s s ib le  o r  a t  th e  l e a s t ,  n o t  w a r ra n te d . 

A u d ito rs  do n o t  view  th e s e  two r i s k  n o t io n s  In d e p e n d e n tly  o f  

one a n o th e r  and , th e r e f o r e ,  t h e i r  im pact on o v e r a l l  a u d i t  r i s k  i s  

a  j o i n t  a s se ssm e n t. In  f a c t ,  one o f  th e  p o s t- s tu d y - I n te r v ie w e e s  

n o te d  t h a t  a l l  " im p o r ta n t  in h e r e n t  r i s k s  a r e  c o n t r o l  r i s k s  and v ic e  

v e r s a " .

M oreover, g iv en  th e  f a c t  t h a t  a  number o f  th e  c o n t r o l  c o n c ep ts  

w ere r a t e d  q u i t e  h ig h ly  as com ponents o f  one o r  th e  o th e r  r i s k  

e le m e n ts , a  m ajor a u d i t  im p l ic a t io n  a r i s e s .  None o f  th e s e  c o n t r o l  

co n c ep ts  a re  am enable to  q u a n t i t a t i v e  m easurem ent beyond a 

s u b je c t iv e  n u m e ric a l e v a lu a t io n .  T h e re fo re , th e  n o t io n  t h a t  r i s k s  

a re  p r e c i s e ly  m easu rab le  i s  f a l s e  and any m easu rin g  t h a t  o c c u rs  

s t i l l  r e l i e s  upon a u d i t o r s '  s u b je c t iv e ,  ju d g m e n ta l i n s i g h t s  t h a t  

can n o t be s u p p la n te d . As m ost a u d i to r s  w ould a g re e ,  im provem ent 

can and sh o u ld  be made in  th e  d i r e c t i o n  o f  p ro v id in g  cues to  

a u d i to r s  f o r  th e  p u rp o se  o f  fo c u s in g  t h e i r  a t t e n t i o n s ,  n o t  g iv in g  

them f a l s e  o r  a r b i t r a r y  m easurem ent s ta n d a r d s .

In  summary, th e  AICPA c o n t r o l  and r i s k  d ich o to m ie s  e x p lo re d  

in  t h i s  s tu d y  g e n e ra te d  one c l e a r  r e a c t i o n  from  th e  p o s t - s tu d y -

2
I t  sh o u ld  be  n o te d  t h a t  t h i s  i s  n o t  due to  th e  c o n tr o l  

co n c ep ts  n o t  b e in g  r e le v a n t  i n  t h i s  r e g a rd .  SAS # 4 7 's [AICPA, 1983b] 
h i n t s  a t  th e  re le v a n c e  o f  many o f  t h i s  s t u d y 's  c o n t r o l  c o n c ep ts  to  
a u d i t  e v a lu a t io n s  o f  in h e r e n t  and c o n t r o l  r i s k s .
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In te rv ie w e e s  w hich I s  a ls o  s u p p o rte d  by th e  s tu d y 's  d a ta .  The 

d ich o to m ie s  a r e  " g r e a t  In  th e o ry ,  t e r r i b l e  In  p r a c t i c e " .

F u tu re  R esearch

Jo y ce  and L ibby [1982, p . 116J n o te  t h a t :

. . .  a  number o£ p u b l ic  a c c o u n tin g  f irm s  have  d ev e lo p ed  
w hat I s  known i n  th e  judgm ent l i t e r a t u r e  a s  " e x p e r t  
m easurem ent and m ec h a n ic a l c o m b in a tio n  m o d e ls ."  These 
m odels s u b s t i t u t e  s t r u c t u r e  f o r  p a r t  o f  th e  a u d i t  judgm ent 
p ro c e s s  to  e n s u re  t h a t  a l l  im p o r ta n t  v a r i a b le s  a r e  e v a lu a te d  
and th e n  com bined i n to  a  d e c is io n  i n  a  c o n s i s t e n t  f a s h io n .
When em ploying  th e s e  m o d els , a u d i to r s  m easure  p a ra m e te rs  
t h a t  a r e  m ost e f f i c i e n t l y  m easured  s u b je c t iv e ly  by e x p e r t s .  
Once th e  p a ra m e te r  e s t im a te s  have been  s u p p l ie d ,  th ey  a re  
p ro c e s s e d  m e c h a n ic a lly  v i a  th e  m odel. One exam ple i s  th e  
P e a t ,  M arwick, M itc h e l l  & Co. sy s te m  f o r  s a m p le -s iz e  
d e te rm in a tio n  i n  s u b s ta n t iv e  t e s t i n g .  O th er f irm s  a re  
a p p ly in g  d i f f e r e n t  e x p e r t  m easurem ent and m ech an ica l 
co m b in a tio n  te c h n iq u e s  t h a t  a l s o  sh o u ld  a c h ie v e  h ig h e r  
l e v e l s  o f  consensus i n  a u d i t  p la n n in g . F o r exam ple, D e l o i t t e ,  
H a sk in s , & S e l l s  h as  deve lo p ed  a  sy s te m  w hich l in k s  e v a lu a t io n  
o f  c o n t r o l  com ponents to  s p e c i f i c  s u b s ta n t iv e  t e s t s ,  and 
Touche, Ross & Co. h a s  deve lo p ed  sam p lin g  r e l i a b i l i t y  d e c is io n  
t a b l e s .  At t h i s  p o in t ,  no system  d i r e c t l y  c o n s id e r s  th e  
e f f e c t  o f  p r i o r  p e r io d s ' c o n t r o l  e v a lu a t io n s ,  th e  im p o rtan ce  
o f  w hich  i s  s u g g e s te d  by Jo y ce  and B id d le  [1 9 8 1 ]. T h is  
i s s u e  p ro v id e s  a  u s e f u l  d i r e c t i o n  f o r  f u r th e r  r e s e a r c h .

In  s p i t e  o f  th e s e  m o d e llin g  a t te m p ts ,  much work and r e s e a rc h

rem ains  to  be done c o n c e rn in g  th e  e x p e r t ,  s u b je c t iv e  e v a lu a t io n s

n e c e s s a ry  a s  in p u ts  to  any u s e f u l  a u d i t  p la n n in g  d e c is io n  m odel.

Not o n ly  do p r i o r  y e a r s ' c o n t r o l  e v a lu a t io n s  need  to  be c o n s id e re d

b u t  a l l  o f  th e  e n v iro n m e n ta l c o n t r o l  c o n c e p ts  h ig h l ig h te d  in  t h i s

s tu d y  ( e s p e c ia l ly  th e  m ost h ig h ly  ranked  o n es) a l s o  need  to  be

in c o r p o r a te d  i n to  th e s e  m odels. Of c o u rs e ,  such  a  s ta te m e n t  i s

p r e d ic a te d  on th e  b e l i e f  t h a t  c o n t r o l  en v iro n m en t e v a lu a t io n s  a r e

" .  . . a  n e c e s s a ry  p re lu d e  to  th e  e v a lu a t io n  o f  [ c l i e n t ]  c o n t r o l

p ro c e d u re s  and te c h n iq u e s "  [AICPA, 1979, p . 1 2 ] .
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The f u tu r e  o f  a u d i t in g  a p p e a rs  to  be  one encom passing  th e s e  

s o r t  o f  d e c is io n  a id s .  The p r o f e s s io n  m ust be  c a r e f u l ,  how ever, 

n o t  to  o v e r lo o k  o r  u n d e r s t a te  th e  im p o rta n c e  o f  th e  q u a l i t a t i v e  

a s p e c ts  o f  a u d i t o r s '  d e c is io n s  en r o u te  to  th e  developm ent o f  

more s o p h i s t i c a t e d ,  p rog ram m atic  m odels d e s ig n e d  to  a s s i s t  them 

in  t h e i r  a u d i t  p la n n in g  p r o c e s s e s .  T h is  s tu d y  r e p r e s e n t s  a  sm a ll  

a t te m p t to  i d e n t i f y  th e  q u a l i t a t i v e  a t t r i b u t e s  o f  a  c l i e n t s '  

c o n t r o l  en v iro n m en t and a u d i t o r s '  p e rc e p t io n s  o f  th e  a t t r i b u t e s '  

Im p o rta n c e . Much more work i s  needed  to  r e f i n e  th e  l i s t i n g  o f  

c o n t r o l  c o n c e p ts  and th e  i n s i g h t s  r e l a t e d  to  t h e i r  p e rc e iv e d  

im p o rta n c e . U t i l i z a t i o n  o f  r e s e a r c h  m e th o d o lo g ie s , o th e r  th an  

th e  sam ple su rv e y , m ig h t r e s u l t  in  a d d i t io n a l  i n s i g h t s  c o n c e rn in g  

a u d i t o r s '  c l i e n t  c o n t r o l  en v iro n m en t e v a lu a t io n s .  For exam ple, 

p ro c e s s  t r a c in g  m e th o d o lo g ie s , c o n t r o l l i n g  f o r  any one o r  any 

co m b in a tio n  o f  dem ographic s e t t i n g s ,  c o u ld  be used to  g a in  i n -  

d e p th  i n s i g h t s  r e g a rd in g  a u d i t o r s '  w e ig h tin g s  and u sag es  o f  th e  

v a r io u s  c o n t r o l  en v iro n m en t c u e s . A d d i t io n a l  i n s i g h t s  co u ld  a l s o  be 

ac h ie v e d  from  a  s tu d y  o f  th e  a u d i t  w orking  p a p e rs  p re p a re d  i n  

c o n n e c tio n  w ith  th e  p la n n in g  s ta g e  o f  th e  a u d i t .

B e s id es  a p p ly in g  d i f f e r e n t  r e s e a rc h  m e th o d o lo g ie s , v a r io u s  

o th e r  r e l a t e d  q u e s t io n s  a ls o  n eed  to  be s tu d ie d  i n  o r d e r  to  d e r iv e  

a  com prehensive  body o f  r e s e a rc h  a d d re s s in g  c l i e n t  c o n t r o l  

en v iro n m en t e v a lu a t io n s .  For exam ple, th e  n o rm a tiv e  q u e s t io n  

o f  how sh o u ld  c o n t r o l  env ironm en t a t t r i b u t e s  a f f e c t  a u d i t  p la n n in g  

w a r ra n ts  s tu d y . T here  h a s  been  o n ly  l im i t e d  r e s e a r c h  on a u d i t  team  

d e l i b e r a t io n  p ro c e s s e s  and much more i s  n eed ed . The c o n tr o l
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env ironm en t e v a lu a t io n  a r e a  i s  a  p rim e s e t t i n g  f o r  su ch  r e s e a rc h  

e f f o r t s  due to  i t s  a u d i t  p la n n in g  in p u t  and su b se q u e n t m o d if ic a t io n  

o f  a u d i t  p la n s  a s  new and im p o r ta n t  c o n t r o l  env ironm en t cues 

r e d i r e c t  and re fo c u s  a u d i t o r s '  e f f o r t s .  A nother im p o r ta n t  a s p e c t  

n e e d in g  r e s e a rc h  in v o lv e s  th e  i s s u e  o f  m u l t ip le  c r i t e r i a .  No one 

cue i s  e v e r  e v a lu a te d  i n  a  vacuum. A u d ito rs  a r e  under th e  I n f lu e n c e  

o f  many cues a t  any one tim e , even  d u r in g  th e  c o n t r o l  env ironm en t 

e v a lu a t io n  p ro c e s s .  In  w hat ways do th e  c o n t r o l  env ironm en t cues 

I n t e r a c t ?  How do a u d i to r s  i d e n t i f y  com pensa ting  s t r e n g th s  and 

w eaknesses i n  th e  c o n t r o l  env iro n m en t?  What and how a r e  w e ig h tin g s  

o f  th e  cues d e riv e d ?

In  a n o th e r  v e in ,  r e s e a rc h  i s  needed  to  c o n s id e r  th e  tim e 

p e r s p e c t iv e .  Over what tim e  fram e do a u d i to r s  become a d e p t a t  

e v a lu a t in g  and a s s e s s in g  th e  im p ac t o f  v a r io u s  c o n t r o l  env ironm en t 

cues?  Are th e r e  s t a f f  t r a i n i n g  im p l ic a t io n s ?  I s s u e s  c o n c e rn in g  

th e  s t a b i l i t y  o f  th e  c o n t r o l  c o n c e p ts ' c r i t e r i a  o v e r  tim e  a lso , 

need  e x p lo r in g . I s  th e r e  a  t r a n s i t o r y  a s p e c t  to  w hat a r e  p e rc e iv e d  

to  be f a v o ra b le  v e rs u s  u n fa v o ra b le  c o n d it io n s  f o r  th e s e  env ironm en t 

cues?  I f  th e r e  i s ,  a r e  th ey  p r e d ic ta b le ?

In  summary, m ost r e s e a rc h  h as  been done on a u d i to r  e v a lu a t io n s  

o f  e v id e n c e  b u t t h i s  s t u d y 's  em phasis on s o u rc e s  o f  a u d i t  e v id e n c e  

sh o u ld  p ro v id e  some p r e l i m i n a r y  id e a s  co n c e rn in g  a u d i to r  te n d e n c ie s  

w i th in  a  h ig h ly  s u b je c t iv e ,  i l l - s t r u c t u r e d ,  e v id e n c e  g a th e r in g  

c o n te x t .  F u tu re  r e s e a r c h e r s  i n t e r e s t e d  i n  t h i s  a r e a  sh o u ld  b e n e f i t  

from  th e  e x p lo ra to ry  n a tu r e  o f  t h i s  s tu d y . A shton [1974] n o te d
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t h a t  r e s e a rc h  was needed  i n  r e g a rd s  to  th e  in d iv id u a l  f a c t o r s ,  

s i t u a t i o n a l  f a c t o r s ,  and co m b in a tio n s  o f  b o th  t h a t  a c co u n t f o r  

d i f f e r i n g  a u d i to r  jud g m en ts . T h is  s tu d y  sh o u ld  c o n t r ib u te  tow ards 

d e s c r ib in g  some o f  th o s e  f a c t o r s .  I n  a n o th e r  v e in ,  th e  q u a l i t a t i v e  

c o n t r o l  c o n c e p ts  u sed  i n  t h i s  s tu d y  may le n d  th em se lv es  to  su b seq u e n t 

r e s e a rc h  i n to  how th e y  m igh t be more fo rm a lly  rev iew ed  and e v a lu a te d  

by a u d i to r s  ( e . g . , i n t r o d u c t io n  o f  a  m easurem ent b ased  ap p ro ach  a  

1& Mock and W righ t [1980] o r  Mock and Samet [1 9 8 2 ], r a t h e r  th an  r e ly in g  

on h e u r i s t i c s ) .  Such an e f f o r t  m ight r e p r e s e n t  a  s i g n i f i c a n t  

c o n t r ib u t io n  tow ards d e v e lo p in g  a  th e o ry  o f  a u d i t  cues em ployed in  

a s s e s s in g  a u d i t  r i s k  and i t  may be u s e f u l  i n  d e v e lo p in g  a u d i t  

ap p ro ach es to  e v a lu a te  th e  in ta n g ib l e  c o n t r o l  c o n sc io u sn e ss  t h a t  

p e rm eates  a l l  c l i e n t s '  f i n a n c i a l  r e p o r t in g  p r o c e s s e s  to  d i f f e r i n g  

d e g re e s .

In  th e  e n d , a l l  a u d i t s  r e p r e s e n t  pyram ids o f  ev id e n c e  

le a d in g  to  th e  a u d i t  o p in io n . Those e v i d e n t i a l  pyram ids a r e  o n ly  

as sound as  t h e i r  fo u n d a tio n s . One o f  th e  c o rn e r s to n e s  o f  t h a t  

fo u n d a tio n  i s  th e  c o n t r o l  env ironm en t e v a lu a t io n  w hich  w a r ra n ts  

and n eed s  c o n tin u e d  r e s e a rc h .
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CONTROL CONCEPTS 
(N ot Rank O rdered)

1 . e x te n t  to  w hich  th e  c l i e n t  i n v e s t i g a t e s  th e  backgrounds and 
r e f e r e n c e s  o f  new em ployees whose w ork i s  r e l a t e d  to  th e  
f i n a n c i a l  r e p o r t in g  p ro c e s s  ( e . g . ,  f i n a n c i a l  m anagement, EDP, 
a c c o u n tin g , and i n t e r n a l  a u d i t  p e rs o n n e l)

2 . e x is te n c e  o f  c l i e n t  program s f o r  o n -g o in g  e v a lu a t io n  o f  em ployees 
whose w ork i s  r e l a t e d  to  th e  f i n a n c i a l  r e p o r t in g  p ro c e s s  ( e . g . ,  
f i n a n c i a l  m anagement, EDP, a c c o u n tin g , and I n t e r n a l  a u d i t  
p e rs o n n e l)

3. adequacy o f  c l i e n t  p la n n in g  f o r  s t a f f  n eed s  i n  r e g a rd s  to  
em ployees whose w ork i s  r e l a t e d  to  th e  f i n a n c i a l  r e p o r t in g  
p ro c e s s  ( e . g . ,  f in a n c i a l  m anagement, EDP, a c c o u n tin g , and 
i n t e r n a l  a u d i t  p e rs o n n e l)

4 . a p p ro p r ia te n e s s  o f  c l i e n t  t r a i n i n g  program s f o r  new o r  prom oted 
em ployees whose work i s  r e l a t e d  to  th e  f i n a n c i a l  r e p o r t in g  
p ro c e s s  ( e . g . ,  f i n a n c i a l  m anagement, EDP, a c c o u n tin g , and 
i n t e r n a l  a u d i t  p e rs o n n e l)

5 . a p p ro p r ia te n e s s  o f  c l i e n t  p o l i c i e s  and p r a c t i c e s  o f  r e q u i r e d  
v a c a t io n s  and r o t a t i o n  o f  d u t ie s  f o r  em ployees whose w ork i s  
r e l a t e d  to  th e  f i n a n c i a l  r e p o r t in g  p ro c e s s  ( e . g . ,  f i n a n c i a l  
m anagement, EDP, a c c o u n tin g , and i n t e r n a l  a u d i t  p e rs o n n e l)

6 . e x te n t  o f  c l i e n t  bond ing  o f  a l l  em ployees who h a n d le  c a sh , 
s e c u r i t i e s ,  e t c .

7. p ro p e r  s e g re g a t io n  o f  d u t ie s  among c l i e n t  em ployees whose work 
i s  r e l a t e d  to  th e  f i n a n c i a l  r e p o r t in g  p ro c e s s  ( e . g . ,  f in a n c i a l  
m anagement, EDP, a c c o u n tin g , and i n t e r n a l  a u d i t  p e rs o n n e l)

8 . m a n a g e a b il ity  o f  th e  w ork loads o f  c l i e n t  p e rs o n n e l  whose work 
i s  r e l a t e d  to  th e  f i n a n c i a l  r e p o r t in g  p ro c e s s  ( e . g . ,  f i n a n c i a l  
m anagement, EDP, a c c o u n tin g , and I n t e r n a l  a u d i t  p e rs o n n e l)

9 . a p p ro p r ia te n e s s  o f  th e  c l i e n t ' s  c h a r t  o f  a c c o u n ts

10 . e x is te n c e  o f  an a p p ro p r ia te  p o l ic y  f o r  th e  a u th o r i z a t io n  o f  
t r a n s a c t io n s

11 . e f f e c t i v e n e s s  o f  a  c l i e n t ’ s com m unication o f  fo rm a l codes o f  
c o n d u c t.

12 . e f f e c t i v e n e s s  o f  th e  c l i e n t ' s  p o l i c i e s  and p ro c e d u re s  m anuals 
in  re g a rd s  to  th e  f in a n c ia l  r e p o r t in g  p ro c e s s .
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13. e f f e c t i v e n e s s  o f  p h y s ic a l  s a fe g u a rd s  o v e r  r e c o rd s  and a s s e t s

14. e f f e c t i v e n e s s  o f  g e n e ra l  EDP c o n t r o l s

15 . c o n s c ie n t io u s n e s s  o f  th e  a u d i t  com m ittee  In  th e  e x e c u tio n  
o f  t h e i r  d u t ie s  and r e s p o n s i b i l i t i e s

16. q u a l i f i c a t i o n s  o f  th e  members o f  th e  a u d i t  com m ittee

17. q u a l i f i c a t i o n s  o f  th e  members o f  th e  Board o f  D i r e c to r s

18. e x te n t  o f  tu rn o v e r  in  th e  c l i e n t ' s  to p ,  e x e c u tiv e  management 
p o s i t i o n s  and th e  re a s o n s  f o r  i t

19. r e p u ta t io n  o f  th e  c l i e n t ' s  to p ,  e x e c u t iv e  management f o r  ta k in g  
u n u su a l b u s in e s s  r i s k s

20. com pulsion  on th e  p a r t  o f  th e  c l i e n t ' s  to p ,  e x e c u t iv e  management
f o r  r e p o r t in g  th e  m ost f a v o ra b le  f i n a n c i a l  p i c tu r e

21 . e x is te n c e  o f  f a c t o r s  t h a t  m igh t m o tiv a te  m anagers to  c ircu m v en t 
o r  o v e r r id e  e x i s t i n g  c o n tr o l s  ( e . g . ,  t i g h t  c r e d i t ,  low w orking
c a p i t a l ,  bonus p la n s ,  need  to  m eet f o r e c a s t s ,  d e c ay in g  in d u s t r y ,  e t c . )

22. e x te n t  to  w hich th e  c l i e n t ' s  to p ,  e x e c u tiv e  management I s  
dom inated  by one o r  a  few in d iv id u a l s

23 . a p p ro p r ia te n e s s  o f  th e  I n t e r n a l  a u d i t  s t a f f ' s  a s s ig n e d  d u t i e s ,  
r e s p o n s i b i l i t i e s ,  and l i n e s  o f  r e p o r t in g

24. e f f e c t i v e n e s s  o f  th e  i n t e r n a l  a u d i t  s t a f f  i n  r e p o r t in g  d e te c te d  
d e f i c i e n c ie s

25. e x te n t  o f  know ledge on th e  p a r t  o f  th e  c l i e n t ' s  c o n t r o l l e r  
c o n c e rn in g  FASB and SEC (w here a p p ro p r ia te )  g u id e l in e s

26. a p p ro p r ia te n e s s  o f  th e  c l i e n t ' s  a c t i o n s  i n  re sp o n se  to  th e  
F o re ig n  C o rru p t P r a c t i c e s  A ct o f  1977

27 . m anner In  w hich recom m endations o f  I n t e r n a l  and e x te r n a l  
a u d i to r s  have been  d e a l t  w ith  In  th e  p a s t

28 . I n fe r e n c e s  t h a t  can be drawn c o n c e rn in g  th e  r e l a t i o n s h ip  
betw een p r i o r  a u d i t  a d ju s tm e n ts  and th e  com petence o f  th e  
r e l e v a n t  p e rs o n n e l

29. a p p ro p r ia te n e s s  o f  th e  In fo rm a tio n  b a se s  u sed  In  d e te rm in in g  
r a i s e s  and p ro m o tio n s f o r  th e  c l i e n t ' s  em ployees (management 
and s t a f f )  whose work i s  r e l a t e d  to  th e  f i n a n c i a l  r e p o r t in g  
p ro c e s s  ( e . g . ,  f in a n c ia l  m anagement, EDP, a c c o u n tin g , and 
I n t e r n a l  a u d i t  p e rs o n n e l)
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30. a p p ro p r ia te n e s s  o f  th e  In fo rm a tio n  b a s e s  u sed  In  d e te rm in in g  
r a i s e s  and p ro m o tio n s  f o r  th e  c l i e n t ' s  em ployees (management 
and s t a f f )  whose w ork can be c a te g o r iz e d  a s  o p e r a t io n s  r e l a t e d

31. t im e l in e s s  w ith  w hich f i n a n c i a l  m anagers r e c e iv e  th e  In fo rm a tio n  
t h a t  th e y  need

32. p rom p tness w i th  w hich  e r r o r s  In  I n t e r n a l  f i n a n c i a l  r e p o r t s  a re  
d e te c te d  and c o r r e c te d

33. p o t e n t i a l  f o r  e r r o r s  in  I n t e r n a l  f i n a n c i a l  r e p o r t s

34. e f f e c t i v e n e s s  o f  I n t e r n a l  f i n a n c i a l  r e p o r t s  i n  a d e q u a te ly  
h ig h l i g h t i n g ,  i d e n t i f y i n g ,  o r  I s o l a t i n g  p rob lem s

35. e x te n t  to  w hich  th e  c l i e n t ' s  l i n e  ( i . e . ,  o p e r a t io n s )  p e rs o n n e l  
rev iew  i n t e r n a l  f i n a n c i a l  r e p o r t s

36. re le v a n c e  o f  an I n t e r n a l  f i n a n c i a l  r e p o r t  to  th e  p e rso n  
r e c e iv in g  i t

37. c o m p a ta b i l i ty  o f  th e  c l i e n t ' s  fo rm a l o r g a n iz a t io n a l  s t r u c t u r e  
w ith  t h e i r  o r g a n iz a t io n a l  g o a ls

38. c o m p a ta b i l i ty  o f  th e  c l i e n t ' s  in fo rm a l  o r g a n iz a t io n a l  s t r u c t u r e  
w ith  t h e i r  o r g a n iz a t io n a l  g o a ls

39. a c c e s s i b i l i t y  o f  s u p e rv is o r s  to  em p lo y ees , b o th  o f  whose w ork i s  
r e l a t e d  to  th e  f i n a n c i a l  r e p o r t in g  p ro c e s s  ( e . g . ,  f i n a n c i a l  
m anagement, EDP, a c c o u n tin g , and i n t e r n a l  a u d i t  p e rs o n n e l)

40. congruency  o f  r e s p o n s i b i l i t y  w i th  a u th o r i ty  f o r  th e  c l i e n t ' s  
em ployees whose work i s  r e l a t e d  to  th e  f i n a n c i a l  r e p o r t in g  
p ro c e s s  ( e . g . ,  f i n a n c i a l  m anagement, EDP, a c c o u n tin g , and 
i n t e r n a l  a u d i t  p e rs o n n e l)

41. in c o m p a ta b i l i ty  ( i f  any) o f  c e n t r a l i z e d  c l i e n t  management 
o v e r  d e c e n t r a l iz e d  o p e ra t io n s

42 . a p p ro p r ia te n e s s  o f  s e p a r a te  a c c o u n tin g  sy s tem s f o r  each  o f  th e  
c l i e n t ' s  d i v e r s i f i e d  b u s in e s s  en d e av o rs  ( e . g . ,  a  c l i e n t  m igh t 
have a  m in ing  d iv i s io n  and a  b an k in g  d iv i s io n )

43. e f f e c t i v e n e s s  o f  c o o rd in a t io n  among r e l a t e d  f u n c t io n s  f o r  
f i n a n c i a l  r e p o r t in g  p u rp o se s  ( e . g . ,  s a l e s ,  a c c o u n tin g , and 
p ro d u c tio n

44. adequacy  o f  th e  c l i e n t ' s  b u d g e ta ry  p ro c e s s  i n  c o v e r in g  a l l  
u n i t s  o r  fu n c t io n s

45. adequacy o f  th e  p ro c e s s  by w h ich  o p e ra t in g  b u d g e ts  a r e  r e v is e d
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46. adequacy  o f  a  c l i e n t ' s  a n a ly s i s  o f  b u d g e t v a r ia n c e s

47 . e x te n t  to  w hich  n a t iv e  p e rs o n n e l  m anaging th e  c l i e n t ' s  f o r e ig n  
o p e r a t io n s ,  a r e  a llo w ed  to  e x e r c is e  t h e i r  d i s c r e t i o n  In  f i n a n c i a l  
r e p o r t in g  d e c is io n s

48. e x te n t  o f  a  c l i e n t ' s  m o n ito r in g  o f  t h e i r  c o m p e tit io n
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T h e  P e n n s y l v a n i a  S t a t e  U n i v e r s i t y
409 BUSINESS ADMINISTRATION BUILDING 
UNIVERSITY PARK. PENNSYLVANIA 16802

College of Business Administration
Department of Accounting and 

Management Information System* O ctober 21, 1983

Dear :

I t  was a g a in  a  p le a s u r e  to  t a l k  w ith  you on th e  phone and 
h e a r  o f  your c o n tin u e d  I n t e r e s t  I n ,  and w i l l in g n e s s  to  p a r t i c i p a t e  
I n ,  my d i s s e r t a t i o n  r e s e a r c h .  I  am s u re  t h a t  you a r e  aw are o f  th e  
f a c t  t h a t  you p la y  a  key r o l e  In  t h i s  Im p o rta n t p h ase  o f  my d i s s e r 
t a t i o n .  Your s e l e c t i o n  o f  a u d i t s  and t h e i r  r e s p e c t iv e  a u d i t  team s 
i s  th e  o n ly  way in  w hich in d iv id u a l s  a r e  b e in g  r e c r u i t e d  f o r  t h i s  
s tu d y . L ik e w ise , your en d o rsem en t, p ro d d in g  and c o l l e c t i o n  e f f o r t s  
a r e  a ls o  c r u c i a l .  I  g u ess  th e r e  r e a l l y  i s n ' t  any o th e r  way to  
e x p re s s  i t  o th e r  th a n  to  em phasize  t h a t  yo u r su p p o rt i s  Immensely 
needed and s in c e r e ly  a p p r e c ia te d .

T h is  p a c k e t in c lu d e s :  an  i n s t r u c t i o n  s h e e t  f o r  you (p le a s e
excuse  th e  f a c t  t h a t  in  th e  m a te r i a l s  you a r e  a f f e c t i o n a t e l y  r e f e r r e d  
to  a s  th e  " c o n ta c t  p e rs o n " ) ;  enough co v er s h e e ts  so  t h a t  th e r e  i s  one 
f o r  each  q u e s t io n n a ir e  b o o k le t ;  a  s e l f - a d d r e s s e d  r e t u r n  e n v e lo p e ; and 
4 q u e s t io n n a ir e  b o o k le ts  w hich i s  a  s u f f i c i e n t  number f o r  th e  1 
a u d i t  team s you a g re e d  to  r e c r u i t  (4 b o o k le ts  f o r  1 a u d i t  team  con
s i s t i n g  o f  4 a u d i t o r s ) .  By th e  way, i t  i s  p e r f e c t l y  OK i f  you choose 
an a u d i t  engagem ent, and th u s  a u d i t  team , t h a t  r e s u l t s  in  your b e in g  
one o f  th e  p a r t i c i p a n t s .  In  f a c t ,  I  would g u e ss  t h a t  such  a  c h o ic e  
would be l o g i c a l .

P le a s e  re a d  th e  s h e e t  e n t i t l e d  I n s t r u c t i o n s  to  C o n ta c t P e rson  
b e fo re  d o ing  a n y th in g  w ith  th e  m a t e r i a l s .  I  t r u s t  t h a t  th o s e  i n s t r u c 
t io n s  w i l l  answ er your q u e s t io n s .  However, i f  a n y th in g  i s  u n c le a r ,  
p le a s e  do n o t h e s i t a t e  to  c a l l  me.

I  do n o t know i f  th e r e  i s  a  b e s t  t im e  o r  m anner to  d i s t r i b u t e  th e
ite m s . I t  seems t h a t  Mondays m ight be bad a s  m igh t th e  end o f  th e  week.
However, your p e rs o n a l  d e l iv e r y  o f  th e  item s to  each  p a r t i c i p a n t  i s  
l i k e l y  to  in c r e a s e  t h e i r  s e n se  o f  th e  im p o rtan ce  o f  th e  t a s k .  As f a r
a s  my t im e ta b le  i s  co n c ern e d , I  am a t  your co n v e n ie n c e ; b u t I  would hope
f o r  a b o u t a  two week tu rn a ro u n d .

\ \  | 1)1 \ l  n l ’l ' H R T I  S i n  I M M R v i n
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Thanks a g a in  f o r  your a g re e in g  to  h e lp  and I  lo o k  fo rw ard  to  
g e t t in g  a l l  th e  re s p o n s e s  and f in d in g  some I n t e r e s t i n g ,  I n s i g h t f u l  
r e s u l t s .  T here I s  no doub t in  my mind t h a t  t h i s  s tu d y  w i l l  e n r ic h  
my te a c h in g  o f  a u d i t in g  and w i l l  be o f  I n t e r e s t  to  o th e r  academ ics 
and p r a c t i t i o n e r s .  1 t r u s t  t h a t  you w i l l  f in d  your p a r t i c i p a t i o n  
e n jo y a b le  and n o t  to o  much o f  an  In co n v e n ien c e .

Most s in c e r e ly ,

Mark G. H ask ins 
Ph.D . C an d id a te  
(814) 865-1809 [O ff ic e ]  
(814) 234-2111 [Home]

MEH/lmr

E n c lo su re s
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CLIENT CONTROL ENVIRONMENT EVALUATIONS

Instruction! to Contact Person

Enclosed are a number of blank cover sheets that you should complete according 
to the c lien ts  and audit dates chosen. One completed cover sheet should be 
attached (e .g . staple or paste) to the Inside cover of each booklet which should 
then be disseminated to the appropriate team menbers. As we discussed on the 
phone. I t  1s Important th a t each partic ipan t know the specific  c lie n t and audit 
date to use as a reference point In answering the questionnaires. One of the 
novel features of th is  study Is the use of actual audit teams. Thera fore, i t  
Is Important th a t for the clien ts  chosen, a partner, manager, senior, and junior 
from the actual audit team assigned, each be given a questionnaire booklet.
However, note th a t one out of four of the booklets has a s e t  of blue sheets 1n 
I t .  These blue sheets ask for some Information th a t I need from only one, well- 
informed audit team member. Only the partner or the manager on the team should 
be given that booklet. In selecting  the two or three c lien ts  and th e ir  respec
tive audit dates, I recognize th a t partic ipant av a ilab ility  Is an Important 
consideration on your p art. Moreover, the selection of a c lien t currently under
going an audit might make the most sense from your standpoint and would also be 
the best from my standpoint. I f  you se lec t a c lien t and audit date representing 
a completed audit. I t  may be harder to orchestrate the audit team menbers, and, 
from my point of view, I t  may be somewhat tenuous to get them to adopt tha t c lien t 
and audit date as th e ir  point o f reference. The restric tio n s th a t I need to place 
on your choices are ( l)  the c lien ts  should be from d iffe ren t Industries, (2) there 
should be no duplication of audit team menbers selected , (3) the c lien ts  should be 
publicly held, (4) the c lien ts  should not be a holding company, and (5) your prac
tice  office  must be the principal auditors of the c lie n t I f  there are subsidiaries 
or m ulti-divisions Involved.

I f  I t  Is Important that I not know the c lie n ts ' names, as the completed question
naire booklets are returned to you, slnply remove the cover sheet and code a ll 
the booklets related to one c lien t with the le t te r  "A” on the booklet cover and 
for the second se t of booklets pertaining to the next c!1ent,code th e ir  covers 
with the le t te r  "8" and so on. I have Intentionally  requested publicly held 
c lien ts  and have asked for very general data on them, believing tha t th is  would 
a llev ia te  the need for th is s lig h tly  Increased e ffo r t on your part. However, 1f 
you feel I t  necessary to remove the c lien t name and code the booklets as suggested, 
I certa in ly  w ill respect th a t desire . I simply need to know: that an actual 
audit team participated; that they had the same c lie n t and audit date as a point 
of reference; and which booklets pertain to the same c lien t.

Once you have received a ll the completed m aterials, please send them to me via 
f i r s t  class mall In the enclosed, self-addressed envelope. If  a t any time you 
have questions please call me Inmedlately a t e ither of the two nunbers below:

(814) 865-1809 office
(814) 234-2111 home

Your e ffo rts  In th is  regard are greatly appreciated!
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The Information below should be read carefully  before answering the question
naire Items.

The c lie n t which Is to serve as your point of reference In responding to  th is 
questionnaire booklet 1s:

The particu la r audit of th is  c lie n t which 1s to serve as a further point of 
reference In responding to th is questionnaire booklet Is :

audit for the an audit In progress?______
year ending __________  and represents: a completed audit? _____

Your timely and conscientious completion of th is  questionnaire Is requested. 
Please return a ll m aterials completed to me by:

Thank you,

Contact person for the administering 
of th is  research study
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T h e  P e n n s y l v a n i a  S t a t e  U n i v e r s i t y

Dear P a r t i c ip a n t :

P le a s e  ex cu se  th e  anonym ity  o f  th e  g r e e t in g ,  b u t  ____________
i s  s e rv in g  a s  my c o n ta c t  p e rso n  a s  w e l l  a s  y o u rs . I n  e s s e n c e ,  
u s in g  a "m id d le  man" l i k e  t h i s  makes th e  a d m in is t r a t io n  o f t h i s  
q u e s t io n n a ir e  more e f f i c i e n t .  However, i t  does impede th e  
p e r s o n a l iz in g  o f my r e q u e s t  f o r  y o u r c o n s c ie n t io u s  p a r t i c i p a t i o n  
a s  w e ll  a s  y ou r le a r n in g  ab o u t me and th e  m o tiv es  f o r  t h i s  s tu d y .

H aving worked f o r  a number o f  y e a rs  w ith  A r th u r  Young & Co. 
and f in d in g  th e s e  ty p e s  o f  r e q u e s t s  coming a c ro s s  my d e sk , I  
u n d e rs ta n d  t h a t  my q u e s t io n n a i r e ,  w hich i s  th e  p rim a ry  r e s e a rc h  
In s tru m e n t f o r  my d o c to r a l  d i s s e r t a t i o n  i n  a c c o u n tin g , r e q u i r e s  
an in v e s tm e n t o f your tim e . However, th e r e  h a s  been  a  g r e a t  
d e a l  o f  p r e l im in a ry  work done i n  c o n ju n c t io n  w ith  p a r tn e r s  from  
a l l  th e  B ig E ig h t to  s tr e a m lin e  i t  and make s u re  i t  fo c u s e s  on 
Im p o r ta n t, r e le v a n t  i s s u e s .  Your e f f o r t  in  c o m p le tin g  t h i s  ques
t io n n a i r e  r e p r e s e n ts  th e  m ajo r means by w hich a u d i to r  o p in io n s  a re  
b e in g  c o l l e c t e d .  Due to  th e  h e lp f u l  and i n s i g h t f u l  a s s i s t a n c e  of 
p e o p le  l i k e  y o u r s e l f ,  I  b e l ie v e  t h a t  th e  f in d in g s  o f t h i s  s tu d y  
w i l l  be  u s e fu l  to  te a c h e rs  o f  a u d i t in g  (m yse lf I n c lu d e d ) , s ta n d a rd  
s e t t i n g  b o d ie s , and a u d i t  f irm s  a s  th ey  w r e s t l e  w ith  i s s u e s  such  
as  a u d i t  r i s k ,  i n t e r n a l  c o n t r o l ,  management f r a u d ,  a u d i to r  judgm en t, 
e t c .

The r e s u l t s  o f th e  s tu d y  w i l l  be su b m itte d  e v e n tu a ly  f o r  p u b l i 
c a t io n .  However, i f  you would l i k e  a summary o f  th e  r e s u l t s  a s  soon 
a s  th ey  a r e  a v a i l a b l e  (p ro b a b ly  l a t e  S p rin g  1 9 8 4 ), p le a s e  f i l l  o u t ,  
d e ta c h  th e  a t ta c h e d  form , and m a il i t  to  me. A lso , i f  you have  some 
th o u g h ts  o r  id e a s  a lo n g  th e  l i n e s  o f  t h i s  s tu d y  and would l i k e  to  
d is c u s s  them , f e e l  f r e e  to  c a l l  me.

Your tim e and e f f o r t  in  r e g a rd s  to  t h i s  s tu d y  a r e  g r e a t ly  
a p p re c ia te d .

409 BUSINESS ADMINISTRATION BUILDING 
UNIVERSITY PARK. PENNSYLVANIA 16802

College of Business Administration
Department of Accounting and 

Management Information Systems O ctober 14, 1983

S in c e re ly

MEH/lmr
E n c lo su re

Hark E . H askins 
Ph.D . C an d id a te  
(814) 865-1809 [O ff ic e ]  
(814) 234-2111 [Home]

A N  E Q U A L  O P P O R T U N I T Y  U N I V E R S I T Y
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CLIENT CONTROL ENVIRONMENT EVALUATIONS

TO: Each Partic ipan t
FROM: Mark Haskins, CPA, Ph.D. Candldata 

409 Business Administration Building
The Pennsylvania S tate University (814)865-1809 o ffice
University Park, PA 16802 (814)234-2111 home

RE: This questionnaire booklet on a c l ie n t 's  control environment

You have been asked to partic ip a te  1n th is study. I hope th a t you w ill find I t  
thought provoking and In teresting . This study Is the basis fo r my doctoral d is
se rta tion  1n accounting a t  Penn S tate . The specific  objectives of the p ro jec t are 
to ascerta in  those factors associated with d iffering  auditor views regarding:

1) the Iden tifica tion  of Important c lie n t control environment 
a ttr ib u te s :  and

2) the relevance of these a ttr ib u te s  to an accounting/adm inistrative 
control dichotomy, assessments of audit r is k , and subsequent 
audit procedures.

As a point o f reference, the following are applicable:
The preliminary phase of a review of Internal control should be 
designed to provide the auditor with an understanding of the 
control environment . . .  Such an understanding should provide the 
auditor with a general knowledge of such matters as the organiza
tio n a l-s tru c tu re , the methods used by the e n tity  to communicate 
responsib ility  and au thority , and the methods used by management 
to supervise the system . . .  (SAS No. 43, sec. 2.52).
The control environment: the general control features o f the 
company tha t can influence the performance of control responsi
b i l i t i e s  [Willingham and Parks, CPA Journal. May 1982, p .28].
Administrative control Includes, but Is not lim ited to , the 
plan of organization and the procedures and records tha t are 
concerned with the decision processes leading to management's 
authorization of transactions. Accounting control comprises 
the plan of organization and the procedures and records tha t 
are concerned with the safeguarding o f assets and the re l ia 
b i l i ty  of financial records. (SAS No. 1, sec. 320.27 and .28).

Audit risk  Is the risk  th a t the auditor may unknowingly fa ll to 
appropriately qualify his opinion on financial statements th a t are 
m aterially  m isstated. [ I t  comprises, 1n p a rt, these two specific  
types o f r isk ] . Inherent risk  1s the su scep tib ility  of an account 
balance or class of transactions to e rro r  exceeding to lerab le  e rro r 
before considering the operation of [sp ec ifica lly ] re la ted  Internal 
accounting controls. Control risk  Is the risk  th a t e rro r , exceeding 
to lerab le  e rro r tha t may occur, w ill not be prevented or detected on 
a timely basis by the system of Internal accounting controls.
[AICPA, 1982, Sec. 13].
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Your part In th is  study Involves giving your opinions on a number of po ten tia lly  
Important aspects of a c l ie n t 's  control environment. This questionnaire booklet 
1s being given to a wide variety  of audit team members from all the Big 3 firms 
1n a number of c i t ie s .  Each team member should respond on an Individual basis. 
Since responses a re , for the most part opinions, each of your responses only 
re f le c t your opinions and your knowledge o f the designated c lien t au d it, not those 
of other team members.

Since opinions are sought 1n the questionnaire, there are obviously no righ t or 
wrong answers. Please be completely frank In your opinions.

The resu lts  o f  th is study will be examined 1n groups and, thus, the Identity  of 
respondents will neither be known nor sought. Your responses will be held In 
the s t r ic te s t  confidence.

The value of th is  research and Its  potential contribution to our knowledge of 
control environment assessments depends upon your complete and serious considers- 
tlon of the task a t  hand.

You should complete a11_ Items In th is questionnaire booklet. Relax, 1t looks 
more awesone than I t  actually  Is . Por example, a t  the top of each page of the 
CONTROL ENVIRONMENT QUESTIONNAIRE a d ifferen t control related concept 1s pre
sented (please note tha t there are d iffe ren t concepts presented on the front 
and back of each page). However, for each control related concept presented, 
tKe same series of questions are asked so that you should experience some 
efficiency as you progress. PLEASE, even though th is  efficiency of moving 
through the questionnaire will occur, I t  1s Important that each control related 
concept be considered with as much thought as the f i r s t  one.

All of the control related concepts have been extensively discussed and screened 
with partners In a ll the 81g 8 firms. Each control related concept represents a 
potential area of auditor concern.

There are six (6) sections for responses on each page of the CONTROL ENVIRONMENT 
QUESTIONNAIRE (parts 11 and #3 have two sections each). In each of the six (6) 
sections there are two response lin es . You should respond to each lin e , except 
where noted otherwise. Please make only one response per line by placing an "X" 
on the appropriate space (section #3b asks you to c irc le  one item per line rather 
than using an "X” ). In those cases where explanations are appropriate, please 
be as concise as possible but the content of your explanation 1s much more 
Important to me than I ts  s ty le  or length. The following page 1s presented as an 
example. Also, I t  Is very Important tha t your answers be given from the audit 
perspective of the named engagement on the cover sheet.

Upon completion of the m aterials, please return them to your contact person.

Thank you for your time and e ffo rts  In regards to th is study.
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__________ _____________ C o n tro l R e la te d  C oncept _____________________

e x te n t  to which the cJLient investigate* the backgrounds and 
re Terences new wpioye.es whose woak is  retated to the
£inanciai reporting process ( e . g .  financial m anagem ent, EVP, 
accounting, and internal audit personnel)

l . a .  The catUHol eclated. concept above [should have, 1n your opinion/actually  h a d ] ___________
amount of influence on the assessment o f th is  c l ie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have: _ _ _ _  _ _ _ _ _  ______  _ _ _ _ _  _ _ _
Actually had: ______ ______  ____ _ ______  ______

I f  your answers to the "should have" and "actually  had" lines wore d iffe re n t, please give 
a b r ie f  explanation.

I f  both o f your answers 1n p art 1 .a . were "no", please omit p a rt l .b .
In one o f your answers In p a rt l . a .  was "no", please respond to only the o ther 11ne 1n part l.b .

b. The__________ on the Job [should have/actually  had] operational re sp o nsib ility  (as opposed to
ultim ate re sp o n sib ility  which the partner always has) fo r assessing the-CORtuX neta ted  concept 
above, fo r th is  engagement.

Supervisor/ P rincipal/
Junior Senior Manager Partner

Should have: _ _ _ _ _ _  _ _ _ _ _  ^ _ _ _ _
Actually had: _ _ _ _  _ _ _ _ _ _  ^ _ _ _  _ _ _ _ _

2. For th is  engagement, and In your opinion, the contea t ec la ted  concept above Is an accounting
control to  ex ten t and an adm inistrative control to ex ten t. (You should
respond In both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting:       _ _ _ _ _  ________
Adm inistrative:______ ______ ______  ______  ______

3 .a. For th is  engagement, and In your opinion. I f  you found [favorable/unfavorable] conditions 
ex isting  1n regards to the cont/w t ecla ted  concept above, the nature , timing and/or e ffe c t 
o f your subsequent audit programs would be affected  to _ _ _ _ _ _  extent.

A Very Great A Great A Moderate A Low No
Favorable: ______ ______ ______  ______  ______
Unfavorable: ______ ______ ______  ______  ______

b. In re la tion  to your answer above, please c irc le  which area(s) below would be affected  and 
note how, when conditions are [favorable/unfavorable] regarding the conical ec la ted  concept 
above.

Area(s) Affected How Affected
Favorable: nature timing extent___________________________________
Unfavorable: nature timing extent __________________________________

4. For this engagement, and in your opinion, the conical eclated concept above 1s t o __________
extent helpful in assessing [Inherent risk/control risk] which, In part, Influences assessments
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk: _____  _____  _____  _____  _____
Control risk:
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__________________________ C o n tro l R e la te d  C oncept____________________________

e x i s t e n c e  o$ clien t pAognamb ion on-going evaluation oi employees 
whobe moaJz -u  related to the financial AepoAting paocebb I e.g. 
financial management, E V P , accounting, and internal audit pe/uonnel)

l . a .  The coiU/utf. tuJU ttd  concept abovt [should have, 1n your opinion/actually  h a d ]___________
amount o f influence on the assessment of th is  c l ie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have: ______  ______  ______ ______ ______
Actually had: ______ ______  ______  ______  ______

I f  your answers to the "should have" and "actually  had" lines wore d if fe re n t, please give 
a b r ie f  explanation.

I f  both o f  your answers In part l .a .  were "no", please omit part l .b .
In one of your answers 1n p a rt l . a .  was "no", please respond to only the other line  In part l.b .

b. The __________ on the Job [should have/actually  had] operational re sp o nsib ility  (as opposed to
ultim ate re sp o n sib ility  which the partner always has) fo r assessing the-coitCaoc atfaX td  concept 
abovt, fo r th is  engagement.

Supervisor/ P rincipal/
Junior Senior • Manager Partner

Should have: _____________________________      _ _ _ _ _
Actually had: ________ _ _ _ _ _  _ _ _ _ _  _ _ _ _ _ _

2. For th is  engagement, and 1n your opinion, the cotU iai JttlaXtd  concept abovt Is an accounting
control to  extent and an a<Prln1strat1ve control to ex ten t. (You should
respond 1n both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting:       _____  ________
A dm inistrative:______ ______  ______  ______  ______

3 .a. For th is  engagement, and In your opinion, I f  you found [favorable/unfavorable] conditions 
ex isting  1n regards to thu eontnot hUm&vL concept abovt, the nature, timing and/or e f fe c t 
o f your subsequent aud it programs would be affected  t o _________extent.

A Very Great A Great A Moderate A Low No
Favorable: ______ ______ ______ ______ ______
Unfavorable: ______ ______ ______  ______  ______

b. In re la tio n  to your answer above, please c irc le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the eontitol n tta ttd  aonatpt 
abovt.

Area(s) Affected How Affected
Favorable: nature timing extent___________________________________
Unfavorable: nature timing extent  _________________________________

4. For th is  engagement, and In your opinion, the eontiot ntlaXtd concept abovt 1s to ___________
extent helpful in assessing [Inherent risk/control risk] which, 1n pa r t .  Influences assessments
of overall audit r isk .

A Very Great A Great A Moderate A Low No
Inherent r isk : ______       >
Control r isk :
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 __________________ C o n tro l R e la te d  C oncept___________________________

a d e .q u .a c y  0 |$ c l i e n t  p l a n n i n g  &oa. b t a f a h  n e e d *  i n  f i e g a n d b  t o  
e m p l o  y e e t>  u o h o b e  ipoaJz i&  x e i a t e d  t o  t h e .  f i n a n c i a l  x e p o x t i n g  
p n o c e b b  (e .g . f i n a n c i a l  m a n a g e m e n t ,  E V P , a c c o u n t i n g ,  a n d  
i n t e r n a l  a u d i t  p e u o n n e l )

l .a .  Th# eontaot AMJbtftd concept abovt [should have, In your opinion/actually  h a d ]___________
amount of influence on the assessment of th is  c l ie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have:   _ _ _ _ _    _ _ ___  _ _ ___
Actually had: _ _ _ _ _  _ _ _ _ _  _ _ _ _ _  _ _ _ _ _  _ ____

I f  your answers to the "should have" and "actually  had" lines wore d if fe re n t, please give 
a b r ie f  explanation.

I f  both o f  your answers In part l .a .  were "no", please omit part l .b .
In one of your answers In p a rt l . a .  was "no", please respond to only the other line 1n part l.b .

b. The __________ on the Job [should have/actually  had] operational re sp o nsib ility  (as opposed to
ultim ate re sp o nsib ility  which the partner always has) fo r assessing th eco iitao t /uUaXti canctpC 
abovt, fo r th is  engagement.

Supervisor/ P rincipal/
Junior Senior Manager Partner

Should have:     _ _ _ _ ^ _  _ _ _ _ _ _
Actually had: _ _ _ _ _ _  _ _ _ _ _ _  _______ _ _ _ _ _

2. For th is  engagement, and In your opinion, the contact x x la ttd  eonctp t abovt 1s an accounting 
control to ex ten t and an adm inistrative control to extent. (You should
respond In both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting:     _ _ _ _  _ _ _ _ _  ______
Adm inistrative:______ ______  ______  ______  ______

3.a . For th is  engagement, and In your opinion. I f  you found [favorable/unfavorable] conditions 
ex isting  1n regards to the contact hmI mXu L concept above, the nature, timing and/or e ffe c t 
o f your subsequent audit programs would be affected  t o _________extent.

A Very Great A Great A Moderate A Low No
Favorable: _ ____  ______ ______ ______ ______
Unfavorable: ______ ______ ______  ______  ______

b. In re la tion  to your answer above, please c irc le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the contact fttleU td  concept 
above.

Area(s) Affected How Affected
Favorable: nature timing extent __________________________________
Unfavorable: nature timing extent __________________________________

4. For th is  engagement, and In your opinion, the conteot KttaXtd eonatpt abovt 1s t o ___________
extent helpful 1n assessing [Inherent risk/control r isk] which, In pa r t .  Influences assessments
of overall audit r isk .

A Very Great A Great A Moderate A Low No
Inherent r isk :  ______ ______ ______ ______ ______
C o n t r o l  r i s k :
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appnopntat&n<u>A oi clien t tnalning pn.ognamt> ion. new on. promoted 
employeet whotewan.k 1& related to the. ilnanclal A&ponting 
placed* ( e . g .  ilnandal management, E V P , accounting, and internal 
audit pendonnel)

l .a .  The eonteo l e e la ttd  concept abovt [should have, 1n your opinion/actually  had] _________
amount of influence on the assessment o f th is  c l ie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have: ______  ______ ______  ______  ______
Actually had: ______   _ _ _  _ _ _ _ _  _ _ _

I f  your answers to the "should have" and "actually  had" lines wore d iffe re n t, please give 
a b r ie f  explanation.

I f  both o f your answers In part l . a .  were "no", please omit part l .b .
In one, of your answers In part l . a .  was "no", please respond to only the other line  1n part l.b .

b* th* _ _ _ _ _ _ _  on ^ob [should have/actually had] operational re sp o nsib ility  (as opposed to
ultim ate re sp o nsib ility  which the partner always has) fo r assessing the contAot ecla ted  concept 
above, fo r th is  engagement.

Supervisor/ P rincipal/
Junior Senior Manager Partner

Should have: ________ ________ ________ ________
Actually had: ____________  _ _ _ _ _  _ _ _ _ _  _ _ _ _ _

2. For th is  engagement, and In your opinion, the aonteal eeto ted  concept above 1s an accounting
control to  ex ten t and an adn1n1strat1ve control to ex ten t. (You should
respond In both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting: ______  ______ ______  ______
A dministrative:______ ______ ______  ______  ______

3 .a. For th is  engagement, and In your opinion, I f  you found [favorable/unfavorable] conditions 
ex isting  In regards to the contact ecla ted  concept above, the nature, timing and/or e ffe c t 
o f your subsequent audit programs would be affected t o _________extent.

A Very Great A Great A Moderate A Low No
Favorable:__________________ ______ ______ ______  ______
Unfavorable: ______ ______ ______  ______  ______

b. In re la tion  to your answer above, please c irc le  which area(s) below would be affected  and 
note how, when conditions are [favorable/unfavorable] regarding the eontnol ec la ted  concept

Area(s) Affected How Affected
Favorable: nature timing extent___________________________________
Unfavorable: nature timing extent __________________________________

4. For th is  engagement, and 1n your opinion, the eonteol eclated concept abovt Is to ___________
extent helpful In assessing [Inherent risk/control r isk]  which, In pa r t ,  Influences assessments
of overall audit r isk .

A Very Great A Great A Moderate A Low No
Inherent r isk :
Control risk:
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_____________________C o n tro l R e la te d  C oncept_____________

appfiopfilateneAi oi client pollcteA and pfia.ctic.QA o 1$ fiequlfied 
vacation* and flotation oi dutieA iofi employed uihote wofik lb 
fielated to the ilnandal xepofiting pfiocett ( e . g .  ilnandal 
management, E V P , accounting, and Internal audit peuonnel)_______

l .a .  The co n ta ct notated concept abovt [should have, in your opinion/actually  h a d ]__________
amount of influence on the assessment o f  th is  c l ie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have: _ _ _ _ _      _ _ _ _ _  _____
Actually had: _ _ _  _ _ _ _ _  _ _ _ _ _    ______

I f  your answers to the "should have" and "actually  had" lines wore d iffe re n t, please give 
a b r ie f  explanation.

I f  both of your answers In part l .a .  were "no", please omit p art l .b .
In one of your answers 1n p a rt 1 .a . was "no", please respond to only the other line  1n part l.b .

b. The _ _ _ _ _ _ _  on the Job [should have/actually  had] operational responsib ility  (as opposed to
ultim ate re sp o nsib ility  which the partner always has) fo r assessing the-aoiU*o£ neJtatcd concept 
abovt, for th is  engagement.

Supervisor/ P rincipal/
Junior Senior Manager Partner

Should have: ____________  _ _ _ _ _  _ _ _ _ _  _______
Actually had: _ _ _ _ _ _    _ _ _ _ _ _  _______

2. For th is  engagement, and in your opinion, the contaat notated concept abovt 1s an accounting
control to ___  extent and an actoi1n1strat1 ve control to extent. (You should
respond In both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting: ______  ______ ______  ______  ______
Administrative:______ ______ ______  ______  ______

3 .a. For th is  engagement, and In your opinion. I f  you found [favorable/unfavorable] conditions 
ex isting  In regards to the contact aeta tcd  concept abovt, the nature, timing and/or e ffe c t 
o f your subsequent aud it programs would be affected  t o _________extent.

A Very Great A Great A Moderate A Low No
Favorable:____ ______ ______ ______  ______ ______
Unfavorable: ______ ______ ______  ______  ______

b. In re la tion  to your answer above, please c irc le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the contact ec la ted  concept 
abovt.

Areals) Affected How Affected
Favorable: nature timing extent___________________________________
Unfavorable: nature timing extent __________________________________

4. For th is  engagement, and in your opinion, the contaot notated concept above Is to
extent helpful 1n assessing [Inherent risk/control r isk]  which, In part ,  Influences assessments
of overall audit r isk .

A Very Great A Great A Moderate A Low No
Inherent r isk :
Co n t r o l  r i s k :
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_______________________ C o n tro l R e la te d  C oncept_______________________ _

e x te n t  06 c U e n t  bonding oi aJtt m ptoyzu  who hundlz auk, 
4 ecu/U tiu , e tc ..

l .a .  The contoot ntXaXzd concept about [should have, In your opinion/actually  h a d ] ___________
amount of influence on the assessment o f th is  c l ie n t 's  control envlronmant.

A Very Great A Great A Moderate A Low No
Should have: ______ ______  ______  ______  ______
Actually had: _ _ ___  _ _ ___  _ _ _ _  _ _ _ _ _  .

I f  your answers to the "should have" and "actually  had" lines wore d if fe re n t, please give 
a b r ie f  explanation.

I f  both o f your answers In p art l .a .  were "no", please omit part l .b .
In one of your answers In part l .a .  was "no", please respond to only the o ther line  1n part l.b .

b. T he__________ on the Job [should have/actually had] operational re sp o nsib ility  (as opposed to
ultim ate responsib ility  which the partner always has) fo r assessing the contnot nxlaXtA  concept 
about, for th is  engagement.

Supervisor/ P rincipal/
Junior Senior Manager Partner

Should have: _ _ _ _ _  _ _ _ _ _  _______
Actually had: _ _ _ _ _  _ _ _ _ _  _ _ _ _ _ _

2. For th is  engagement, and 1n your opinion, the om&aL njtUXtd concept about 1s an accounting
control to  extent and an actortnlstratlve control to ex ten t. (You should
respond In both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting:       ______ ________
Administrative:______ ______ ______  ______  ______

3 .a. For th is  engagement, and In your opinion. I f  you found [favorable/unfavorable] conditions 
ex isting  In regards to the conXMt aaJUUtd concept about, the nature, timing and/or e ffe c t 
o f your subsequent audit programs would be affected  t o _________extent.

A Very Great A G n a t A Moderate A Low No
Favorable: _____ _ _ _ _  _ _ _ _ _  ______ ______
Unfavorable: ______ _ _ ___  ______  ______  ______

b. In n la t lo n  to your answer above, please c irc le  which a n a ( s )  below would be affected  and 
note how, when conditions a n  [favorable/unfavorable] regarding the caaXoot uA aX td concept

A na(s) Affected How Affected
Favorable: n a tu n  timing extent _________________________________ _
Unfavorable: n a tu n  timing extent __________________________________

4. For th is  engagement, and 1n your opinion, the comtxoL aelated eonetpt about Is to ___________
extent helpful in assessing [In h en n t  risk/control r isk]  which, 1n p a r t ,  influences assessments
of overall audit risk.

A Very Gnat A Great A Moderate A Low No
Inherent risk: _____  _____  _____  _____  _____
Control risk: _____        . _____
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____________________ Control Related Concept_______________________
pfiopeA Acgncgation o£ du ties among c l ie n t  employee* who*e mnk 
i*  re la te d  to  th e  fin an cia l nepoAting pfioc.U4> (e .g . financia l 
management, E V P , accounting, and in te rn a l au d it peAAonnel)

l .a .  The eatUfial ae&tterf concept above [should have. In your opinion/actually  h a d ]___________
amount of influence on the assessment o f th is  c l ie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have:   _ _ _ _  _ _ _ _ _  _ _ _ _ ________ ______
Actually had: ______ ______  ______  ______  ______

I f  your answers to the "should have" and "actually  had" lines wore d iffe re n t, please give 
a b r ie f  explanation.

I f  both of your answers In part l . a .  were "no", please omit part l .b .
In one of your answers 1n part l . a .  was "no", please respond to only the o ther line  1n part l.b .

b. The __________ on the Job [should have/actually  had] operational re sp o nsib ility  (as opposed to
ultim ate resp o n sib ility  which the partner always has) fo r assessing the coitCaoi /uZcUzd concept 
above, fo r th is  engagement.

Supervisor/ P rincipal/
Junior Senior Manager Partner

Should have: ________ ________  ________  ________
Actually had: _ _ _ _ _  _ _ _ _ _  _ _ _ _ _  _ _ _ _ _ _

2. for th is  engagement, and In your opinion, the eon£te£ xjUoXmjL concept above 1s an accounting
control to  ex ten t and an adm inistrative control to ex ten t. (You should
respond 1n both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting:     _ _ _ _ _  ______ ______
Adm inistrative:______ ______  ______  ______ ______

3 .a. For th is  engagement, and 1n your opinion, I f  you found [favorable/unfavorable] conditions 
ex isting  1n regards to the eokU oI  *U M ttd concept above, the nature, timing and/or e ffe c t 
o f your subsequent audit programs would be affected  t o _________extent.

A Very Great A Great A Moderate A Low No
Favorable:     _ _ ___  _ ___________ ______
Unfavorable: ______ _ _ _ _ _  ______  ______  ______

b. In re la tion  to your answer above, please c irc le  which area(s) below would be affected  and 
note how, when conditions are [favorable/unfavorable] regarding the conO u t utleuUd concept 
above.

Area(s) Affected How Affected
Favorable: nature timing extent___________________________________
Unfavorable: nature timing extent __________________________________

4. For th is  engagement, and 1n your opinion, the am&ol tila ted  concept above 1s t o ___________
extent helpful in assessing [inherent risk/control r isk] which, 1n pa r t ,  influences assessments
of overall audit r isk.

A Very Great A Great A Moderate A Low No
Inherent risk :
C o n t r o l  r i s k :
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______________________ C o n tro l R e la te d  C oncept______________________ _

manageability ofi th e  woAkloadA otf c l ie n t  peAAonnel whobe woAk 
■u Aelated to the. fin an cia l AepoAting pAocebb (e .g . fin an cia l 
management, EVP, accounting, and in te rn a l au d it pe/uonnei)

l . a .  The cotU tol u tiaX td  concept above [should have, 1n your opinion/actually  h a d ]___________
amount of influence on the assessment o f th is  c l ie n t 's  control environment.

A Very Great A Great A Moderate A low No
Should have:   _ _ _ _ _  _ _ ___  _ _ _  ______
Actually had: _ _ _ _ _  _ _ _ _ _      _____

I f  your answers to the "should have" and "actually  had" lines wore d if fe re n t, please give 
a b r ie f  explanation.

I f  both o f your answers In part l . a .  were "no", please omit part l .b .
In one of your answers In part l . a .  was "no” , please respond to only the other line  1n part l.b .

b. The __________ on the job [should have/actually  had] operational re sp o nsib ility  (as opposed to
ultim ate re sp o nsib ility  which the partner always has) fo r assessing the c o n tw t w laX zd  concept 
above, for th is  engagement.

Supervisor/ P rincipal/
Junior Senior Manager .P artner

Should have: ________ _ _ _ _ _  _ _ _ _ _ _
Actually had: ________ ________ ________ ________

2. For th is  engagement, and In your opinion, the emutual u tla ttd  concept above 1s an accounting
control to  ex tan t and an a4n1n1strat1ve control to ex ten t. (You should
respond 1n both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting: ______ ______  ______ ______ ______
Adm inistrative:______ ______  ______  ______  ______

3 .a. For th is  engagement, and In your opinion, I f  you found [favorable/unfavorable] conditions 
ex isting  1n regards to the contact aetaterf concept above, the nature, timing and/or e ffe c t 
o f your subsequent audit programs would be affected  t o _________extent.

A Very Great A Great A Moderate A Low No
Favorable:       _ _ __________ ______
Unfavorable: ______ ______ ______  ______  ______

b. In re la tion  to your answer above, please c irc le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the contaot u ttu te d  oonct.pt 
above.

Areals) Affected How Affected
Favorable: nature timing___ extent___________________________________
Unfavorable: nature timing extent __________________________________

4. For th is  engagement, and 1n your opinion, the cont/wt related concept above. 1s t o ___________
exten t helpful 1n assessing [inherent risk /contro l risk ] which, 1n p a r t, influences assessments
of overall audit risk .

A Very Great A Great A Moderate A Low No
Inherent risk : ______ ______ ______ ______ ______
Co n t r o l  r i s k :
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a p p a o p ' U a t e n c * *  o i  t h e  c t i e n t ' i  c h a n t  o i  a c c o u n t *

l .a . The aoiUiut eeJtated concept above [should have, In your opinion/actually h a d ]__
amount of influence on the assessment of th is c l ie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have: ______ ______ ______ ______ ____
Actually had: _____  _ _ _  _ _ _ _  _ _  ____

If  your answers to the "should have" and "actually had" lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers In part l .a .  were "no", please omit part l .b .
In one of your answers 1n part l .a .  was "no", please respond to only the other line In part l.b.

b. The __________ on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the conteot eU ated  concept 
above, for th is engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: ____________  _ _ _ _ _  _ _ _ _ _  _ _ _ _ _
Actually had: _ _ _ _ _  _ _ _ _ _  _ _ _ _ _  _ _ _ _ _

2. For th is  engagement, and In your opinion, the emUlut AtXaXtd caccept above 1s an accounting
control to  extent and an administrative control to extent. (You should
respond In both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting:       _ _ _ _  ________
Administrative:_____  _____  ______ ______ _____

3.a. For th is engagement, and In your opinion. I f  you found [favorable/unfavorable] conditions 
existing In regards to the conteot. d J ta tv i concept above, the nature, timing and/or e ffec t 
o f your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable:     _____ ______ ______
Unfavorable: ______ _____  ______ ______ ____

b. In relation to your answer above, please circ le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the canteot notated concept

Area(s) Affected How Affected
Favorable: nature timing extent_________________________________ _
Unfavorable: nature timing extent

4. For th is engagement, and 1n your opinion, the aontnot ecla ted  concept above Is t o __________
extent helpful 1n assessing [Inherent risk/control risk] which, 1n part, Influences assessments 
of overall audit risk .

A Very Great A Great A Moderate A Low No
Inherent risk : _____  _____  _____  _____  _____
Control risk:
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e x ig e n c e  oi cm appwpsuate. policy {oti the. autho>Uzcvtion 
0)5 txaniactioru

l .a .  The contact xxtauUd concept above [should have, In your opinion/actually h a d ]__________
amount of influence on tha assassmant of th is  c lla n t 's  control envlronmant.

A Vary Great A Great A Moderate A Low No
Should have:__ ______ _ _ _ _  _ _ _    _____
Actually had: _____  _ _ _ _  _____    _—

If  your answers to the "should have" and "actually had* lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers 1n part l . a .  were "no", please omit part l .b .
In one of your answers 1n part l .a .  was "no", please respond to only the other line In part l.b.

ThN on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the cjm&iol ivUaXtd concept 
above, for th is engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _ _ _ _ _ ________ ________ _ _ _ _ _  _______
Actually had: _ _ _ _ _  _______  _ _ _ _ _  _ _ _ _ _

2. For th is  engagement, and 1n your opinion, the e w tia t  eclated concept above 1s an accounting
control to  extent and an administrative control to extent. (You should
respond 1n both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting:___ ______ ______ _____  ______ ______
Administrative:_____  _____ ____  _____

3.a. For th is  engagement, and 1n your opinion, 1f you found [favorable/unfavorable] conditions 
existing 1n regards to the can& at lutU tad concept above, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable:____ _____  ______ ______ _____  ______
Unfavorable: _____

b. In relation  to your answer above, please c irc le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the contaot At& tftd a m u p t 
above.

Area(s) Affected How Affected
Favorable: nature timing extant__________________________________
Unfavorable: nature timing extent _________________________________

4. For th is engagement, and In your opinion, the con&oL mita& d concept above 1s t o __________
extent helpful 1n assessing [Inherent risk/control risk] which, 1n p art. Influences assessments 
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk: _____  _____  _____  _____  _____
Control risk:
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________________________ C o n tro l R e la te d  Concept_________________________

ei{(JecttveneA -4 oh a cLL&nt’b comutiic.ouU.on oh i[ofunaJL codu oh 
conduct

l .« . The contnol eclated  concept above [should have, In your opinion/actually h a d ]___________
amount of influence on the assessment of this c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should haves _____  ______ ______ _____ _____
Actually had: ______     ....

I f  your answers to the "should have" and "actually had" lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers In part l .a .  were "no", please omit part l .b .
In one of your answers In part l .a .  was "no", please respond to only the other line 1n part l.b.

The _ _ _ _ _ _  on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the eo n t/u t eclated concert 
above, for th is engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _______  _______  _ _ _ _ _ _  _______
Actually had: _ _ _ _ _  _ _ _ _ _  _ _ _ _ _  _______

2. For th is engagement, and In your opinion, the eonteal eclated  concept above 1s an accounting
control to  extent and an administrative control to extent. (You should
respond In both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low Flo
Accounting:___ ______ ______ ______ _____  ______
Administrative:_____  _____  ___

3.a. For th is engagement, and In your opinion. I f  you found [favorable/unfavorable] conditions 
existing 1n regards to the coateot eelm ttii concept above, the nature, timing and/or e ffec t 
o f your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable:____ _____  _____  _____  ______ ______
Unfavorable: ____ _____

b. In relation to your answer above, please circle which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the conteot eclated concept 
above.

Area(s) Affected How Affected
Favorable: nature timing extent _________________________________
Unfavorable: nature timing extent _________________________________

4. For this engagement, and 1n your opinion, the conteot eclated concept above is t o __________
extent helpful in assessing [Inherent risk/control risk] which, 1n part, Influences assessments
of overall audit risk .

A Very Great A Great A Moderate A Low No
Inherent risk : _____  _____  _____  _____  _____
Control risk : _____  _____  _____  ___
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m&ctio&ntbb oi the. c lien t'*  po lic te*  and pnoceduAe* manual* 
in  mgand* to  the financial neponting pAoce**

l .a .  The conteot eclated concept above [should have, In your opinion/actually h a d ]__________
amount of influence on the assessment o f th is c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have:   _____ ______ _____  ______
Actually had: _____ _______  _____  ______ —

If  your answers to the "should have" and "actually had" lines wore d iffe ren t, please give 
a b rie f explanation.

2 .

I f  both of your answers In part l .a .  were "no", please onrlt part l .b .
In one of your answers In part l .a .  was "no", please respond to only the other line In part l . b .

The __________ on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing tb eco n teo l eclated  concept 
above, for th is engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: ____________  _ _ _ _ _  _ _ _ _ _  _ _ _ _ _
Actually had: _ _ _ _ _  _ _ _ _ _  _ _ _ _ _  _ _ _ _ _ _

Por th is engagement, and 1n your opinion, the aonteat ecla ted  concept above 1s an accounting
control to ___ extent and an adnlnlstratlve control to extent. (You should
respond In both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting:___ ______ _____   _ _ _  ______
Administrative: ___ ____  ______

3.a. For th is engagement, and 1n your opinion. I f  you found [favorable/unfavorable] conditions 
existing In regards to the conteot eclated concept above, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable:____ _____  ____ ______ ______ ______
Unfavorable:____ ____ ____  ____

b. In relation to your answer above, please c irc le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the conteot ecta ted  concept 
above.

Area(s) Affected How Affected
Favorable: nature timing extent__________________________ __
Unfavorable: nature timing extent _________________________________

4. For this engagement, and 1n your opinion, the conteot ecla ted  concept above Is to __________
extent helpful 1n assessing [Inherent risk/control risk] which, 1n part, Influences assessments 
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk:
Control risk:
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l .a .  Tli# conteot eetaXed concept abovt [should hav#, 1n your opinion/actually h a d ]__________
amount of influence on the assessment of th is c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have:     _____ _____ _____
Actually had: ______ _____ _____    _ _ _ _

I f  your answers to the "should have" and "actually had" lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers 1n part l .a .  were "no", please omit part l .b .
In one of your answers In part l .a .  was "no", please respond to only the other line 1n part l.b.

b. The _ _ _ _ _ _ _  on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing th e .eotUnol eetated concept 
abovt, for th is engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _______  _______  _______  _______
Actually had:

2. For th is  engagement, and 1n your opinion, the u a f t a t  eetoted  concept abovt 1s an accounting 
control to extent and an attalnlstrative control to extent. (You should
respond In both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting:     _____ _____ _____
Administrative:_____

3.a. For th is engagement, and In your opinion. I f  you found [favorable/unfavorable] conditions 
existing 1n regards to the eontnot notated  concept abovt, the nature, timing and/or effect 
o f your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable: _____  ______ ______ ______ _____
Unfavorable: _____  ___

b. In relation to your answer above, please circ le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the conteot notated concept 
abovt.

Area(s) Affected How Affected
Favorable: nature timing extent__________________________________
Unfavorable: nature timing extent _______ _________________________

4. For th is  engagement, and 1n your opinion, the conteot eeto ted  concept abovt Is t o __________
extent helpful 1n assessing [Inherent risk/control risk] which, In p art, Influences assessments 
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk : _____  _____  _____  _____  _____
Control risk : ___
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l .a .  The eoiU/iot aalaXtd concept abovt [should have. In your opinion/actually h a d ]__________
amount of influence on the assessment of th is c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have: ______ ______ ______ _____ _____
Actually had: _____  ______ _____ ^ _ _ _  ______

I f  your answers to the "should have" and "actually had" lines wore d iffe ren t, please give
a b rie f explanation.

I f  both of your answers In part l .a .  were "no", please omit part l .b .
In one of your answers In part l .a .  was "no", please respond to only the other line In part l.b.

b. The ________ on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the eoivCnoi xtlaX td conctpC 
abovt, for th is engagemnt.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _ _ _ _ _  _ _ _ _ _  _ _ _ _ _  _______
Actually had: _____ _ _ _ _ _ _  _______ _______

2. For th is  engagement, and In your opinion, the eootaal ntJU ttd aoncept abovt 1s an accounting 
control to extent and an administrative control to extent. (You should
respond In both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting- _ _ _  ______ _____  ______ _____
Administrative:_____  _____  _____  ______ _____

3.a. For th is engagement, and 1n your opinion, 1f you found [favorable/unfavorable] conditions 
existing In regards to the aoitfM t atioA td  concept abovt, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable:____ _____  ______ _____  ______ _____
Unfavorable: _____  _____  _____  ___

b. In relation to your answer above, please c irc le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the emUfutl a tla itd  concept 
abovt.

Area(s) Affected How Affected
Favorable: nature timing extent__________________________________
Unfavorable: nature timing extent _________________________________

4. For th is engagement, and In your opinion, the anvOutt aoUUed eonctpt abovt Is to  ________
extent helpful 1n assessing [Inherent risk/control risk] which. In part, Influences assessments 
of overall audit risk .

A Very Great A Great A Moderate A Low No
Inherent risk: _____  _____  _____  _____  _____
Control risk:
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con&cientioubnebb o<$ the audit committee in the. execution 
oi theia duties and aeAponbibititieb

l .a .  Tha contact hmJLoJUA concept above [should have, in your opinion/actually had] ___________
amount of influence on the assessment of th is c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have:   _____ _ _    _ _ _
Actually had: _____ _____ ______ _____ _____

If  your answers to the "should have” and "actually had” lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers in part l .a .  were "no", please omit part l .b .
In one of your answers 1n part l .a .  was "no", please respond to only the other line in part l.b.

b. The __________ on the job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the contnot /uUoXtd concept 
above, for th is engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _______  ________ _______  _______
Actually had:

Z. For th is  engagement, and in your opinion, the u a tM l  nataXtd concept above 1s an accounting 
control to extent and an a<fcrin1strative control to extent. (You should
respond in both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting:     _________________ _
Administrative:_____  ___  ____  ___

3.a. For th is engagement, and in your opinion, i f  you found [favorable/unfavorable] conditions 
existing in regards to the contact aotcttrf concept above, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected to _ _ _ _ _  extent.,

A Very Great A Great A Moderate A Low No
Favorable:____ ______ _____  _____  ______ _____
Unfavorable: _____  ___

b. In relation to your answer above, please c irc le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the contiot Aotated eonatpt 
dbovt*

Area(s) Affected How Affected
Favorable: nature timing extent__________________________________
Unfavorable: nature timing extent _________________________________

4. For this engagement, and in your opinion, the eontaot neJtatad eonatpt abovt is to __________
extent helpful In assessing [inherent risk/control risk] which, in part, influences assessments
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk:
Control risk:
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quaJtt^tcjatiorib -tfie membe/u the. audit co m m cttee

l .a .  Tha eontaot notated concept abovt [should have, In your opinion/actually h a d ]__________
amount of mfluanca on the assessment o f th is c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should haves _____  _____     _____
Actually had: _____    _____  _____ _____

I f  your answers to the "should have" and "actually had" lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers 1n part l .a .  were "no", please omit part l .b .
In one of your answers In part l .a .  was "no", please respond to only the other line In part l.b.

The __________ on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the eontaot notated  concept 
abovt, for th is engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _________  _ _ _ _ _ _  _ _ _ _ _
Actually had: _ _ _ _ _ _  _________  _ _ _ _ _  _ _ _ _ _

2. For th is engagement, and In your opinion, the eontaot notated aoiuupt abovt 1s an accounting
control to  extent and an administrative control to extent. (You should
respond In both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting:     _____ ______ ______
Administrative:_____  ______ ______ ______ _____

.a . For th is engagement, and 1n your opinion, 1f you found [favorable/unfavorable] conditions 
existing In regards to the eontaot notated concept abovt, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected to extent.

A Very Great A Great A Moderate A Low No
Favorable:
Unfavorable:

b. In relation to your answer above, please c irc le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the eontaot nefated concept 
abovt.

Area(s) Affected How Affected
Favorable: nature timing extent__________________________________
Unfavorable: nature timing extent _________________________________

4. For th is engagement, and in your opinion, the eontaot notated concept abovt 1s to __________
extent helpful In assessing [inherent risk/control risk] which, In p art. Influences assessments 
of overall audit risk .

A Very Great A Great A Moderate A Low No
Inherent risk: _____  _____  _____  _____  _____
Control risk: _____  ___
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C on tro l R e la ted  Concept
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l .a .  Tha eontaot KtLoXtd concept abovt [should have, In your opinion/actually h a d ]__________
amount of influence on the assessment of th is c lie n t 's  control environment.

A Very Great A Great A Moderate A low No
Should have: ______ ______ ______ ______ ______
Actually had: _ _ _        _____

If  your answers to the "should have" and "actually had” lines ware d iffe ren t, please give 
a b rie f explanation.

If  both of your answers In part I .e . were "no", please omit part l .b .
In one of your answers In part l .a .  was "no", please respond to only the other line 1n part l.b.

b. The __________ on the Job [should have/actually had] operational responsibility (as opposed to
ultimate responsibility  which the partner always has) for assessing the eontaot notated  concept 
above, for th is engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _ _ _ _ _  _______  _ _ _ _ _  _ _ _ _ _
Actually had: _______  _______  _______

2. For th is  engagement, and 1n your opinion, the eontaot notated concept above Is an accounting
control to  extent and an administrative control to extent. (You should
respond In both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting: _____  ______ _____  ______ _____
Administrative: ___ ____

3 .a. For th is engagement, and In your opinion, I f  you found [favorable/unfavorable] conditions 
existing 1n regards to the eontaot notated  concept abovt, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable:____ _____  ______ _____  ______ _____
Unfavorable: _____  ____ ___

b. In relation to your answer above, please c ircle  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the contaot notated conetpt 
above.

Area(s) Affected How Affected
Favorable: nature timing extent__________________________________
Unfavorable: nature timing extent _________________________________

4. For this engagement, and 1n your opinion, the eontaot notated concept abovt 1s to __________
extent helpful 1n assessing [Inherent risk/control risk] which. In part, Influences assessments
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk: _____
Control risk:
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____________________ Control Related Concept________

e x te n t  tu /m ove*  in  t h e  c liin t'i top, e x e c u tiv e  management 
po4ttion& and the. * ea&on& io>i I t

l .a .  The coitCMt eetaterf concept above [should have, In your opinion/actually h a d ]__________
amount of influence on the assessment of th is c lie n t 's  control envlronment.

A Very Great A Great A Moderate A Low No
Should have:   _____   _____ ______
Actually had: _____________________________        _____

If  your answers to the "should have" and "actually had" lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers 1n part l .a .  were "no", please omit part l .b .
In one of your answers In part l .a .  was "no", please respond to only the other line 1n part 1.b.

b. The __________ on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the cotU/uii xt i a t t d concept 
above, for th is engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _______  _______  _______  _______
Actually had:

2. For th is  engagement, and 1n your opinion, the e e n tu t  w ita ttd  conatpt above 1s an accounting
control to  extent and an administrative control to extent. (You should
respond In bath categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting: _____  ______ ______ ______ ______
Administrative:_____  ______ ______ ______ ______

3.a. For th is engagement, and 1n your opinion. I f  you found [favorable/unfavorable] conditions 
existing In regards to the eon& ol hUm&uL conecpt above, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable:____ _____  ______ ______ ______ _____
Unfavorable: _____  _____

b. In relation to your answer above, please c ircle  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the conXrul HttaXtd concept 
above.

Area(s) Affected How Affected
Favorable: nature timing extent _________________________________
Unfavorable: nature timing extent _________________________________

4. For th is engagement, and In your opinion, the eo n tiu t i t ta t td  concept above 1s t o __________
extent helpful 1n assessing [Inherent risk/control risk] which, 1n p art, Influences assessments 
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk:
Control risk:
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 Control Related Concept_____

2 4 6

xeputation oh the cZient'b top, executive, management ho a taking 
unu&uat buA-ineAA Ai&k&

l .a .  Tha contact eclated concept above [should have, 1n your opinion/actually had] __________
amount of influence on the assessment of th is c l ie n t 's  control environment.

A Very Great A Great A Moderate A low No
Should have: _ _ _ _  ______ ______ _ _ _  _ _ _
Actually had: ______ ______ ______ ______ ______

I f  your answers to the "should have" and "actually had" lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers In part l .a .  were "no", please omit part l .b .
In one of your answers In part l .a .  was "no", please respond to only the other line In part l.b.

b. The __________ on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the contact ac to tid  concept 
above, for th is engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _______  _ _ _ _ _ _______________  _______
Actually had: _ _ _ _ _  _ _ _ _ _  ________

2. For th is  engagement, and 1n your opinion, the conteot ec to te t concept above Is an accounting
control to  extent and an administrative control to extent. (You should
respond 1n both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting: ______ _____  ______ ______ ______
Administrative:_____  _____  ______ ______ ______

3.a. For th is engagement, and In your opinion. I f  you found [favorable/unfavorable] conditions 
existing 1n regards to the cootaot AeZauCtd concept above, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A low No
Favorable: ______ _____  ______ ______ ______
Unfavorable: _____  _____  ______ ______ ______

b. In relation to your answer above, please c irc le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the conteot Aelated concept 
above.

Area(s) Affected How Affected
Favorable: nature timing extent__________________________________
Unfavorable: nature timing extent

4. For this engagement, and 1n your opinion, the conteot Attattd  concept above Is t o __________
extent helpful In assessing [Inherent risk/control risk] which, in part, influences assessments
of overall audit risk.

A Very Great A Great A Moderate A low No
Inherent risk: _____  _____  _____  _____  _____
Control risk:
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_______________________C o n tro l R e la ted_Concept___________________________

compute-Lon on the pant otf the ctcent'b top, executive management 
ion AepoAting the mobt favorable financial picture

l .a .  Tha conteot atL U td  concept about [rhould have, In your opinion/actually had] __________
amount of influence on the assessment of th is c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have:   _ _ _  __________________ ______
Actually had: ______________________      _____ _ _ _ _

I f  your answers to the "should have" and "actually had" lines were d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers In part l .a .  were "no", please oerft part l .b .
In one of your answers In part l .a .  was "no", please respond to only the other line In part l.b.

b. The__________ on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the conteot u la X td  concept 
abovt, fo r th is engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Shouid have: ____________  _ _ _ _ _ _  _ _ _ _ _  _ _ _ _ _ _
Actually had:     _ _ _ _ _  ________

2. For th is  engagement, and 1n your opinion, the contact mUattd concept above Is an accounting
control to  extent and an adnlnlstratlve control to _ _ _ _ _ _  extent. (You should
respond 1n both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting: ______ ______ ______ ______ ______
Administrative:_____  ______ ______ ______ ______

3.a. For th is  engagement, and 1n your opinion. If  you found [favorable/unfavorable] conditions 
existing In regards to the contact ectatcrf concept abovt, the nature, timing and/or e ffec t 
o f your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable: _____  ______ ______ _____  ______
Unfavorable: _____  ______ ______ ______ ______

b. In relation to your answer above, please c irc le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the conteot v ta t td  concept 
above.

Area(s) Affected How Affected
Favorable: nature timing extent _________________________________
Unfavorable: nature timing extent _________________________________

4. For this engagement, and In your opinion, the conteot eetoterf concept abovt Is to __________
extent helpful In assessing [Inherent risk/control risk] which. In part, Influences assessments
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk: _____  _____  _____  _____  _____
Control risk:
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____________________ Control Related Concept_______________________
exiitence o& ^actofu that might motivate manager to 
ciKcumvent ok ove/vUde. existing contxolA ( e . g .  tigh t ctedit, 
tovo mtoKking ejxpitaJL, bonuA pianA, need to meet fioKecaAtA, 
decaying JbnduAtAy, etc . )

l .a .  Tha contacl a tla ttd  concept aJbovt [should have, in your opinion/actually h a d ]__________
amount of mfluanca on tha assassment o f this c lla n t 's  control envl ronmant.

A Vary Graat A Great A Moderate A Low No
Should have: _____ ______ ______ ______ ______
Actually had: _____ _ — _  _ _ _ _ -    _ _ _ _

I f  your answers to the "should have" and "actually had" lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers In part l .a .  were "no", please oerit part l .b .
In one of your answers In part l .a .  was "no", please respond to only the other line 1n part l.b .

b. The __________ on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the canixol a c tc ttd  concept 
abovt, for th is engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _______  _ _ _ _ _  _ _ _ _ _  _______
Actually had: _ _ _ _ _    _ _ _ _ _  _ _ _ _ _

2. For th is  engagement, and In your opinion, the contaat AtZaftri concept abovt Is an accounting
control to ___ extent and an administrative control to extent. (You should
respond 1n both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting:     _____ ______ _____
Administrative:______ ______ ______ ______ ______

3.a. For th is engagement, and In your opinion. I f  you found [favorable/unfavorable] conditions 
existing In regards to the conteot wU/Utd concept abovt, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable: ______ _____  _____  ______ _____
Unfavorable:     ,_________ ______ ______

b. In relation to your answer above, please circle  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the contaot a tta ttd  concept 
abovt.

Area(s) Affected How Affected
Favorable: nature timing extent__________________________________
Unfavorable: nature timing extent _________________________________

4. For this engagement, and In your opinion, the contact actatcd concept abovt Is t o __________
extent helpful 1n assessing [Inherent risk/control risk] which, In part. Influences assessments
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk: _____  _____  _____  _____  _____
Control risk:
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________________________ C o n tro l d e la te d  Concept_________________________

extent to which, the client'b top, executive management lt> 
dominated by one o k  a êai <ndU.vxdualb

l .a .  The contact x&taUd concept abovt [should have, 1n your opinion/actually h a d ]__________
amount of influence on the assessment of th is c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have: _____  ______ ______ ______ ______
Actually had: _____  _____ ______ _____ ______

I f  your answers to the "should have" and "actually had" lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers In part l .a .  were "no", please omit part l .b .
In one of your answers In part l .a .  was "no", please respond to only the other line In part l.b.

b. The __________ on the Job [should have/actually had] operational responsibility (as opposed to
ultimate responsibility  which the partner always has) for assessing the contact AttaXtd  concept 
abovt, for th is engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _______  _______  _______  _______
Actually had:

2. For th is  engagement, and In your opinion, the eontaot tU oX td  concept abovt 1s an accounting 
control to extent and an a«fcrin1strat1ve control to extent. (You should
respond 1n both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting: _____  ______ _____  _____  ______
Administrative:_____

3.a. For th is engagement, and In your opinion, I f  you found [favorable/unfavorable] conditions 
existing In regards to the eontaot actated concept above, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable: _________________  ______ _____  ______
Unfavorable: _____  ____

b. In relation to your answer above, please c irc le  which area(s) below would be affected and 
notd how, when conditions are [favorable/unfavorable] regarding the eontaot AttaXed concept 
above.

Area(s) Affected How Affected
Favorable: nature timing extent__________________________________
Unfavorable: nature timing extent _________________________________

4. For th is engagement, and In your opinion, the eontaot AtlaXtd concept abovt 1s t o __________
extent helpful In assessing [Inherent risk/control risk] which, 1n part. Influences assessments 
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk : _____
Control risk:
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 Control Related Concept_____

2 5 0

appxop^UatzmAA th& tnteAnai audit Ata^i'A a lig n e d  du ties, 
leAponiibititi& A, and. tinzA  o<f Kipontuig

1 — ■ " ' l ' ........

l .a .  The conteot ttia X td  concept abovt [should have, In your opinion/actually had] __________
amount of influence on the assessment of this c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have:     _____ _____ _____
Actually had:   _____ ______ ______

If  your answers to the "should have" and "actually had" lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers In part l .a .  were "no", please omit part l .b .
In one of your answers 1n part l .a .  was "no", please respond to only the other line 1n part l.b.

b. The __________ on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the conteot ttlaX ed  concept 
abovt, for th is engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _ _ _ _ _  _ _ _ _ _ _    _ _ _ _ _
Actually had: _ _ _ _ _  _ _ _ _ _  _ _ _ _ _  _ _ _ _ _

2. For th is  engagement, and In your opinion, the conte t  eclated concept abovt 1s an accounting
control to ___ extent and an administrative control to extent. (You should
respond 1n both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting: _____  _____  ______ ______ _____
Administrative:_____  ______ ______ ______ _____

3.a. For th is engagement, and In your opinion. I f  you found [favorable/unfavorable] conditions 
existing In regards to the content vUSmJOuL concept abovt, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable:       ______________
Unfavorable: ___

b. In relation to your answer above, please circ le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the contact AtbtU d  concept 
abovt.

Area(s) Affected How Affected
Favorable: nature timing extent _________________________________
Unfavorable: nature timing extent _________________________________

4. For this engagement, and 1n your opinion, the conteot ec to te t eomatpt abovt is t o __________
extent helpful 1n assessing [Inherent risk/control risk] which. In part, Influences assessments 
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk : _____  _____  _____  ______ _____
Control risk: _____  _____
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 Control Related Concept_____
2 5 1

tivmebt o& tk& internal audit bta^ in ivpoAttng d e te c te d  
de.&iciejtcieA

l .a .  The eontaot aetated  concept abovt [should have. In your opinion/actually h a d ]__________
amount of influence on the assessment of th is c lie n t 's  control envlronment.

A Very Great A Great A Moderate A low No
Should have: ______ ______ _____  ______ _____
Actually had: _ _ _  _____     _____

I f  your answers to the "should have" and "actually had" lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers In part l .a .  were "no", please omit part l .b .
In one of your answers In part l .a .  was "no", please respond to only the other line In part l.b.

_ _ _ _ _ _ _  00 J°b [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the contaot aetated  concept 
abovt, for this engagement.

Supervisor/ Principal/ •
Junior Senior Manager Partner

Should have: _______  _______  _______  _______
Actually had:

2. For th is  engagement, and In your opinion, the contaot a tla ttd  concept abovt Is an accounting
control to  extent and an administrative control to extent. (You should
respond 1n both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A low No
Accounting: _____  ______ ______ ______
Administrative:_____  _____  ____ ____

3.a. For th is engagement, and 1n your opinion, I f  you found [favorable/unfavorable] conditions 
existing 1n regards to the eontaot aetated concept abovt, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable:____ _____  _____  _____  ______ ______
Unfavorable: _____  _____

b. In relation to your answer above, please circ le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the eontaot aetated concept 
abovt.

Area(s) Affected How Affected
Favorable: nature timing extent__________________________________
Unfavorable: nature timing extent _________________________________

4. For th is engagement, and In your opinion, the eontaot notated concept abovt Is to __________
extent helpful 1n assessing [Inherent risk/control risk] which, In part. Influences assessments
of overall audit risk.

A Very Great A Great A Moderate A low No
Inherent risk : _____  _____  _____  _____  _____
Control risk:



www.manaraa.com

CONTROL ENVIRONMENT QUESTIONNAIRE
252

C o n tro l R e la te d  Concept

ex ten d  otf knouttzdge on the pant o& the. c UznZ'b conVwllzA 
conczArung FAS8  and SEC (wkzAz appaopAiatz) gcudzZinzb

l .a .  The eontaot aetated  concept abovt [should have, In your opinion/actually had] _ _ _ _ _ _
amount of influence on the assessment of th is c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have:   _____  _____ _____
Actually had: _____  _____ _ _ _ _  _____ _____

If  your answers to the "should have" and "actually had" lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers 1n part l .a .  were "no", please omit part 1.b.
In one of your answers 1n part l .a .  was "no", please respond to only the other line 1n part l.b.

b. The __________ on the Job [should have/actually had] operational responsibility (as opposed to
ultimate responsibility  which the partner always has) for assessing the eontaot aetate d  concept 
abovt, for th is engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _ _ _ _ _ _  ________ _ _ _ _ _  _ _ _ _ _
Actually had: _ _ _ _ _ _  _______  _ _ _ _ _  _ _ _ _ _

2. For th is  engagement, and In your opinion, the eontaot aetated concept abovt Is an accounting
control to ___ extent and an administrative control to _ _ _ _ _  extent. (Vou should
respond In both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting:     _____ _____  ______
Administrative:_____  ______ ______ ______ ______

3.a. For th is  engagement, and 1n your opinion, 1f you found [favorable/unfavorable] conditions 
existing In regards to the eontaot ae ta ted  concept abovt, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable:         _____
Unfavorable: _____  ______ ______ ______ ______

b. In relation to your answer above, please c irc le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the eontaot Aetated concept 
AbOUO*

Areals) Affected How Affected
Favorable: nature timing extent _________________________________
Unfavorable: nature timing extent _________________________________

For th is engagement, and in your opinion, the eontaot aetated concept abovt 1s t o __________
extent helpful 1n assessing [Inherent risk/control risk] which, 1n p art. Influences assessments 
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk : _____  _____  _____  _____  _____
Control risk:
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 C on tro l R e la ted  Concept_________________________

appAoptujOutznz&A o& the ct/ient'b cctxonA tn  A.eAponbe to  the. 
FoA.ex.gn CoAxu.pt ?A&cticeA Act o£ 1917

l .a .  The ea n tfu l atlaXtd. concept abovt [should have, 1n your opinion/actually h a d ]__
amount of influence on the assessment of th is  c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have:   _____ _____ ______ ____
Actually had: ______ _____ _ ____    _ _ _

I f  your answers to the "should have" and "actually had" lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers In part l .a .  were "no” , please omit part l .b .
In one of your answers 1n part l .a .  was "no", please respond to only the other line 1n part l.b.

b. The __________ on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the aortfflol xxJLaXtd concept 
above, for th is  engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _ _ _ _ _ _  _ _ _ _ _  _ _ _ _ _ _  _ _ _ _ _
Actually had: _______  _ _ _ _ _    _ _ _ _ _

Z. For th is  engagement, and In your opinion, the tam/ML mttMitd concept above 1s an accounting
control to ___ extent and an administrative control to extent. (You should
respond In both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low fto
Accounting: ______ ______ ______ ______ _____
Administrative:______ ______ ______ ______ ______

3.a. For th is  engagement, and In your opinion, I f  you found [favorable/unfavorable] conditions 
existing In regards to the cotutM t naJOUtd concept abovt, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected to extent.

A Very Great A Great A Moderate A Low No
Favorable:____ ______ ______ ______ ______ _____
Unfavorable: _____  _____  ______ _____

b. In relation to your answer above, please c irc le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the omUAot mUaXtd concept 
above.

Area(s) Affected How Affected
Favorable: nature timing extent
Unfavorable: nature timing extent

4. For th is  engagement, and In your opinion, the aon&oL oxtaXtd eonezpt abovt Is to __________
extent helpful 1n assessing [Inherent risk/control risk] which, 1n part, Influences assessments
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk : _____
Control risk:
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C o n tro l R e la te d  Concept

mannen. in  which. fieeormendationb o $ int.eA.naZ. and external 
audito'U have, been d ea lt with in  h ie  pcu>£

l .a .  The conteot a e la ttd  concept abovt [should haw, 1n your opinion/actually h a d ]__
amount of influence on tha assassmant of th is c lia n t 's  control anvlronmant.

A Very Great A Great A Moderate A Low No
Should have:   _____ _____ _ _ _  ____
Actually had: ______   _____  _____ _ _ _

If  your answers to the "should have" and "actually had" lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers In part l .a .  were "no", please omit part l .b .
In one of your answers In part l .a .  was "no", please respond to only the other line In part l.b.

b. The on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing tha contact aetated concept 
abovt, for th is engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should haw: _______  _ _ _ _ _  _ _ _ _ _  _______
Actually had: _______  _______  _______  _______

2. For th is  engagement, and In your opinion, the aomteat «•/**»<* concept abovt 1s an accounting
control to  extent and an a<*irin1strat1w control to extent. (You should
respond 1n both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting: ______ ______ ______ ______ ______
Adm lnlstratlw :_____

3.a. For th is engagement, and In your opinion, 1f you found [favorable/unfavorable] conditions 
existing 1n regards to the conteot aetated concept abovt, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable:____ _____  ______ ______ ______ ______
Unfavorable:     .

b. In relation to your answer above, please circ le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the conteot aetated concept 
abovt.

Area(s) Affected How Affected
Favorable: nature timing extent__________________________________
Unfavorable: nature timing extent _________________________________

4. For th is engagement, and In your opinion, the conteot aetated concept abovt Is to __________
extent helpful 1n assessing [inherent risk/control risk] which, 1n part. Influences assessments
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk : _____  _____  _____
Control risk:



www.manaraa.com
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_______________________ C o n tro l R e la ted  Concept

in^eAences that can be dnauin conceAnintng the. Aelattonshtp 
between pAtoA audit adjustments a.nd the competence 0(5 the  
neJLevant peAsonnet

l .a .  Tha eontaot aa la ttd  concept abovt [should hava. In your opinion/actually h a d ]__________
amount of influence on the assessment of th is c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have: _____   _____ _____ _____
Actually had: _____ ______ ______ _____ _____

I f  your answers to the "should have" and "actually had" lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers 1n part l .a .  were "no", please omit part l .b .
In one of your answers In part l .a .  was "no", please respond to only the other line 1n part l.b.

b. The on the Job [should have/actually had] operational responsibility  (as opposed to
ultimata responsibility  which the partner always has) for assessing the-Contaot aaJtottd concept 
above, for this engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _ _ _ _ _ _  _ _ _ _ _ _______________  ________
Actually had: ____________  _ _ _ _ _  _ _ _ _ _  _______

2. For th is  engagement, and In your opinion, the eontaot o tlo ttd  concept abovt 1s an accounting
control to  extent and an administrative control to ^ _ _ _ _ ^ _  extent. (You should
respond 1n both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accoimtlng: _____  ______ _____  _____  _____
Administrative:_____  ______ ______ ______ ______

3.a. For th is engagement, and In your opinion. I f  you found [favorable/unfavorable] conditions 
existing 1n regards to the eontaot " tin te d  concept abovt, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable: _____  ______ _____  ______ _____
Unfavorable: _____  ______ ______ ______ ______

b. In relation to your answer above, please c ircle  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the cmutual o tlo ttd  concept 
abovt.

Area(s) Affected How Affected
Favorable: nature timing extent__________________________________
Unfavorable: nature timing extent _________________________________

4. For this engagement, and In your opinion, the eontaot aetated concept above is t o __________
extent helpful 1n assessing [Inherent risk/control risk] which. In p art, Influences assessments
of overall audit risk .

A Very Great A Great A Moderate A Low No
Inherent risk : _____  _____  ’_____  _____  _____
Control risk: ___________________________    . ________
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_____________________ C on tro l R e la te d  Concept___________________________
appAopAtatenc&4 oh th e  tnhoA m ation  bcu>&& uAed I n  deteA m ining  
n a tie *  and pA om otiom  h?n- t h e  c Z ie n t 'b  em ployee* [management 
and  -6-Ca.̂  ({) who b e  tooAk -ib A e ta te d  t o  the. h tn a n c ia l  AepoA ting  
pAocebb ( e .g .  h-inancia l management, E V P , a c c o u n tin g , and  
Int&AnaJL a u d i t  oeAbonnel)______________________________________________

l .a .  Tha eontaot xelaXcd concept above [should have, 1n your opinion/actually h a d ]___________
amount of influence on the assessment of th is c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have: _ _ _ _    _____ ______ ______
Actually had: _ _ _ _  _____ _ _ _ _    _____

I f  your answers to the "should have" and "actually had" lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers 1n part l .a .  were "no", please omit part l .b .
In one of your answers 1n part 1.a. was "no", please respond to only the other line 1n part l.b.

b* T*5* on the Job [should have/actually had] operational responsibility (as opposed to
ultimate responsibility  which the partner always has) for assessing the contact eclated. concept 
above, for th is engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _______  _______  _______  _______
Actually had:

2. For th is  engagement, and 1n your opinion, the contaot eclated  concept above Is an accounting
control to  extent and an administrative control to extent. (You should
respond 1n both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting: ______ ______ ______ ______ _____
Administrative: ___

3.a. For th is engagement, and 1n your opinion, 1f you found [favorable/unfavorable] conditions 
existing In regards to the eontaot eclated  concept above, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable:____ _____  _____  _____  ______ ______
Unfavorable:

b. In relation to your answer above, please circ le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the conteot ecla ted  concept 
above.

Area(s) Affected How Affected
Favorable: nature timing extent__________________________________
Unfavorable: nature timing extent _________________________________

4. For th is engagement, and 1n your opinion, the contact eclated  concept above 1s t o __________
extent helpful 1n assessing [Inherent risk/control risk] which, in p art, Influences assessments 
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk : _____  _____  _____  _____  _____
Control risk:
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______________________ C o n tro l R e la te d  Concept___________________________

a p p a o p f u a t e n e * *  0|J t h e  i n i f o r m a t i o n  b a s e *  u * e d  i n  d e t e A m i n u i g  
h a J jb e *  a n d . p / i o m o t i o n *  £ o k  t h e  c l i e n t ' *  o p e r a t i o n *  e m p l o y e e *  
( m a n a g e * *  a n d  n o n m a n a g e * * )

l .a .  The ttmXAoL atZaXtd concept abovt [should have, In your opinion/actually had] __________
amount of influence on the assessment of th is c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have:         _ _ _ _
Actually had: _ _ _ _  _____   _____ _____

I f  your answers to the "should have" and "actually had" lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers In part l .a .  were "no", please omit part l .b .
In one of your answers 1n part l .a .  was "no", please respond to only the other line in part l.b.

b. The __________ on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the eanX/uat MXaXaA concept 
above, for th is  engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: ____________  _ _ _ _ _ _  _ _ _ _ _  _ _ _ _ _
Actually had: _ _ _ _ _  _______ _ _ _ _ _  _ _ _ _ _

2. For th is  engagement, and In your opinion, the a a f t a l  mUaXtA concept above Is an accounting 
control to extant and an administrative control to extent. (You should
respond 1n both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting: ______ ______ ______ ______ _____
Administrative:_____  ______ ______ ______ ______

3 .a. For th is  engagement, and In your opinion, I f  you found [favorable/unfavorable] conditions 
existing 1n regards to the cowtxoi uUmjOuL concepC above, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected t o ________ extent.

A Vary Great A Great A Moderate A Low No
Favorable: _____ _____  _____  _____  _____
Unfavorable: _____  ______ ______ ______ ______

b. In relation to your answer above, please c irc le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the cm U tol u tta ttd  concept 
abovt.

Area(s) Affected How Affected
Favorable: nature timing extent _________________________________
Unfavorable: nature timing extent _________________________________

4. For th is engagement, and In your opinion, the contaot aaJUuUd eomupt abovt 1s t o __________
extent helpful 1n assessing [Inherent risk/control risk] which. In part, Influences assessments
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk : _____  _____  _____  ______ _____
Control risk : _____  ____  _____
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timetineib taith which. iimncMit mantzge/u aecexv/e -the. in̂ oAjmcution 
that they need

l .a .  The contact notated  noncep t above [should have, 1n your opinion/actually h a d ]__________
amount of influence on the assessment o f th is c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have:     __________________ ______
Actual ly had: _____  ______ ______ ______ _____

I f  your answers to the "should have" and "actually had" lines ware d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers in part l .a .  were "no", please omit part l .b .
In one of your answers In part 1.a. was "no", please respond to only the other line in part l.b.

b. The__________ on the Job [should have/actually had] operational responsibility (as opposed to
ultimate responsibility  which the partner always has] for assessing the contact notated  concept 
above, for this engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _______  _______  _ _ _ _ _ _  _______
Actually had: _______  _______  _______  _______

2. For th is engagement, and in your opinion, the contaal notated concept above is  an accounting
control to  extent and an administrative control to extant. (You should
respond in both categories and your answers need not be mutually exclusive.)

A Very Graat A Great A Moderate A Low No
Accounting: _____  ______ _____  ______ _____
Administrative:_____  ___

3 .a. For this engagement, and in your opinion, i f  you found [favorable/unfavorable] conditions 
existing in regards to the contact notated concept above, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable:____ _____  ______ _____  _____  _____
Unfavorable: _____  _____  ____

b. In relation to your answer above, please circ le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the contaot notated concept 
above.

Area(s) Affected How Affected
Favorable: nature timing extent__________________________________
Unfavorable: nature timing extent _________________________________

For th is engagement, and in your opinion, the contact notated concept above Is t o __________
extent helpful in assessing [inherent risk/control risk] which, in part, influences assessments 
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk : ___
Control risk:
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p/LomptM&A oaith which eAJiou in inteAnat f înanciaZ nzponZb a>te 
d e fe c te d  and conxzcXzd

l .a .  The conteoL naiated  concept above [should have, 1n your opinion/actually h a d ]__________
amount of influence on the assessment of th is c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have: _____   _____ _____ _____
Actually had:       _ _ _ _

If  your answers to the "should have" and "actually had" lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers In part l .a .  were "no", please omit part l .b .
In one of your answers 1n part l .a .  was "no", please respond to only the other line In part l.b.

b. The __________ on the job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the eont/toi xjUoXui concept 
above, for th is  engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: ____________  _ _ _ _ _ _  _ _ _ ^ _  _ _ _ _ _
Actually had: ____________  _ _ _ _ _  _ _ _ _ _ _  _ _ _ _ _ _

2. For th is  engagement, and In your opinion, the M etM t nutated  concept above Is an accounting
control to  extent and an administrative control to extent. (You should
respond 1n both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting:     _____ ______ ______
Administrative:_____  _____  ______ ______ ______

3.a. For th is  engagement, and In your opinion, 1f you found [favorable/unfavorable] conditions 
existing 1n regards to the contnet notated  esitccpC above, the nature, timing and/or effect 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable:       _____ ________
Unfavorable: ___  ____ ___

b.  In relation to your answer above, please circ le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the contnot notated concept 
above.

Area(s) Affected How Affected
Favorable: nature timing extent
Unfavorable: nature timing extent

4. For th is engagement, and In your opinion, the contnot notated concept above. Is to __________
extent helpful 1n assessing [Inherent risk/control risk] which, 1n part, Influences assessments
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk :
Control risk :
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potwtiaJL (Jon. e v u m  in inte/inat ^inancinl mponXb

l .a .  The eontiutf. ntXoXcd. concept abovt [should have, 1n your opinion/actually had] _ _ _ _ _ _
amount of influence on the assessment of th is c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have:   _ _ _  _ _ _ ______ ______ ______
Actually had: ______   __________________ ______

I f  your answers to the "should have" and "actually had" lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers In part 1.a. were "no", please omit part l .b .
In one of your answers 1n part l .a .  was "no", please respond to only the other line 1n part l.b.

b. The__________ on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the aontnot n c la ttd  concept 
abovt, for th is engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: ____________  _ _ _ _ _ _  _ _ _ _ _  _ _ _ _ _
Actually had: _______  _ _ _ _ _ _  ________

2. For th is  engagement, and In your opinion, the am&eL n c to ttd  concept abovt Is an accounting
control to  extent and an administrative control to extent. (You should
respond In both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting:     _____ ______ ______
Administrative:_____  ______ ______ ______ ______

3 .a. For th is engagement, and In your opinion, I f  you found [favorable/unfavorable] conditions 
existing 1n regards to the eonO u t n cto ttd  concept abovt, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable: _____  _____  _____  _____  ______
Unfavorable: >

b. In relation to your answer above, please c irc le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the conO ut n e ta ttd  concept 
abovt.

Areals) Affected How Affected
Favorable: nature timing extent__________________________________
Unfavorable: nature timing extent _________________________________

4. For th is engagement, and In your opinion, the contact notated concept above is to __________
extent helpful 1n assessing [inherent risk/control risk] which, in part, Influences assessments 
of overall audit risk .

A Very Great A Great A Moderate A Low No
Inherent risk : _____  _____  _____  ______ _____
Control risk:
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C o n tro l R e la te d  Concept

effectivene** of intexnal financial xepoxtb in adequateZy 
highlighting, identifying, ox isolating pxobZem

l .a .  The eontKot mutated concept above [should have, 1n your opinion/actually h a d ]__
amount of influence on the assessment of this c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have: _____   _ _ _ _    _ _ _
Actually had: _____  ______ ______ ______ ____

If  your answers to the "should have" and "actually had” lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers in part l .a .  were "no” , please omit part l .b .
In one of your answers In part l .a .  was "no” , please respond to only the other line 1n part 1.b.

b. The __________ on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the .contnal mUated concept 
above, for th is engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _ _ _ _ _  _ _ _ _ _    _ _ _ _ _ _
Actually had: ^ _ _ _ _ _  _______  _ _ _ _ _  _ _ _ _ _ _

2. For th is  engagement, and 1n your opinion, the conteat m tfated  concept above 1s an accounting
control to  extent and an administrative control to extent. (You should
respond 1n both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting: ______ _____  ______ _____  ______
Administrative:_____  _____  _____  _____  _____

3.a. For th is engagement, and 1n your opinion, 1f you found [favorable/unfavorable] conditions 
existing 1n regards to the eontmol metoted concept above, the nature, timing and/or e ffec t 
o f your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable: _ _ _ _  _____  ______ ______ _____
Unfavorable: _____  _____  _____ ____

b. In relation to your answer above, please circ le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the contwL xttoXzd concept 
above.

Area(s) Affected How Affected
Favorable: nature timing extent__________________________________
Unfavorable: nature timing extent _________________________________

4. For th is  engagement, and In your opinion, the contnot eclated concept above 1s t o __________
extent helpful 1n assessing [Inherent risk/control risk] which, in part, influences assessments 
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk : _____
Control risk :
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_______________________ C o n tro l R e la te d  Concept

e x te n t  to uihick the. c lien t’* line [I.e. operation*) pex&onnel 
xeoiew intexnal financial k epoxt*

l .a .  The coiU/iol trfaX td  concept abovt [should hava. In your opinion/actually h a d ]__________
amount of influanca on the assessment of th is c l ie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have: _____  ______ ______ ______ ______
Actually had: _ _ _        _____

If  your answers to the "should have" and "actually had” lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers 1n part l .a .  were "no", please omit part 1.b.
In one of your answers In part l .a .  was "no", please respond to only the other line 1n part l.b.

b. The _ _ _ _ _ _  on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing thecoitttoZ m taXid  concept 
abovt, for th is engagemnt.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have:__ ___________  ^ _ _ _ _  _ _ _ _ _  _ _ _ _ _ _
Actually had: _ _ _ _ _  _ _ _ _ _ _  _ _ _ _ _  _ _ _ _ _ _

2. For th is  engagement, and 1n your opinion, the CMStteZ Atla& d concept abovt 1s an accounting
control to  extent and an administrative control to extent. (You should
respond In both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting: _____  _____  ______ _____  ______
Administrative:_____  _____  ______ ______ ______

3.a. For th is engagement, and In your opinion, 1f you found [favorable/unfavorable] conditions 
existing In regards to the coittftot a e /c te i concept abovt, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable: _____  _ _ _  ______ _____  ______

, Unfavorable: _____  _____  ______ ______ ______
b. In relation to your answer above, please circ le  which area(s) below would be affected and 

note how, when conditions are [favorable/unfavorable] regarding the contact a tia ted  concept

Area(s) Affected How Affected
Favorable: nature timing extent _______________________ _________
Unfavorable: nature timing extent  ________________________

4. For th is engagement, and In your opinion, the contoot AtZa&d concept abovt 1s to __________
extent helpful In assessing [Inherent risk/control risk] which, in p art, influences assessments
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk : _____  _____  ______ _____  _____
Control risk : ___________________________        . ________
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________ C o n tro l R e la te d  Concept___________________________

A elevance  ofi an intzAnai înaj/uUat KtpoAt to the. peMon 
Wc.zivinQ i t

l .a .  Tit* eonteol ecla ted  concept abovt [should have, In your opinion/actually h a d ]__________
amount of influence on the assessment o f th is c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have: _____ _____ _____ ______ ______
Actually had: ______ ______ _______________________ ______

If  your answers to the "should have" and "actually had" lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers 1n part l .a .  were "no", please omit part l .b .
In one of your answers 1n part l .a .  was "no", please respond to only the other line 1n part l.b.

b. The _ _ _ _ _ _ _  on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the ca n ted  ed a ted  concept 
above, for th is  engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _ _ _ _ _  _ _ _ _ _  _ _ _ _ _  _ _ _ _ _
Actually had: _______ _ _ _ _ _  _ _ _ _ _  _ _ _ _ _

2. For th is  engagement, and In your opinion, the eonteal ecla ted  concept above 1s an accounting
control to  extent and an administrative control to extent. (You should
respond 1n both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting: ______ ______ _____  ______ ______
Administrative:_____  _____  _____  ______ ______

3.a. For this engagement, and 1n your opinion. I f  you found [favorable/unfavorable] conditions 
existing In regards to the eonteol eclated  concept above, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable:____ _____  _ _ _ _  _____  ______ _____
Unfavorable: _____  _____ _____  ______ ______

b. In relation to your answer above, please c irc le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the contact eclated concept 
above.

Area(s) Affected How Affected
Favorable: nature timing extent _________________________________
Unfavorable: nature timing extent _________________________________

4. For th is engagement, and In your opinion, the eonteol eclated concept above 1s t o __________
extent helpful 1n assessing [Inherent risk/control risk] which, 1n p art. Influences assessments
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk : _____  ______ _____  _____  _____
Control risk : _____        . _____
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compatabitUy ob th e c l ie n t'6 fowaJL organizational itxucture  
uiith th e ir  organizational goal*

l .a .  The eantHat hmXoXjuL concept above [should have, 1n your opinion/actually h a d ]__________
amount of mfluanca on tha assassmtnt o f th is c l ie n t 's  control «nv1 ronmant.

A Vary Great A Great A Moderate A Low No
Should have:   _ _ _  _____   _____
Actually had: _____   _ _ ___  _____ _____

I f  your answers to the "should have" and "actually had" lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers In part l .a .  were "no", please omit part .l.b .
In one of your answers In part l .a .  was "no", please respond to only the other line 1n part 1.b.

b. The __________ on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the .eont/iot w te ttd  concept 
above, for th is engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _ _ _ _ _ _  _______ _ _ _ _ _ _  _ _ _ _ _
Actually had: _ _ _ _ _  _______  ^ _ _ _ _  _ _ _ _ _

2. For th is  engagement, and 1n your opinion, the contaat u tla ttd  concept above 1s an accounting
control to  extent and an a& rinlstratlve control to extent. (You should
respond 1n both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting:     _____ _____  _____
Administrative:______ ______ ______ ______ ______

3 .a. For th is engagement, and In your opinion. I f  you found [favorable/unfavorable] conditions 
existing 1n regards to the eon t/u t wJUUad concept abovt, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected to extent.

A Very Great A Great A Moderate A Low No
Favorable: ______ _____ ______ _____  ______
Unfavorable:

b. In relation to your answer above, please c irc le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the em ta o l o to te d  u n a p t  
abovt.

Area(s) Affected How Affected
Favorable: nature timing extent__________________________________
Unfavorable: nature timing extent _________________________________

4. For th is engagement, and In your opinion, the contact a tta tcd  com upt abovt 1s t o __________
extent helpful In assessing [Inherent risk/control risk] which, 1n p a rt, Influences assessments 
of overall audit risk .

A Very Great A Great A Moderate A Low No
Inherent risk : _____  _____  _____  _____  _____
Control risk : _____  ___ ___



www.manaraa.com

CONTROL ENVIRONMENT QUESTIONNAIRE
265

 C o n tro l R e la te d  Concept_________________________

compatibility oi the client'* intonmaJL ofigannizatlonal btAuctivie 
uutk theOi oAganizationat goal*

l .a .  The atnUHol aaJUuttd concept abovt [should have, In your opinion/actually h a d ]__________
amount of influence on th t assessment of th is cl 1 a n t 's  control environment.

A Vary Sraat A Graat A Mo darat# A Loa No
Should hava:   _____ _____ _____ ______
Actually had: _____ _____ _ _ ___    _____

If  your answers to the "should hava" and "actually had" Unas wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers In part l .a .  were "no", please oarft part l .b .
In ora of your answers 1n part l . a .  was "no", please respond to only the other line In part l.b.

b. The__________ on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the aonXxot utlaX td  concept 
abovt, for th is  engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _ _ _ _ _  _ _ _ _ _ _  _______
Actually had: _ _ _ _ _  _ _ _ _ _  _ _ _ _ _ _  _ _ _ _ _ _

For th is  engagement, and 1n your opinion, the u a t i a t  A titU td  concept abovt 1s an accounting
control to ___ extent and an attnlnlstratlve control to extent. {You should
respond in both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low Ho
Accounting:       _____ _____
Administrative:_____  ______ ______ ______ ______

3.a. For th is  engagement, and 1n your opinion, 1f you found [favorable/unfavorable] conditions 
existing In regards to the contact ntfauttA concept abovt, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected to extent.

A Very Great A Great A Moderate A Low No
Favorable:     _____ _____  _____
Unfavorable: _____  ____ ____

b. In relation to your answer above, please c irc le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the contact fu ta ted  concept 
abovt.

Area(s) Affected How Affected
Favorable: nature timing extent _________________________________
Unfavorable: nature timing extent _________________________________

A. For th is engagement, and 1n your opinion, the contaot naiaXtd eometpt abovt 1s t o __________
extent helpful 1n assessing [inherent risk/control risk] which, in p art. Influences assessments
of overall audit risk .

A Very Great A Great A Moderate A Low No
Inherent risk : _____  _____  ____  _____  ___
Control risk:
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________________________ C o n tro l R e la te d  Concept___________________________

a c c e s s i b i l i t y  c<J i u p e A v i s o b i  t o  e m p l o y e e s ,  b o t h  o h  u ih o b c  t w b k  
I t ,  r e l a t e d  t o  t h e .  h l m x n c l a l  b e p o b t i n g  p b o c e s s  (e.g. h l n a n c l a l  
m a n a g e m e n t ,  E V P , a c c o u n t i n g ,  a n d  I n t e r n a l  a u d i t  p e r s o n n e l )

l .a .  The eonteol notated  concept abovt [should have, In your opinion/actually h a d ]__________
amount of influence on the assessment o f th is c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No

Should have: _____ ______ _____  _____ ______
Actually had: _____        _____

If  your answers to the "should have" and "actually had” lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers 1n part l .a .  were "no", please omit part l .b .
In one of your answers In part l .a .  was "no", please respond to only the other line in part l.b.

b. The __________ on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the eonteol notated concept 
above, for th is engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: ____________  _ _ _ _ _  _ _ _ _ _  _ _ _ _ _
Actually had: _ _ _ _ _    _ _ _ _ _  _ _ _ _ _

2. For th is  engagement, and 1n your opinion, the eonteol notated concept abovt Is an accounting
control to  extent and an administrative control to _ _ _ _ _ _  extent. (You should
respond 1n both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting: _____  ______ _____  ______ ______
Administrative:_____  ______ ______ ______ ______

3.a. For th is  engagement, and 1n your opinion, 1f you found [favorable/unfavorable] conditions 
existing In regards to the cont/tot notated concept abovt, the nature, timing and/or e ffec t 
o f your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable: _____  _____  ______ ______ _____
Unfavorable: _____  _ _ _  ______ ______ ______

b. In relation to your answer above, please c ircle  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the eonteol notated concept 
abovt.

Area(s) Affected How Affected
Favorable: nature timing extent__________________________________
Unfavorable: nature timing extent _________________________________

A. For th is  engagement, and in your opinion, the eonteol eetated concept abovt is to __________
extent helpful in assessing [inherent risk/control risk] which, 1n part, influences assessments
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk : _____  _____  ______ _____  _____
Control risk: ______________________      _ _ _ _  . ________
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eong fluency oh fiespo risibility with authofiity |[ox the client ' s  
employees whose woak -is related to the hinanciadL xepoxting 
process (e.g. £uuincial management, EVP, accounting, and 
internal audit personnel]

l .a .  The contact aataXtd concept abovt [should have, In your opinion/actually h a d ]__________
amount of influence on the assessment of th is c lie n t 's  control environment.

A Very Gre~t A Great A Moderate A Low No
Should have:   _ _ _  ______ ______ ______
Actually had: _____     _____ _____

I f  your answers to the "should have" and "actually had" lines wore d iffe ren t, please give 
a b rie f explanation.

If  both of your answers 1n part l .a .  were "no” , please omit part l .b .
In one of your answers In part l .a .  was "no", please respond to only the other line In part l.b.

*>• on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the eonCiot aala ttd  coitcapt 
abovt, for th is  engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _ _ _ _ _ _  _ _ _ _ _    _ _ _ _ _ _
Actually had: _ _ _ _ _  _ _ _ _ _ _  _ _ _ _ _ _  _ _ _ _ _

2. For th is  engagement, and 1n your opinion, the eatUHat tt/a X td  concept abovt Is an accounting
control to ___ extent and an a<tirln1strat1ve control to extent. (You should
respond In both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting: _____  ______ _____  ______ ______
Administrative:_____  ______ ______ ______ ______

3.a. For th is  engagement, and 1n your opinion, 1f you found [favorable/unfavorable] conditions 
existing In regards to the contact AtU tad  concept abovt, the nature, timing and/or effect 
of your subsequent audit programs would be affected to _ _ _ _ _ _  extent.

A Very Great A Great A Moderate A Low No
Favorable: _____  _____  ______ ______ ______
Unfavorable: _____  ______ ______ ______ ______

b. In relation to your answer above, please circ le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the contact naiaXtd conezpt 
abovt.

Area(s) Affected How Affected
Favorable: nature timing extent__________________________________
Unfavorable: nature timing extent _________________________________

4. For th is engagement, and 1n your opinion, the contact at/aXtd concept abovt 1s t o __________
extent helpful 1n assessing [Inherent risk/control risk] which, In p art, Influences assessments
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk : _____  _____  _____  ____  ______
Control risk:
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incompatabiLoty (-ttf any) ceMxa&Lzed diieM management 
ove/t dec.eMAjaJU.zeji opeAatLom

l .a .  The eoiU/iot tU aX td  concept abovt [should hava. In your opinion/actually h ad ]__________
amount of influanca on the assessment of th is c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have:   _ _ _ _  _____ __________________
Actually had: _ _ _ _  _____     _____

If  your answers to the "should have" and "actually had" lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers In part l .a .  were "no", please omit part l .b .
In one of your answers 1n part l .a .  was "no", please respond to only the other line In part l.b.

b* Th# _ _ _ _ _ _  o" the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the cont/iol mUaXtd concept 
above, for th is  engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: ____________  _ _ _ _ _ _ ___ _______  _______
Actually had: _ _ _ _ _ _  _ _ _ _ _ _  _ _ _ _ _ _  _ _ _ _ _ _

2. For th is engagement, and 1n your opinion, the eewdtot  H tlabtd concept above 1s an accounting
control to  extent and an administrative control to extent. (You should
respond 1n both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting: _____  _____  ______ ______ ______
Administrative:_____  _____  _____  _____  ___

3.a. For th is engagement, and 1n your opinion, i f  you found [favorable/unfavorable] conditions 
existing 1n regards to the co n tto i M imftri concept abovt, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable:   .   _____ _______
Unfavorable: _____  _____  ____ ___  >

b. In relation to your answer above, please c irc le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the contnot ntlaX td  concept 
aboot.

Areals) Affected How Affected
Favorable: nature timing extent__________________________________
Unfavorable: nature timing extent _________________________________

4. For th is engagement, and 1n your opinion, the coiUnot A tia ted  concept abovt is t o __________
extent helpful 1n assessing [Inherent risk/control risk] which, In part, Influences assessments 
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk : _____  _____  _____  _____  _____
Control risk :
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_____________________  C o n tro l R e la te d  Concept ___________________ _

appnopniatene** oh bepanate accounting bybtem* fan. each oh the 
client'* divexbihied bubtnebb endeavonb [e.g. a client might 
have a mining division and a banking divibion)

l .a .  The cotUaoL xelattd  concept abovt [should hava, In your opinion/actually h a d ]___________
amount of influence on the assessment of th is c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have: _____  ______ ______ _____  ______
Actually had: _____  _____ _____   _ _ _ _

I f  your answers to the "should have" and "actually had” lines wore d iffe ren t, please give 
a b rie f explanation.

A.

I f  both of your answers In part l .a .  were "no", please omit part l .b .
In one of your answers 1n part l .a .  was "no", please respond to only the other line In part l.b.

b. The on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the contact aetcted  concept 
above, for th is engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _______  _______  _______  ________
Actually had: ____________  _ _ _ _  _ _ _ _ _  _ _ _ _ _ _

For th is  engagement, and In your opinion, the contact /u la te dL concept above 1s an accounting
control to  extent and an a<»1n1strat1ve control to extent. (You should
respond In both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting: _____  _____  ______ _____  ______
Administrative:_____  _____  ______ ______ ______

3 .a. For th is engagement, and In your opinion, 1f you found [favorable/unfavorable] conditions 
existing 1n regards to the contest eeJtMted concept above, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable:
Unfavorable:

b. In relation to your answer above, please circ le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the contact A ttoted concept 
abovt.

Area(s) Affected How Affected
Favorable: nature timing extent__________________________________
Unfavorable: nature timing extent _________________________________

For th is  engagement, and in your opinion, the contact Aetated concept above 1s to __________
extent helpful in assessing [inherent risk/control risk] which. In p art, Influences assessments
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk: _____  _____  ___
Control risk:
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__________________ C o n tro l R e la te d  Concept___________________________

etfo 'ecttvene44 otf coorxiinxtion among reCated function* j{on. 
iimncixit rzponXing pu/ipoaea ( e . g .  ia tu ,  a c c o u n tin g , and. 
production)

l .a .  The coniAol Mjtf/tftd conez.pt abovt [should have, In your opinion/actually h a d ]__________
amount of influence on the assessment of th is c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have:   _____   ____________
Actually had: _____ ______ ______ ______ _____

I f  your answers to the "should have" and "actually had" lines were d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers In part l .a .  were "no", please omit part 1.b.
In one of your answers In part l .a .  was "no", please respond to only the other line 1n part l.b.

on the Job [should have/actually had] operational responsibility  (as opposed to 
ultimate responsibility  which the partner always has) for assessing the cont/w l mUaXtd concept 
abovt, for th is  engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _ _ _ _ _  _ _ _ _ _ _  _ _ _ _ _  _ _ _ _ _ _
Actually had:   _ _ _ _ _ _  _ _ _ _ _ _

2. For th is engagement, and In your opinion, the cant*at H tla itd  concept abovt Is an accounting
control to  extent and an a<Mn1strat1ve control to extent. (You should
respond 1n both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting: ______ ______ _____  ______ _____
Administrative:______________________      _ _ _ ___________

3.a. For th is engagement, and 1n your opinion, 1f you found [favorable/unfavorable] conditions 
existing 1n regards to the eonXMt ajUmXmA concept abovt, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable:____ ______ _____  _____  ______ ______
Unfavorable: _____  _____  ______ ______ ______

b. In relation to your answer above, please circ le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the contnot x tta ted  concept 
abowe.

Areals) Affected How Affected
Favorable: nature timing extent__________________________________
Unfavorable: nature timing extent _________________________________

4. For th is engagement, and 1n your opinion, the eonteot eetated eonetpt abovt Is to __________
extent helpful In assessing [inherent risk/control risk] which, in part, influences assessments
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk : _____  _____  _____  _____  ___
Control risk :
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_______________________ C o n tro l R e la ted  Concept_________________

ade.qua.cy -the. client'& budgetary pxoce&b -in covering a tl  
unitb ox function*

l .a .  The contact uJUtXtdL concept abovt [should have, 1n your opinion/actually had] 
amount of influence on the assessment of th is c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have: _____ ______ ______ ______ ____
Actually had: _____ _ _ _    _ _ _ _  ____

If  your answers to the "should have" and "actually had” lines wore d iffe ren t, please give 
a b rie f explanation.

If  both of your answers In part l .a .  were "no", please omit part 1.b.
In one of your answers In part l .a .  was "no” , please respond to only the other Hne 1n part l.b.

The __________ on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the aontAoi u la X id  coactpb 
abovt, for th is engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _ _ _ _ _ _  _ _ _ _ _  * ________
Actually had: _______  _______  _______  ________

2. For th is  engagement, and In your opinion, the contact A tU ttd  concept abovt 1s an accounting 
control to extent and an administrative control to extent. (You should
respond 1n both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting:     _________________  ______
Administrative:_____  ______ ______ ______ ______

3.a. For th is  engagement, and in your opinion, i f  you found [favorable/unfavorable] conditions 
existing 1n regards to the contact A ttattd  concept abovt, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable:     _ _  ______ ______
Unfavorable: _____  _____  ____ ___

b. In relation to your answer above, please c irc le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the contact aetctcrf concept

a.
Areals) Affected How Affected

Favorable: nature timing extent _________________________________
Unfavorable: nature timing extent _________________________________

For th is engagement, and In your opinion, the contact xtlaXtd comupt abovt 1s to
extent helpful 1n assessing [inherent risk/control risk] which, in part, influenc
of overall audit risk.

4.
uences assessments

A Very Great A Great A Moderate A Low No
Inherent risk: _____  _____  _____  _____  ____
Control risk : _____  ___



www.manaraa.com

CONTROL ENVIRONMENT Q U E S T IO N N A IR E

2 7 2
C o n tro l R e la te d  Concept

ade.qua.cu oA the. pfioceb* by which opeAating budget* one tievl*ed

l .a .  The contact aetated concept abovt [should have. In your opinion/actually h a d ]__________
amount of influence on the assessment of th is c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No

Should have: _____     _ _ _  ________
Actually had: ______ _____ _____   _____

I f  your answers to the "should have" and "actually had" lines wore d ifferen t, please give 
a b rie f explanation.

I f  both of your answers 1n part l .a .  were "no", please o*rtt part l .b .
In one of your answers 1n part l .a .  was "no", please respond to only the other line 1n part l.b.

I*® on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the contact aetated  concept 
abovt, for th is engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _______ _ _ _ _ _  _ _ _ _ _  _______
Actually had: ^ _ _ _ _  _ _ _ _ _ _  _ _ _ _ _  ________

2. For th is  engagement, and 1n your opinion, the contact aetated concept abovt Is an accounting
control to  extent and an adn1n1strat1ve control to extent. (You should
respond 1n both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No .
Accounting: ______ ______ _____  ______ _____
Administrative:_____  ______ ______ ______ _____

For th is  engagement, and 1n your opinion, 1f you found [favorable/unfavorable] conditions 
existing 1n regards to the contact aetated concept abovt, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable: _____  _____  _____  ______ _____
Unfavorable:         _____

In relation to your answer above, please c irc le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the contact aetated concept 
abovt.

Area(s) Affected How Affected
Favorable: nature timing extent__________________________________
Unfavorable: nature timing extent _________________________________

4. For th is engagement, and 1n your opinion, the contaot aetated concept abovt 1s t o __________
extent helpful in assessing [Inherent risk/control risk] which, 1n part, Influences assessments
of overall audit risk.

A Very Great A Great A Moderate A Low No
Inherent risk : _____  _____  _____  _____  _____
Control risk:

3.a.

b.
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ade.quac.y ofi a. cJLLv/vt'b anaJtyb-Lb budg&t va/uanc<ib

l .a .  The aoiUaat xtloXtd. camcept above [should have, In your opinion/actually h a d ]__________
amount of influence on the assessment o f this c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have:     _____ __________________
Actually had:     _____ _____ ______

I f  your answers to the "should have" and "actually had" lines wore d iffe ren t, please give 
a b rie f explanation.

I f  both of your answers In part l .a .  were "no", please omit part l .b .
In one of your answers In part l .a .  was "no” , please respond to only the other line In part l.b.

b. The __________ on the Job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the untA Jil /vUoXtd ccnctpt 
abovt, for th is engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: ____________  _ _ _ _ _ _  _ _ _ _ _ _  _______
Actually had: ____________  _ _ _ _ _  _ _ _ _ _  _ _ _ _ _

2. for th is  engagement, and In your opinion, the emUaat ttla X td  concept above 1s an accounting
control to     extent and an administrative control to extent. (You should
respond 1n both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting: _____  ______ ______ _____  ______
Administrative:_____  ______ ______ ______ ______

3.a. For th is engagement, and 1n your opinion, I f  you found [favorable/unfavorable] conditions 
existing In regards to the eeittaot KtiM ttd concept abovt, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable:____ _____  ______ ______ _____  _____
Unfavorable: _____  _____  _____  ___

b. In relation to your answer above, please c irc le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the cm ta o l KtlaXtd aonczpt 
about.

Area(s) Affected How Affected
Favorable: nature timing extent__________________________________
Unfavorable: nature timing extent _________________________________

4. For this engagement, and in your opinion, the eontaal HtiaXtd eonatpt abovt 1s t o __________
extent helpful in assessing [inherent risk/control risk] which, 1n p art. Influences assessments
of overall audit risk .

A Very Great A Great A Moderate A Low No
Inherent risk :
Control risk:



www.manaraa.com

CONTROL ENVIRONMENT Q U E S T IO N N A IR E

 ContTQl Related Concept_____ 2 7 4

extent to which ôAeign nationals managing the cLcent's fioAeign 
opeAations, oac aJULowed to exeAci&e theiA di&cAetion in 
fiinanciaZ AepoAting decisions

l .a .  The cant/utl Julated  concept about [should have, In your opinion/actually h a d ]__________
amount of influence on the assessment of th is c lie n t 's  control environment.

A Very Great A Great A Moderate A low No
Should have:       _____ _____
Actually had:     _____  _____

If  your answers to the "should have" and "actually had" lines wore d iffe ren t, please give 
a b rie f explanation.

If  both of your answers In part l .a .  were "no” , please omit part l .b .
In one, of your answers 1n part l .a .  was "no", please respond to only the other line 1n part l.b.

b. The __________ on the job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility  which the partner always has) for assessing the aonXxol a th t td  concept 
about, for th is  engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: ____________  _ _ _ _ _    _ _ _ _ _
Actually had: ^ _ _ _ _  ^ _ _ _ _ _  _ _ _ _ _ _  _ _ _ _ _ _

2. Por th is  engagement, and 1n your opinion, the contAat xjtfattd  concept about 1s an accounting
control to ___ extent and an administrative control to extent. (You should
respond 1n both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A low No
Accounting: _____  ______ _____  ______ _____
Administrative:_____  ______ ______ ______ _____

3 .a. For th is engagement, and 1n your opinion. I f  you found [favorable/unfavorable] conditions 
existing 1n regards to the comtnoL A tla ttd  concept about, the nature, timing and/or e ffec t 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A low No
Favorable:     , _____  ______ _____
Unfavorable: _____  _____  ______ ______ ______

b. In relation to your answer above, please c irc le  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the emvOwl KtJUttd concept 
about.

Area(s) Affected How Affected
Favorable: nature timing extent__________________________________
Unfavorable: nature timing extent _________________________________

4. For th is engagement, and 1n your opinion, the eontnot aetated concept about is t o __________
extent helpful 1n assessing [inherent risk/control risk] which, 1n part, influences assessments
of overall audit risk .

A Very Great A Great A Moderate A low No
Inherent risk : _____  _____  _____  ______ _____
Control risk:
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_______________________ C on tro l R e la ted  Concept____________

e x te n t  ofi a. c l i e n t ’* m o n ito r in g  o& t h e i r  c o m p e tit io n

l .a .  The conXAal xtl& tzd  concept abovt [should have, In your opinion/actually had] __________
amount of influence on the assessment of th is c lie n t 's  control environment.

A Very Great A Great A Moderate A Low No
Should have: _____  ______ ______ ______ ______
Actually had: _____________________________        _____

If  your answers to the "should have" and "actually had” lines wore d iffe ren t, please give 
a b rief explanation.

If  both of your answers 1n part l .a .  were "no", please omit part l .b .
In one of your answers 1n part l .a .  was "no”, please respond to only the other line In part l.b.

b. The __________ on the job [should have/actually had] operational responsibility  (as opposed to
ultimate responsibility which the partner always has) for assessing the eoiU w t mUaXtd concept 
abOvt, foY th is engagement.

Supervisor/ Principal/
Junior Senior Manager Partner

Should have: _______  _______  _ _ _ _ _ _______________
Actually had: _______  _______  _ _ _ _ _ _______________

2. For th is engagement, and In your opinion, the contact mUaXxd concept abovt Is an accounting
control to  extent and an administrative control to extent. (You should
respond In both categories and your answers need not be mutually exclusive.)

A Very Great A Great A Moderate A Low No
Accounting: _____  ______ ______ _____  _____
Administrative:_____  _____  _____  _____  _____

3.a. For this engagement, and In your opinion, 1f you found [favorable/unfavorable] conditions 
existing 1n regards to the contact hjUmXjuL concept abovt, the nature, timing and/or effect 
of your subsequent audit programs would be affected t o ________ extent.

A Very Great A Great A Moderate A Low No
Favorable:____ _____  ______ _____  ______ _____
Unfavorable:

b. In relation to your answer above, please circle  which area(s) below would be affected and 
note how, when conditions are [favorable/unfavorable] regarding the contact xtlaX id eonatpt 
abovt.

Area(s) Affected How Affected
Favorable: nature timing extent__________________________________
Unfavorable: nature timing extent _________________________________

For th is engagement, and in your opinion, the contact aetated concept abovt 1s to __________
extent helpful 1n assessing [Inherent risk/control risk] which, 1n part, influences assessments
of overall audit risk .

A Very Great A Great A Moderate A Low No
Inherent risk : _____  _____  _____  _____  _____
Control risk:
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This form should only be completed by one team member, preferably the engagement 
partner or manager.

Please place an "X" on the space representing the best descrip tion of the c l ie n t .

1. INDUSTRY (mark qd§ according to c l i e n t 's  predominant source of revenues) 
Agriculture _____

Manufacturing:
Food
Textiles [
Chemicals "
Petroleum ]
Metals *
Machinery "
E lec tr ica l 

Machinery 
Transportation ‘
Measuring 

Instruments 
Other (please specify)"

Transportation:
Rail
Air
Road "
Other (please specify)"

U t i l i t i e s

Wholesale

Retail

F inancial:
Banking
Insurance
Brokerage
Other (please specify)

Other Services: 
Professional 
Entertainment 
Non-profit
Other (please specify)

2. MANAGEMENT
a. Which one of the following best describes the predominant focus of th is  

c l i e n t 's  s tra tegy  for enhancing p ro fits?

  tends to focus on in ternal matters (e .g . con tro lling  costs and
developing or refin ing  th e i r  technological bases)

tends to focus on external matters (e .g . monitoring actions of
  competitors, supp lie rs ,  and customers in order to exp lo it

opportunities)

  tends to exh ib it  a balanced focus on both in terna l and external
matters

b. Over the l a s t  three years ,  in which category(ies) did the c l ie n t  experience 
s ig n if ic a n t  personnel turnover irregard less  of cause? (The categories
are intended to be mutually exclusive).
  top executive management (e .g . CEO, VP of finance or s la e s ,  e tc . )
  accounting management (e .g . Controller, Accounting supervisor, e tc . )
  accounting s t a f f  (e .g . c le rks ,  cost accountants, e tc . )
  EDP management (e .g . Chief programmer, In-charge operator, e tc . )
  EDP s t a f f  (e .g . non supervisory personnel)
  internal audit management (e .g . Director, Supervisor, e tc . )
  others whose job was a f f i l ia te d  with the financial reporting process

(please specify) __________________________________________________
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3. CLIENT FINANCIAL DATA ( I f  the aud it  date noted on the cover sheet is  a 
completed aud it use the audited financial statement amounts. I f  the audit 
date noted on the cover sheet i s  for  an audit in progress, use your best 
estimate o f  what the f in a l  audited statements are most l ik e ly  to report.
In e i th e r  case, your reference point is  the audit  date on the cover shee t.)
a. Total asse ts  are:

  less  than $10,000,000
  between $10,000,000 and $100,000,000
  g rea te r  than $100,000,000

b. The c l i e n t 's  change in to ta l  asse ts  from the year p r io r  to  the cover 
sheet aud it  date i s :

Decreased Increased
15% or more____________________  _______
14% to  6% _______  _______
5% or less  _______  _______
No change ______

c. The Total Debt/Total Assets r a t io  as calculated  from balance sheet 
amounts for the cover sheet audit date , Ignoring items such as 
uncapitalized leases and convertible perferred stock, i s :
  40% or less
  between 40% and 60%
  60% or more

d. The c l i e n t 's  change in net income from the year p r io r  to the cover 
sheet audit date 1s:

Decreased Increased
30% or more____________________  _______
29% to 20%
19% to 10%_____________________  _______
9% or le ss  _______  _______
No change_______________________________

4. INFORMATION SYSTEM
Over the l a s t  three years audited, which one of the following best describes 
the c l i e n t 's  financial reporting system?

  changed from predominantly manual to predominantly EDP
  changed from predominantly EDP to predominantly manual
  no change -  has remained predominantly EDP
  no change - has remained predominantly manual

5. ORGANIZATION
a. How would you characterize the dispersion of th is  c l i e n t 's  main opera

tions f a c i l i t i e s  (e .g .  p lan t s i t e s ,  o u t le t s ,  branches, e t c . ) ?  Place 
an "X" on the appropriate space.
Highly Highly
Diffused Localized

How would you characterize  the c l i e n t 's  management s truc ture?  Place an 
"X" in the appropriate space.
Highly Highly
Decentralized Centralized
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6. PREDICTABILITY
In your opinion, how would the investing public most l ik e ly  assess th is  
c l i e n t 's  f inancial performance? Place an "X" on the appropriate space.

7. CONTROL ETHIC (defined as the desire  and commitment towards the fostering  
of an o rganizationally  healthy control consciousness in general and employ
ment of controls in sp e c if ic ) .
a. How would you characterize the ex tent to which accounting management 

maintains and exercises a control e th ic?  Place an ‘'X" in the 
appropriate space.

b. How would you characterize the ex ten t to which c l ie n t  management, in 
general, maintains and exercises a control e th ic?  Place an "X" on 
the appropriate space.

Unpredictable Predictable

Too
L i t t l e

An
Appropriate

Amount
Too
Much

Too
L i t t l e

An
Appropriate

Amount
Too
Much
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This form should only be completed by one team member, preferably the engage
ment partner o r  manager.

1. How many years has th is  practice  o ffice  been the principal auditor for 
th is  c l ien t?

Would you say th a t  your practice o ffice  "specia lizes"  in c l ie n ts  in
th is  industry? (As a guide, i f  20% or more of your o f f ic e 's  chargeable audit
hours are for c l ie n ts  in th is  industry , consider i t  a sp ec ia lty ) .

Approximately how many auditing professionals ( i . e .  CPAs and those working 
towards the CPA, who derive over h a lf  of th e i r  chargeable hours from typical 
opinion audit engagements as opposed to tax , consulting, e tc . )  are employed 
by your p ractice  o ffice?

Over the past three years th is  practice  o f f ic e 's  professional auditing 
s ta f f  (see #3 for def in it ion  o f auditing professionals) has (in  numbers) 
(Place an "X" on the appropriate l ine)

grown s l ig h t ly ,  
grown a g rea t d e a l . 
not changed su b s tan t ia l ly ,  
decreased s l ig h t ly ,  
decreased a great d e a l .

5. For your p rac tice  o f f ic e 's  audit team, and for the audit date of th is  c l ie n t  as 
noted on the cover sheet versus the p r io r  y e a r 's  au d it ,  there was . . .
(Place an "X" on the appropriate line)

YES NO
a change in the lead engagement partner assigned,
a change in the lead engagement manager assigned,
a change in the lead engagement senior assigned.
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This form should be completed by each audit team member.

The following biographical data is  an important part  of th is  stucty. I t  
is  needed in order to investigate  whether d ifferences in opinions, re la ted  
to control environment evaluations, occur along auditor p ro f i le s .

1. Your f irm 's  name: ____________________________________________________

2. Your years of audit experience: ______________________________________

3. Your position t i t l e :  _________________________________________________

4. Your o f f ice  location a t  time o f th is  engagement: ______________________

5. I f  you have ever worked in a professional capacity outside of public 
accounting, please complete the following:

Type of position: _____  Internal auditor

  Accounting/Information systems (non-auditor)

  Finance re la ted

  Other (please specify) __________________

Type of industry: _________________________________________________

Number of years of experience: ____________________________________

Years since leaving above industry: _______________________________

6. Place an "X" on the l in e  next to the best description of your auditing 
experience in regards to c l ie n t  mix over the l a s t  three (3) years.

  Primarily a s p e c ia l is t  ( I . e .  over 50% of your audit assignments
have been within one industry). I f  so, please specify the 
industry (e .g . banking, insurance, r e ta i l in g ,  e tc . )  ______________

  Primarily a g en era lis t  ( i . e .  a mix o f industry assignments with
no one industry dominating).

7. Place an "X" on the l in e  next to each kind of specialized audit tra in ing  
th a t  you have received beyond what a l l  general purpose auditors a t  your 
level receive.

  s t a t i t l c a l  techniques

  computer audi t i  ng

  spec if ic  industry tra in ing  (please specify) _____________________

  other (please specify)___ ________________________________________
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Partic ipan t P rofile  (continued)

8. What academic degree(s) do you have and in what major(s)?
Degree(s) Major(s) (choose from accounting, other business

l ib e ra l  a r t s ,  computer science, e tc . )

9. Please ra te  the following aspects o f  the exercise you have ju s t  completed by 
placing an "X" on the appropriate space.

a. The exercise i t s e l f :

Dull _____              In te res ting

b.  The c la r i ty  o f the in s tru c tio n s :

U nclear        •    Clear

c. The comprehensiveness, in a control environment context, o f  the control 
re la ted  concepts presented in th is  study:
Incomplete  _____  _____  _____  _____  _____  _____Complete

10. Length o f time i t  took you to complete th is  en t i re  exercise .

_______  minutes

11. Any comments you have concerning th is  study, i t s  methods, i t s  relevance, e tc . 
are most welcome.

Thank you for your cooperation!

PLEASE RETURN THIS COMPLETED BOOKLET TO THE CONTACT PERSON AT YOUR OFFICE.
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To: Mark E. H ask ins
409 B u s in e ss  A d m in is t ra t io n  B u ild in g  
The P e n n sy lv a n ia  S ta te  U n iv e r s i ty  
U n iv e r s i ty  P a rk , PA 16802

I  would l i k e  a  summary o f th e  r e s u l t s  o f  yo u r s tu d y  when 
th e y  become a v a i l a b l e .  My a d d re s s  i s  below .

T h is  i s  an a re a  I  am r e a l l y  i n t e r e s t e d  i n .  L e t 's  d is c u s s  
th e s e  i s s u e s  som etim e in  th e  n e a r  f u tu r e .  You can g e t  in  
to uch  w ith  me a s  n o te d  below .

H ere a r e  some re a d in g s  a n d /o r  p e o p le  t h a t  I  th in k  you m ight 
f in d  h e lp f u l :

Name __

A ddress

Phone
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DEMOGRAPHIC VARIABLE LABELS*

1 . I n d u s t r y
2 . M anagem ent's Focus
3 . P e rso n n e l T urnover
4 . T o ta l  A sse ts
5 . Change I n  T o ta l  A sse ts
6 . T o ta l  D e b t/T o ta l  A s s e ts
7. Change In  N et Income
8. In fo rm a tio n  System  In  P la c e
9 . O p e r a t io n 's  S t r u c tu r e

10 . M anagem ent'8 S t r u c tu r e
11 . P r e d i c t a b i l i t y  o f  F in a n c ia l  P e rfo rm an ce
12. A ccoun ting  M anagem ent's C o n tro l E th ic
13 . Top M anagem ents' C o n tro l E th ic
14 . Y ears  A u d itin g  t h i s  C l ie n t
15. O f f ic e  S p e c ia l iz e  i n  t h i s  Type C l ie n t
16. Change i n  O f f ic e  S iz e
17. Change i n  A u d it Team
18. F irm
19. C ity
20 . Y ears  o f  A u d it E x p e rie n c e
21 . P r i o r  Work E x p e rie n c e
22 . S p e c i a l i s t /G e n e r a l i s t
2 3 . S p e c ia l iz e d  T ra in in g
24 . H ig h e s t Academic D egree

CLONE
CLTWOA
CLTWOB
CLTHREEA
CLTHREEB
CLTHREEC
CLTHREED
CLFOUR
CLFIVEA
CLFIVEB
CLSIX
CLSEVENA
CLSEVENB
AUDONE
AUDTWO
AUDFOUR
AUDFIVE
ONE
FOUR
TWO
FIVE
SIX
SEVEN
EIGHT

*AUDTHREE d e a l t  w ith  th e  s i z e  o f  th e  v a r io u s  a u d i t  f irm s  and s in c e  th e y  
w ere a l l  v e ry  s im i l a r  i t  was d ropped  from  th e  a n a ly s i s .  THREE 
d e a l t  w ith  th e  a u d i t o r s '  t i t l e s  and was dropped  in  l i e u  o f  
u s in g  t h e i r  y e a rs  o f  e x p e r ie n c e .
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AAA A m erican A ccoun ting  A s s o c ia t io n
AIA Am erican I n s t i t u t e  o f  A cco u n tan ts
AICPA Am erican I n s t i t u t e  o f  C e r t i f i e d  P u b l ic  A cco u n tan ts
ASR A ccoun ting  S e r ie s  R e lease
CAR Commission on A u d i to r 's  R e s p o n s ib i l i t i e s
CCH Commerce C le a r in g  House
CPA C e r t i f i e d  P u b l ic  A ccoun tan t
EDP E le c t r o n ic  D ata P ro c e s s in g
FASB F in a n c ia l  A ccoun ting  S ta n d a rd s  Board
FCPA F o re ig n  C o rru p t P r a c t i c e s  A ct o f  1977
FEI F in a n c ia l  E x e c u t iv e 's  I n s t i t u t e
FERF F in a n c ia l  E x e c u t iv e 's  R esearch  F o u n d a tio n
GAAP G e n e ra lly  A ccep ted  A ccoun ting  P r in c ip le s
GAAS G e n e ra lly  A ccep ted  A u d itin g  S ta n d a rd s
GAO G overnm ental A ccoun ting  O ff ic e
SAP S ta te m e n t on A u d itin g  P ro c ed u re s
SAS S ta te m e n t on A u d itin g  S ta n d a rd s
SEC S e c u r i t i e s  and Exchange Commission
SPSSX S t a t i s t i c a l  Package f o r  th e  S o c ia l  S c ie n c e s :  X
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VITA

Name: Hark

B l r th d a te :

E d u c a tio n :

E x p e r ie n c e :

Eugene H ask in s 

A p r i l  21 , 1953

B.B .A . (1975) The U n iv e r s i ty  o f  C in c in n a t i
M.B.A. (1978) The Ohio U n iv e r s i ty
Ph.D . (1984) The P e n n s y lv a n ia  S t a t e  U n iv e r s i ty

T each ing  A s s i s t a n t ,  The P e n n s y lv a n ia  S t a te  U n iv e r s i ty  
(1981-1984)

A s s i s t a n t  P r o f e s s o r  o f  A cco u n tin g , Muskingum C o lle g e , 
New C oncord, Ohio (1978-1981)

A ud it S t a f f ,  A rth u r  Young and Company, C in c in n a t i ,  Ohio 
(1975-1977)

C e r t i f i c a t i o n :  C e r t i f i e d  P u b l ic  A ccoun tan t (O h io , 1977)


