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Interpretation 101-3 of the AICPA Code of Professional 

Ethics provides four independence requirements for certi-

fied public accountants performing bookkeeping services. 

As such, these requirements are largely thought of as rules 

requiring compliance. 

The purpose of this study was to provide empirical 

evidence related to the question, "Can the guidelines in 

Interpretation 101-3 be effectively interpreted?" Accord-

ingly, the research objectives were twofold: (1) to make 

an estimate of the effectiveness of independence discrimi-

nation resulting from the use of Interpretation 101-3 , and 

(2) to identify variables related to differences in CPAs' 

judgements of impairment and non-impairment of CPA indepen-

dence in situations covered by Interpretation 101-3. 

The research methodology for this study was based on a 

case approach. Twelve situations developed from analysis 

of Interpretation 101-3 and discussions with practitioners 

were organized into twenty-four cases in which a CPA firm 

provided a variety of accounting services. These twenty-

four cases were divided into two case sets of twelve cases 



each and then combined with two cases from a previous study 

by David Lavin. These cases were submitted to an expert 

panel for validation as to their relationship to Interpre-

tation 101-3, and a predetermined "correct" judgement was 

extablished for use in analysis. 

A mail survey of the licensees of the Texas State 

Board of Public Accountancy was used for collecting data. 

The CPAs were provided with a copy of Interpretation 101-3 

and asked to base their judgements exclusively on the 

standard. 

Hypothesis testing was used to determine the effec-

tiveness of the independence discrimination resulting from 

the use of Interpretation 101-3. Statistical models were 

developed for evaluating differences in the effectiveness 

of independence discrimination and differences in the CPAs' 

judgements themselves. 

The results of the study indicate that some segments 

of Interpretation 101-3 result in effective discrimination 

of CPA independence, while other segments do not result in 

effective discrimination. Analysis also indicates that 

CPAs may disagree with some segments of the standard, and 

that doubt on the part of the CPA is resolved in the 

direction of non-impairment of independence. 
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CHAPTER I 

INTRODUCTION TO STUDY 

As public accounting firms expand their portfolios of 

services and become more involved with their clients' 

activities, the firm must give continued concern to their 

ability to act with integrity and objectivity; i.e., the 

firm's ability to maintain an independent viewpoint. This 

concern is most important when the firm is associated with 

a client's financial statements while also providing other 

services. 

Financial statement association has most typically 

taken the form of audits, and, consequently, independence 

is often referred to specifically as "audit independence." 

In 1979, the accounting profession formalized two addi-

tional forms of financial statement association called 

compilations and reviews. 

These two forms of association are intended to provide 

third party users with some assurances related to CPA com-

petence and independence, while relying on less evidence 

and offering less assurance than an audit. The profes-

sional standards for these services are promulgated as 

Statements on Standards for Accounting and Reveiw Services 

(SSARS), with Statement No. 1 (1) the primary standard. 



SSARS # 1 describes independence as an equally impor-

tant concept in all three forms of financial statement 

association (1, p.8). It reminds CPAs that Independence 

Interpretation 101-3 of the AICPA Code of Professional 

Ethics (2) concerns bookkeseping services and applies to all 

engagements, whether they be compilations, reviews, or 

audits. 

The concept of independence is important to the ac-

counting profession, and the direct reference in SSARS # 1 

highlights the importance of the particular guidelines pre-

sented in Interpretation 101-3. Because of the extent of 

bookkeeping services provided by public accounting firms, 

the guidelines in Interpretation 101-3 potentially have 

considerable impact on the accounting profession. These 

guidelines are the subject of this study. 

Statement of Problem and Its Importance 

Independence Interpretation 101-3—Accounting Services 

is intended to provide specific guidelines to CPAs provid-

ing services directly or indirectly related to the client's 

bookkeeping/record-keeping. Therefore, it applies in many 

CPA-client relationships. The complexity of independence 

judgements related to Interpretation 101-3 increases when 

accounting services are performed in combination with other 

services, such as reviews, compilations, and audits. As a 

professional standard, the significance of Interpretation 

101-3 is dependent upon the degree of conformity between 



CPAs' judgements and the intent of the standard resulting 

from its application in an increasingly complex environ-

ment. 

To date, little research deals directly with the 

guidelines presented in Interpretation 101-3 or with the 

consistency of understanding or agreement associated with 

those guidelines. Studies of perceptions of CPA indepen-

dence, such as those of Lavin (5) and Firth (4), present 

evidence related to a wide variety of issues. The issue of 

CPA independence when performing accounting services is 

included in these studies in most general terms, and the 

particular guidelines uniquely contained in Interpretation 

101-3 are not the primary concern of any of these studies. 

Because of the complexity of independence judgements 

related to accounting services and the importance of the 

professional standards in making these judgements, the 

problem stated for this research study is, "Can the guide-

lines in Interpretation 101-3 be effectively interpreted?" 

Effective interpretation is described in Chapter III as a 

predetermined minimum level of conformity or agreement 

established specifically for this study. 

Statement of Purpose and Research Questions 

The purpose of this study is to provide empirical evi-

dence concerning the effectiveness of CPAs interpretating 

the guidelines presented in Interpretation 101-3 of the 



AICPA Code of Professional Ethics. Accordingly, the ob-

jectives of this research are twofold: (1) to make an 

estimate of the effectiveness of Interpretation 101-3 of 

the AICPA Code of Professional Ethics, and (2) to identify 

variables related to differences in CPAs' judgements of 

impairment and non-impairment of CPA independence in 

situations covered by Interpretation 101-3. 

To achieve the first objective and provide the focal 

point for investigation, the first research question 

states, "Does the use of Independence Interpretation 101-3 

result in effective discrimination of CPA independence in 

situations involving Accounting Services?" 

This research assumes that the effectiveness of Inter-

pretation 101-3 is related to the conformity of CPAs' 

judgements resulting from its use. Other measurements 

regarding the extent to which CPAs agree with and rely upon 

these ethical guidelines in practice are required before 

drawing conclusions concerning its "overall" effective-

ness. Intuitively, however, the process of providing an 

evaluation begins with a measurement of the ability of CPAs 

to use/interpret the guidelines. Based on this assumption, 

the first research hypotheses of the null and alternative 

form are as follow: 

Hg: Use of Interpretation 101-3 results in the 
effective discrimination of the impairment and 
non-impairment of CPA independence in situations 
involving Accounting Services. 



H^: Use of Interpretation 101-3 does not result in 
the effective discrimination of the impairment 
and non-impairment of CPA independence in situ-
ations involving Accounting Services. 

To achieve the second objective, two research ques-

tions are required. The first of these research questions, 

research question two, concerns an explanation of the 

effectiveness of CPAs using Interpretation 101-3 and is 

stated, "What explanatory variables are significant in 

partially explaining the effectiveness of the discrimi-

nation of the impairment and non-impairment of CPA indepen-

dence resulting from use of Interpretation 101-3?" Key 

words in this research question are partially explaining 

because of the assumption that other important variables 

may explain a significant portion of the relationship. 

Since judgements are to be based on Interpretation 101-3, 

the variables receiving primary interest are those relating 

directly to statements in the ethical standard itself. 

Null hypotheses for the second research question are 

as follows: 

Hq : The effectiveness of discrimination of CPA 
1 independence resulting from use of Interpretation 

101-3 is not significantly related to the segment 
of Interpretation 101-3 being tested. 

Hq : The effectiveness of discrimination of CPA 
2 independence resulting from use of Interpretation 

101-3 is not significantly related to the design 
(impaired or not. impaired) of the case situation. 

HQ : The effectiveness of discrimination of CPA 
3 independence resulting from use of Interpretation 

101-3 is not significantly related to the form of 
financial statement association. 



HQ : The effectiveness of discrimination of CPA 
4 independence resulting from use of Interpretation 

101-3 is not significantly related to CPAs' 
opinions regarding the size of the client's 
internal accounting staff and/or the mere fact 
that accounting services were provided. 

HQ : The effectiveness of discrimination of CPA 
5 independence resulting from use of Interpretation 

101-3 is not significantly related to occupa-
tional characteristics. 

HQ : The effectiveness of discrimination of CPA 
6 independence resulting from use of Interpretation 

101-3 is not significantly related to personal 
characteristics of age, gender, and/or education. 

The alternative hypotheses corresponding to the preceding 

null hypotheses state that the effectiveness of CPAs dis-

criminating impairment and non-impairment is significantly 

related to the respective explanatory variables. 

Even when asked to rely exclusively upon Interpre-

tation 101-3, unanimity among CPAs is highly unlikely. 

Therefore, achievement of the second research objective 

required the following third research question: "What 

explanatory variables are significant in partially 

explaining CPAs' judgements of impairment and non-impair-

ment of CPA independence in situations involving Accounting 

Services?" Again, key words in this research question are 

partially explaining. It should be noted that this third 

research question does not concern the "effectiveness" of 

the CPAs' judgements, rather it concerns the relationship 

of the judgements themselves without regard for any stan-

dard of "correctness" of the judgements. 



The null hypotheses related to the third research 

question are as follows: 

HQ : The consistency among CPAs' judgements of 
1 impairment and non-impairment of CPA independence 

is not significantly related to the segment of 
Interpretation 101-3 being tested. 

HQ : The consistency among CPAs' judgements of 
2 impairment and non-impairment of CPA independence 

is not significantly related to the design 
(impaired or not. impaired) of the case situation. 

Hq : The consistency among CPAs' judgements of 
3 impairment and non-impairment of CPA independence 

is not significantly related to the' form of 
financial statement association. 

HQ : The consistency among CPAs' judgements of 
4 impairment and non-impairment of CPA independence 

is not significantly related to CPAs' opinions 
regarding the size of the client's internal 
accounting staff and/or the mere fact that 
accounting services were provided. 

HQ : The consistency among CPAs' judgements of 
5 impairment and non-impairment of CPA independence 

is not significantly related to occupational 
characteristics. 

HQ : The consistency among CPAs' judgements of 
6 impairment and non-impairment of CPA independence 

is not significantly related to personal charac-
teristics of age, gender, and/or education. 

The alternative hypotheses related to the null hypotheses 

for the third research question differ only in that they 

state that the consistency among the judgements of CPAs .is 

significantly related to the explanatory variables. 

Significance of Study 

The concept of independence is undoubtedly of major 

significance to the accounting profession. Consequently, 
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issues surrounding the independence of the public accoun-

tant have been discussed from a variety of viewpoints, and 

studies of independence have approached the subject from 

many different directions. Independence is viewed with 

such importance that various authoritive bodies, including 

the AICPA (2) and SEC (6), have promulgated standards gov-

erning the independence of public accountants performing 

services for clients under their respective jurisdictions. 

To date, little research concerning the effectiveness 

of the standards of the various authoritative bodies to 

achieve their goals has been conducted. Studies have con-

cerned the perceptions of various groups of respondents to 

the independence of the public accountant in a variety of 

factual situations (see Chapter II), but none of these 

studies have dealt with the level of CPA understanding 

associated with the standards of any of the authoritative 

bodies. Data have been gathered suggesting the authori-

tative body with which one group or the other most closely 

aligns, but little can be inferred about the degree to 

which any of these standards are understood; i.e., the 

degree to which the meaning intended by the authoritative 

body promulgating the standard is actually derived. Thus 

far, the perceptions surveyed have been mostly a mixture of 

"personal standards." 

The significance of a study concerning the ability of 

CPAs to use a professional standard of conduct is probably 



best evaluated in terms of the following statement related 

to the objectives of the Code of Ethics: 

A code of ethics, comprehensive in scope, suited 
to practical application and elevated in aim, serves 
not only as a guide to practitioners in dealing with 
questions that are often complex; it is also assurance 
for the public. (3, p. 4) 

The findings of this research study benefit all of the 

parties concerned with the accounting profession and the 

quality of its services. Practitioners and users alike 

benefit from all efforts to insure that members of the 

accounting profession maintain the highest of standards. 

The performance of this study demonstrates to those outside 

of the profession that accountants are consciously involved 

in self-evaluation to assure the profession's continued 

contribution to the goals of society. Likewise, the 

accounting profession benefits by gaining empirical evi-

dence concerning the ability of CPAs to interpret the 

guidelines in Interpretation 101-3 in today's environment. 

Summary and Preview of Chapters 

Chapter I introduces the study and presents the state-

ment of the problem that has prompted the interest in this 

study. The objectives of the study are cited along with 

research questions and respective hypotheses. The chapter 

concludes with a short statement concerning the study's 

significance. 

Chapter II provides an overview of AICPA Independence 

Interpretation 101-3 to highlight potential guidelines for 
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testing. Previous studies related to perceptions of CPA 

independence are discussed as they relate to the present 

s tudy. 

Chapter III presents a description of the research 

methodology. An explanation is made of the methods of data 

collection and data analyses. 

Chapter IV and V present the results of data col-

lection and analyses. Chapter IV is devoted to presenting 

descriptive statistics related to survey responses and to 

the results related to the first research question. Chap-

ter V presents the results related to the second and third 

research questions. 

Chapter VI summarizes the research, provides a summary 

of the findings, and draws appropriate conclusions. 
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CHAPTER II 

OVERVIEW OF INTERPRETATION 101-3 AND RELATED 

STUDIES OF ACCOUNTANT INDEPENDENCE 

Independence has long been considered the cornerstone 

of the accounting profession <6, p. 4291). Of its two 

marketable qualities, competence and an independent view-

point, independence is considered the critical charac-

teristic that distinguishes the public accountant from all 

others performing accounting functions. The AICPA defines 

independence as "the ability to act with integrity and 

objectivity" (6, p. 4291). While not directly observable 

nor precisely measurable in any particular situation, 

independence is defined by the accountant's behavior and 

relationship with the client. The individual CPA is 

required to interpret his own independent status with 

relation to each client. To help the CPA, the AICPA has 

developed rules which describe non-independence. This 

study focuses on one of those rules, Independence Inter-

pretation 101-3—Accounting Services. 

This chapter provides an overview of Interpretation 

101-3 to develop criteria for evaluating the ability of 

CPAs to make judgements based on this ethical standard. 

Following this overview major studies related to the 

12 
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testing of perceptions of independence are discussed, with 

focus on the resulting factors found to be significantly 

related to the perceptions of CPAs. Finally, a summary 

presents the particular variables chosen for this study. 

Overview of Interpretation 101-3 

The AICPA established a Code of Professional Ethics to 

guide members of the accounting profession toward proper 

conduct. These professional ethics are a special appli-

cation of general ethics in which specific guides of 

conduct are provided to insure that members conduct their 

affairs in a manner justifying public confidence (8, p. 

43). As such, the professional ethics are largely thought 

of as rules requiring compliance. 

Rule of Conduct 101 specifies relationships which im-

pair independence. These client relationships are divided 

into two classifications: (1) relationships involving 

direct and indirect financial interests with the client, 

and (2) relationships involving assumption of an advocates 

role as a member of management or as an employee of the 

client <6, p. 4411). Interpretation 101-3 provides more 

specific guidelines to the scope and applicability of Rule 

101 in relationships of the second classification when the 

CPA provides accounting services. 

Interpretation 101-3 appears to serve two purposes (6, 

p. 4412). First, it depicts the general environment in 

which accounting services are often performed and states 



14 

the general position of the AICPA concerning independence 

in this environemet. Second, it provides specific require-

ments for the public accountant to remain independent when 

providing accounting services. 

The Environment and the AICPA Position 

While Interpretation 101-3 is entitled "Accounting 

Services," no specific definition of the term accounting 

services is provided. Rather, a variety of services are 

mentioned as being related to manual and automated book-

keeping. Therefore, for the purpose of the remainder of 

this research, accounting services are defined as "book-

keeping and other services directly or indirectly related 

to the record-keeping function of an enterprise," and the 

terms accounting services and bookkeeping will be used 

interchangeably (6, p. 4412). 

The AICPA permits CPAs to provide accounting services 

without impairing independence. Accordingly, Inter-

pretation 101-3 states that user confidence in audited 

financial statements should not necessarily be impaired 

just because the accountant also prepared the underlying 

accounting records. Emphasis is placed on the probability 

that these services are most often requested by clients 

"...who are of insufficient size to employ an adequate 

internal accounting staff," and references are specifically 

in the context of "audit independence" (6, p. 4413). 
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The Securities and Exchange Commission (SEC), as 

stated in Accounting Release Series No. 126 (15), opposes 

the AICPA position and considers a CPA to be non-indepen-

dent when providing accounting services. The SEC's 

position is that an accountant cannot objectively evaluate 

books and records which he/she has prepared because the 

accountant is ultimately placed in the position of 

evaluating his/her own record-keeping. Therefore, Inter-

pretation 101-3 does not apply to clients who are subject 

to regulation by the SEC or other federal or state regula-

tory body (6, p. 4414). Engagements of a bookkeeping 

nature for clients subject to outside regulation are out-

side the scope of Interpretation 101-3. 

Specific Requirements 

Even though the AICPA takes the position that book-

keeping can be performed without impairing independence, 

Interpretation 101-3 makes four requirements for members 

performing accounting services to retain the appearance of 

independence. 

1. The first requirement states that "the CPA must 

not have any relationship or combination of relationships 

with the client or any conflict of interest which would 

impair his integrity and objectivity" (6, p. 4413). This 

requirement appears to be a general restatement of inde-

pendence as presented in the Concepts of Professional 
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Ethics (6, p. 4282) and further described in Rule of Con-

duct 101 (6, p. 4411). No specific guidelines are pre-

sented. Instead, it is a general statement which covers 

most business, non-professional relationships and direct 

and indirect financial relationships influencing the 

accountant. 

2. Requirement 2 appears to be at the crux of the 

AICPA's position that a CPA can provide accounting services 

without necessarily impairing independence. It states, 

"the client must accept the responsibility for the finan-

cial statements as his own" (6, p. 4413). However, the 

requirement on the CPA is more demanding in that a deter-

mination must be made of the "reasonableness" of the 

client's acceptance of that responsibility. The client 

must have sufficient knowledge of not only his business and 

its financial condition, but he must have a sufficient 

knowledge of applicable accounting principles. 

The client's acceptance of responsibility is not a new 

or unique requirement to Interpretation 101-3. As early as 

1939, the responsibilities of the client were noted by the 

American Institute of Accountants in Statement on Auditing 

Procedure No. 1 (SAP # 1) which stated, 

Management itself has the direct responsibility for 
the maintenance of an adequate and effective system of 
accounts, for the proper reporting of transactions in 
the books of account....It is also charged with the 
primary responsibility ...for the substantial accuracy 
of statements of position and operations.... (3, p. 4) 
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Also in 1939, Accounting Research Bulletin No. 1 (ARB # 1) 

reinforced the Institute's position and stated, "at the 

base of all committee pronouncements is the further under-

standing that the accounts of a company are primarily the 

responsibility of its officers" (1, p. 3). 

The Institute's acknowledgement of accountant involve-

ment in the preparation of client financial statements is 

seen in its Codification of Statements on Auditing Proce-

dure in 1951: 

The independent auditor's knowledge of them (the com-
pany's accounting transactions) is a secondary one, 
based on his examination. Accordingly, even though 
the form of the statements may show the influence of 
the accountant—it can do so only if the company 
accepts, and adopts, the form of disclosure advised by 
the accountant—the substance of the financial state-
ments of necessity constitute the representations of 
the company. (2, p. 12) 

More recent professional standards are consistent with 

those earlier standards in requiring—even demanding—that 

management accept responsibility for financial statements. 

SSARS # 1 (5, pp. 6 and 12) insists that financial state-

ments compiled and/or reviewed by a CPA be accompanied by a 

report stating that all information included in the finan-

cial statements is the representation of management. 

Primary instruments indicating this acceptance are the 

engagement letter and clients' written representations as 

required by Statement on Auditing Standards No. 19 (SAS # 

19) (4). 
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In addition to management's acceptance of responsi-

bility, Interpretation 101-3 requires that CPAs providing 

accounting services make judgements concerning the suffi-

ciency of the client's knowledge of "...the enterprise's 

activities and financial condition and the applicable 

accounting principles..." (6, p. 4413). The "voice of 

acceptance" as indicated in a client's representation 

letter and/or engagement letter is not in itself enough to 

fulfill this requirement. 

3. Requirement three specifies that the accountant 

"...must not assume the role of an employee or of manage-

ment conducting the operations of an enterprise" (6, p. 

4413). This requirement is a restatement of the general 

guideline presented in Rule 101, but it goes further than 

the Rule by providing examples of specific types of activi-

ties which impair independence. First, examples of types 

of activities involving participation in management and/or 

employee functions of a non-accounting nature are given: 

"...the CPA shall not consummate transactions, have custody 

of assets or exercise authority on behalf of the client" 

(6, p. 4413). Because of the varying nature of particular 

situations, this guideline is specific only to the extent 

that it specifies a class of activity that is prohibited. 

As long as CPAs understand and agree on the operational 

definition of words such as "consummate," "custody," and 

"exercise," the guideline is specific and unambiguous. 
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Second, examples of types of activities concerning the 

extent of involvement in the accounting function are 

presented: 

The client must prepare the source documents on all 
transactions in sufficient detail to identify clearly 
the nature and amount of such transactions and main-
tain an accounting control over data processed by the 
CPA such as control totals and document counts. The 
CPA should not make changes in such basic data without 
the concurrence of the client. (6, p. 4413) 

Again understanding of this guideline is dependent upon 

agreement concerning the operational definition of the key 

terms like "sufficient detail," "accounting control," and 

"concurrence." 

As with requirement two, requirement three's restraint 

against becoming virtually a member of the client's manage-

ment or an employee is of major importance to the AICPA 

position. The difficulty lies in assessing the point at 

which accounting involvement becomes excess and therefore 

impairs independence. Only with significant agreement as 

to the operational definition of the terms presented in 

requirement three can the AICPA position receive strong 

support. 

4. Requirement four emphasizes that the CPA is not 

relieved of any normal responsibilities when performing an 

audit of financial statements derived from accounting 

records which he completely or partially maintained. Con-

formance with generally accepted auditing standards is 

still requried, and sufficient audit tests must still be 
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performed. This requirement appears straightforward. How-

ever, the wording seems a bit restrictive considering the 

addition of compilation and review services as forms of 

financial statement association. Even though SSARS # 1 (5, 

p. 8) notes that Interpretation 101-3 applies to all compi-

lation and reviews, the present environment may warrant 

changes in the wording of this requirement to remove the 

emphasis on audits and alleviate possible problems of 

application. 

In summary, Interpretation 101-3 provides an expla-

nation concerning the scope and applicability of Rule of 

Conduct 101 Independence in situations involving accoun-

ting services. It states the position of the AICPA that 

the performance of accounting/bookkeeping services should 

not necessarily impair independence. To support that 

position, four requirements are presented to guide practi-

tioners in making judgements concerning independence and 

bookkeeping. The extent to which judgements will result 

from application of this ethical standard is partially 

dependent on the agreement and understanding of the opera-

tional definition associated with the terms relied upon to 

express the requirements. 

Studies Related to the Testing of 
Perceptions of Independence 

Little empirical evidence exists concerning indepen-

dence and the performance of bookkeeping services. Even 
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though no studies were found dealing specifically with 

guidelines in Interpretation 101-3, several studies were 

found which utilized a number of general bookkeeping situ-

ations. The following section presents elements from these 

prior studies considered to have significance to the pre-

sent study. 

Studies Directly Related to Bookkeeping Services 

Four studies partially focused on bookkeeping ser-

vices. Three studies were quite similiar in that they used 

the following two cases related to an accounting firm pro-

viding bookkeeping services: 

1) In addition to the audit, an accounting firm 
provided services for the client which included main-
taining the journals and ledgers, making adjusting 
entries and preparing financial statements. 

2) In order to keep certain information confidential, 
the client had the accounting firm perform the follow-
ing services in addition to the audit: (a) prepare 
the executive payroll and (b) maintain selected gen-
eral ledger accounts in a private ledger. (12, p. 45) 

The pioneer study of the three was conducted by David Lavin 

(12) in 1976. Lavin surveyed CPAs, bank loan officers, and 

financial analysts to determine if there was a majority 

opinion concerning accountant independence in twelve of the 

thirty-nine situations illustrated in the SEC's Accounting 

Release Series No. 126 (15). Focusing on the two cases 

presented above, Lavin's results showed that all three 

groups of respondents perceived the CPA firm as independent 

in the second case in which they prepared the executive 



22 

payroll and maintained selected general ledger accounts. 

However, in the first case CPAs perceived an impairment of 

independence, while the two groups of financial statement 

users again perceived the CPA firm as independent (12, p. 

47). 

The CPAs in Lavin's study were further subdivided into 

three groups according to occupation and/or firm affili-

ation. In response to the situation involving the main-

taining of the journals and ledgers, those CPAs with Big 

Eight CPA firms perceived an impairment of independence, 

while those CPAs classified as "other" perceived that the 

firm was independent. In response to the situation involv-

ing preparation of the executive payroll, only those CPAs 

with Big Eight CPA firms perceived an impairment of inde-

pendence. 

In 1979 an English study by Michael Firth (10) exam-

ined the perceptions of Chartered Accountants, financial 

analysts, and bank loan officers regarding accountant 

independence. Firth relied upon twenty-nine situations, 

including the same twelve situations utilized by Lavin 

(12). The only situations related to bookkeeping services 

were the two from Lavin's study, and the overall results 

related to the perceptions of Chartered Accountants support 

Lavin's findings related to CPAs. 

The results of the perceptions of those Chartered 

Accountants in industry from the Firth (10) study coincided 
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with those of Lavin; i.e., independence is perceived im-

paired in the situation involving maintaining the journals 

and ledgers and not impaired in the situation involving 

preparation of the executive payroll. However, comparison 

of the perceptions of those Chartered Accountants in public 

practice suggests slightly different results from Lavin, 

with an overwhelming majority perceiving the public accoun-

tant as independent in only the situation including the 

preparation of the executive payroll. 

The third study was conducted by Hans J. Dykxhoorn and 

Kathleen E. Sinning (9) in Germany. The study examined the 

perceptions of German public accountants, Wirtschaftspufer, 

using ten of the twelve situations from Lavin's study 

(12). In the two situations involving bookkeeping services 

the results agreed with those of Lavin's CPAs (9, p. 106). 

It is significant that the results of all three 

studies using these two situations coincided. At first 

glance, the two situations appear quite similiar, but fur-

ther study provides some possible reasons for one situation 

being perceived as impairing independence and the other 

situation not impairing independence. In one situation the 

accounting firm's involvement in the client's accounting 

function appears more general and encompassing, while the 

involvement in the other situation appears much more lim-

ited in scope. Thus, the respondents in the studies may 
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have perceived a difference in the extent of involvement 

between the two situations. Another possibility is that 

one or both of the activities, the making of adjusting 

entries and the preparation of financial statements, pre-

sented in the more general case may be perceived as 

directly impairing independence, regardless of the extent 

of involvement. 

A fourth study relating to independence included a 

declarative statement related to bookkeeping. In 1981 

Michael A. Pearson and John K. Ryans (14) used selected 

declarative statements to survey the perceptions of four 

groups: Big Eight CPAs, non-Big Eight CPAs, financial 

analysts, and management accountants. The statement 

included in this study was similiar to the general situ-

ation utilized by Lavin, Firth, and Dykxhoorn and stated, 

"A CPA firm that maintains journals and ledgers, makes 

adjusting entries, and prepares financial statements for a 

client can remain independent of that client for auditing 

purposes" (14, p. 31). Only non-Big Eight CPAs agreed that 

a CPA can remain independent when providing accounting 

services. 

The implication from the results of these studies is 

that the occupation of the CPA and the size of the public 

accounting firm may affect perceptions related to indepen-

dence. It appears reasonable that the attitude of CPAs 
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would vary according to these variables. Smaller accoun-

ting firms typically provide services to smaller clients 

who may require more assistance with their bookkeeping, and 

the attitude of CPAs with those firms would reflect a dif-

ferent perspective than CPAs with Big Eight firms and those 

CPAs not in public practice. 

For comparison purposes, Table I, page 26 presents the 

results of the four studies. Only the results related to 

the perceptions of independence and bookkeeping are cited. 

A Study Not Directly Related to Bookkeeping 

In 1981 Joel H. Amernic and Nissim Aranya (7) studied 

the degree to which Canadian auditors perceived themselves 

to be independent. Their research concerned the public 

accountants' perceptions of the "fact" of independence and 

the "desirability" of independence. It focused on the 

effect of the size of the audit firm and the auditor's 

level in the hierarchy of the firm, as previously suggested 

by Loeb (13) and Goldman and Barlev (11), as significant 

factors related to auditors' perceptions. Amernic and 

Aranya's results support the findings of Loeb and Goldman 

and Barlev indicating that both firm size and level in the 

firm hierarchy are significant, with lower level staff 

accountants and small-firm practitioners appearing to 

perceive themselves less independent than partners and 

large-firm practitioners (7, p. 30). 



TABLE I 

COMPARISON OF THE RESULTS OF FOUR STUDIES OF CPA 
INDEPENDENCE AS RELATED TO BOOKKEEPING 

26 

Study: 
Sample Subjects 

Sub-Classification 

* 
Case 1 

* * 
Case 2 

Lavin: 
Certified Public Accountants NI I 

Big-8 NI NI 
Industry NI I 
Others I I 

Bank Loan Officers I I 
Financial Analysts I I 

Firth: 
Chartered Accountants NI I 

Big-8 NI I 
Industry NI I 
Others I I 

Bank Loan Officers NI I 
Financial Analysts NI NI 

Dykxhoorn and Sinning: 
German Public Accountants NI I 

Pearson and Ryans: * * * 

CPAs—Big-8 NI 
CPAs—Non-Big-8 I 
Financial Analysts NI 
Management Accountants NI 

** 

* * * 

Case 1 — I n addition to the audit, an accounting firm 
provided services for the client which included 
maintaining the journals and ledgers, making ad-
justing entries and preparing financial statements 

Case 2 — I n order to keep certain information confidential, 
the client had the accounting firm perform the fol-
lowing services in addition to the audit: (a) 
prepare the executive payroll and (b) maintain se-
lected general ledger accounts in a private ledger, 

Case 1 — A CPA firm that maintains journals and ledgers, 
makes adjusting entries, and prepares financial 
statements for a client can remain independent 

of that client for auditing purposes. 

Influence of Interpretation 101-3 Overview and 
Literature Survey on this Study 

The requirements in Interpretation 101-3 provide a 

basis for the development of cases for testing judgements 
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related to independence and bookkeeping. Cases developed 

for this study are grouped as they relate to three segments 

of Interpretation 101-3: (1) the client's "reasonable" 

acceptance of responsibility for the financial statements 

as his/her own; (2) the CPA's assumption of and advocates 

role for the client as a member of management or as an 

employee; and (3) the extent of the CPA's involvement in 

the client's accounting function. 

Explanatory variables were also selected from Inter-

pretation 101-3. The three segments, as described above, 

were subdivided according to the particular aspect of each 

segment being tested. A total of five subdivisions, 

referred to as types of cases, were developed and also 

included as variables because of the probability that 

consistency among judgements may vary between the seg-

ments. The second variable selected is the size of the 

client's internal accounting staff which was cited as a 

factor often necessitating the performance of bookkeeping. 

Possible confusion as to the scope of services applicable 

to Interpretation 101-3 makes it essential that the form of 

financial statement association {audit, review and compi-

lation) is selected as a variable. 

The previously cited studies revealed factors which 

may be related to CPAs' perceptions of independence. Ac-

cordingly, three factors found to be significant in these 

studies are included in this study. First, the CPA's 
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occupation is selected based on the results of Lavin (12), 

Firth (10), and Pearson and Ryans (14). Second, the size 

of the CPA firm is selected. Third, the CPA's level in the 

CPA firm's hierarchy as indicated by Amernic and Aranya (7) 

is included as an explanatory variable for analysis. 

Summary 

This chapter surveyed Interpretation 101-3 of the 

AICPA Code of Professional Ethics to develop insight into 

the specific nature of an accountant's involvement with the 

client's bookkeeping that may cause an impairment in 

independence. Also discussed are prior research studies 

concerning perceptions of independence. Finally, the 

aspects of Interpretation 101-3 and the factors from 

previous research selected for inclusion in the present 

study were presented. 
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CHAPTER III 

RESEARCH METHODOLOGY 

As previously stated, the objectives of this research 

are twofold: (1) to make an estimate of the effectiveness 

of Interpretation 101-3 of the AICPA Code of Professional 

Ethics, and (2) to identify variables related to differ-

ences in CPAs' judgements of impairment and non-impairment 

in situations covered by Interpretation 101-3. Based on 

the overview of Interpretation 101-3 and the review of pre-

vious studies, the sections that follow describe the meth-

odology employed to accomplish these objectives. 

Selection of Explanatory Variables 

The selection of independent variables was based on an 

analysis of Interpretation 101-3 and prior research 

studies. Even though only professional characteristics 

were previously found to significantly affect perceptions 

of CPAs, both professional and personal characteristics 

were included in this study since the objectives differed 

from those previous studies. Independent variables in-

cluded for analysis were as follows: (1) age, (2) gender, 

(3) educational level, (4) occupation, (5) personal opinion 

or belief, (6) professional membership, and, for those CPAs 

31 
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in public practice, (7) size of affiliated accounting firm, 

and (8) level in the firm's hierarchy. 

The overview of Interpretation 101-3 resulted in 

selection of four independent variables that may explain 

differences in judgements, as well as providing the basis 

for the development of case situations for testing. The 

size of the client's internal accounting staff was sug-

gested as a factor most often necessitating a CPA perform 

bookkeeping services; it, therefore, was added as a ninth 

variable. Additionally, reference to "audit independence" 

raised questions concerning a CPA's ability to relate inde-

pendence standards to compilation and review engagements, 

making the form of financial statement association a neces-

sary variable. While providing the informational content 

for test cases, segments of the requirements enumerated in 

Interpretation 101-3 were also included as explanatory 

variables because of the possibility that some parts of the 

standard may be more effectively interpreted than others. 

With concern over potential problems with case design and 

bias on the part of CPAs, the last independent variable 

included in the study was the direction of impairment, 

impaired or not impaired, intended in the design of each 

case. 

In all, thirteen explanatory (independent) variables 

were selected for inclusion in the models developed for 
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this study. Table II summarizes the thirteen independent 

variables and their measurements in the regression models. 

Descriptions of the dependent variables for the two models 

are presented in the section discussing model specification 

and data analysis. 

TABLE II 

EXPLANATORY (INDEPENDENT) VARIABLES 

Variable Symbol Meaning and Measurement 

Gender G This variable represents the 
gender (sex) of the CPA. The 
variable is measured dichot-
omously as either male or 
female. 

Age AG This variable represents the 
age of the CPA as being either 
less than 40 or 40 or over. 
AG is measured dichotomously 
as either less than 40 or not. 

Education ED This variable represents the 
highest level of education 
earned by the CPA as being 
either an advanced degree or 
a bachelors degree or less. 
ED is measured dichotomously 
as either being an advanced 
or not being an advanced 
degree. 

Professional 
Membership—AICPA 

AI This variable represents the 
membership of the CPA in the 
American Institute of Certi-
fied Public Accountants. 
AICPA membership is measured 
dichotomously as either yes or 
no. 
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TABLE II—Continued 

Variable Symbol Meaning and Measurement 

Professional 
Membership—TSCPA 

TS This variable represents the 
membership of the CPA in the 
Texas Society of Certified 
Public Accountants. TSCPA 
membership is measured dichot-
omously as either yes or no. 

Occupation OC This variable represents the 
occupation of the CPA as being 
Public Accounting practice. 
OC is measured dichotomously 
as either being in public 
accounting or not being in 
public accounting. 

Type of Firm TF For those CPAs in public 
accounting, this variable 
represents the type of firm 
with which they are asso-
ciated. TF is measured dichot-
omously as either being or not 
being classified as a state/ 
local public accounting firm. 

Title or Position TP This variable represents the 
condition of Individual Practi-
tioner, Partner, or Shareholder 
in the public accounting firm. 
Measurement is dichotomous as 
either being or not being an 
individual practitioner, part-
ner, or shareholder. 

Minimum Size MS This variable represents the 
CPA's opinion as to the minimum 
size of internal accounting 
staff a client receiving accoun-
ting services must have in order 
not to necessarily adversely 
affect the independence of the 
CPA firm. MS is measured 
dichotomously as either not 
necessarily affecting indepen-
dence or as a number of 
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TABLE II—Continued 

Opinion 

Form of P/S 
Association 

Type of Case 

OP 

SAl 
to 
SA2 

TCI 
to 
TC4 

employees from one part-time 
to three or more full-time. 

This variable represents the 
opinion of the CPA concerning 
his or her belief that a CPA 
can or cannot provide accoun-
ting services and not impair 
independence. This variable is 
measured in a dichotomous manner 
as either yes or no. To in-
crease the probability that 
101-3 was used as the basis for 
judgements, any survey instru-
ment in which the respondent 
indicated "no" as an opinion and 
also marked every case "im-
paired" will be disqualified. 

This variable represents the 
anticipated form of future 
financial statement associ-
ation requiring a judgement of 
independence as being either 
an audit, a review, or a compi-
lation. Future forms of asso-
ciation were measured in the 
variables SRI (audit) and SR2 
(review). SRI is measured 
dichotomously as audit or not, 
and SR2 is measured as either 
review or not. Compilation is 
not specifically indicated by 
a variable but exists as a non-
audit and a non-review. 

This variable represents the 
particular type of situation 
presented in each case as 
depicting either a general 
bookkeeping transaction, the 
custody of assets, the exercise 
of authority, the control over 
accounting data, or the suffi-
ciency of management's knowledge 
of accounting to reasonably 
accept responsibility for 
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TABLE II—Continued 

Case Design 

financial statements. The 
type of case is measured in 
the variables TCI, TC2, TC3 
and TC4. TCI is measured 
dichotomously as a situation 
depicting a general bookkeeping 
transaction or not. TC2, TC3, 
and TC4 are the respective 
dichotomous measures of the 
sufficiency of management's 
knowledge of accounting to 
accept responsibility for 
financial statements, the 
custody of assets, and the 
exercise of authority. The 
control over accounting data 
is not specifically indicated 
by a variable but exists as a 
non-TCl, non-TC2, non-TC3, and 
not-TC4. 

This variable represents the 
intended direction of impair-
ment for each of the cases 
included in the study. This 
variable is measured dichot-
omously as either impaired or 
not impaired. 

Development and Pretest of Cases 

The development of cases followed the selection of 

segments of Interpretation 101-3 for testing. Hypothetical 

situations were stated in brief case form which isolated 

the various aspects of interest. Caution was taken to in-

sure that situations depicted in the cases did not create 

an overlapping of the segments. For many situations, a 

manipulation of the facts resulted in parallel cases; i.e., 

one case in which independence had been impaired in 
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accordance with 101-3 and one case in which independence 

had not been impaired. This approach was based on the 

assumption that judgements may vary regardless of the 

direction of the effect on independence, and any signifi-

cant lack of consistency in judgements adversely affects 

the accounting profession. 

In an effort to increase the interests of those CPAs 

surveyed and hopefully reduce nonresponse, situations 

depicted in these cases were taken from discussions with 

several practitioners in which they described various types 

of requests for services they have received from clients. 

Using actual situations taken from these conversations 

hopefully reduced the artificial nature of the study. The 

cases developed for inclusion in this study are presented 

in conjunction with the final survey questionnaires in 

Appendix A. 

Once case development was completed, the cases were 

divided into two groups and pretested with CPAs. The CPAs 

included in this pretest were selected on the basis of 

convenience, making certain to include CPAs from public 

practice, education, and industry. Additionally, the CPAs 

who provided factual situations for the development of the 

cases participated in the pretest. 

Since uncertainty existed concerning how to best get 

CPAs to rely exclusively upon Interpretation 101-3 for 

their judgements, some pretested CPAs were provided a copy 
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of the standard, and some were not. As suspected, follow-

up interviews indicated that many of those not supplied a 

copy of the standard simply relied upon their memory, 

rather than finding a copy to review. Therefore, a copy of 

Interpretation 101-3 was provided for all CPAs utilized in 

the study. 

During follow-up interviews, pretested CPAs indicated 

they were not confused by either the instructions or the 

case presentations. In a few instances concern was ex-

pressed over the way in which responses were to be marked, 

and a decision was made to simply ask respondents to indi-

cate whether the CPA depicted in each case had "impaired" 

or "not impaired" independence in accordance with 101-3. 

In an effort to validate that each case pertained to 

Interpretation 101—3 and to provide additional support for 

establishing a predetermined "correct" judgement for use in 

data analyses, a request was made to the AICPA Ethics 

Committee to issue an informal opinion on each case. The 

Ethics Committee declined the request, replying that the 

Committee does not issue opinions on hypothetical cases. 

As a second option, a similiar request was made of the 

Texas State Board of Public Accountancy. The Texas Board 

first indicated that it would comply with the request, 

but after several months it decided that its work load 

prohibited its participation. However, based on prelimi-

nary feedback from the Texas State Board's staff that the 
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cases appeared to be free of any major flaws, the survey 

was printed and mailed in hopes of securing the partici-

pation of public accountants prior to the "1983 tax 

season." 

Being unsuccessful in securing the participation of 

the AICPA or Texas State Board, a different approach to 

validating the cases was used. A panel of three individ-

uals with varying professional backgrounds was chosen to 

evaluate the cases and offer their collective, "expert" 

opinion as to the appropriateness of each case. Selection 

of the three panel members was made after consideration of 

each individual's professional reputation and experience, 

with special attention given to experience in the evalu-

ation of professional standards and their applicability to 

accounting practice. The collective experiences of the 

panel included public practice, SSARS and other AICPA task 

force committees, TSCPA Ethics Committee, expert witnesses 

in legal preceedings, numerous professional publications, 

and university professorship. Except for their roles as 

panel members, each of the panel was independent of the 

study. 

With only a few exceptions, the panel's opinion 

regarding each case was consistent with the opinion 

("correct" judgement) intended when each case was accepted 

for inclusion. The panel concluded that all but two cases, 

a set of parallel cases, related to Interpretation 101-3; 
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however, three cases were judged to impair independence 

when the original intent was that they not be judged as an 

impairment. Review of the panel's opinion revealed that a 

conflicting issue not intended to affect the judgement was 

significant and had been overlooked when composing the 

cases. Review of the panel's results clearly indicated 

that the members were systematic and thorough in their 

evaluations. Results of the panel's evaluation are pre-

sented in Appendix B. 

Construction and Pretest of Survey Instrument 

Based on the results of the pretest of cases, the 

cases were divided into two sets for development of par-

allel survey instruments. Using this parallel instrument 

format, six different survey instruments resulted from 

making slight variations in the instructions. Each survey 

contained a cover letter, a section requesting general 

information from the respondent, a section containing the 

cases to be evaluated, and an identification number. 

Three slightly different cover letters were used to 

explain the purpose of the study and request partici-

pation. One cover letter emphasized that the respondent 

was to make his/her judgements based on the assumption that 

independence in each case related to the request for an 

audit by the CPA firm which had provided the depicted 

Accounting Services. The other two cover letters contained 
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the same information, but one emphasized that a compilation 

had been requested and the other emphasized a review. 

Copies of the three cover letters, along with facsimiles of 

the questionnaires, are provided in Appendix A. 

Section A of the questionnaire requested general 

information about the respondent and his/her attitude or 

opinion concerning the independence of CPAs providing 

accounting services. For potential use in analyses of 

variations in the judgements of the CPAs sampled, personal 

characteristics of age, sex, education, occupation, profes-

sional memberships, and personal opinions were solicited in 

a nominal scale format. 

Case analysis, Section B of the questionnaire, con-

tained three segments. First, instructions for evaluating 

the cases were presented. These instructions were the same 

in all six questionnaires except that the form of financial 

statement association (audit, review, or compilation) pre-

sented in the cover letter was again mentioned for emphasis 

purposes. Second, a copy of Interpretation 101-3 was sup-

plied to alleviate the problem of not finding a copy and 

hopefully increase the probability that the Interpretation 

was actually used as the basis for each judgement. Third, 

the fourteen cases were presented with a place to mark one 

of the dichotomous choices, "impaired" or "not impaired." 

Each questionnaire included at least one case con-

cerning each segment of Interpretation 101-3 being tested. 
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Selection of the cases included on each questionnaire was 

made on a random basis, with each case being assigned a 

random number. However, each case was paired with its par-

allel case, and once a case was selected for one of the 

questionnaires the case paired with it was assigned to the 

other questionnaire. Random selection was altered between 

the two questionnaires until the twelve pairs of cases were 

exhausted. The two general cases adapted from previous 

studies were assigned to both questionnaires. Placement of 

the cases within each questionnaire was also made in a 

similiar random manner using a random number generator. 

At the bottom of the last page an identification num-

ber appeared. Even though anonymity was guaranteed in the 

cover letter, identification was necessary in order to 

determine who had responded and who was to receive a second 

request. The identification numbers were coded so that the 

first digit indicated the form of financial statement asso-

ciation being tested, and the second digit indicated the 

parallel case set being sent. 

Once the questionnaires were constructed, a pretest 

with CPAs was made to make certain that the instructions 

were clear and precise. Those CPAs included in this pre-

test were asked to note the amount of time required to 

complete the questionnaire, and comments were solicted 

concerning any problems encountered. The time indicated to 
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complete the questionnaires ranged from twenty-three to 

forty-five minutes, and no special problems were revealed 

in the CPAs comments. Copies of the survey questionnaires 

used for this study are presented in Appendix A. 

The last step in the design of the survey instrument 

was to make a reliability test. Since the pretest revealed 

no problems, the CPAs used in the pretest were used to 

complete a relaiability t€>st. Approximately three weeks 

following the conclusion of the pretest, the same CPAs were 

asked to complete a duplicate survey. Approximately 

eighty-two percent of the CPAs responded to this request, 

and comparison of the pretest and duplicate surveys re-

vealed little variation. 

Population of Study 

The population for this study was defined as the CPA 

licensees of the Texas State Board of Public Accountancy 

with Texas addresses as listed in the Directory of Licens-

ees dated January 1, 1981 (4). Even though not all licens-

ees of the Texas State Board are members of the AICPA, 

their inclusion as the population was appropriate, since 

the Rules of Professional Conduct (4) of the Texas State 

Board includes Rule 101—Independence which corresponds 

very closely to AICPA Rule 101—Independence. Accordingly, 

the "Preamble of the Texas Rules of Professional Conduct" 

requires that licensees be cognizant that "...the Board may 
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consider relevant interpretations, rulings, and opinions 

issued by the Boards of other jurisdictions and appropriate 

committees of professional organizations..." (4, p. xviii). 

From the previously defined population, an unre-

stricted random sample was drawn. Using a random number 

generator, three random number lists of four hundred six 

digit numbers were generated. The first three digits 

designated the page number of the Directory, the fourth 

digit designated the column (1-3), and the last two digits 

designated the placement in the column. One random number 

list was used for selecting CPAs to receive survey instru-

ments indicating an Audit, one for Compilations, and one 

for Reviews. The two parallel instruments related to each 

form of financial statement association were altered with 

every other CPA selected from the appropriate list. Se-

lection was made without replacement, with the order of 

selection being compilations, audits, and reviews. 

Collection of Data 

Because of the number of variables for analysis, a 

large number of respondents was essential. Therefore, a 

mail survey was made to one thousand and twenty CPAs. The 

surveys were evenly divided between the six different 

instruments; i.e., three hundred and forty were sent to 

those assuming an audit, with those being equally divided 

between the two parallel instruments related to audits, 
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etc. Table III provides a summary of the division of the 

survey instruments among CPAs surveyed. 

TABLE III 

DISTRIBUTION OF SURVEY INSTRUMENTS 

Form of Financial Statement 
Association 

Parallel Instrument Audit Compilation Review Total 

Case Set A 170 170 170 510 

Case Set B 170 170 170 510 

Total 340 340 340 1020 

The surveys were mailed using a bulk rate mail permit. 

Included in each mailing were the appropriate cover letter, 

qestionnaire, an addressed, prepaid return envelope. 

Only two mailings were made. In an effort to avoid 

the "tax season," the first mailing was made in the first 

week of September. Of the 1020 first mailings, 114 usable 

surveys were returned. Approximately 5 weeks after the 

first mailing, a second mailing of 899 was made. Eighty-

two usable surveys from the second mailing were returned. 

Table III, Chapter IV, presents a record of the number and 

percent of each mailing returned for each of the six survey 

instruments. 

Design of Data Analyses 

The data collected from CPAs were analyzed using hy-

pothesis testing and multiple regression and correlation 
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(hereinafter referred to as MRC) techniques. Presented 

below are the analyses techniques and models as related to 

accomplishing the two objectives of this research. 

First Objective of Research 

The primary objective of this research is to make an 

estimate of the effectiveness of CPAs utilizing Interpre-

tation 101-3 of the AICPA Code of Professional Ethics. 

Accordingly, the first research question asks for an infer-

ence about the effectiveness of Interpretation 101-3 as an 

ethical standard: "Does the use of Independence Interpre-

tation 101-3 result in effective discrimination of CPA 

independence in situations involving Accounting Services?" 

For making this inference, hypothesis testing was 

considered an appropriate statistical test, since it 

requires the parameter value used as the standard to be 

hypothesized before collection of sample data (2, p. 212). 

General design of analysis.—In hypothesis testing the 

value of a population parameter, such as the population 

mean, is assumed (hypothesized). This hypothesized value 

is then tested by collecting a random sample and comparing 

the appropriate sample statistic to the hypothesized value. 

If the sample statistic is "close" to the hypothesized 

value the null hypothesis is accepted. The null hypothesis 
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is rejected if the sample statistic is so different that 

the sample result is unlikely to have occurred by chance 

(2, p. 213). 

The hypothesized parameter value for this test was the 

mean minimum acceptable level of conformity between CPAs' 

judgements and the predetermined "correct" judgement 

necessary for the results to be interpreted as indicating 

effective discrimination of CPA independence. (Herein-

after, the level of conformity between the CPAs' judgements 

and the predetermined "correct" judgement are referred to 

as either "the level of effectiveness" or simply as 

"effectiveness"). The predetermined "correct" judgement 

related to each case was established after consultation 

with considered experts in the fields of public practice 

and education, including consideration of the expert 

panel's opinion from the validation process. 

Using the Statistical Package for the Social Sciences 

(SPSS) (3), the sample's level of effectiveness was 

determined. A one-tail (left-tail) hypothesis test was 

then made comparing the sample's level of effectiveness 

with the hypothesized mean of 70%. Selection of this 

hypothesized mean was based on the researcher's personal 

opinion that 70% was a reasonable consensus for hypothet-

ical situations of this nature, and that the level of 

consensus resulting from application of a professional 
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standard should be higher than just a simple majority; 

i.e., greater than 50%. 

For purposes of statistical analysis, the statistical 

null hypothesis for the first research question is stated, 

HQ; x = or > .70, and 

the alternative hypothesis is stated, 

x < .70. 

Interpretation of this statistical hypothesis is that the 

null hypothesis is accepted if the level of effectiveness 

is equal to or greater than seventy percent. Verbally 

stated, acceptance of the null hypothesis means that use of 

Interpretation 101-3 results in effective discrimination of 

the impairment and non-impairment of CPA independence in 

accounting service situations. If the null hypothesis is 

rejected rather than accepted, the alternative hypothesis 

is accepted, and the interpretation is that the use of 

Interpretation 101-3 does not result in effective discrimi-

nation. 

Significance testing.—For this study, the level of 

significance used as the basis for rejecting the null hy-

pothesis is five percent (.05). That is, the null hypoth-

esis is rejected only if the sample mean is so different 

from the hypothesized mean that the probability of such a 

difference occurring by chance is 0.05 or less. It follows 

from the selection of a 5 percent significance level that 
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the probability of rejecting the null hypothesis when it is 

in fact true (type I or alpha error) is 0.05. In contrast, 

establishment of a 5 percent significance level establishes 

the probability of accepting a null hypothesis which is in 

fact false (type II or beta error) at 0.95. 

Critical value.—Basesd on the null and alternative 

hypotheses and the .05 level of significance, the critical 

value is established as a "z" value of -1.645. This crit-

ical value identifies the value of the sample mean that 

will lead to the rejection of the null hypothesis an the 

.05 level of significance. Note that the stated critical 

value is negative because of the specified null and alter-

native hypotheses which call for a left-tail hypothesis 

test. The sample mean will be converted to a "z" value for 

comparison with the stated critical value. 

Second Objective of Research 

The second objective of this study is to analyze and 

explain variations in the judgements of impairment and non-

impairment of independence. This objective is subdivided 

into the following two tasks: (1) an analysis of the 

effectiveness of discrimination, as measured by the degree 

of conformity between the judgements of CPAs and the 

"correct" judgement; and (2) an analysis of the consistency 

among CPAs' judgements. These two tasks are stated as the 

second and third research questions for analyses using 
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multiple regression and correlation (hereinafter referred 

to as MRC) techniques. 

General design of analyses.—Using the explanatory 

variables previously described in this chapter and appro-

priate nominal (qualitative) dependent variables, MRC 

models were developed for the two research questions 

related to the second objective. Because all of the vari-

ables included in the models, both dependent and indepen-

dent variables, were measured nominally, dummy-variable 

coding was employed to ease interpretation of the analyses; 

i.e., the nominal (qualitative) variables were transformed 

to quantitative variables that can be used in MRC analysis 

PP• 172-188; 3, pp. 373-383). Data analyses were per-

formed by computer using the regression sub-program of 

Statistical Package for the Social Sciences (SPSS) (3, pp. 

320-366) and a hierarchical strategy. 

Hierarchical strategy.—Because of anticipated prob-

lems of multicollinearity, a hierarchical strategy (1, pp. 

97-104) was used in the data analyses. Explanatory vari-

ables were entered in the regression in a specified order 

which was based on interpretation of the findings of pre-

vious research studies and the overview of Interpretation 

101-3. The hierarchical strategy utilized for this study 

is discussed the section concerning the development of the 

MRC models. In order to isolate any multicollinearity, 
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each regression was analyzed at each entrance step of an 

additional variable. 

The hierarchical strategy (1, pp. 97-104) is similiar 

to the step-wise strategy, with the primary difference 

being the method of selection of the order of entry of the 

independent variables. While the step—wise strategy relies 

upon an "a posteriori order based solely on the relative 

uniqueness of the variables in the sample at hand," the 

hierarchical strategy relies upon a "specified hierarchy 

which is dictated in advance by the purpose and logic of 

the research" (1, p. 98). Step-wise strategy leaves the 

order of entry up to the "computer," while hierarchical 

strategy requires the researcher to specify the order of 

entry. By requiring the researcher to specify the order of 

entry, the hierarchical strategy affords the advantage of 

enhancing interpretation of the analysis when multicol-

linearity exists while also testing the structure of the 

model. Use of the hierarchical strategy enables the 

researcher to include in the regression model variables 

with "characteristics which make assessment of their 
o 

contributions to R meaningful only after related vari-

ables have been partialled, thus mandating a specified 

order" (1, p. 102). That is, use of the hierarchical 

strategy permits inclusion of interaction variables, 

missing data variables, polynominal variables, and other 
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types of explanatory variables that are necessary for a 

complete analysis. 

Significance testing.—For purposes of rejection of 

the null hypotheses related to the second and third 

research questions, a ten percent significance level was 

established. Using the ten percent significance level, the 

chance of committing a type I (alpha) error is as great as 

ten percent; i.e., the chance of rejecting a null hypoth-

esis that is true is as great as ten percent. Setting the 

alpha level at this level, rather than a higher level often 

used by researchers, decreases the chances of making a type 

II (beta) error; i.e., decreasing the chances of failing to 

reject a null hypothesis that is actually false. For this 

study the consequenses of committing a type II error was 

considered more critical than those associated with a type 

I error. If the null hypotheses related to the last two 

research questions are accepted when they are actually 

false, efforts to initiate improvements in the under-

standing and/or application of Interpretation 101-3 could 

be inappropriate and costly. The consequence of this type 

II error could be to discourage future investigations from 

including variables which may help us improve the effec-

tiveness of the standard. If characteristics related to 

any variations in interpretation of the standard can be 

discovered, efforts to make improvements can be enhanced. 
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The consequence of committing a type I error would be to 

encourage future efforts which are unwarranted, and though 

not desirable, this consequence would not be as potentially 

damaging to the profession. 

The significance of the explanatory variables in the 

regression models was determined by use of F tests and 

protected t tests. The F test was used to test the overall 

significance of the regression models, and the protected t 

test was used to test the significance of the individual 

variables. 

Regression model for the second research question.— 

The MRC model developed for evaluating the effectiveness of 

CPAs' judgements includes the explanatory variables pre-

sented in Table II. The dependent variable for the MRC 

model related to the second research question is the agree-

ment or non-agreement between the response of each CPA and 

the "correct" judgement for each case. 

The MRC model developed for research question two 

takes the following form: 

Y - A + BgG + BaqAG + BedED + BaIAI + B^TS 

+ B0C0C + BTFTF + BTPTP + BMSMS + B0P0P 

+ BSA1SR1 + BSA2SA2 + BTC1TC1 + BTC2TC2 + 

BTC3TC3 + BTC4TC4 + BCDCD + e 

where 

Y = the condition of agreement or non-agreement 
between the individual CPA's judgement and the 
"correct" judgement to each case; 
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A = autonomous agreement between the individual 
CPA's judgement and the "correct" judgement that 
could not be explained by occurrences of the 
variables or residual error; 

G = Gender; 

AG = Age; 

ED = Education; 

AI = AICPA member; 

TS = TSCPA member; 

OC = Occupation; 

TF = Type of Public Accounting Firm; 

TP = Title/Position in Public Accounting Firm; 

MS = Minimum size of client accounting staff; 

OP = Opinion; 

SAl = Financial Statement Association—Audit; 

SA2 = Financial Statement Association—Review; 

TCI = Type of Case—General Bookkeeping; 

TC2 = Type of Case—Sufficiency of Management's 
Knowledge to Accept Responsibility; 

TC3 = Type of Case—Custody of Assets; 

TC4 = Type of Case—Exercise of Authority; 

CD = Case Design—Impaired or Not Impaired 

B's = the raw-score partial regression coefficients 
for each independent variable; 

e = the randomly distributed residual error or 
variance in Y not explained by the independent 
variables in the model. 

The order of variable inclusion in the model was based 

on several factors, but the primary consideration was to 
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enter those variables not related directly to Interpre-

tation 101-3 first and those most directly related to 101-3 

last. Since previous research of CPAs' perceptions of CPA 

independence concluded that personal characteristics were 

insignificant, it was believed that they would again be 

insignificant and should therefore be entered first. Vari-

ables related to professional membership and occupation 

were entered next based on a personal belief that profes-

sional experiences related to these characteristics may 

account for differences in judgements which are not related 

directly to Interpretation 101-3. 

The position of inclusion of the remainder of the 

variables beginning with MS was based on the overview of 

Interpretation 101-3. Because of their relationship to the 

primary objectives of this research these variables were 

entered after the personal and professional characteristics 

of the CPA. Even though MS and OP relate to personal/ 

professional convictions of the CPA, inclusion of these 

variables was based on reference in 101-3. Inclusion of 

the form of financial statement association (SA's) vari-

ables just before the type of case variables was based on 

the direct reference to "audit independence" in 101-3 and 

the belief that 101-3 may be applied differently for 

different forms of association. The type of case (TC's) 

and case design (CD) variables were included last because 
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of their direct relationship to the primary objectives of 

the research. 

All of the variables in the model, including the de-

pendent variables, were measured on a nominal scale through 

the use of dummy-variable coding. It was necessary to 

establish reference groups for those variables which had 

more than two possible categories (sub-variables). The 

reference group in an analysis utilizing dummy-variable 

coding is represented by adjusted A, which is autonomous A 

adjusted for the expected values of all of the independent 

variables in the regression except for the other categories 

of that variable. For this analysis, the following two 

reference groups were necessary: (1) Financial Statement 

Association—Compilation and {2) Type of Case—Control Over 

Accounting Data. This follows from the logical assumption 

that the financial statement association not being an audit 

or review, the form of association represented by the vari-

ables of SAl and SA2, must be a compilation; and the type 

of case not represented by the variables TCI, TC2, TC3, or 

TC4 must represent the control over accounting data. 

The effect of each variable in the model for the 

second research question was partialled in a hierarchical 

manner, as previously represented by their order of inclu-

sion in the model, and the partial regression coefficients 

were tested for significance. For analysis purposes the 
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statistical null hypothesis for each of the variables is 

stated, 

H-.: B = 0 , and 
i 1 s 

the alternative hypothesis is stated, 

: Bx + 0. 
i1 s 

Stated differently, acceptance of the null hypothesis, that 

the raw-score partial coefficient for the variable in 

question is not significantly different from zero, means 

that the variable does not have explanatory power in this 

study of the effectiveness of independence discrimination 

resulting from use of Interpretation 101-3. Conversely, 

rejection of the null hypothesis means that the variable in 

question does have explanatory power. 

Regression model for the third research question. The 

third research question ask for an explanation of the con-

sistency among the CPAs' judgements, without regard for the 

"correct" judgement. The major concern is to determine if 

there are variables related to the consistency among CPAs' 

judgements that are not related to the effectiveness of 

Interpretation 101-3. The MRC model developed for the 

third research question includes the same explanatory 

variables as the previous MRC model for research question 

two. Only the dependent variable is different. The 

dependent variable for this model is the CPA's response of 

"impaired" or "not impaired" to each case. 
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Therefore, the model for analyzing the consistency 

among CPAs' judgements is as follows: 

Y = A + BqG + B a qAG + B e dED + B a jAI + B ^ T S 

+ B o c o c + BTP T F + BTP T P + BMS M S + B0P 0 P 

+ BSA1SA1 + BSA2SA2 + BTC1 T C 1 + BTC2TC2 + 

BTC3TC3 + BTC4TC4 + BCD C D + E 

where 

Y = the individual CPA's response of "impaired" or 
"not impaired" to each case; and 

A = autonomous response of "impaired" or "not 
impaired" that could not be explained by 
occurrence of the variables or residual error. 

All other variables in the MRC model, G through CD, 

are the same as in the previously defined MRC model for 

research question two. Also, all of the variables in this 

MRC model, including the dependent variables, were measured 

on a nominal scale through the use of dummy-variable 

coding. For consistency, the reference groups for both MRC 

models are the same: (1) Financial Statement Association— 

Compilation and (2) Type of Case—Control over Accounting 

Data. 

As was the case with the analysis of the second 

research question, the effect of each variable in the MRC 

model for the third research question was partialled in a 

hierarchical manner, as previously represented by their 

order of inclusion in the model, and the partial regression 

coefficients were tested for significance. For analysis 
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purposes the statistical null hypothesis for each of the 

variables is stated, 

HQ : B = 0, and 
i 1 s 

the alternative hypothesis is stated, 

: B x f 0. 
i' s 

Verbally stated, acceptance of the null hypothesis means 

that the variable does not have explanatory power in this 

study of the consistency among the judgements of CPAs. Re-

jection of the null hypothesis in favor of the alternative 

hypothesis means that the raw-score partial coefficient for 

the variable in question is significantly different from 

zero and the variable in question does have explanatory 

power. 

Limitations to Study 

This study is subject to several limitations. First, 

generalization of the results is limited to those CPAs 

licensed by the Texas State Board of Public Accountancy 

with Texas addresses. Texas CPAs cannot be assumed to be a 

surrogate for all CPAs in the United States, so the results 

are not generalizable to the accounting profession as a 

whole. 

Second, an assumption has been made concerning the 

segments of Interpretation 101-3 that are unique and of 

major importance. The cases may not explore all important 

aspects of Interpretation 101-3. Conclusions drawn from 
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this study are limited to those segments selected for 

testing. 

Third, there are limitations inherent in the use of a 

mail questionnaire. No absolute assurances exists concern-

ing the respondents' reliance upon Interpretation 101-3 as 

the bases for their judgements; an assumption is made that 

the CPAs responding followed instructions and relied upon 

the Interpretation. Likewise, there is no assurance that 

CPAs interpreted the case situations or instructions as 

intended. 

Fourth, nonrespondents may answer differently than 

those who respond. It is impossible to predict the judge-

ments of nonrespondents. 

Fifth, questions exist regarding the external validity 

of the judgement task. Some CPAs may normally require more 

information before making a judgement. Also, the CPAs may 

not respond the same way in more realistic contexts. The 

judgement displayed in the case situation may not be trans-

ferred into action if the situation arose in real life. 

Sixth, an important constraint related to the research 

design is concerned with the situations selected for test-

ing and with the case method itself. The overall results 

and the results related to each segment of Interpretation 

101-3 might be different if other situations were selected 

for case presentation. Therefore, because of the limited 

number of situations depicted in this research, the 
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generalizability of the conclusions to other independence 

situations is limited. 

Seventh, problems of variable measurement may limit 

the validity of this research. As indicated in Table I, 

all variables were measured nominally. It is possible that 

measurement of the variables in some other way, such as 

interval measurement, would alter the statistical effect of 

some of the variables and change the explanatory power of 

the models. This limitation is especially true in the 

measurement of the CPAs' judgements to each case. A 

dichotomous measurement, impaired or not impaired, is 

required. The judgements are not likely polarized but may 

be more appropriately measured on some continuum. However, 

this dichotomous measurement is justified on the basis that 

CPAs are required professionally to respond in a dichot-

omous manner. 

Eighth, the model theorized for the analysis may not 

adequately explain the level of effectiveness or the judge-

ments themselves. The models are at best an abstraction 

from the realities of a complex professional environment, 

and all factors cannot possibly be included. The analysis 

is further limited in that it does not show cause and 

effect relationships. It only shows statistical relation-

ships among variables depicted in the models, and the 
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independent variables may well be related to the level of 

effectiveness or the judgements themselves without causing 

them. 

Summary 

This chapter described the methodology employed for 

this research study. Independent variables were defined 

and later included in MRC models. Following a discussion 

of the development of the survey instrument and the sam-

pling plan, the design of data analyses was presented in 

two sections according to the two objectives of the study. 

Hypothesis testing was explained as the analysis technique 

for research question one, and multiple regression/corre-

lation was selected for research questions two and three. 

Chapter III concluded with a discussion of possible limi-

tations related to the research study. 
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CHAPTER IV 

FINDINGS OF DATA ANALYSES—RESEARCH QUESTION ONE 

This chapter is the first of two chapters presenting 

the findings of data analyses. To provide possible in-

sights into the nature of the data related to the sample of 

CPAs, survey responses and response rates from the mail 

questionnaires are summarized. A test for non-response 

bias is then presented to give reassurances about the 

generalizability of the study. The last section of this 

chapter presents the findings of data analyses related to 

the first research question. 

Survey Responses 

The survey (or more correctly, the six surveys) asked 

that respondents provide some personal and professional 

information and/or opinions. The number of responses to 

each of the requested categories was evaluated, and vari-

able definitions were finalized based on the relative 

distribution of responses within each variable group or 

classification. First consideration was given to the num-

ber of responses to each case set, with second consid-

eration given to the particular responses to personal and 

professional questions. Additional attention was given 

to testing for non-response bias. 

64 
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Survey Responses by Case Set 

Of the 1020 CPAs surveyed, a total of 206 CPAs re-

plied. Nine of the 206 returned questionnaires were not 

completed in sufficient detail for inclusion in the study, 

and therefore useable responses totaled 197. Table IV 

summarizes the number of responses for each of the six dif-

ferent questionnaires. 

In total 102 useable responses were received for Case 

Set A and 95 for Case Set B. The overall response rate was 

19.3 percent, with the number of responses to each of the 

six qestionnaires ranging from a low of 25 for Case Set B — 

Audit to a high of 39 for Case set A—Audit. 

TABLE IV 

SAMPLE RESPONSE ACCORDING TO CASE SET 

Case Set Sub-Classification: Case Set 
Disposition A B Total Percent 

Audit: 
Useable 39 25 64 18.8 
Not Useable 3 0 3 0.9 
No Response 128 145 273 80.3 

Totals 170 170 340 100.0 
Compilation: 

Useable 31 33 64 18 i 8 
Not Useable 2 1 3 0.9 
No Response 137 136 273 80.3 

Totals 170 170 340 100.0 
Review: 

Useable 32 37 69 20.3 
Not Useable 2 1 3 0.9 
No Response 136 132 268 78.8 

Totals 170 170 340 100.0 
Total All Sub-Classifications: 

Useable 102 ' 95 197 19.3 
Not Useable 7 2 9 0.9 
No Response 401 413 814 79.8 

Totals 510 510 1020 100.0 
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Survey Responses to General Information Requests 

Because of the relatively low overall response rate, 

it was inevitable that many of the possible categories of 

general information responses would also be low. Table V 

depicts the number of responses related to each of the 

possible categories. Review of these general information 

areas reveals some insight about the sample. 

Only 17 of the respondents were below thirty years of 

age. This is probably due to a combination of two factors. 

First, the requirements to become a CPA include a bache-

lor's degree, two years of work experience, and passing the 

CPA exam, or one year of experience with a master's 

degree. This would mean that the minimum age to become 

certified would normally be twenty-three or twenty-four. 

Second, the Directory of Licensees (2), dated January 1, 

1981, was 20 months old at the time the sample was drawn. 

This would increase the normal minimum age of any CPA 

included in the population to twenty-five or twenty-six. 

Considering the age of the respondents, the small num-

ber of respondents in public practice having a senior or 

staff title/position is expected. By their early thirties, 

most CPAs still in public practice have reached at least a 

supervisory position. 

Comparison of sample characteristics with population 

charactersitics obtained from the Texas State Board of 
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TABLE V 

COMPREHENSIVE SUMMARY OF SURVEY RESPONSES TO 
GENERAL INFORMATION REQUESTS 

General Information Request: Case Set 
Response Category A B Total 

Age: 
20 1 s 10 7 17 
30 1 s 29 35 64 
40 * s 24 26 50 
50' s 21 14 35 
60 1 s 15 11 26 
70's and over 3 2 5 

Totals 102 95 197 
Gender: 

Male 81 88 167 
Female 20 7 27 
Not Indicated 1 0 1 

Totals 102 95 197 
Education: 

Bachelors 71 63 134 
Masters 19 27 46 
Doctorate 6 2 8 
Other 2 2 4 
Not Indicated 4 1 5 

Totals 102 95 197 
Occupation: 

Public Accounting 63 47 110 
Industry 25 43 68 
Government 9 4 13 
Education 1 1 2 
Non-Profit 1 0 1 
Other 3 0 3 

Totals 102 95 197 
Type of Public Accounting Firm: 

International/Big Eight 12 9 21 
International/Other 3 2 5 
National 3 0 3 
Regional 1 2 3 
State 1 1 2 
Local (Partnership of PC) 28 16 44 
Local {Single Practitioner) 15 17 32 

Totals 63 47 110 
Title/Position in Public Acct'g Firm: 

Individual Practitioner 16 15 31 
Partner/Shareholder 35 20 55 
Manager/Supervisor 11 10 21 
Senior 1 2 3 
Staff 0 0 0 

Totals 63 47 110 
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Professional Membership/AICPA: 
Yes 81 72 153 
No 21 22 43 
Not Indicated 0 1 1 

Totals 102 102 179 
Professional Membership/TSCPA: 

Yes 89 82 171 
No 13 13 26 

Totals 102 95 197 
Minimum Size of Client's Internal 

Accounting Staff: 
One Part-time (20 hrs./wk.) 8 5 13 
One Full-time or equivalent 11 15 26 
Two Full-time or equivalent 6 7 13 
Three or More Full-time 8 3 11 
Does Not Necessarily Affect 64 63 127 
Not Indicated 5 2 7 

Totals 102 95 197 
Belief/Opinion: 

Yes 89 87 176 
No (see note below) 10 8 18 
Not Indicated 3 0 3 

Totals 102 95 197 
Note: A check of the responses of the 18 respondents 

indicating "No" as their Belief/Opinion revealed 
that none of these surveys should be disqualified 
because of marking all judgements "impaired." 

Public Accountancy suggests that the sample is representa-

tive of the population. For example, approximately 85 

percent of the respondents were male. This percentage 

appears large, but comparison with Texas State Board sta-

tistics (3) dated August 4, 1982, shows males comprised 

approximately 84 percent of all CPA licensees. Public 

accountants comprised the largest group of respondents, 

with those in industry accounting for the large majority of 

the others. Again, comparison with statistics given by the 

Texas State Board (3) indicated the occupational makeup of 



69 

resondent CPAs was consistent with those licensed as of 

August 4, 1982. 

Test for Non-Response Bias 

Since non-response bias is a potential problem with 

most research studies using the mail survey, it was impor-

tant to determine the likelihood of non-response bias 

affecting the generalizability of the study's results. 

Based on an assumption that the replies to second requests 

are close approximations to non-responses, the T-TEST (1, 

p. 267-275) was selected for making this analysis. 

For this test for non-response bias, the responses 

were divided into two groups, first request responses and 

second request responses. Table VI presents the infor-

mation essential to this test. Using hypotheses testing, 

the responses of the subjects who replied to the first 

request and those who replied to the second request were 

analyzed separately. A T-TEST was then made to determine 

if there was a significant difference between the means of 

these two groups. The stated null hypothesis and alter-

native hypothesis for this analysis are as follows: 

and 

V X1 = X2 

H1: X1 ^ x2 * 

As shown in Table VI, the mean levels of effectiveness 

were .544 and .537 for requests one and two, respectively. 
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TABLE VI 

A TEST FOR NON-RESPONSE BIAS—THE EFFECTIVENESS 
OF INDEPENDENCE DISCRIMINATION RELATED 

TO THE FIRST AND SECOND REQUEST 

Request 
Statistic First Second 

Mean .544 .538 

Variance .012 .013 

Standard Deviation .107 .113 

Standard Error .010 .012 

Minimum .231 .308 

Maximum .846 .769 

Sample Size 115 82 

The results of a T-TEST indicate that there is no signifi-

cant difference between the mean levels of effectiveness 

for first and second request responses. Using a .05 

significance level, the decision is to accept the null 

hypothesis stating that no difference exists between the 

two means. Based on the results of this test, the 

conclusion is that non—response bias has no significant 

effect on the results of this study. 

Research Question One—The Effectiveness of 
Independence Interpretation 101-3 

The goal of research question one is to measure the 

level of effectiveness related to the respondents' judge-

ments to each case and to compare this sample mean with the 

hypothesized mean. As indicated in Chapter III, hypothesis 
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testing was used for analyzing the data collected in this 

study. Because of the possibility of several unintended 

biases being reflected in the respondents' judgements, 

hypothesis testing was applied at five different levels. 

First, a separate analysis was made for Case Set A and Case 

Set B. Second, an overall analysis was made using all 197 

respondents' judgements to the 13 cases on their respective 

questionnaires. Third, cases were divided and analyzed 

according to each of the five case types. Fourth, cases 

were divided and analyzed according to the design of the 

case, impaired and not impaired. Fifth, each individual 

case was analyzed. 

Analyses by Case Set 

Because of the possibility that the two different case 

sets would produce different results, it was necessary to 

analyze the data related to case sets A and B separately. 

Table VII presents the statistics related to the measure-

ment of the mean levels of effectiveness when divided 

according to the respective case sets. 

When analyzing the level of effectiveness demonstrated 

with each case set, the following two questions were con-

sidered important: (1) do CPAs demonstrate an acceptable 

level of effectiveness to either of the case sets; and (2) 

is there a significant difference between the mean levels 

of effectiveness demonstrated with each of the two case 
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sets? The two mean levels of effectiveness presented in 

Table VII for Case Sets A and B are .566 and .515, respec-

tively. 

TABLE VII 

THE EFFECTIVENESS OF INDEPENDENCE DISCRIMINATION 
RESULTING FROM USE OF INTERPRETATION 101-3— 

BY CASE SET 

Statistic 
Case Set 

Statistic A B 
Mean .566 .515 

Variance .011 .012 

Standard Deviation .105 .109 

Standard Error .010 .011 

Minimum .231 .308 

Maximum .769 .846 

Critical Ratio (CR) -13.400 -16.818 

Critical Value - 1.645 - 1.645 

Sample Size 102 95 

Intuitively, it is apparent that the level of effectiveness 

demonstrated on both of the case sets are well below the 

hypothesized minimum, and calculation of the CR related to 

each case set confirms that intuitive conclusion. 

Calculation of the critical ratio (CR) is accomplished 

by use of the following formula: 

x - u 
H, 

CR = 

/~n~ 
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where 

CR = critical ratio; 

x = sample mean; 

U H q = hypothesized mean; 

S = standard deviation of the sample; 

n = sample size; and 

S 

l/~n~ 
= standard error,. 

Using the .05 significance level, the decision rule is to 

accept HQ (u > or = .70) if the computed "z" value, crit-

ical ratio (CR), is calculated to be greater than or equal 

to the stated critical "z" value, and to reject HQ if the 

CR is less than the stated critical "z" value. Thus, a 

left tailed hypothesis test is performed using a stated 

critical "z" value of -1.645. 

Both the -13.4 for Case Set A and the -16.818 for Case 

Set B are less than the stated "z" value of -1.645, and HQ 

is rejected for both case sets. Additional computations 

using a hypothesized level of .60 resulted in CR's of -3.4 

and -7.727 for the respective case sets, also resulting in 

rejection of HQ. 

Assuming that even slight differences in the facts 

related to any situation may affect the demonstrated level 

of effectiveness and since the large majority of cases 

utilized on the two case sets do differ, it was important 
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to determine if the two demonstrated mean levels of effec-

tiveness were significantly different. To make this 

comparison, SPSS subprogrcim T-TEST (2, p. 267-275) was 

utilized. The stated null hypothesis and alternative 

hypothesis for this analysis are as follows: 

and 

H0 : X1 x2 

Hl : X1 ^ X2* 

Based on a significance level of .05, application of 

the T-TEST results in a probability of .001 and rejection 

of HQ. The mean levels of effectiveness, .566 and .515, 

are significantly different. Even though neither of the 

mean level of effectiveness equals nor exceeds the minimum 

acceptable level, the mean level of effectiveness on Case 

Set A is greater than that on Case Set B. 

While a statistical explanation of this difference be-

tween the means of the two case sets is beyond the scope of 

this analysis, a review of Table V reveals a possible 

explanation. As shown in Table V, there are major differ-

ences in the occupations of the two sample groups. Sixty-

three (62%) of the CPAs responding to Case Set A are in 

public practice and twenty-five (25%) are in industry, as 

compared to only forty-seven (49%) in public practice and 

forty-three (45%) in industry for Case Set B. These occu-

pational differences may cittribute to a difference in the 
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perspectives of the two samples. Further investigation to 

explain these differences was inconclusive. 

Overall Analysis 

The findings that relate to the measurement of the 

effectiveness of the total 197 respondents' judgements to 

each case are presented in Table VIII. The mean level of 

effectiveness for all cases is .542, well below the 

hypothesized mean of .70 which was considered the minimum 

acceptable level of effectiveness. 

TABLE VIII 

THE EFFECTIVENESS OF INDEPENDENCE DISCRIMINATION . 
RESULTING FROM USE OF INTERPRETATION 101-3— 

TOTAL 197 RESPONDENTS 

Statistic Value 

Mean .542 
Variance .012 
Standard Deviation .110 
Standard Error .008 
Minimum .231 
Maximum .846 
Critical Ratio . -19.750 
Critical Value - 1.645 
Sample Size 197 

Using the values presented in Table VIII resulted in a 

CR of -19.75. Since this CR is considerably less than the 

stated critical "z," H Q is rejected. Use of Interpre-

tation 101-3 does not result in effective discrimination of 

the impairment and non-impairment of independence in situ-

ations involving the performance of accounting services. 
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Because the minimum acceptable level of .70 used for 

this research may be open to question, a similiar test was 

made using .60 as the hypothesized level. Calculation of a 

CR based on .60 resulted in a value of -7.25 which is again 

less than the stated "z" value of -1.645. Therefore, HQ 

is also rejected at this lower minimum level of effective-

ness . 

Analyses by Type of Case 

The results of the analyses by case set were not unex-

pected. Because of the case approach utilized for this 

study, it seemed reasonable that variations in the level of 

effectiveness would exist. Some of these variations were 

anticipated to be related to personal and professional dif-

ferences between individual respondents; these relation-

ships are the subject of research questions two and three. 

In addition, it was anticipated that variations may be 

related more directly to the design of the study, and par-

ticularly to the selection of the situations depicted in 

the cases and the design of the case sets. 

When grouped according to the particular type of situ-

ation or segment of Interpretation 101-3 being tested, the 

cases were divided into five groups. Statistical data re-

lated to each of these five groups are presented in Table 

IX. Review of this data shows that the five mean levels of 

effectiveness range from a high of .690 to a low of .310. 
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It is apparent that there is a higher level of effective-

ness related to some types of cases than for others. 

Application of hypothesis testing to the five groups 

of cases results in the acceptance of the null hypotheses 

related to two of the groups and rejection of the other 

three. The mean levels of effectiveness for the cases de-

picting accounting services of a general bookkeeping nature 

and for those related to custody of assets were both .690, 

resulting in respective CR's of -0.385 and -0.455 and ac-

ceptance of the respective HQ,s. The CR's for the cases 

related to exercise of authority, control over accounting 

data, and the sufficiency of management's knowledge to 

accept responsibility for financial statements were -3.867, 

-22.941, and -14.714 respectively, resulting in rejection 

of the null hypotheses related to all three groups. 

Analyses by Case Design—Impaired and Not Impaired 

When constructing the cases and case sets, consid-

eration was given to the possibility that variations in the 

level of effectiveness may be related to the side of the 

issue being evaluated; i.e., CPAs may reach the same 

judgement as the "correct" judgement more often when the 

situation depicted is one of impairment rather than non-

impairment, or vice-versa. Separate analyses for cases in 

which the "correct" judgement is one of "impaired" and for 

cases in which the the "correct" judgement is one of "not 

impaired" are presented in Table XI. 
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TABLE X 

THE EFFECTIVENESS OF INDEPENDENCE DISCRIMINATION 
RESULTING FROM USE OF INTERPRETATION 101-3 — 

BY CASE DESIGN 

Statistic 
Case Design 

Statistic Impaired Not Impaired 
Mean .402 .738 

Variance .036 .060 

Standard Deviation .190 .244 

Standard Error .014 .017 

Minimum 0.000 0.000 

Maximum .875 1.000 

Critical Ratio (CR) -21.286 2.235 

Critical Value - 1.645 - 1.645 

Sample Size 197 197 

From the information presented in Table XI, it is ap-

parent that a large variation exist between the mean levels 

of effectiveness for the two directions of the case design. 

While the mean effectiveness for those cases classified as 

depicting impairment is .402 and the resulting CR is 

-21.286, the mean effectiveness for those cases classified 

as depicting non-impairment is .738 and the resulting CR is 

2.235. The null hypothesis for the impaired classification 

is rejected, and the null hypothesis for the not impaired 

classification is accepted. Verbally stated, the mean level 

of effectiveness for those cases indicating impairment was 

below the minimum acceptable level, while the mean level of 
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effectiveness for those cases indicating non-impairment was 

above the minimum acceptable level. 

The T-TEST confirms that the mean levels of effective-

ness by case design are significantly different at a .05 

significance level. The -12.82 t value at a probability of 

.000 is less than the .05 designated level, and therefore 

HQ is rejected. 

Analyses by Individual Case 

Applying the same reasoning as considered for making a 

separate analysis for each type of case, it was considered 

necessary to perform an analysis for each individual case. 

The results of these analyses are presented in Table XI. 

Eight of the cases from Case Set A had computed CR's 

greater than the stated "z" value of -1.645. HQ is ac-

cepted for each of these cases, and the mean effectiveness 

is statistically interpreted as being equal to or greater 

than 70 percent. Of these eight cases with acceptable mean 

levels of effectiveness, seven had means greater than 70 

percent, and one had a mean of less than 70 percent. How-

ever, calculation of the CR for the one case with a mean 

below 70 percent (case 8) resulted in a CR of -0.702 and 

acceptance of the null hypothesis. 

Only three cases from Case Set B had computed CR's 

greater than the stated "z" value. Cases 4 and 8 had means 

greater than 70 percent, and case 14 had a mean of less 

than 70 percent. Case 14*s mean of .674 resulted in a CR 
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TABLE XI 

THE EFFECTIVENESS OF INDEPENDENCE DISCRIMINATION RESULTING 
FROM USE OF INTERPRETATION 101-3—BY INDIVIDUAL CASE 

Case Descriptive S1 "atistic 
Set A 
No. 

Case 
Type 

Case 
Design Mean 

Vari-
ance 

Std. 
Dev. 

Std. 
Error 

Critical 
Ratio 

1* 

2 Custody I .716 .205 .453 .045 0.356 

3 Exercise I .461 .251 .501 .050 - 4.780 

4 Control I .137 .120 .346 .034 -16.559 

5 Exercise I .873 .112 .335 .033 5.242 

6 Control NI .794 .165 .406 .040 2.350 

7 Exercise I .216 .171 .413 .041 -11.805 

8 General NI .667 .224 .474 .047 - 0.702 

9 Mgm' t I .775 .176 .420 .042 1.786 

10 Control I .088 .081 .285 .028 -21.857 

11 General NI .745 .192 .438 .043 1.047 

12 Mgm't I .088 .081 .285 .028 -21.857 

13 Custody NI .843 .134 .365 .036 3.972 

14 Exercise NI .961 .038 .195 .019 21.263 
Case 
Set B 
No. 
1 Control I .421 .246 .496 .051 - 5.471 

2 
•?* 

Exercise I .642 .232 .482 .049 - 4.939 

J 

4 Exercise NI .958 .041 .202 .021 12.286 

5 Custody I .516 .252 .502 .052 - 3.538 

6 Mgm11 I .547 .250 .500 .051 - 3.000 

7 General NI .589 .245 .495 .051 - 2.176 
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8 General NI .758 .185 .431 .044 1.318 

9 Control I .358 .232 .482 .049 - 6.980 

10 Exercise NI .611 .240 .490 .050 - 1.780 

11 Control I .053 .050 .224 .023 -28.130 

12 Exercise NI .421 .246 .496 .051 - 5.471 

13 Mgm1 s I .147 .127 .356 .037 -14.946 

14 Custody NI .6 74 .222 .471 .048 - 0.542 
Case 1 Fype: General=General Bookkeeping; Custody=Custody of 

Assets; Exercise=Exercise of Authority; Control=Control 
over Accounting Data; Mgm't=Management's Acceptance of 
Responsibility 

Case Design: 1=Impaired NI=Not Impaired 
* Case deleted from study in the validation process. 
Critical Value=-1.645; Minimum=0.000; Maximum=l.000. 
Note: For comparison purposes, cases in Case Set A and Case 

Set B are related as follows: 
Case Set 

A 
B 

Related Cases 
2 3 4 5 6 7 8 9 10 11 12 13 

14 10 11 12 9 4 7 13 1 8 6 5 
14 

2 

of -0.542 which is in the acceptance range for the null 

hypothesis. 

Summary 

Chapter IV presented a tabular summary of the survey 

responses and the findings of this research study related to 

the first research question: "Does the use of Independence 

Interpretation 101-3 result in effective discrimination of 

CPA independence in situations involving Accounting Ser-

vices?" Table XII summarizes the tabular presentations from 

Chapter IV and the purpose of each table. 
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TABLE XII 

SUMMARY OF TABLES OF FINDINGS FROM CHAPTER IV 

Table 

IV—Sample Response According 
to Case Set 

V—Comprehensive Summary of . 
Survey Responses to General 
Information Requests 

V I — A Test for Non-Response . 
Bias—The Effectivenes of 
Independence Discrimination 
Related to the First and 
Second Request 

Purpose 

Finalize Definition of 
Explanatory Variables 

Finalize Definition of 
Explanatory Variables 

Test for Non-Response 
Bias 

VII—The Effectiveness of . . , 
Independence Discrimination 
Resulting from Use of Inter-
pretation 101-3—By Case Set 

VIII—The Effectiveness of. . , 
Independence Discrimination 
Resulting from Use of Inter-
pretation 101-3—Total 197 
Respondents 

IX—The Effectiveness of. . . , 
Independence Discrimination 
Resulting from Use of Inter-
pretation 101-3—By Type of 
Case 

Test for Acceptable 
Level of Effectiveness 
Allowing for Differ-
ences in Case Sets 

Test for Overall 
Acceptable Level of 
Effectiveness 

Test for Acceptable 
Level of Effectiveness 
Allowing for Differ-
ences in Case Type 

X — T h e Effectiveness of . . . , 
Independence Discrimination 
Resulting from Use of Inter-
pretation 101-3—By Case 
Design 

XI—The Effectiveness of. . . . . 
Independence Discrimination 
Resulting from Use of Inter-
pretation 101-3—by Individual 
Case 

Test for Acceptable 
Level of Effectiveness 
Allowing for Differ-
ences in Bias towards 
Impairment or Non-
Impairment 

Test for Acceptable 
Level of Effectiveness 
Allowing for Differ-
ences by Case 



CHAPTER BIBLIOGRAPHY 

1. Nie, Norman H., and others, Statistical Package for 
the Social Sciences, 2nd ed., New York, McGraw-
Hill, Inc., 1975. 

2. Texas State Board of Public Accountancy, Directory of 
Licensees, January 1, 1981, Austin, Texas State 
Board of Public Accountancy, 1981. 

3. Texas State Board of Public Accountancy, Telephone 
reply to request for statistical information on 
CPA licensees, December 10, 1984. 

84 



CHAPTER V 

FINDINGS OF DATA ANALYSES—RESEARCH 

QUESTIONS TWO AND THREE 

This chapter presents the findings of data analyses 

related to the second and third research questions for this 

study. The data presentations are divided according to 

research question, and further subdivisions are made for 

presentations of both incremental and simultaneous analyses 

with regard to each of the two questions. 

Research Question Two—Effectiveness of 
CPAs' Judgements 

The goal of the MRC model for research question two is 

to explain variations in the effectiveness of discrimi-

nation resulting from use of Interpretation 101-3. To 

overcome problems associated with multicollinearity, incre-

mental analysis was used with a hierarchical strategy for 

analyzing the data collected for this study. Additional 

analysis was performed utilizing a final step simultaneous 

model to isolate the independent effects of each orthogonal 

explanatory variable and fully show the final effects of 

any suppression conditions?. In reporting the findings that 

relate to research question two, an incremental analysis 

85 
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table is presented, followed by a simultaneous analysis 

table and a comparison of the two analyses. 

Incremental Analysis of Effectiveness 

Table XIII presents the incremental analysis related 

to research question two. This incremental analysis shows 

the statistical effect of each explanatory variable at the 

step the variable was entered into the regression equation. 

From an incremental viewpoint, only the independent vari-

ables that have entered the regression in previous steps 

are partialled from a new variable. The term incremental 

analysis is used because only the incremental or additional 

effect of the added variable is considered in the new 

regression equation. The following sections discuss the 

usage of Table XIII and comment on the results of the 

incremental analysis. 

Columns in Table XIII.—The left hand column indicates 

the explanatory variable entered in each step of the 

regression. Each variable of the regression model for re-

search question two is defined in Table II, Chapter III. 

The second column of Table XIII presents the incre-

mental B coefficients for each variable. The incremental B 

is the raw-score partial regression coefficient determined 

for the variable in the step the variable first entered the 

regression model. Since all the explanatory variables and 

the dependent variable are nominal level, dummy-coded 
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variables (1 for occurrence, 0 for non-occurrence), the B 

for each variable is interpreted as the difference in the 

probability of agreement, effective discrimination of 

independence, between CPAs' judgements and the "correct" 

judgement when the variable occurs as compared to when the 

variable does not occur. With dummy-coding, the B value is 

the difference in the values for the columns headed Pre-

dicted Y for Variable Occurrence and Predicted Y for 

Variable Non-occurrence. 

Column three presents the incremental R square for 

each variable. This incremental R square is the increase 

in explanatory power that is achieved by entering the 

latest variable in the model. When summed together the 

incremental R squares for all variables equals multiple R 

2 

square (MR ); i.e., the percentage of the variance of the 

dependent variable that is explained by the independent 

variables presented in the model. The incremental R square 

is the explanatory power added by each variable in the re-

ression model. 

Given the sample of CPAs selected for study in the 

regression model, columns four and five present the pre-

dicted Y for the occurrence and non-occurrence of each 

variable when holding the other variables constant. As 

previously discussed, calculation of these columns requires 

use of the B coefficient. The values in these two columns 
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are the estimated probabilities that effective discrimi-

nation will result for the respective occurrence or non-

occurrence of the explanatory variable. 

The last two columns present the achieved t score and 

the significance level of the t score for each variable's B 

coefficient. The t score is used in determining whether 

the B coefficient for each variable is significantly dif-

ferent from zero. Significance is considered the highest 

significance level obtained by the explanatory variable in 

the regression model, and it was determined by comparing 

the variable's t score with a table of t scores by level of 

significance. The notation "NSF" means the variable was 

not significant at the 90 percent decision level used for 

this study. Interpretation for any variable with a sig-

nificant t score is that the probability of its B coeffi-

cient not being zero purely by chance is less than the 

percentage stated in the table, 10 percent or less. 

Example for using the table.—Using the gender (G) 

variable as an example, interpretation of the columns in 

Table XIII is made in the following manner. Gender, which 

is depicted in the first row of the table, has a B coeffi-

cient of .0195. This B coefficient indicates that the 

estimated probability of effective discrimination is 1.95 

percent higher if the CPA is a female rather than a male. 

When used in the regression model with all other variables 



90 

held constant, inclusion of this B for gender results in an 

estimated probability of effectiveness of 54.65 percent if 

the CPA is a female; whereas, the estimated probability is 

only 52.70 percent if the CPA is a male. The mathematical 

difference between the columns entitled "Predicted Y for 

Variable Occurrence" and "Predicted Y for Variable Non-

Occurrence" is the B value; for gender, .0195. 

The percentage of model variance explained with the 

introduction of gender (G) into the regression is the in-

cremental R square (.018 percent). The computed t value 

for the B coefficient of gender is .675. When compared 

with the required t value for statistical significance at 

the 90 percent level, a .675 t value for the G variable is 

not significant (NSF). Not significant in this case means 

that the probability of the B coefficient for gender not 

being zero purely by chance is greater than 10 percent. In 

fact, comparison with a t table would reveal that the sig-

nificance level of a t value of .675 would be significant 

at the 49.98 percent level, or the probability of the B 

value not being zero purely by chance would be slightly 

greater than 50 percent. 

Explanation of variables with significance.—Only five 

variables are significant in the incremental analysis. The 

five variables concern the type of case being evaluated and 

the design of the case as impaired or not impaired. All 
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are significant at a .000 significance level; i.e., the 

probability of the B coefficient for these variables not 

being zero purely by chance would be near 100 percent. 

The variable representing cases of a general book-

keeping nature (TCI) has a B coefficient of 17.58 percent. 

The estimated probability of effective discrimination when 

the case is of a general bookkeeping nature is 68.08 per-

cent, compared with 50.23 percent for non-occurrence of 

this type of case. When compared with the variables pre-

viously entered into the regression, the B coefficient for 

TCI is rather large. However, the incremental R square, 

percentage of model variance explained by the introduction 

of TCI, is only 1.621 percent. 

TC2 is the only variable with significance which has a 

negative B coefficient. The negative B of -15.12 percent 

means that the CPA's judgement is less likely to be effec-

tive if the type of case concerns the sufficiency of man-

agement's knowledge of accounting to accept responsibility 

for the financial statements, than if the case does not 

concern the sufficiency of the client's knowledge; e.g., 

40.18 percent for occurrence and 55.30 for non-occurrence. 

Like TCI, the incremental R square for TC2 is rather low at 

1.158 percent. 

TC3 has a B coefficient of 19.07 percent, with the 

probability of effectiveness when the case involves the 
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custody of assets being 69.11 percent and 50.04 percent 

otherwise. The incremental R square for the TC3 variable 

is 1.753 percent. 

The variable TC4 has the highest of all the B coef-

ficients with 33.25 percent. Therefore, the greatest 

difference between the probability of a CPA's judgement 

being effective for the occurrence or non-occurrence of a 

variable exists with this variable which represents cases 

involving a CPA exercising authority on behalf of the 

client. The predicted Y for the occurrence of TC4 is 

75.99, while the predicted Y for non-occurrence of TC4 is 

42.74. With an incremented R square of 5.872 percent, TC4 

also explains the largest percentage of model variance. 

The last variable with significance is CD which has a 

B coefficient of 26.87 percent and an incremental R square 

of 4.310 percent. According to the incremental analysis, 

the probability of effective discrimination is 68.15 per-

cent when the case design is "not impaired," versus 41.64 

percent when the case design is "impaired." 

Comments on the final model.—Combining the incremen-

tal R squares for the sep«irate independent variables re-

2 

suits in a MR of .15108 tor the overall final regression 

model of the effectiveness of discrimination of CPA 

independence resulting from use of Interpretation 101-3. 

Stated differently, the final regression model explains 
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10.798 percent of the variance in the dependent variable. 

With an achieved F value of 26.07733, the model is sig-

nificant at a near 100 percent level. 

Simultaneous Analysis of Effectiveness 

With the exception of the title to column three, 

Partial R Square, the structure of Table XIV is similiar to 

that of Table XIII. However, the interpretation of the 

variables in a simultaneous analysis is different than in 

an incremental analysis. The B coefficients are called 

partial or net regression coefficients because they are 

appropriate only if all other independent variables and 

their coefficients are included in the regression model (2, 

p. 399). In the incremental analysis only the effects of 

those other variables previously entered in the regression 

are removed from a variable's B. Assuming no problem of 

multicollinearity, each B coefficient in a simultaneous 

analysis is orthogonal. 

Given that all other variables are included in the 

analysis, the partial R square is the proportion of the 

total explained variance in the dependent variable asso-

ciated with each independent variable. It is the measure-

ment of each independent variable's marginal contribution 

to the total explained variance in the dependent variable 

when the other variables are already included in the 
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regression. Again assuming no problems of multicollinear-

ity, simultaneous analysis presents an orthogonal R square 

which is independent of the other independent variables. 

Using the partial B coefficients from column two, the 

last four columns of the simultaneous analysis table are 

interpreted the same as for the incremental analysis. It 

should be noted that the simultaneous analysis is identical 

to the last step of the incremental analysis. The F value, 

2 

significance, and MR are the same for both the final 

simultaneous analysis model and the incremental analysis 

model. 

Variables with significance.—In the simultaneous 

analysis of the effectiveness of CPAs' judgements resulting 

from use of Interpretation 101-3 the same five variables 

found to be significant in the incremental analysis were 

found to be significant. No other variables met the 90 

percent significance criteria. 

Since CD, case design, was entered in the last step of 

the incremental analysis, its B coefficient, partial R 

square, t, and level of significance are the same for both 

analyses. For the variables TCI, TC2, TC3, and TC4, the B 

coefficients, partial R square, and t scores are different 

from the incremental analysis. The reasons for these dif-

ferences are discussed in the following section. 
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Comparison of Incremental and Simultaneous Analyses 

The five significant variables in the incremental 

analysis are also the only significant variables in the si-

multaneous analysis. Comparison of the results of the in-

cremental and simultaneous analyses, Tables XIII and XIV 

respectively, reveals that the magnitude of the Bs and t 

scores for four of the variables were different between the 

analyses, but that only the level of significance of the 

TC2 variable was different. The fifth significant vari-

able, CD, had the same Bs, t scores, and significance 

levels for both analyses. Because it was the last variable 

entered in the incremental analysis, CD's entry in the 

incremental analysis is identical with its entry in the 

simultaneous analysis. Therefore, the results related to 

CD are expected to be identical in both analyses. 

Three of the significant variables present a pattern 

of correlation known as "cooperative suppression" (1, p. 

90). This pattern exists when independent variables are 

positively correlated with the dependent variable and 

negatively correlated with each other. TCI, TC3, and TC4 

have respective positive correlations with the dependent 

variable, the agreement or non-agreement between the CPAs' 

judgements and the "correct" judgement to each case, of 

.127, .127, and .135. TCI has a negative correlation with 

TC3 of -.182, while TC4 has a negative correlation of -.284 

with TCI and TC3. Because of these relationships the Bs, t 
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scores, and significance levels of these three independent 

variables are enhanced when they are partialled from each 

other. Thus, the results of the simultaneous analysis pre-

sented in Table XIV are the enhanced effects from "coop-

erative suppression" between TCI, TC3, and TC4. 

Step-by step analysis of the regression reveals that 

multicollinearity is a problem between several of the vari-

ables with significance (1, pp. 100-102). TC2 is highly 

correlated with TCI and TC3, while CD is highly correlated 

with TCI, TC3, and TC4. Entry of TC2 resulted in a drop in 

the B coefficient for TCI from .1758 to .1483 and a drop in 

its t score and significance level from 6.424 to 5.360 and 

.000 to .009, respectively. TC2's B coefficient changed 

from -.1512 upon its entry in the regression to -.1088 upon 

entry of TC3. Comparable changes occurred in TC2's t 

score (-5.462 to -3.867) and significance level (.000 to 

.001). Similiar drops in the coefficients for TCI, TC3, 

and TC4 occurred with the entry of CD. The respective B's 

dropped from .3807, .3807, and .3325 to .1584, .2927, and 

.2469. Their respective t scores also dropped. 

Additional step-by-step analysis shows that suppres-

sion is occurring between the variables TC2 and TC4 and the 

variables TC2 and CD. Upon entry of TC4, the B coeffi-

cient and t score for TC2 changed signs from negative to 

positive. Later entry of CD resulted in an increase in the 

B coefficient from .0812 to .1276. Both the change of 
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signs and the increase in the B coefficient are character-

istic of suppression (1, p. 102). 

All variables of significance in the incremental 

analysis were also significant in the simultaneous analy-

sis. However, since multicollinearity is a problem, the 

best interpretation of the findings of the effectiveness of 

CPAs' judgements model comes from the incremental analysis 

(1, p. 116). 

Research Question Three—Consistency Among 
CPAs1 Judgements 

The goal of the MRC model for research question three 

is to explain the consistency among CPAs' judgements with-

out regard for the "correct" judgement. This MRC model is 

similar to the one for research question two, with the only 

difference being the dependent variable. The dependent 

variable for this model is the individual CPA's response of 

"impaired" or "not impaired" to each of the cases. As with 

research question two, incremental analysis with a hier-

archical strategy was used for analyzing the data, and a 

final step simultaneous analysis was performed to isolate 

the independent effects of each orthogonal explanatory 

variable. 

The following sections present the findings of these 

two analyses related to research question three. Use of 

Tables XV and XVI is identical to the use of Tables XIII 
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and XIV for research question two. Therefore, no discus-

sion of the meanings of the columns of the two tables is 

presented. 

Incremental Analysis of Consistency 

Eight variables are statistically significant in the 

incremental analysis of the consistency among CPAs' judge-

ments, Table XV. As in the incremental analysis in re-

search question two, the CD variable and the four variables 

related to the type of case were found to be significant. 

The other three variables with significance in this analy-

sis were the occupation of the CPA (OC), the type of public 

accounting firm (TF), and the CPA's opinion regarding the 

providing of accounting services and independence (OP). 

The strongest variable in the incremental analysis is CD, 

case design, with an incremental R square of 6.06 percent 

and a t score of 12.991. The second strongest variable of 

the eight was TC4, cases concerning the exercise of author-

ity, with an incremental R square of .219 percent and a t 

score of -7.560. While statistically significant, TCI, 

TC2, and TC3 resulted in even lower incremental R squares 

of .822 percent, .129 percent, and .251 percent, respec-

tively. 

Of the three variables not related to the type of 

case, occupation (OC) was the stronger variable. With a 

.430 percent incremental R square and a B coefficient of 
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.0695, OC had a t score of 3.292 which is significant at 

.001. Inspection of the predicted Y for variable occur-

rence and the predicted Y for variable non—occurrence shows 

that those CPAs in public practice, when holding the other 

variables constant, were more likely to make judgements of 

"impaired" than were CPAs not in public practice. The 

finding that occupation is a significant variable in 

explaining the consistency among CPAs' judgements was 

intuitively anticipated. However, the explanatory power 

(incremental R square) associated with this variable is 

much lower than suspected at the beginning of the study. 

The variable related to the type of public accounting 

firm (TF) for those CPAs in public practice has a B coeffi-

cient of .0553 and an incremental R square of .139 percent. 

Review of the predicted Y's for variable occurrence and 

variable non-occurrence indicates that those CPAs employed 

by larger firms (regional to national), when holding the 

other variable constant, were more likely to make judge-

ments of "impaired" than were CPAs with smaller CPA firms. 

Again, this finding was intutively expected, but the ex-

planatory power associated with the type of firm is much 

lower than anticipated. 

The last variable of significance in the incremental 

analysis is the opinion (OP) of the CPA regarding indepen-

dence and the providing of accounting services. Like the 

other significant variables, OP was intuitively expected 
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to be significant, but the explanatory power of the OP 

variable is lower than anticipated at .430 percent. 

Simultaneous Analysis of Consistency 

The results of the simultaneous analysis depicted in 

Table XVI, page 103, shows that nine variables are signifi-

cant. Eight of the variables were the variables of sig-

nificance in the incremental analysis, but the Bs and t 

scores changed in the simultaneous analysis. 

The new variable of significance was the gender (G) of 

the CPA. The negative B coefficient of -.0659 indicates 

that, when all other variables are included in the regres-

sion and held constant, males are more likely to make 

judgements of "not impaired" than are females, 64.57 per-

cent versus 57.98 percent. The explanatory power of G is a 

very low .109 percent. 

Comparison of Incremental and Simultaneous Analyses 

Both the incremental and simultaneous analyses result 

in an MR 2 of .10562; i.e., the model explains 10.562 per-

cent of the consistency among CPAs' judgements. The final 

regression models achieve an F value of 17.30333 which is 

significant at a near 100 percent level. 

Between the two analyses, nine variables were found to 

be significant. Eight of the variables were significant in 

both analyses, while one additional variable of signifi-

cance was found in the simultaneous analysis. Step-by-step 
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analysis reveals that the conditions of multicollinearity 

and suppression are prevelant with many of the significant 

variables. 

The variable gender (G) was significant in only the 

simultaneous analysis. Step-by-step analysis reveals that 

suppression exist between the variables G, OC, TF, and OP. 

Upon entry in the incremental analysis, the B coefficient 

for G was not significant. It increased to significance 

with the entry of OC into the regression, and its signifi-

cance was further enhanced with the entries of TF and OP. 

The simultaneous analysis shows G to be significant because 

it indexes the relationship of G and the dependent vari-

able, the judgements of the CPAs to each of the cases, when 

all other independent variables are taken into account 

(held constant by partialling) (1, p. 98). 

The occupation variable (OC) was significant in both 

the incremental and simultaneous analyses. OC's signifi-

cance drops from an entry level of .001 to .278 upon the 

entry of TF, indicating that multicollinearity exists 

between these two variables. OC again becomes significant 

upon the entry of OP. This rise in the B coefficient and 

significance indicates a condition of suppression between 

OC and OP. 

The type of accounting firm variable (TF) also shows 

the effects of suppression and multicollinearity. TF 
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enters with a B coefficient of .0553 and through suppres-
t 

sion increases to .0723 and .0748 upon the respective 

entries of TP and MS. Similiar significance level changes 

occurred with the entries of TP and MS, from .062 to .027 

to .023. The effect of multicollinearity is shown by the 

respective changes in TF's B coefficient and significance 

to .0583 and .082 upon entry of OP. 

The sign, as well as the magnitude, of the B coeffi-

cient and t score for TCI changed from a positive in the 

incremental analysis to a negative in the simultaneous 

analysis. TCI entered the incremental analysis with a B 

coefficient of .1237. Later entry of TC4 resulted in a 

drop in TCl's B coefficient to .0022, indicating multicol-

linearity between the variables TCI and TC4. Upon entry of 

CD, suppression caused the sign and magnitude of TCl's B 

coefficient to change to -.3886. 

TC2 demonstrates multicollinearity with TC3 and sup-

pression with TC4. In the incremental analysis, TC2's B 

coefficient of .0498 was significant at .070. Upon the 

subsequent entry of TC3, TC21s B coefficient decreased to 

.0340 with a significance of .228. Entry then of TC4 

caused TC2's B coefficient to change signs and increase to 

.0807 with a significance of .011. 

The other two type of case variables, TC3 and TC4, 

maintained the same signs for their respective B coeffi-
) 

cients and t scores in the; incremental and simultaneous 
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analyses. However, the magnitudes of these coefficients 

increased. The increases in the B coefficients resulted 

from suppression between TC3, TC4, and CD. TC3' s B coeffi-

cient changed from an incremental -.0713 to -.1860 upon 

entry of TC4 and to -.3814 upon entry of CD. TC4's B 

coefficient changed from an incremental -.2006 to -.4937 

upon entry of CD. 

Being the last variable entered in the incremental 

analysis, CD's entry in the incremental analysis is identi-

cal with its entry in the simultaneous analysis. The re-

sults of the two analyses are therefore the same for CD. 

Because of the problems of multicollinearity previ-

ously described, the incremental analysis provides the best 

interpretation of the findings of the model of the consis-

tency among the judgements of CPAs (1, p. 116). There-

fore, conclusions drawn for research question three will be 

based on the incremental amalysis. 

Summary 

Chapter V presented the findings of MRC analyses re-

lated to research questions two and three. The findings of 

data analyses are divided into two separate sections, one 

for each of the two research questions. 

The findings related to incremental and simultaneous 

MRC analyses for research question two are presented in 

Tables XIII and XIV, while similiar presentations are made 
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for research question three in Tables XV and XVI. Each of 

the sections concludes with a comparison between the find-

ings of the two analyses for each research question. 
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CHAPTER VI 

SUMMARY, CONCLUSIONS, IMPLICATIONS, 

AND RECOMMENDATIONS 

As the final chapter of this research study, Chapter 

VI first summarizes the discussions in Chapters I through 

V, which developed background on Independence Interpre-

tation 101-3, the methodology utilized for this study, and 

the collection and analyses of data. Following the initial 

summary, conclusions from the findings in Chapters IV and V 

are presented as they relate to each of the three research 

questions. As concluding remarks, implications drawn from 

this study and recommendations for future studies are 

presented. 

Summary 

Financial statement association is the primary service 

capability which distinguishes the certified public accoun-

tant from others performing accounting related functions. 

The CPA's association with his/her client's financial 

statements is intended to add credibility to the client's 

communications by providing third party users with assur-

ances related to CPA competence and independence. With 

this unique service ability, CPAs have a responsibility to 

109 
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perform a continuous evaluation of their status of indepen-

dence with regard to each client. This evaluation becomes 

more difficult as the number of different services offered 

in combination to any one client increases. 

Because of the complexity of judgements regarding CPA 

independence, the AICPA has developed guidelines to aid in 

this judgement process. One of these guidelines is Inde-

pendence Interpretation 101-3—Accounting Services of the 

AICPA Code of Professional Ethics. The significance of 

standards like Interpretation 101-3 to the profession rests 

in the consistency of judgements resulting from their 

application by practitioners. To date, little research 

deals directly with the guidelines presented in Interpre-

tation 101-3 or with the consistency of understanding or 

agreement associated with those guidelines. Therefore, the 

problem established for this research study was to obtain 

and evaluate empirical evidence concerning the guidelines 

presented in Interpretation 101-3 as related to the 

question, "Can the guidelines in Interpretation 101-3 be 

effectively interpreted?" 

With this problem as a focal point, two objectives 

were established, and research questions were developed 

around these objectives. The first objective was to make 

an estimate of the effectiveness of Interpretation 101-3. 

To achieve this objective the first research question 

asked, "Does the use of Independence Interpretation 101-3 
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result in effective discrimination of CPA independence in 

situations involving Accounting Services?" The effective-

ness of discrimination was determined by comparing the 

judgements of the CPAs with a standard established for this 

study. 

The second objective was to identify variables related 

to differences in CPAs' judgements in these situations. 

Two research questions were necessary for this objective. 

The first of these two research questions attempted to ex-

plain differences in the effectiveness of discrimination 

and asked, "What explanatory variables are significant in 

partially explaining the effectiveness of the discrimi-

nation of the impairment and non-impairment of CPA indepen-

dence resulting from use of Interpretation 101-3?" The 

second research question related to this objective was only 

concerned with the relationship of the CPAs' judgements to 

each other and asked, "What explanatory variables are 

significant in partially explaining CPAs' judgements of 

impairment and non-impairment of CPA independence in situ-

ations involving Accounting Services?" 

Chapter II presented an overview of Interpretation 

101-3 and related research studies of accounting indepen-

dence. This overview analyzed the four independence 

requirements presented in Interpretation 101-3 for CPAs 

performing accounting services. Studies of perceptions of 

CPA independence, such as those of Lavin (2) and Firth (1), 
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presented evidence related to a wide variety of issues. 

The issue of CPA independence when performing accounting 

services was included in these studies in only the most 

general of terms. No research concerning the effectiveness 

of the standards of any of the various authoritative 

accounting bodies to achieve their goals was found for 

review. 

As presented in Chapter III, the research methodology 

for this study utilized a case approach. Twelve situations 

developed from analysis of Interpretation 101-3 and discus-

sions with CPAs were stated in brief case form and then 

restated in an alternate form with slight variations of the 

facts. Many of the restatements resulted in a parallel 

case format in which one of the cases depicted an impair-

ment of independence and the other depicted no impairment 

in accordance with Interpretation 101-3. The twenty-four 

cases resulting from the twelve situations were divided 

into two case groups of twelve each. Each case group was 

combined with two cases from the original Lavin (2) study, 

resulting in twenty-six cases divided into two case sets of 

fourteen cases each. These cases were pretested with CPAs 

and submitted to an expert panel for validation as to their 

relationship with Interpretaion 101-3. After being com-

bined with a request for demographic information, the final 

survey instruments were again pretested. 
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A mail survey of the CPA licensees of the Texas State 

Board of Public Accountancy was used to gather data. The 

CPAs were provided with a copy of Interpretation 101-3 and 

asked to base their judgements of independence exclusively 

on 101-3 and not their own personal beliefs. 

Data received from the mail survey were analyzed using 

hypothesis testing and multiple regression and correlation 

(MRC). For research question one, hypothesis testing was 

utilized. Data findings related to this research question 

are reported in Tables VII through XI in Chapter IV. 

MRC analysis with a hierarchical strategy was utilized 

for the second and third research questions. Data findings 

for these two research questions are presented in Tables 

XIII through XVI in Chapter V. The explanatory power of 

each independent variable in the two models is depicted by 

the incremental and simultaneous partial R square in the 

tables, while the strength of the relationship between each 

variable and the dependent variable is indicated by the B 

value and t score. The significance level achieved for 

each t score is also reported. The respective tables for 

the incremental and simultaneous analyses for each of the 

two research questions are followed by a detailed discus-

sion of major partialling and suppression effects among the 

explanatory variables. 
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Conclusions and Summary of Findings 

Based on the material in Chapters I through V, the 

following section presents the conclusions drawn from this 

study. The research and statistical null hypotheses as 

presented in Chapters I and III are restated for each of 

the three research questions, followed by an interpretation 

of the data findings presented in Chapters IV and V. 

Research Question One 

Null hypothesis.—The research hypothesis for the 

first research question of this study is as follows: 

H n: Use of Interpretation 101-3 results in the 
effective discrimination of the impairment and 
non-impairment of CPA independence in situations 
involving Accounting Services. 

For purposes of statistically testing this research hypothe-

sis, the statistical null hypothesis presented in Chapter 

III is 

HQ: x = or > .70. 

Interpretation of results of analyses.—Since five 

different analyses related to research question one were 

presented in Chapter IV, several interpretations are neces-

sary. From an overall or total viewpoint, the analyses by 

case set (Table VII) and the overall analysis (Table VIII) 

resulted in rejection of the null hypothesis. This re-

jection is interpreted to mean that the study finds the 

overall or combined mean level of effectiveness (agreement 
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between the CPAs' judgements and the "correct" judgements) 

demonstrated on all case situations below the 70 percent 

acceptance level established for this study. Since the 

situations did not relate to all aspects of Interpretation 

101-3, it is not possible to reach an overall conclusion as 

related to Interpretation 101-3. However, it is possible 

to state that use of Interpretation 101-3 does not result 

in effective discrimination of the impairment and non-

impairment of CPA independence for the total of the cases 

used in this study. 

Data analysis by segments or sub-parts provides vary-

ing results as far as the acceptance or rejection of the 

null hypothesis. When cases are subdivided according to 

the type or nature of the case (Table IX), two of the sub-

divisions resulted in acceptance of the null hypothesis, 

and three resulted in rejection. Analyses of cases classi-

fied as concerning general bookkeeping and the custody of 

assets resulted in acceptance of the null hypothesis. This 

acceptance is interpreted to mean that, in cases dealing 

with the sections of the code related to general bookkeep-

ing and custody of assets, use of Interpretation 101-3 does 

result in effective discrimination of the impairment and 

non-impairment of CPA independence. The acceptable level 

of effectiveness with these two types of case situations 

can be interpreted to mean that the sections of the code 

related to these situations are more clearly interpretable. 
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Analyses of the other three case types resulted in 

rejection of the null hypothesis. This is interpreted to 

mean that independence is not effectively discriminated in 

these types of cases, and some problems of clarity may 

exist with segments related to these types of situations. 

Of these three types of cases, those depicting exercise of 

authority result in a mean of 64.2 percent, which could be 

considered an acceptable level of effectiveness in some 

studies. However, the other two types of cases, control 

over accounting data and the sufficiency of management's 

knowledge to accept responsibility for the financial state-

ments, resulted in means well below even a 50 percent 

level. Their respective means of .310 and .391 could be 

interpreted to mean that Interpretation 101-3 results in 

ineffective discrimination for cases of these types, and 

related segments of the code cannot be effectively inter-

preted . 

Another interpretation is that for these two types of 

cases, CPAs disagree with the interpretations used for 

developing a "correct" judgement for this study. If the 

interpretation used in this study is in fact the inter-

pretation which the AICPA would consider "correct," serious 

problems of ambiguity exist with the code and immediate 

attention is in order. While the possibility of disagree-

ment with the interpretation is not directly considered in 

this study, mean levels of effectiveness below 40 percent 
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suggest that a consistency in interpretation does exist 

among CPAs and that consistency opposes the position taken 

in this study. 

The results of the analyses by the direction of the 

case design shown in Table XI indicate that there is a 

difference in the effectiveness of discrimination depending 

on the "actual" effect, impairment or non-impairment, of 

the accounting service being performed. The null hypothe-

sis is accepted for those cases in which the effect of the 

case design is not to impair independence and rejected for 

those in which the effect is to impair independence. This 

is interpreted to mean that use of 101—3 results in effec-

tive discrimination when the effect is non-impairment and 

does not result in effective discrimination when the effect 

is impairment. The conclusion is that non-impairment is 

easier to discern using Interpretation 101-3 than is im-

pairment. If this conclusion cannot be accepted, then the 

possibility of CPA bias towards judgements of non-impair-

ment must be considered as an alternative explanation. 

As would be expected after the results of the analyses 

by type of case, analyses of the cases individually re-

sulted in the null hypothesis being rejected for some cases 

and accepted for other cases. As shown in Table X, the 

null hypothesis is accepted for eight of the cases in case 

set A and three of the cases in case set B. For these 
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eleven cases, the interpretation is that use of Interpre-

tation 101-3 results in effective discrimination of 

impairment and non—impairment, while the other cases indi-

cate a lack of effective discrimination. The pattern of 

acceptance and rejection of the null hypothesis as related 

to each of the individual cases appears to relate to the 

factors affecting the aforementioned analyses related to 

the type of case and case design. 

In summary, the interpretation of the results of the 

data findings for research question one is that use of 

Interpretation 101-3 results in effective discrimination of 

impairment and non-impairment of independence in some case 

situations and not in others. Some sections of Interpre-

tation 101-3 appear more prone for helping CPAs effectively 

discriminate the effect of providing Accounting Services on 

CPA independence than are other sections. 

Research Question Two 

Null hypotheses.—The research hypotheses for the 

second research question are as follows: 

H« : The effectiveness of discrimination of CPA 
1 independence resulting from use of Interpretation 

101-3 is not significantly related to the segment 
of Interpretation 101-3 being tested. 

H n : The effectiveness of discrimination of CPA 
2 independence resulting from use of Interpretation 

101-3 is not significantly related to the design 
(impaired or not impaired) of the case situation. 
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Hn : The effectiveness of discrimination of CPA 
3 independence resulting from use of Interpretation 

101-3 is not significantly related to the form of 
financial statement association. 

HL : The effectiveness of discrimination of CPA 
4 independence resulting from use of Interpretation 

101-3 is not significantly related to CPAs' 
opinions regarding the size of the client's 
internal accounting staff and/or the mere fact 
that accounting services were provided. 

Hn : The effectiveness of discrimination of CPA 
5 independence resulting from use of Interpretation 

101-3 is not significantly related to occupa-
tional characteristics. 

H n : The effectiveness of discrimination of CPA 
6 independence resulting from use of Interpretation 

101-3 is not significantly related to personal 
characteristics of age, gender, and/or education. 

For research question two, the statistical null hypotheses 

are stated in Chapter III as follows: 

V B x . , = 0 . 
i' s 

Interpretation of significant variables.—Five vari-

ables are statistically significant in the model of the 

effectiveness of Interpretation 101-3 presented in Table 

XIII. Stated differently, this study detects a significant 

relationship between each of these five variables and the 

effectiveness of discrimination resulting from use of 

101-3. Therefore, the null hypotheses related to each of 

these five variables are rejected. 

All of the significant variables concern either the 

type of case or the design (impaired or not impaired) of 

the case. Therefore, as stated in Chapter I and restated 
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above, the first and second null hypotheses (Hn and H n ) 
U1 2 

are rejected in favor of their respective alternative 

hypotheses. 

For H n , rejection is interpreted to mean that there 1 

is a significant relationship between all four type of case 

variables and the effectiveness of discrimination resulting 

from use of Interpretation 101-3. Stated in terms of the 

second research question, the conclusion is that the type 

of case is a significant variable in partially explaining 

the effectiveness of discriminating CPA independence. The 

positive B coefficients for cases depicted by the variables 

TCI, TC3, and TC4 indicate that the probability of effec-

tive discrimination is enhanced when the case situation 

is related to general bookkeeping, custody of assets, and 

exercise of authority on behalf of the client. The 

negative B coefficient for TC2 indicates that the 

probability is diminished when the case situation is 

related to the sufficiency of management's knowledge to 

accept responsibility for the financial statements. 

Since the type of case relates to particular segments 

of 101-3, this conclusion supports the findings of the 

testing related to research question one. The respective 

mean levels of effectiveness for the three types of cases 

with positive B coefficients were .690, .690, and .642. 

With means greater than 50 percent, it is anticipated 
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that the effectiveness of discrimination would be enhanced 

when these types of cases occur, and diminished effective-

ness would be anticipated when one of the two types of 

cases with means less than 50 percent occur. The results 

from the MRC analysis indicate that the relationship be-

tween the effectiveness of discrimination and each of the 

type of case variables is statistically significant at 

.000, and, therefore, this relationship is not likely due 

to chance. 

Rejection of H n is interpreted to mean that the design 
2 

of the case as either impaired or not impaired is signifi-

cant in partially explaining the effectiveness of discrimi-

nation. Again, rejection of the second null hypothesis in 

favor of its alternative supports the findings of the 

hypothesis test related to the case design for research 

question one. The effectiveness of discrimination appears 

to be related to the direction of impairment presented in 

the case situation. Since the B coefficient for the 

variable CD is positive, the interpretation is that the 

occurrence of a case design of not impaired enhances the 

probability of effective discrimination of CPA indepen-

dence. 

None of the independent variables related to the form 

of financial statement association, personal or profes-

sional CPA biases, occupational characteristics, or the 
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personal characteristics of age, gender, or education were 

found to be statistically significant. Therefore, null 

hypotheses HQ , HQ , HQ , and HQ are not rejected, and 

3 4 5 6 

the interpretation is that these variables do not signifi-

cantly relate to the effectiveness of discrimination 

resulting from use of Interpretation 101-3. 

Research Question Three 

Null hypothesis.—The research hypotheses for the 

third research question are as follows: 

v 
The consistency among CPAs' judgements of 
impairment and non-impairment of CPA independence 
is not significantly related to the segment of 
Interpretation 101-3 being tested. 

Hn : The consistency among CPAs' judgements of 
2 impairment and non-impairment of CPA independence 

is not significantly related to the design 
(impaired or not impaired) of the case situation. 

HQ : The consistency among CPAs' judgements of 
3 impairment and non-impairment of CPA independence 

is not significantly related to the form of 
financial statement association. 

Hn : The consistency among CPAs' judgements of 
4 impairment and non-impairment of CPA independence 

is not significantly related to CPAs' opinions 
regarding the size of the client's internal 
accounting staff and/or the mere fact that 
accounting services were provided. 

H0 : The consistency among CPAs' judgements of 
5 impairment and non-impairment of CPA independence 

is not significantly related to occupational 
characteristics. 
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H_ : The consistency among CPAs' judgements of 
6 impairment and non-impairment of CPA independence 

is not significantly related to personal charac-
teristics of age, gender, and/or education. 

For purposes of statistical testing, the statistical null 

hypotheses are stated in Chapter V as follows: 

V Bx., = °-
1 • s . 

Whereas research question two concerns an explanation of 

the effectiveness of CPAs using Interpretation 101-3, 

research question three is concerned with an explanation of 

the consistency among CPAs' judgements themselves, without 

regard for the agreement or disagreement of their judge-

ments with the "correct" judgements. 

Interpretation of significant variables.—Eight inde-

pendent variables are statistically significant in the 

model of the consistency among CPAs' judgements data 

presented in Table XV in Chapter V. The statistical null 

hypotheses related to each of these eight variables are 

rejected, and their B coefficients are interpreted as being 

significantly different than zero. Stated differently, 

this research study detects a significant relationship 

between each of these eight variables and the consistency 

among CPAs' judgements of impairment and non-impairment of 

CPA indpendence in situations involving the performance of 

accounting services. 

Since the four type of case variables are significant, 

Hq is rejected in favor of the alternative hypothesis. The 
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type of case is significant in partially explaining the 

independence judgements of CPAs. Table XV indicates that 

two of the type of case variables had positive B coeffi-

cients, and two had negative B's. This is interpreted to 

mean that the presence of a case concerning general book-

keeping or management's acceptance of responsibility for 

the financial statements enhances the probability of a 

judgement of "not impaired." The presence of a case 

concerning the custody of assets or the exercise of author-

ity enhances the probability of a judgement of "impaired." 

The case design variable was also found to be signifi-

cant. Therefore, Hn is rejected in favor of the alter-
2 

native, and the interpretation is that the case design is 

significant in partially explaining the CPAs' independence 

judgements. Of the eight significant variables, CD is the 
2 

most powerful explanatory variable with an incremental R 

of 6 percent. Its positive B coefficient can be inter-

preted as meaning that the probability of a judgement of 

"not impaired" is enhanced when the case is designed to 

depict non-impairment. Conversely, the probability of a 

judgement of "impaired" is diminished when the case is 

designed to depict impairment. Based on this finding, the 

conclusion is that a bias exists in favor of a judgement of 

"not impaired." CPAs appear to resolve doubt in favor of 

non-impairment. 
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None of the explanatory variables related to H n were 
3 

found to be significant in partially explaining the CPAs' 

independence judgements. Therefore, H n is not rejected, 
3 

and the interpretation is that the form of financial state-

ment association is not significantly related to the CPAs' 

independence judgements. 

The opinion variable related to H n was found to be 
4 

significant. The null hypothesis is therefore rejected in 

relationship to that variable and accepted in relationship 

to the minimum size of the client's internal accounting 

staff variable. The CPA's personal opinion regarding the 

independence of the CPA firm providing Accounting Services 

was found to be statistically significant in partially 

explaining the independence judgements. With a negative B 

coefficient, the interpretation related to this variable is 

that the probability of a judgement of "not impaired" is 

diminished when the CPA's personal opinion is that the per-

formance of accounting services impairs indpendence. Based 

on this finding, the conclusion is that the personal bias 

of the CPA is reflected in his/her independence judgements. 

Two variables related to Hn were found to be sta-
5 

tistically significant in the MRC analysis. First, the 

occupation of the CPA was found to be significantly related 

to the judgements of CPAs. With its positive B coeffi-

cient, the interpretation related to this variable is that 
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the probability of a judgement of "not impaired" is en-

hanced if the CPA is not in public practice. Stated in a 

different way, those CPAs in public practice are more 

likely to make a judgement of "impaired" than those CPAs 

not in public practice. 

Related to the occupation variable is the type of firm 

variable which was also found to be significant in explain-

ing the judgements of CPAs. Interpretation of its positive 

B coefficient is that the probability of a judgement of 

"not impaired" is enhanced when the type of firm affili-

ation is classified as being state/local. The conclusion 

drawn from this interpretation is that small firm affili-

ation appears to be more closely related to judgements of 

"not impaired" than is large firm affiliation. 

None of the variables related to the personal charac-

teristics of age, gender, or education were found to be 

statistically significant in explaining the independence 

judgements. Therefore, HQ is not rejected. This finding 
6 

supports the findings of the prior research of Lavin (2) and 

Firth (1) cited in Chapter II. 

While eight variables were found to be significant in 

partially explaining the CPAs' independence judgements, 

it is important to note that less than 1 percent of the 

2 

total MR of 10.562 percent for the final MRC model is 

attributed to the opinion, occupation, and type of firm 
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variables. These variables appear to be statistically 

significant but analytically insignificant in this study. 

Implications and Recommendations 

The implications of the findings of this research 

study for the public accounting profession are presented in 

the following sections. Implications and recommendations 

related to the three research questions are first pre-

sented and then followed by general recommendations for 

further research resulting from this study. 

Specific Implications and Recommendations 

Based on the conclusions of this study, implications 

can be made concerning the research problem: "Can the 

guidelines in Interpretation 101-3 be effectively inter-

preted?" These implications are presented in the order of 

their relative strength, with the first two implications 

being the strongest implications drawn from this study. 

First implication.—It is not possible to reach an 

overall conclusion as related to Interpretation 101-3. The 

results cannot be aggregated because the cases deal with a 

variety of situations relating to different segments of the 

standard, and not all segments are tested in this study. 

However, the results indicate that segments or sub-

parts can be effectively interpreted, other segments cannot 

be effectively interpreted, and still others result in 
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apparent disagreement between the respondents and the 

intent of the 101-3 as depicted in the "correct" judge-

ments. The results of the MRC analysis further support 

this finding by showing statistical significance between 

the level of effectiveness and the type of case. 

The ineffective results demonstrated for some of the 

types of cases and for individual cases indicate that some 

sections of 101-3 may indeed present potential problems, 

and further study is warranted. The mean level of effec-

tiveness for cases testing requirement 2 of Interpretation 

101-3 is excessively low at .391. This requirement con-

cerns management's acceptance of responsibility for the 

financial statements and CPAs ascertaining the reasonable-

ness of their ability to accept that responsibility. Based 

on the results of this study, requirement 2 is either mis-

interpreted or unaccepted as a legitimate requirement for 

independence. If the problem is misinterpretation, one 

solution is to revise the requirement and include examples 

of things that may be considered when evaluating the cli-

ent's required "degree of understanding." 

When considering revision of requirement 2 of 101-3, 

consideration should be given to the implication that, 

while CPAs could not make effective discriminations in 

cases of this type, they did appear to agree with each 

other. The results to research question three showed that 

a judgement of "not impaired" was enhanced when a case 



129 

concerning management's acceptance of responsibility for 

financial statements was present, even though all of the 

cases were designed to indicate "impairment." Also, the 

.391 level of effectiveness found in relationship to 

research question one implies that there is approximately 

60 percent consistency among CPAs, and that consistency 

does not coincide with the guideline. This can be inter-

preted to mean that CPAs appear to disagree with the 

interpretation of the guideline accepted for analysis in 

this study, or that they simply do not except requirement 2 

as a legitimate constraint to independence when performing 

accounting services. Therefore, if the interpretation of 

requirement 2 used in this study is correct, and if this 

requirement is essential to retaining independence when 

performing accounting services, clarification is necessary. 

Also, Interpretation 101-3's requirement 3 may present 

problems to the profession. The types of cases testing the 

control over accounting data and the exercise of authority 

resulted with unacceptable levels of effectiveness with 

respective means of .310 and .642. The terms and/or 

phrases used in the examples of activities that constitute 

assuming the role of an employee or of management conduct-

ing the operations of an enterprise may need to be 

clarified. 

To provide this possible clarification, one of the 

following two alternatives could prove beneficial. First, 
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provide a definition of terms and phrases unique to 101-3 

within the context of the interpretation. Second, a pre-

ferable option would be to provide a glossary of terms and 

phrases to accompany the Professional Code of Ethics, and 

to update this glossary as new guidelines are added. This 

alternative would eliminate possible duplications and 

provide easy reference for practitioners when reviewing any 

segment of the Code. 

Since effective discrimination was not demonstrated 

with regard to the hypothetical cases related to some of 

the segments of Interpretation 101-3, concern must be ex-

pressed about the effectiveness of the guidelines presented 

in these segments when applied in the more complex situ-

ations encountered in practice. This lack of effective 

discrimination could be challenged on the basis of the 

limited presentation of facts in each case. However, as a 

counter argument to this challenge, the limitation of the 

number of facts should reduce the complexity of the judge-

ment process and enhance the CPA's ability to discern their 

effect on CPA independence in accordance with 101-3. 

Second implication.—The results of the hypothesis 

test by the direction of the case design suggests than an 

interpretation bias exists in the direction of non-impair-

ment. This conclusion is supported by the MRC analysis 

which shows the case design as an important variable in ex-

plaining the effectiveness of discrimination. The results 
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of research question three also provide support, indicating 

that the case design is a significant variable in partially 

explaining the judgements of CPAs. 

This bias may be attributed to either ambiguity in 

Interpretation 101-3 or the competitive environment of pub-

lic accounting or a combination of the two. If ambiguity 

of 101-3 is the problem, the implication is that CPAs re-

solve ambiguity in favor of judgements of "not impaired." 

This implication is also supported by the findings related 

to research questions two and three. 

Considering the competitive environment in which pub-

lic accounting firms practice, there may be a reluctance to 

refer clients to other CPAs for services. CPAs may be 

concerned that referring a client to someone else for one 

service may open the door to losing the client entirely. 

The personal nature of public practice makes CPA firms vul-

nerable to client pressure to provide a wide variety of 

services. The CPA's awareness of the personal nature of 

securing and retaining clients may account for this bias. 

There is the possibility that the respondents to the 

study did not actually rely upon 101-3. They may have 

given their personal opinions regarding the impairment or 

non-impairment of independence. Likewise, they may have 

thought they knew the guidelines in 101-3, when they actu-

ally did not. They may have given the judgement they 

thought was called for in 101-3 without close review of the 
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standard. The last variable of significance in the MRC 

analysis related to research question three was the 

personal opinion of the CPA. This implies that CPAs' 

interpretations of 101-3 are biased by their own personal 

standards. This implication is not considered too 

surprising. 

Third implication.—CPAs in public practice are more 

likely to make judgements of "impaired" than are those not 

in public practice. This can imply that CPAs in public 

practice may be more conservative in their judgements. 

This occurrence could also be attributed to lack of experi-

ence on the part of non-public accountants in making these 

types of independence judgements. The potential ramifi-

cations of making an improper independence judgement may 

not be as "real" to the non-public accountants. Another 

explanation is that CPAs in public practice are more accus-

tomed to making these kinds of judgements, and they read 

more into each case than was intended in its design. 

This implication may be seen to contradict the possi-

bility that the competitive environment of public practice 

contributes to the bias towards independence judgements of 

non-impairment. However, the occupation variable was sig-

nificant only in the MRC analysis of the consistency among 

2 . 

CPAs' judgements, and the R attributed to this variable 

was only .43 percent. While this is a possible implication 

that may warrant further research, the strength of the 
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findings related to the occupation variable does not appear 

strong enough to negate either of the first two impli-

cations . 

Fourth implication.—When comparing only those CPAs in 

public practice, CPAs working for smaller, state and local 

firms are more likely to make judgements of "not impaired" 

than those with larger, regional and national firms. 

Smaller firms may more strongly feel the pressures of compe-

tition and assume they must make these less conservative 

judgements to survive. Specialization in larger firms may 

provide those CPAs with a different perspective than those 

in smaller practices. Larger firms typically have more SEC 

clients, and familiarity with SEC regulations concerning 

independence and bookkeeping may affect the judgements of 

CPAs affiliated with these larger firms. Also, large firms 

tend to do less bookkeeping. 

Fifth implication.—The two MRC models, while statis-

2 

tically significant, only resulted in MR 's of 15.108 and 

10.652 percent. Model respecification may be necessary if 

used in future research. Other variables could possibly be 

added which would increase the explanatory power of the MRC 

models. Additionally, many variables in the present model 

need to be measured more accurately. Nominal level 

measurement leaves a lot to be desired for statistical 
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purposes. Also, a different set of cases may elicit better 

results in relation to the MRC models. 

General Recommendations for Future Research 

In addition to the specific recommendations related to 

the findings of the study, general recommendations can also 

be made. One of the most important limitations to this 

study is the inability to generalize its results to CPAs 

outside the state of Texas. Replicating this study, either 

in other states or nationally, would increase the ability 

to generalize the results to a larger geographical grouping 

of CPAs. Prior to any replication a restatement of some of 

the cases should be made to improve the parallel case 

format. 

The participation of the AICPA in future studies would 

also be valuable. This participation could come in two 

ways. First, participation of the AICPA in the validation 

of cases would enhance the overall validity of the re-

sults. Secondly, endorsement of the study by the AICPA 

would possibly increase the response rate. If the increase 

in the response rate also means an increase in the total 

number of responses, redefinition of the independent vari-

ables could be possible. 

With or without the participation of the AICPA in any 

future replication of this study, steps must be taken to 

increase the sample size. Any respecification of the MRC 

models, either from redefinition and better measurement of 
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existing variables or from the inclusion of new variables, 

is to some extent dependent upon a larger sample size. To 

obtain a larger sample size, a different sampling technique 

may be necessary. Obtaining firm participation and en-

dorsement, with distribution to their professional staff, 

is one possibility. Another possibility is securing the 

participation of a professional body, such as a state soci-

ety of certified public accountants, and including the sur-

vey as part of one of their professional seminars. 

Other recommendations can be made without reference to 

replication of this study. A related study should be made 

of the terms and phrases in Interpretation 101-3. Use of 

an approach other than the case approach is recommended. 

One possibility would be to develop a group of definitions 

or descriptions for each of the terms or phrases and so-

licit a rating or scaling of the definitions. A second 

possibility would be to use a Likert type scale in evalu-

ating reactions of CPAs concerning the appropriateness or 

completeness of each of the definitions or descriptions. 

Another related study should be made of the use of 

Interpretation 101-3 in practice. Do practitioners actu-

ally use 101-3 as the guideline for their judgements of 

independence when providing accounting services to their 

non-public clients? If not, do they apply the SEC standard 

or some personal standard? 
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As a last recommendation, the AICPA and other authori-

tative bodies issuing professional guidelines should insti-

tute a procedure of testing the effectiveness of their 

guidelines, both before and after it is formally issued. 

While the management by exception approach is widely ac-

cepted as a management technique, a positive, rather than a 

negative, enforcement procedure may be viable if conducted 

on a random sampling basis. 
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N O R T H T E X A S S T A T E U N I V E R S I T Y 
COLLEGE OF B U S I N E S S ADMINISTRATION 

P . O . BOX 1 3 6 7 7 
DENTON, TEXAS 7 6 2 0 3 - 3 6 7 7 1 3 9 

A C C O U N T I N G 

COVER LETTER—TO ASSUME A FUTURE AUDIT ENGAGEMENT 

CPAs have been bombarded with professional standards designed to improve 
the qual i ty of services to c l ients and the publ ic. The effectiveness of 
these standards are under constant challenge. 

One of these professional standards re la t ing to Accounting Services is of 
concern to us. Therefore, we are conducting research evaluating CPAs' 
judgments which resu l t from applications of Interpretat ion 101-3 of the 
AICPA Code of Professional Ethics. Your opinions about the impairment of 
CPA independence in a var iety of case si tuat ions are essential for th is 
research. 

Using Interpretat ion 101-3 as the basis for your judgment, wi11 you help 
us evaluate th is ethical standard by reviewing the facts in each of the 
enclosed cases and indicat ing i f the CPA f i rm has or has not impaired i t s 
independence? Please assume that the CPA f i rm depicted in each of the 
cases w i l l be performing an Audit at the end of the current year and your 
independence judgment is in regard to that Audit. 

Anonymity is guaranteed. Yet, i f you are interested and indicate your 
name and address in the space provided at the end of Section A of the 
questionnaire, we w i l l send you a copy of the f i n a l resu l ts . 

We w i l l great ly appreciate your e f fo r ts in completing th is questionnaire 
and returning i t to us in the enclosed envelope. 

Respectful ly, 

Will iam J. Morris, Ph.D., CPA Steve A. Steed, CPA 
Associate Professor 

Q 1 7 - 5 6 5 - 3 0 8 0 D A L L A S - F T , W O R T H METRO 2 6 7 - 2 8 3 2 



N O R T H T E X A S S T A T E U N I V E R S I T Y 
COLLEGE OF BUSINESS ADMINISTRATION 

P . O . BOX 1 3 6 7 7 _ 
DENTON, TEXAS 7 6 2 0 3 - 3 6 7 7 1 4 0 

A C C O U N T I N G 

COVER LETTER—TO ASSUME A FUTURE REVIEW ENGAGEMENT 

CPAs have been bombarded with professional standards designed to improve 
the qual i ty of services to c l ien ts and the publ ic. The effectiveness of 
these standards are under constant challenge. 

One of these professional standards re la t ing to Accounting Services is of 
concern to us. Therefore, we are conducting research evaluating CPAs' 
judgments which resul t from applications of Interpretat ion 101-3 of the 
AICPA Code of Professional Ethics. Your opinions about the impairment of 
CPA independence in a var iety of case s i tuat ions are essential for th is 
research. 

Using Interpretat ion 101-3 as the basis for your judgment, wi11 you help 
us evaluate th is ethical standard by reviewing the facts in each of the 
enclosed cases and indicat ing i f the CPA f i rm has or has not impaired i t s 
independence? Please assume that the CPA f i rm depicted in each of the 
cases w i l l be performing a Review at the end of the current year and your 
independence judgment is in regard to that Review. 

Anonymity is guaranteed. Yet, i f you are interested and indicate your 
name and address in the space provided at the end of Section A of the 
questionnaire, we w i l l send you a copy of the f i na l resu l ts . 

We w i l l great ly appreciate your e f fo r ts in completing th is questionnaire 
and returning i t to us in the enclosed envelope. 

Respectful ly, 

Will iam J. Morris, Ph.D., CPA Steve A. Steed, CPA 
Associate Professor 

817-565-3080 D A L L A S - F T . W O R T H METRO 267-2632 



N O R T H T E X A S S T A T E U N I V E R S I T Y 
COLLEGE OF BUSINESS ADMINISTRATION 

P.O. BOX 13677 -|A*I 

DENTON, TEXAS 76203-3677 1 * X 

ACCOUNTING 

COVER LETTER—TO ASSUME A FUTURE COMPILATION ENGAGEMENT 

CPAs have been bombarded with professional standards designed to improve 
the qua l i ty of services to c l ien ts and the publ ic . The effectiveness of 
these standards are under constant challenge. 

One of these professional standards re la t ing to Accounting Services is of 
concern to us. Therefore, we are conducting research evaluating CPAs' 
judgments which resul t from applications of Interpretat ion 101-3 of the 
AICPA Code of Professional Ethics. Your opinions about the impairment of 
CPA independence in a var iety of case s i tuat ions are essential for th is 
research. 

Using Interpretat ion 101-3 as the basis for your judgment, w i l l you help 
us evaluate th is ethical standard by reviewing the ' facts in each of the 
enclosed cases and indicat ing i f the CPA f i rm has or has not impaired i t s 
independence? Please assume that the CPA f i rm depicted in each of the 
cases w i l l be performing a Compi1ation at the end of the current year and 
your independence judgment I s in regard to that Compilation. 

Anonymity is guaranteed. Yet, i f you are interested and indicate your 
name and address in the space provided at the end of Section A of the 
questionnaire, we w i l l send you a copy of the f i na l resu l ts . 

We w i l l great ly appreciate your e f fo r ts in completing th is questionnaire 
and returning i t to us in the enclosed envelope. 

Respectful ly, 

Will iam J. Morris, Ph.D., CPA Steve A. Steed, CPA 
Associate Professor 

817-565-3080 DALLAS-FT. W O R T H M E T R O 267-2832 
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SURVEY QUESTIONNAIRE—CASE SET A 
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Section A - - GENERAL INFORMATION 

Instructions: Please place a "check" mark in the space that most closely describes you. 

1. Age? 

2. Sex? 

20's; 30's; AO's; 50's; 60's; 70*s and Over 

Male; 

3. Educational Degrees Earned? 

Other 

Female 

Bachelors; Masters; Doctorate; 

4. Occupation? 

(specify) 

Public Practice; Industry; Government; 

Education; Non-Profit; Other (specify) 

5. If in Public Practice, Type of Firm/Scope of Business? 

International/Big Eight 
International/Other 
National 
Regional 

State 
Local (Partnership or PC) 
Local (Single Practitioner) 

6. If in Pifblic Practice, Title/Position? 

Individual Practitioner 
Partner/Shareholder 
Manager/Supervisor 

Senior Accountant 
Staff Accountant 

7. Member of AICPA? 

8. Member of TSCPA? 

Yes; 

Yes; 

No 

No 

9, In your opinion, what is the minimum size for a client's internal accounting staff if a CPA is to perform accounting 
services (bookkeeping) and not necessarily impair his/her independence? 

_ _ _ _ _ One Part-Time Employee (20 hrs./wk.) 
One Full-Time Employee or equivalent 
Two Full-Time Employees or equivalent 
Three or More Full-Time Employees 

_ _ _ _ Does Not Necessarily Affect Independence 

10, Do you believe that a CPA can in fact provide accounting services and not impair his or her independence? 

Yes; _ No 

Yes, I would like a copy of the results to this study. 

Name 
Address 
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Section B - - CASE ANALYSIS 

Instructions: Please read the following copy of AICPA Independence Interpretation 101-3 and indicate if the CPA 
firm depicted in each of the enumerated cases has impaired its independence in accordance with the guidelines pre-
sented in the Interpretation. Note that your decision to each of the cases is to be based solely on the guidelines in 
Interpretation 101-3 and not on your opinion of what should or should not impair independence. 

Assuming that the CPA firm depicted in each of the cases will be performing a Compilation at the end of the cur-
rent year, indicate your judgment by placing a "check" mark in the space to the left of Impaired or Not Impaired. 

ET Section 101: Independence 
Interpretation 101-3 — Accounting Services, Members in public practice are sometimes asked to provide manual 
or automated bookkeeping or data processing services to clients who are of insufficient size to employ an adequate 
internal accounting staff. Computer systems design and programming assistance are also rendered by members either 
in conjunction with data processing services or as a separate engagement. Members who perform such services and 
who are engaged in the practice of public accounting are subject to the bylaws and Rules of Conduct. 

On occasion members also rent "block t ime" on their computers to their clients but are not involved in the pro-
cessing of transactions or maintaining the client's accounting records. In such cases the sale of block time constitutes 
a business rather than a professional relationship and must be considered together with all other relationships between 
the member and his client to determine if their aggregate impact is such as to impair the member 's independence. 

When a member performs manual or automated bookkeeping services, concern may arise whether the performance 
of such services would impair his audit independence—that the performance of such basic accounting services would 
cause his audit to be lacking in a review of mechanical accuracy or that the accounting judgments made by him in 
recording transactions may somehow be less reliable than if made by him in connection with the subsequent audit. 

Members are skilled in, and well accustomed to, applying techniques to control mechanical accuracy, and the per-
formance of the record-keeping function should have no effect on application of such techniques. With regard to 
accounting judgments, if third parties have confidence in a member's judgment in performing an audit, it is difficult 
to contend that they would have less confidence where the same judgment is applied in the process of preparing the 
underlying accounting records. 

Nevertheless, a member performing accounting services for an audit client must meet the following requirements to 
retain the appearance that he is not virtually an employee and therefore lacking in independence in the eyes of a 
reasonable observer. 

1. The CPA must not have any relationship or combination of relationships with the client or any conflict of inter-
est which would impair his integrity and objectivity. 

2. The client must accept the responsibility for the financial statements as his own. A small client may not have 
anyone in his employ to maintain accounting records and may rely on the CPA for this purpose. Nevertheless, the 
client must be sufficiently knowledgeable of the enterprise's activities and financial condition and the applicable 
accounting principles so that he can reasonably accept such responsibility, including, specifically, fairness of valuation 
and presentation and adequacy of disclosure. When necessary, the CPA must discuss accounting matters with the 
client to be sure that the client has the required degree of understanding. 

3. The CPA must not assume the role of employee or of management conducting the operations of an enterprise. 
For example, the CPA shall not consummate transactions, have custody of assets or exercise authority on behalf of 
the client. The client must prepare the source documents on all transactions in sufficient detail to identify clearly 
the nature and amount of such transactions and maintain an accounting control over data processed by the CPA such 
as control totals and document counts. The CPA should not make changes in such basic data without the concurrence 
of the client. 

4. The CPA, in making an examination of financial statements prepared from books and records which he has 
maintained completely or in part, must conform to generally accepted auditing standards. The fact that he has pro-
cessed or maintained certain records does not eliminate the need to make sufficient audit tests. 

When a client's securities become subject to regulation by the Securities and Exchange Commission or other federal 
or state regulatory body, responsibility for maintenance of the accounting records, including accounting classification 
decisions, must be assumed by accounting personnel employed by the client. The assumption of this responsibility 
must commence with the first fiscal year after which the client's securities qualify for such regulation. 
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CASES 

1. The client has a head bookkeeper and four clerks who keep the books and records. The client depends on the CPA firm to review their 
work, correct their errors, and tell them how to record transactions of a non-routine nature. The head bookkeeper and four clerks have 
been informed by the client that they are to ask the CPA firm any questions they may have concerning the recording of transactions and 
follow all of their instructions. 

Impaired Not Impaired 

The nature of the client's business requires that he travel much of the time and initiate business transactions in a variety of geographical 
locations. Because of the client's often long absences from his office, he has engaged a CPA firm to provide regular bookkeeping services, 
including preparing the journals and ledgers and filing monthly and quarterly tax information to the state and IRS. In addition the client 
has found it necessary to make certain someone close to his bank has access to his safety-deposit box in case of a business emergency, 
and the CPA firm has agreed to assume this responsibility purely as an accommodation to the client in the event of such an emergency. 

Impaired Not Impaired 

3. The client engaged the CPA firm to prepare the journals and ledgers. During discussions with the client concerning supplemental infor-
mation related to existing notes payable, the CPA agreed to help the client finalize negotiations with the client's bank for a new loan 
which would consolidate all of the existing notes. The client established with the loan officer the amount of the loan and the resulting 
payment schedule, and the CPA negotiated other provisions, including various covenants of the note such as working capital require-
ments, based on the bank's loan requirements and the client's financial position. 

Impaired Not Impaired 

The client's bookkeeper prepares and/or collects all source documents, provides account codes for each source document, and submits 
the source documents to the CPA firm at the end of each month. Using its in-house computer, the CPA firm records the data from the 
source documents in the journals and ledgers and prepares interim financial statements. The financial statements are forwarded to the 
client. Fox control purposes the CPA firm maintains backup files and provides a secure place to store the source documents fox the 
statutory period required by the IRS. 

Impaired Not Impaired 

Tim Jackson hired his son, Kenneth Jackson, as office manager of his drilling company. Since Tim had been very successful and had 
achieved personal financial security, he planned to turn the company over to Kenneth as soon as Kenneth demonstrated he could run 
the business and make the necessary daily decisions. After about a year, Tim decided to take a 6 month trip and see if his son could 
run the daily operations without his help. However in order to maintain some kind of control, Tim arranged with his banker that his 
CPA, a long and trusted friend who prepared the journals and ledgers for Mr, Jackson's company, was to be consulted before any busi-
ness loan of $10,000 or more was earnestly considered by the bank. Based on his knowledge of Tim's past decisions, the CPA was to 
give his approval before the bank granted the loan. It was agreed by Mr. Jackson, the banker, and the CPA that Kenneth was not to 
know of this arrangement so that he would assume he was in total control of the business. 

Impaired — Not Impaired 

6. In addition to preparing the journals and ledgers, the client has engaged the CPA firm to provide complete payroll services. Because of 
employee improprieties the client has asked the CPA firm to help implement a new time card system. Each employee is provided with 
a time card resembling a credit card which is inserted in the time clock upon entering and leaving the plant The time clock is linked 
directly to the CPA firm's computer which instantaneously records time in and out, as well as providing a recording on a separate com-
puter terminal in the client's office. Weekly the client processes the time card data and sends a copy to the CPA firm for comparison 
against the records processed through their office. Upon comparison and reconciliation of any differences with the client, the CPA 
firm prepares the payroll checks, a payroll register, and necessary payroll reports. Along with the payroll register, the payroll checks 
are sent to the client for signature and distribution. 

Impaired Not Impaired 

The client engaged the CPA firm to help in the establishment of a set of procedures to be used in the taking of the annual inventory. 
The CPA firm agreed to provide the following assistance: 

1) Prepare written instructions in advance; 
2) Give verbal instructions to the employees; 
3) Supervise the taking of the count; 
4) Make sufficient test counts; and 
5) Collect the count sheets for processing by an independent computer service bureau. 

Impaired Not Impaired 

(Continued on back page) 
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In order to keep certain information confidential, the client had the CPA firm perform the following services: 
a) prepare the executive payroll and 
b) maintain selected general ledger accounts in a private ledger. 

Impaired Not Impaired 

9. In completing write-up work at the end of the accounting period, the CPA discovered that an employee in the Ready-to-Wear Depart-
ment had included a line of clothing in the ending inventory that was out-of-style and had not sold in the store's sidewalk sale when 
offered at a price reduced below its actual cost to the store. The CPA decided that the inventory should be reduced by the total cost 
of this line of clothing and accordingly made such reduction before preparing the financial statements. The CPA did not discuss the 
issue with the client because the client had told him on previous occasions, "Do whatever you think is right, that's what I pay you 
for." 

Impaired Not Impaired 

10. The client has one of his two secretaries collect and provide account codes for all invoices for payment at the end of each month and 
submit these coded invoices to the CPA firm. The CPA firm prepares the journals and ledgers. Upon making the necessary recordings 
the CPA firm returns the invoices to the client. 

Impaired Not Impaired 

11. A CPA firm provided services for the client which included preparing the journals and ledgers, preparing adjusting entries, and preparing 
financial statements. 

Impaired Not Impaired 

12. While discussing the financial statements with the client, the following comments were made: 
"Wait a minute," says the client. "I am not responsible for the fair presentation in the financial statements of 
financial position, results of operations and changes in financial position in conformity with generally accepted 
accounting principles. You are. You prepare my financial statements. You decide what accounting principles to 
use - -1 don't I don't know what generally accepted accounting principles are, let alone whether my statements 
are prepared in conformity with them." 

In reply the CPA says, "You're right. I have prepared the financial statements, but they are yours. They are your 
representations prepared from your books and records which summarize transactions you initiated or participated 
in. 

The client replies, "From a practical standpoint they are my financial statements, but I still don't know anything 
about generally accepted accounting principles." 

In subsequent meetings with the client, the CPA makes a point to discuss relevant generally accepted accounting principles, and the 
client agrees to accept responsibility for the financial statements as his own. 

Impaired Not Impaired 

13. As an accommodation to clients for whom they regularly provide bookkeeping services, the CPA firm provides a portion of its large 
vault in which they may store non-negotiable legal documents and business papers. The CPA firm's vault facilities are quite large and 
are equipped with individual lockboxes. 

Impaired Not Impaired 

14. The client has been in business for the past 25 years and has just recently decided to provide a pension plan for its employees. After 
discussions with the CPA who has prepared the journals and ledgers for the client since the beginning of operations, the client has a 
decided preference for a non-contributory pension plan administered by an outside insurance company. At the client's request, the 
CPA has agreed to review the bids from the insurance companies and to assist the client in making comparisons between the bids. 

Impaired — Not Impaired 
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SURVEY QUESTIONNAIRE—CASE SET B 



INTERPRETATION 101-3 SURVEY 

Section A - - GENERAL INFORMATION 

Instructions: Please place a "check" mark in the space that most closely describes you. 

148 

1. Age? 

2. Sex? 

20's; 30's; 40's; 50's; 60's; 70's and Over 

Male; 

3. Educational Degrees Earned? 

Other 

Female 

Bachelors; Masters; ^ Doctorate; 

4, Occupation? 

(specify) 

Public Practice; Industry; Government; 

Education; Non-Profit; Other (specify) 

5. If in Public Practice, Type of Firm/Scope of Business? 

International/Big Eight 
International/Other 
National 
Regional 

State 
Local (Partnership or PC) 
Local (Single Practitioner) 

6. If in Public Practice, Tide/Position? 

Individual Practitioner 
Partner/Shareholder 
Manager/Supervisor 

Senior Accountant 
Staff Accountant 

7. Member of AICPA? 

8. Member of TSCPA? 

Yes; 

Yes; 

No 

No 

9. In your opinion, what is die minimum size for a client's internal accounting staff if a CPA is to perform accounting 
services (bookkeeping) and not necessarily impair his/her independence? 

One Part-Time Employee (20 hrs./wk.) 
One Full-Time Employee or equivalent 
Two Full-Time Employees or equivalent 

. Three or More Full-Time Employees 
Does Not Necessarily Affect Independence 

10. Do you believe that a CPA can in fact provide accounting services and not impair his or her independence? 

Yes; No 

* 

Yes, I would like a copy of the results to this study. 

Name 
Address 
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Section B - - CASE ANALYSIS 

Instructions: Please read the following copy of AICPA Independence Interpretation 101-3 and indicate if the CPA 
firm depicted in each of the enumerated cases has impaired its independence in accordance with the guidelines pre-
sented in the Interpretation. Note that your decision to each of the cases is to be based solely on the guidelines in 
Interpretation 101-3 and not on your opinion of what should or should not impair independence. 

Assuming that the CPA firm depicted in each of the cases will be performing a Compilation at the end of the cur-
rent year, indicate your judgment by placing a "check" mark in the space to the left of Impaired or Not Impaired. 

ET Section 101: Independence 
Interpretation 101-3 — Accounting Services. Members in public practice axe sometimes asked to provide manual 
or automated bookkeeping or data processing services to clients who are of insufficient size to employ an adequate 
internal accounting staff. Computer systems design and programming assistance are also rendered by members either 
in conjunction with data processing services or as a separate engagement. Members who perform such services and 
who are engaged in the practice of public accounting are subject to the bylaws and Rules of Conduct. 

On occasion members also rent "block time" on their computers to their clients but are not involved in the pro-
cessing of transactions or maintaining the client's accounting records. In such cases the sale of block time constitutes 
a business rather than a professional relationship and must be considered together with all other relationships between 
the member and his client to determine if their aggregate impact is such as to impair the member's independence. 

When a member performs manual or automated bookkeeping services, concern may arise whether the performance 
of such services would impair his audit independence—that the performance of such basic accounting services would 
cause his audit to be lacking in a review of mechanical accuracy or that the accounting judgments made by him in 
recording transactions may somehow be less reliable than if made by him in connection with the subsequent audit. 

Members are skilled in, and well accustomed to, applying techniques to control mechanical accuracy, and the per-
formance of the record-keeping function should have no effect on application of such techniques. With regard to 
accounting judgments, if third parties have confidence in a member's judgment in performing an audit, it is difficult 
to contend that they would have less confidence where the same judgment is applied in the process of preparing the 
underlying accounting records. 

Nevertheless, a member performing accounting services for an audit client: must meet the following requirements to 
retain the appearance that he is not virtually an employee and therefore lacking in independence in the eyes of a 
reasonable observer. 

1. The CPA must not have any relationship or combination of relationships with the client or any conflict of inter-
est which would impair his integrity and objectivity. 

2. The client must accept the responsibility for the financial statements as his own. A small client may not have 
anyone in his employ to maintain accounting records and may rely on the CPA for this purpose. Nevertheless, the 
client must be sufficiently knowledgeable of the enterprise's activities and financial condition and the applicable 
accounting principles so that he can reasonably accept such responsibility, including, specifically, fairness of valuation 
and presentation and adequacy of disclosure. When necessary, the CPA must discuss accounting matters with the 
client to be sure that the client has the required degree of understanding. 

3. The CPA must not assume the role of employee or of management conducting the operations of an enterprise. 
For example, the CPA shall not consummate transactions, have custody of assets or exercise authority on behalf of 
the client. The client must prepare the source documents on all transactions in sufficient detail to identify clearly 
the nature and amount of such transactions and maintain an accounting control over data processed by the CPA such 
as control totals and document counts. The CPA should not make changes in such basic data without the concurrence 
of the client. 

4. The CPA, in making an examination of financial statements prepared from books and records which he has 
maintained completely or in part, must conform to generally accepted auditing standards. The fact that he has pro-
cessed or maintained certain records does not eliminate the need to make sufficient audit tests. 

When a client's securities become subject to regulation by the Securities and Exchange Commission or other federal 
or state regulatory body, responsibility for maintenance of the accounting records, including accounting classification 
decisions, must be assumed by accounting personnel employed by the client. The assumption of this responsibility 
must commence with the first fiscal year after which the client's securities qualify for such regulation. 
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CASES 
1. The client has one of his two secretaries collect all invoices for payment and submit these invoices at the end of each month to the CPA 

firm. The CPA firm determines account codes related to each invoice and makes necessary recordings in the journals and ledgers. Upon 
making the necessary recordings the CPA firm returns the invoices to the client. 

Impaired Not Impaired 

2. The client has been in business for the past 25 years and has just recently decided to provide a pension plan for its employees. After 
discussions with the CPA who has prepared the journals and ledgers for the client since the beginning of operations, the client has a 
decided preference for a non-contributory pension plan administered by an outside insurance company. At the client's request, the CPA 
has agreed to solicit bids from at least 5 large insurance companies, to review the bids, and to select the insurance company with the best 
proposal. 

Impaired Not Impaired 

The client has a head bookkeeper and four clerks who keep the books and records. The client depends on the CPA firm to review their 
work, correct their errors, and tell them how to record transactions of a non-routine nature. The head bookkeeper and four clerks have 
been informed that they may consult with the CPA firm concerning any of their questions and, if the employees are not satisfied with 
the CPA firm's suggestions, they are to ask the owner for a solution. 

Impaired Not Impaired 

4. The client engaged the CPA firm to help in the establishment of a set of procedures to be used in the taking of the annual inventory. 
The CPA firm agreed to provide the following assistance: 

1) Prepare written instructions in advance to be reviewed by the client; 
2) Review the instructions verbally with the employees prior to the beginning of the count; 
3) Make sufficient test counts; and 
4) Accompany the client in the collection and delivery of the count sheets to an independent computer 

service bureau for processing. 

Impaired Not Impaired 

5. As an accommodation to clients for whom they regularly provide bookkeeping services, the CPA firm provides a portion of its large 
vault in which they may store valuables such as insurance policies, contracts, notes receivables and payables, certificates of title, Certifi-
cates of Deposit, securities, etc. Even though the CPA firm's vault facilities are quite large,, the CPA firm has requested that clients store 
only items which could not be adequately protected on their own business premises. 

Impaired Not Impaired 

6. While discussing the financial statements with the client, the following comments were made: 
"Wait a minute," says the client "I am not responsible for the fair presentation in the financial 
statements of financial position, results of operations and changes in financial position in conformity 
with generally accepted accounting principles. You are. You prepare my financial statements. You decide 
what accounting principles to use - -1 don't. I don't know what generally accepted accounting principles 
are, let alone whether my statements are prepared in conformity with them." 

In reply the CPA says, "You're right. I have prepared the financial statements, but they are yours. They 
are your representations prepared from your books and records which summarize transactions you 
initiated or participated in." 

Without further discussion the client says that he trusts the CPA's judgment and accepts responsibility for the financial statements 
as his own. 

Impaired Not Impaired 

In order to keep certain information confidential, the client had the CPA firm perform the following services: 
a) prepare the executive payroll and 
b) maintain selected general ledger accounts in a private ledger. 

_— Impaired Not Impaired 

(Continued on back page) 
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A CPA film provided services for the client which included preparing the journals and ledgers, preparing adjusting entries, and preparing 
financial statements. 

Impaired : Not Impaired 

9. In addition to preparing the journals and ledgers, the client has engaged the CPA firm to provide complete payroll services. Because of 
employee improprieties the client has asked the CPA firm to help implement a new time card system. Each employee is provided with a 
time card resembling a credit card which is inserted in the time clock upon entering and leaving the plant. The time clock is linked di-
rectly to the CPA firm's computer which instantaneously records time in and out. Weekly the CPA firm processes the time card data and 
prepares payroll checks, a payroll register, and necessary payroll reports. Along with the payroll register, the payroll checks are sent to 
the client for signature and distribution. 

Impaired Not Impaired 

10. The client engaged the CPA firm to prepare the journals and ledgers. During discussions with the client concerning supplemental infor-
mation related to existing notes payable, the CPA agreed to help the client finalize negotiations with the client's bank for a new loan 
which would consolidate all of the existing notes. After establishing the major requirements of the loan, the client authorized the CPA 
firm to work with the bank's loan officer by providing whatever documentary support was necessary to finalize the loan agreement. 

Impaired Not Impaired 

11. The client's bookkeeper prepares and/or collects all source documents, provides account codes for each source document, and submits 
the source documents to the CPA firm at the end of each month. Using its in-house computer, the CPA firm records the data from the 
source documents in the journals and ledgers and prepares interim financial statements. All accounting records and source documents are 
forwarded to the client. For control purposes the CPA firm maintains backup files. The client is requested to store the source documents 
in a secure place for the statutory period required by the IRS. 

Impaired Not Impaired 

12. Tim Jackson hired his son, Kenneth Jackson, as office manager of his drilling company. Since Tim had been very successful and had 
achieved personal financial security, he planned to turn the company over to Kenneth as soon as Kenneth demonstrated he could run 
the business and make the necessary daily decisions. After about a year, Tim decided to take a 6 month trip and see if his son could 
run the daily operations without his help. However in order to maintain some kind of control, Tim arranged with his banker that his 
CPA, a long and trusted friend who prepared the journals and ledgers for Mr. Jackson's company, was to be consulted before any busi-
ness loan of $10,000 or more was earnestly considered by the bank. The CPA agreed to inform Tim of these loan requests by telephone, 
to inform the banker in turn of Tim's desires in relation to each loan, and to provide the banker with all necessary information for 
support of any loan. It was agreed by Mr. Jackson, the banker, and the CPA that Kenneth was not to know of this arrangement so 
that he would assume he was in total control of the business. 

Impaired Not Impaired 

13. In completing write-up work at the end of the accounting period,, the CPA discovered that an employee in the Ready-to-Wear Depart-
ment had included a line of clothing in the ending inventory that was out-of-style and had not sold in the store's sidewalk sale when 
offered at a price reduced below its actual cost to the store. The CPA decided that the inventory should be reduced by the total cost 
of this line of clothing. After a brief discussion with the client in which the client stated, "Yes, 1 understand your point, and in this case 
well do whatever you think is right and adjust the inventory balance," the CPA made the inventory reduction and prepared the financial 
statements. 

Impaired Not Impaired 

14. The nature of the client's business requires that he travel much of the time and initiate business transactions in a variety of geographical 
locations. Because of the client's often long absences from his office, he has engaged a CPA firm to provide regular bookkeeping services, 
including preparing the journals and ledgers and filing monthly and quarterly tax information to the state and IRS. In addition the client 
has found it necessary to make certain someone close to his bank has access to his safety-deposit box in case of a business emergency, 
and the CPA firm has agreed to have one of its employees accompany the client's employee so designated for this task to the bank in the 
event of such an emergency. 

Impaired Not Impaired 
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INSTRUCTIONS 

Please indicate if the CPA firm depicted in each of the following 26 
cases has or has not impaired their independence in accordance with the 
guidelines presented in Interpretation 101-3 of the AICPA Code of Pro-
fessional Ethics. Assume that the CPA firm is to additionally perform 
a compilation, review, or audit at a later date. 

In order to reduce confusion, the facts related to each case are inten-
tionally brief. The cases are short and are intended to relate to only 
one segment of Interpretation 101-3. 

Only two cases are presented on each page. With the exception of cases 
13 and 14 presented on the last page, the two cases on each page are 
quite similiar. It is our intention that one of the cases indicates 
impairment of independence, while the other case does not indicate im-
pairment. If the facts related to any of these pairs are not adequate-
ly discriminated so as to provide the effect of impairment in one case 
and non-impairment in the other, we would appreciate any comments which 
may help us reconstruct the facts for possible future use. 

The cases presented for your evaluation have been divided between two 
survey instruments for our research. We consider this approach neces-
sary since consistency of interpretation of the guidelines is related 
to both situations impairing independence and situations not impairing 
independence. 

Any contents you believe will enhance this study will be appreciated. 



154 

Sufficient Knowledge to Accept Responsibility 

IA. While discussing the financial statements with the client, the 
following comments were made: 

"Wait a minute," says the client. "I am not responsible 
for the fair presentation in the financial statements of 
financial position, results of operations and changes in 
financial position in conformity with generally accepted 
accounting principles. You are. You prepare my financial 
statements. You decide what accounting principles to use—I 
don't. I don't know what generally accepted accounting 
principles are, let alone whether my statements are prepared 
in conformity with them." 
In reply the CPA says, "You're right. I have prepared the 

financial statements, but they are yours. They are your 
representations prepared from your books amd records which 
summarize transactions you initiated or participated in." 

Without further discussions the client says that he trust the 
CPA's judgement and accepts responsibility for the financial 
statements as his own. 

X Impaired Not Impaired 

IB. While discussing the financial statements with the client, the 
following comments were made: 

"Wait a minute," says the client.. "I am not responsible 
for the fair presentation in the financial statements of 
financial position, results of operations and changes in 
financial position in conformity with generally accepted 
accounting principles. You are. You prepare my financial 
statements. You decide what accounting principles to use—I 
don't. I don't know what generally accepted accounting 
principles are, let alone whether my statements are prepared 
in conformity with them." 
In reply the CPA says, "You're right. I have prepared the 

financial statements, but they are yours. They are your 
representations prepared frcm your books and records which 
summarize transactions you initiated or participated in." 
The client replies, "From a practical standpoint they are 

my financial statements, but I still don't know anything 
about generally accepted accounting principles." 

In subsequent meetings with the client, the CPA makes a point to 
discuss relevant generally accepted accounting principles, and the 
client agrees to accept responsibility for the financial 
statements as his own. 

X Iirpaired Not Impaired 
Comments: 

DISCUSSION DOES NOT IMPLY UNDERSTANDING. THEREFORE, THE CPA 
SHOULD GO TO GREATER LENGTHS TO ASCERTAIN THE LEVEL OF THE CLIENT'S 
UNDERSTANDING OF GENERALLY ACCEPTED ACCOUNTING PRINCIPLES AND THE 
APPROPRIATENESS OF THEIR APPLICATION. 
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Consummate Transactions 

2A. The client engaged the CPA firm to prepare the journals and 
ledgers. During discussions with the client concerning 
supplemental information related to existing notes payable, the 
CPA agreed to help the client finalize negotations with the 
client's bank for a new loan which would consolidate all of the 
existing notes. The client established with the loan officer the 
amount of the loan and the resulting payment schedule, and the CPA 
negotiated other provisions, including various covenants of the 
note such as working capital requirements, based on the bank's 
loan requirements and the client's financial position. 

X Impaired Not Impaired 

2B. The client engaged the CPA firm to prepare the journals and 
ledgers. During discussions with the client concerning 
supplemental information related to existing notes payable, the 
CPA agreed to help the client finalize negotations with the 
client's bank for a new loan which would consolidate all of the 
existing notes. After establishing the major requirements of the 
loan, the client authorized the CPA firm to work with the bank's 
loan officer providing whatever documentary support was necessary 
to finalize the loan agreement. 

Impaired X Not Impaired 

Comments: 
TO CONSUMMATE TRANSACTIONS CAN BE DEFINED IN A GERERAL SENSE AS 

BEING THE EXERCISE OF AUTHORITY ON BEHALF OF THE CLIENT. A FINE LINE 
BETWEEN THE TWO ACTIVITIES CANNOT BE DRAWN IN THESE TWO CASES, AND THE 
CASE TYPE SHOULD CHANGED TO THAT OF EXERCISE OF AUTHORITY. 
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Consummate Transactions 

3A. Tim Jackson hired his son, Kenneth Jackson, as office manager of 
his drilling company. Since Tim had been very successful and had 
achieved personal financial security, he planned to turn the 
cqnpany over to Kenneth as soon as Kenneth demonstrated he could 
run the business and make the necessary daily decisions. After 
about a year, Tim decided to take a 6 month trip and see if his 
son could run the daily operations without his help. However, in 
order to maintain seme kind of control, Tim arranged with his 
banker that his CPA, a long and trusted friend who prepared the 
journals and ledgers for Mr. Jackson's company, was to be 
consulted before any business loan of $10,000 or more was to be 
earnestly considered by the bank. Based on his knowledge of Tim's 
past decisions, the CPA was to give his approval before the bank 
granted the loan. It was agreed by Mr. Jackson, the banker, and 
the CPA that Kenneth was not to know of this arrangement so that 
he would assume he was in total control of the business. 

X Impaired Not Impaired 

3B. Tim Jackson hired his son, Kenneth Jackson, as office manager of 
his drilling company. Since Tim had been very successful and had 
achieved personal financial security, he planned to turn the 
company over to Kenneth as soon as Kenneth demonstrated he could 
run the business and make the necessary daily decisions. After 
about a year, Tim decided to take a 6 month trip and see if his 
son could run the daily operations without his help. However, in 
order to maintain seme kind of control, Tim arranged with his 
banker that his CPA, a long and trusted friend who prepared the 
journals and ledgers for Mr. Jackson's company, was to be 
consulted before any business loan of $10,000 or more was to be 
earnestly considered by the bank. The CPA agreed to inform Tim of 
these loan requests by telephone, to inform the banker in turn of 
Tim's desires in relation to each loan, and to provide the banker 
with all necessary information for support of any loan. It was 
agreed by Mr. Jackson, the banker, and the CPA that Kenneth was 
not to know of this arrangement so that he would assume he was in 
total control of the business. 

Impaired X Not Impaired 

Comments: 
CHANGE CASE TYPE TO EXERCISE OF AUTHORITY FOR THE SAME REASONS AS 

IN CASES 2A AND 2B. 
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Control of Source Documents 

4A. The client has one of his two secretaries collect all invoices for 
payment and submit these invoices at the end of each month to the 
CPA firm. The CPA firm determines account codes related to each 
invoice and makes necessary recordings in the journals and 
ledgers. Upon making the necessary recordings the CPA firm 
returns the invoices to the client. 

X _ Impaired Not Impaired 

4B. The client has one of his two secretaries collect and provide 
account codes for all invoices for payment "at the end of each 
month and submit these coded invoices to the CPA firm. The CPA 
firm prepares the journals and ledgers. Upon making the necessary 
recordings the CPA firm returns the invoices to the client. 

X Impaired Not Impaired 

Comments: 
IF CONTROL OF THE SOURCE DOCUMENTS IS TEE ISSUES, BOTH CASES 

INDICATE IMPAIRMENT OF INDEPENDENCE. TO IMPROVE ON CASE 4B SO THAT IT 
WILL INDICATE NON-IMPAIRMENT, A STATEMENT SHOULD BE ADDED TO INDICATE 
THAT THE SECRETARIES COMPILED AND MAINTAINED CONTROL TOTALS ON ALL 
INVOICES SUBMITTED TO THE CPA FIRM. CODING OF THE INVOICES IS NOT A 
SIGNIFICANT DIFFERENCE IN THE TWO CASES. 
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Exercise of Authority 

5A. The client has a head bookkeeper and four clerks who keep the 
books and records. The client depends on the CPA firm to review 
their work, correct their errors, and tell them how to record 
transactions of a non-routine nature. The head bookkeeper and 
four clerks have been informed by the client that they sure to ask 
the CPA firm any questions they may have concerning the recording 
of transactions and follow all of their instructions. 

Impaired X Not Impaired. 

5A. The client has a head bookkeeper and four clerks who keep the 
books and records. The client depends on the CPA firm to review 
their work, correct their errors, and tell them how to record 
transactions of a non-routine nature. The head bookkeeper and 
four clerks have been informed that they may consult with the CPA 
firm concerning amy of their questions and, if the employees are 
not satisfied with the CPA firm's suggestions, they are to ask the 
owner for a solution. 

Impaired X Not Impaired 

Comments: 
THE TRANSACTIONS INVOLVED IN THESE CASES ARE OF A ROUTINE NATURE 

CONCERNING ACCOUNTING EXPERTISE, NOT THE PROVIDING OF ACCOUNTING 
SERVICES. AS SUCH, THESE CASES DO NOT CLEARLY RELATE TO INTERPRETATION 
101-3, AND IT MAY BE APPROPRIATE TO DROP THEM FROM THE STUDY. 



159 

Exercise of Authority 

6A. The client engaged the CPA firm to help in the establishment of a 
set of procedures to be used in the taking of the annual 
inventory. The CPA firm agreed to provide the following 
assistance: 

1) Prepare written instructions in advance; 
2) Give verbal instructions to the employees; 
3) Supervise the taking of the count; 
4) Make sufficient test counts; and 
5) Collect the count sheets for processing by an independent 

computer service bureau. 

X Impaired Not Impaired 

6B. The client engaged the CPA firm to help in the establishment of a 
set of procedures to be used in the taking of the annual 
inventory. The CPA firm agreed to provide the following 
assistance: 

1) Prepare written instructions in advance to be reviewed by 
the client; 

2) Review the instructions verbally with the employees prior 
to the beginning of the count; 

3) Make sufficient test counts; and 
4) Accompany the client in the collection and delivery of 

the count sheets to an independent computer service 
bureau for processing. 

Impaired X Not Impaired 

Comments: 
NO COMMENTS. 
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Exercise of Authority 

7A. The client has been in business for the past 25 years and has just 
recently decided to provide a pension plan for its employees. 
After discussions with the CPA who has prepared! the journals and 
ledgers for the client since the beginning of operations, the 
client has a decided preference for a non-contributory pension 
plan administered by an outside insurance company. At the 
client's request, the CPA has agreed to solicit bids from at least 
5 large insurance companies, to review the bids, and to select the 
insurance company with the best proposal. 

X Impaired Not Impaired 

7B. The client has been in business for the past 25 years and has just 
recently decided to provide a pension plan for its employees. 
After discussions with the CPA who has prepared the journals and 
ledgers for the client since the beginning of operations, the 
client has a decided preference for a non-contributory pension 
plan administered by an outside insurance company. At the 
client's request, the CPA has agreed to review the bids from the 
insurance companies and to assist the client in making comparisons 
between the bids. 

Impaired X Not Impaired 

Comments: 
NO COMMENTS. 
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Custody of Assets 

8A. The nature of the client's business requires that he travel much 
of the tine and initiate business transactions in a variety of 
geographical locations. Because of the client's often long 
absences frcnv his office, he has engaged a CPA firm to provide 
regular bookkeeping services, including preparing the journals and 
ledgers and filing monthly and quarterly tax information to the 
state and IRS. In addition the client has found it necessary to 
make certain someone close to his bank has access to his 
safety-deposit box in case of a business emergency, and the CPA 
firm has agreed to assume this responsibility purely as an 
accomodation to the client in the event of such an emergency. 

X Impaired Not Unpaired 

8B. The nature of the client's business requires that he travel much 
of the time and initiate business transactions in a variety of 
geographical locations. Because of the client's often long 
absences from his office, he has engaged a CPA firm to provide 
regular bookkeeping services, including preparing the journals and 
ledgers and filing monthly and quarterly tax information to the 
state and IRS. In addition the client has found it necessary to 
make certain someone close to his bank has access to his 
safety-deposit box in case of a business emergency, and the CPA 
firm has agreed to have one of its employees accompany the 
client's employee so designated for this task to the bank in the 
event of such an emergency. 

Impaired X Not Impaired 

Caiments: 
NO COMMENTS. 
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Custody of Assets 

9A. As an accommodation to clients for whom they regularly provide 
bookkeeping services, the CPA firm provides a portion of its large 
vault in which they may store valuables such as insurance 
policies, contracts, notes receivables and payables, certificates 
of title, Certificates of Deposit, securities, etc. Even though 
the CPA firm's vault facilities are quite large, the CPA firm has 
requested that clients store only items which could not be 
adequately protected on their own business premises. 

X Impaired Not Impaired 

9B. As an accommodation to clients for whom they regularly provide 
bookkeeping services, the CPA firm provides a portion of its large 
vault in which they may store non-negotiable legal documents and 
business papers. The CPA firm's vault facilities are quite large 
and are equipped with individual lockboxes. 

Impaired X Not Impaired 

Comments: 
NO COMMENTS. 
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Control of Source Documents 

10A. In addition to preparing the journals and ledgers, the client has 
engaged the CPA firm to provide complete payroll services. 
Because of employee improprieties the client has asked the CPA 
firm to help implement a new time card system. Each employee is 
provided with a time card resembling a credit card which is 
inserted in the time clock upon entering and leaving the plant. 
The time clock is linked directly to the CPA firm's computer which 
instantaneously records time in and out. Weekly the CPA firm 
processes the time card data and prepares payroll checks, a 
payroll register, and necessary payroll reports. Along with the 
payroll register, the payroll checks are sent to the client for 
signature and distribution. 

X Impaired Not Impaired 

10B. In addition to preparing the journals and ledgers, the client has 
engaged the CPA firm to provide complete payroll services. 
Because of employee improprieties the client lias asked the CPA 
firm to help implement a new time card system,, Each employee is 
provided with a time card resembling a credit card which is 
inserted in the tine clock upon entering and leaving the plant. 
The tine clock is linked directly to the CPA firm's computer which 
instantaneously records time in and out, as well as providing a 
recording on a separate terminal computer in the client's office. 
Weekly the client processes the time card data and sends a copy to 
the CPA firm for comparison against the records processed through 
their office. Upon comparison and reconciliation of any 
differences with the client, the CPA firm prepares the payroll 
checks, a payroll register, and necessary payroll reports. Along 
with the payroll register, the payroll checks are sent to the 
client for signature and distribution. 

Impaired X Not Impaired 

Contents: 
THESE CASES WERE ORIGINALLY PRESENTED UNDER THE TITLE OF 

PREPARATION OF SOURCE DOCUMENTS. THE TITLE WAS CHANGED TO CONTROL OF 
SOURCE DOCUMENTS FOR CONSISTENCY WITH CASES 4A AND 4B. 
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Control of Source Documents 

lla. The client's bookkeeper prepares and/or collects all source 
documents, provides account codes for each source document, and 
submits the source documents to the CPA firm ait the end of each 
month. Using its in-house computer, the CPA firm records the data 
from the source documents in the journal and ledgers and prepares 
interim financial statements. The financial statements are 
forwarded to the client. For control purposes the CPA firm 
maintains backup files and provides a secure place to store the 
source documents for the statutory period required by the IRS. 

X Impaired Not Impaired 

11B. The client's bookkeeper prepares and/or collects all source 
documents, provides account codes for each source document, and 
submits the source documents to the CPA firm at the end of each 
month. Using its in-house computer, the CPA firm records the data 
from the source documents in the journal and ledgers and prepares 
interim financial statements. All accounting records and source 
documents are forwarded to the client. For control purposes the 
CPA firm maintains backup files. The client is requested to store 
the source documents for the statutory period required by the IRS. 

X Impaired Not Impaired 

Garments: 
THE LACK OF ANY INDICATION OF THE CLIENT MAINTAINING CONTROL 

TOTALS RESULTS IN BOTH CASES IMPAIRING INDEPENDENCE,. IF THE STORAGE OF 
SOURCE DOCUMENTS IS TO BE AN ISSUE, A STATEMENT CONCERNING ACCESS SHOULD 
BE INCLUDED. 
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Sufficient Knowledge to Accept Responsibility 

12A. In completing write-up work at the end of the accounting period, 
the CPA discovered that an employee in the Ready-to-Wear 
Department had included a line of clothing in the ending inventory 
that was out-of-style and had not sold in the store's sidewalk 
sale when offered at a price reduced below its actual cost to the 
store. The CPA decided that the inventory should be reduced by 
the total cost of this line of clothing and accordingly made such 
reduction before preparing the financial statements. The CPA did 
not discuss the issue with the client because the client had told 
him on previous occassions, "Do whatever you think is right, 
that's what I pay you for." 

X Impaired Not Impaired 

12B. In completing write-up work at the end of the accounting period, 
the CPA discovered that an employee in the Ready-to-Wear 
Department had included a line of clothing in the ending inventory 
that was out-of-style and had not sold in the store's sidewalk 
sale when offered at a price reduced below its actual cost to the 
store. The CPA decided that the inventory should be reduced by 
the total cost of this line of clothing. After a brief discussion 
with the client in which the client stated, "Yes, I understand 
your point, and in this case we'll do whatever you think is right 
and adjust the inventory balance," the CPA made the inventory 
reduction and prepared the financial statements. 

X Impaired Not Impaired 

Conmentsz 
WHEN THE FOCUS IS ON THE SUFFICIENCY OF THE CLIENT'S KNOWLEDGE, 

BOTH CASES INDICATE IMPAIRMENT. IF FUTURE EMPHASIS IS TO BE GIVEN TO 
ADJUSTING DATA, THE PANEL VIEWS THE MAKING OF AN ADJUSTING ENTRY AS 
"INTERPRETING DATA" RATHER THAN CHANGING IT. 
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General Cases 

13. A CPA firm provided services for the client which included 
preparing the journals and ledgers, preparing adjusting entries, 
and preparing financial statements. 

Impaired X Not Impaired 

14. In order to keep certain information confidential, the client had 
the CPA firm perform the following services: 

a) prepare the executive payroll and 
b) maintain selected general ledger accounts in a private 

ledger. 

Impaired X Not Impaired 

Comments: 
NO COMMENTS. 
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