
2H9 
Ai 8 f<i 

/f~> 1 1 I 

A STUDY OF THE EFFECTS OF CONSERVATISM ON THE EVIDENTIAL 

SAMPLE-SIZE DECISIONS MADE BY AUDITORS 

DISSERTATION 

Presented to the Graduate Council of the 

North Texas State University in Partial 

Fulfillment of the Requirements 

For the Degree of 

DOCTOR OF PHILOSOPHY 

By 

Florence R. Sneed, B.B.A., M.P.A, 

Denton, Texas 

August, 1979 



@ 1979 

FLORENCE RICHWOOD SNEED 

ALL RIGHTS RESERVED 



Sneed, Florence R., A Study of the Effects of Conserva-

tism on the Evidential Sample-Size Decisions Made by Auditors. 

Doctor of Philosophy (Accounting), August, 1979, 123 pp., 

9 tables, bibliography, 66 titles. 

This research was undertaken to test the effects of 

conservatism on the decisions made by auditors. Two of the 

instruments chosen for this task were psychological tests, 

the Wilson and Patterson Conservatism Scale and Kogan and 

Wallach's Choice Dilemmas Procedure. The psychological tests 

were used to measure conservatism on two bases: resistance 

to change and aversion to risk. The other instrument, an 

audit judgment case, was the source of the evidential sample-

size decisions. An effort was made to design a case that 

would have as much external validity as possible and still 

be capable of overriding firm effects in decision-making. 

These research tools were administered to 116 practicing 

auditors employed by nine large public accounting firms in 

Dallas. The subjects were selected on an essentially random 

basis, although the public accounting firms chose the date 

and time for administration of the research instruments. In 

each firm the investigator met with the subjects, provided 

instructions and monitored completion of the instruments. 

When the data were collected and statistical analysis 

begun, the investigator discovered that the statistical 



method planned for analyzing the data—multiple correlation 

and regression—could not be used due to the distribution 

of the dependent variable. A reasonably normal distribution 

is an essential requirement for multiple correlation and 

distribution, and the dependent variable could not meet this 

requirement. Instead, a non-parametric technique using 

statistics based on rank, Spearman's rho and Kendall's tau, 

was substituted. 

The evaluation of the research results provided by the 

two psychological tests indicated that, when measured on 

the construct of resistance to change, auditors as a group 

are essentially heterogeneous and slightly conservative. 

However, the auditors' test scores on the construct of aver-

sion to risk reflected a homogeneous group who were distinctly 

conservative. 

The audit judgment case provided evidential decisions 

regarding sample-sizes made for three assumed clients whose 

internal control systems were described in the case as 

strong, fair, or weak. An analysis of the decisions made 

under these conditions using rank order correlation indicated 

a stronger relationship existed between sample sizes and both 

measures of conservatism for compliance testing than for any 

other sample-size decisions. This relationship was a recog-

nized possibility by the investigator in that firm effects 

could suppress the personal judgment of auditors although 

the judgment case was carefully designed to avoid it. 



Because firm policy in compliance samples could be considered 

weak due to their rather indirect influence on dollar error, 

it was not surprising that correlations for compliance 

samples would be larger. This weak firm policy could explain 

the results of the analysis as related to this specific 

sample of auditors. However, these correlations were not 

significant at the p<0.05 level. Therefore, the null hypo-

thesis could not statistically be rejected. Due to the low 

significance level, the results of this research cannot be 

validly applied to auditors as a whole. 

Firm effects were evaluated to discover if there was 

any significant difference between auditors on a firm basis 

using Kruskal-Wallis one-way analysis of variance. Eleven 

out of twelve dependent variables had Chi-square values that 

were significant at levels from p<0.000 to p<0.005. 

Based on these results, this research seems to indicate 

that the firm effect is more important in auditors' decision-

making than personal characteristics except, perhaps, in the 

area of compliance testing decisions. If this is indeed the 

case, it could be said that the different audit philosophies 

held by the public accounting firms and instilled in their 

auditors may be the prime cause of the substantial differ-

ences that have been continuously found in auditor judgments. 
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CHAPTER I 

INTRODUCTION 

"Accountants are specialized historians..." (10, p. 268) 

and the similarities that exist between the disciplines of 

auditing and history have been the subject of inference in 

Mautz and Sharaf's study (14) and of investigation in this 

researcher's earlier work (20). The preoccupation of both 

disciplines with evidence is perceived by Mautz and Sharaf 

to be their interrelated area of interest (14, p. 73). This 

same area of interest provided the basis for the investiga-

tion cited above, which was concerned with a comparison of 

the concepts and procedures of auditing and history as they 

pertain to the collection, verification and analysis of 

evidence. 

Origin of the Study 

Both auditing and history use evidence based upon the 

testimony of people, documents, and material objects and 

both have methods to verify the authenticity and credibility 

of such evidence. In the process of researching these 

methods in both disciplines (20), the author noted that an 

area of concern which receives great emphasis in history as 

affecting all levels of historical production seems to 

receive little overt recognition in auditing. This area of 
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concern pertains to the influence of the personal attitudes 

of both witnesses and the investigator upon all phases of 

collecting, verifying, and analyzing evidence. 

Historians, among others, are aware that their personal 

interests and attitudes may have an important impact upon 

their work. This influence of personal qualities is often 

called bias. 

Bias is defined simply as a "mental leaning, inclina-

tion or partiality" (21, p. 143). But carried to extremes 

it may mean "a commitment to a particular belief, position, 

or cause held so strongly that it precludes consideration 

or even awareness of contrary evidence and opposing views" 

(19, p. 149) or "a judgment reached without examination or 

consideration of the evidence in full" (19, p. 149) in which 

case it may be more properly called prejudice (20, p. 36). 

Despite the broad difference in meaning between these 

two definitions, bias is usually thought of as synonymous 

with prejudice and both are given an undesirable connotation 

in common usage. For the purpose of this study, however, 

bias is defined and understood to be any pressure exerted 

upon decisions or actions that may result from the inter-

vention of personal attitudes or interests. No consideration 

is given as to whether this pressure is good or bad. 

Because historians have long recognized the influence 

of bias on all phases of their production, they have been 



impelled to evolve a method (internal criticism) of critiz-

ing evidence for bias and a tradition for mitigating the 

influence of their own bias (20, pp. 35-36). 

In the auditing method of evaluating evidence, however, 

there seems to be little awareness of the effects of bias, 

either upon the evidence provided by witnesses and documents 

or upon the auditor's own judgment. Considering that other 

disciplines have long been aware of the influence of bias 

in their productive output, it is surprising to find no 

overt recognition in accounting literature of the role 

played by bias and prejudice. However, this void in 

accounting can be explained (20, p. 73). 

In the beginning, auditing was concerned solely with 

the verification of facts. Since those facts were quanti-

tative and completely objective, the personal leaning of 

the accountant was not important (20, p. 73). 

As auditing evolved over the years, its emphasis 

gradually changed from exclusive concern with quantitative 

facts to a preponderant involvement with judgment and inter-

pretation. Along with this change, the influence of personal 

attitudes and interests of the accountant has undoubtedly 

been existent since bias "is unavoidable in all products of 

the mind" (6, p. 180). Despite this constantly expanding 

emphasis on the judgment and intuition of the auditor, the 

focus of the accountant's attention has remained riveted on 

the factual, technical aspect of his work (18, p. 12). 



Therefore, it is not surprising that the effects of bias 

and prejudice have found little expression in accounting 

thought (20, p. 73). 

Auditing's apparent lack of concern about the role of 

bias in decision-making and judgment formation would seem 

to be a serious matter when one considers that the judgment 

of the auditor permeates his entire production from the 

designing of the audit program, a detailed outline of the 

audit work to be performed, down to and including his 

opinion formed by the audit process (20, p. 73). 

A careful examination of generally accepted auditing 

standards substantiates this prevalence of auditor judgment. 

The ten standards as approved by the American Institute 

of Public Accountants are as follows : 

General Standards: 

1. The examination is to be performed by a 
person or persons having adequate technical 
training and proficiency as an auditor. 

2. In all matters relating to the assignment, 
an independence in mental attitude is to 
be maintained by the auditor or auditors. 

3. Due professional care is to be exercised 
in the performance of the examination and 
the preparation of the report. 

Standards of Field Work: 

1. The work is to be adequately planned and 
assistants, if any, are to be properly 
supervised. 

2. There is to be proper study and evaluation 
of the existing internal control as a basis 
for reliance thereon and for the determina-
tion of the resultant extent of the tests 
to which auditing procedures are to be 
restricted. 



3. Sufficient competent evidential matter 
is to be obtained through inspection, 
observation, inquiries, and confirma-
tions to afford a reasonable basis for 
an opinion regarding the financial state-
ments under examination. 

Standards of Reporting: 

1. The report shall state whether the financial 
statements are presented in accordance with 
generally accepted accounting principles. 

2. The report shall state whether such princi-
ples have been consistently observed in 
the current period in relation to the pre-
ceding period. 

3. Informative disclosures in the financial 
statements are to be regarded as reasonably 
adequate unless otherwise stated in the 
report. 

4. The report shall either contain an expres-
sion of opinion regarding the financial 
statements taken as a whole, or an asser-
tion to the effect that an opinion cannot 
be expressed. When an overall opinion 
cannot be expressed, the reasons therefore 
should be stated. In all cases where an 
auditor's name is associated with financial 
statements, the report should contain a 
clear-cut indication of the character of 
the auditor's examination, if any, and the 
degree of responsibility to be taken (2, 
pp. 81-82). 

Adequacy of technical training, independence, due 

professional care, adequately planned work, proper study 

and evaluation of internal control, sufficient competent 

evidential matter and the entire process of reaching an 

opinion have little definitive bases and all are, in the 

final analysis, matters of judgment. What one auditor may 

consider proper or sufficient may not appear so to another, 

These differences in judgment are the result of personal 



attitudes toward certain characteristics, traits, ideas, 

procedures, concepts, and practices of auditors and audit-

ing (20, p. 74). 

Although these auditing standards are basically 

concerned with the judgment exercised by auditors in their 

audit examination and report, the influence of personal 

qualities is considered in only one. The second auditing 

standard states: 

In all matters relating to the assignment, 
an independence in mental attitude is to be 
maintained by the auditor or auditors (2, p. 81). 

This standard not only requires that the auditor "must be 

without bias with respect to the client under audit since 

otherwise he would lack the impartiality necessary for the 

dependability of his findings" (2, p. 161), but also that 

he must maintain public confidence which might be impaired 

"by evidence that independence was actually lacking...[or] 

by the existence of circumstance which reasonable people 

might believe likely to influence independence" (2, p. 161). 

Thus, in this one instance, the personal attitudes of the 

public as well as of the auditor are taken into account. 

The difficult of ascertaining true independence is also 

stressed because "the possession of intrinsic independence 

is a matter of personal quality rather than of rules that 

formulate certain objective tests" (2, p. 162). Personal 

quality is simply the sum total of an individual's personal 

attitudes and interests. 



One of the personal attitudes of an auditor that would 

logically seem to have a significant effect upon his judgment 

is conservatism. This assumption is made because of the 

specific influence that conservatism is deemed to exert upon 

decision-making as the following discussion emphasizes. 

The underlying factors which appear to characterize 

conservatism have been documented in various psychological 

studies—the most important of which have been collected in 

a book that has become the definitive work in this field (1). 

These factors are largely interrelated and are considered 

separable only for the purpose of research and analysis. 

Perhaps the most definitive of these interrelated 

factors is an attachment to the status quo. This attachment 

to "keeping things as they are" tends to cause opposition to 

new alternatives and innovations. Thus, "underlying resis-

tance to change is sometimes expressed in the form of an 

emphasis on caution..." (1, p. 154). Such caution could be 

mainfested as an aversion to risk which is the inference in 

the research of Kogan and Wallach (13). 

In addition, the factors of conservatism play an impor-

tant role in decision-making 

because of the obvious fact that many of the forms 
of psychological activity that we customarily call 
"thinking" eventuate in some kind of decision-
making. Decision-making in turn involves the 
weighing of alternatives in terms of desirabilities 
and likelihoods. Issues concerning the avoidance 
or acceptance of risks in arriving at decisions 
hence are likely to be important ingredients in 
thinking processes (18, p. 1). 
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This brief discussion emphasizes the basic character-

istics of conservatism as being resistance to change and 

aversion to risk and substantiates the influence of avoidance 

or acceptance of risk on decision-making. Because risk is 

an integral part of the auditor's function, it is logical 

to assume that his personal attitude with regard to risk, 

i.e., his degree of conservatism, would have a significant 

effect upon his judgment. Especially in view of the obser-

vation that the quality of conservatism in auditors 

springs naturally from the heavy responsibilities 
that anyone assumes who has to issue the financial 
statements of a large public firm (18, p. 84). 

The degree to which this basic attitude is present in 

each auditor could vary greatly and, consequently, so could 

its effect upon the auditor's judgment. For example, the 

more conservative auditor might be inclined to take signif-

icantly more time on both compliance and/or substantive 

testing because he would require more evidence and investi-

gation in order to feel reasonably secure that the financial 

statements were presented fairly. On the other hand, a less 

conservative auditor might be more inclined to accept manage-

ment's assessments of conditions in the firm and, therefore, 

only require a minimum of testing and other audit investi-

gation to gain reasonable assurances that the financial 

statements were fairly presented. Both of these situations 

are undesirable and, if the above assumptions concerning 



the influence of conservatism are true, could lead to 

serious consequences. 

The overly conservative auditor might spend too much 

time on his audits, resulting in inefficient audits and, 

thus, excessive costs for both the client and his firm. He 

may be in conflict with the client in his efforts to influ-

ence overly conservative financial statements, which, if he 

were successful, would be misleading to the users. By 

contrast, the much less conservative auditor would be prone 

to cut the time and, therefore, the cost of his audits but 

could run the risk of overlooking serious errors in the 

financial reporting of the client. This situation could 

also produce misleading statements for users and even lead 

to legal actions against the auditor and his firm. 

This example of conservatism as a personal attitude 

that may affect the auditor's work is just one of many 

biases that may be applicable. It has been chosen because 

it is deemed to be particularly influential on the types of 

decisions that auditors have to make and, thus, on the total 

performance of his responsibilities. 

Scientists have also recognized the problem of personal 

attitudes and their possible effects, and Brown and Ghiselli 

suggest these simple steps to reduce bias: 

(1) Thoroughly acquaint yourself with all points 
of view concerning a proposition and particu-
larly those in opposition to your own. 
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(2) Purposely examine your own thinking for bias 
and encourage colleagues to be free with 
criticism. 

(3) Refrain from "overworking" the theory that 
is being championed and refrain from over-
generalization even when heavily supported 
by empirical findings (7, p. 26). 

The best defense against the influence of bias, then, is 

knowledge of personal biases, self examination and self-

control . 

In summary, since bias is universal and "unavoidable 

in all products of the mind" (6, p. 180), the auditor should 

accept the fact that he has biases—but how do they affect 

his work? In the foregoing discussion the effects of one 

bias—conservatism—have been logically surmised, but have 

they be surmised correctly? Considering all the possible 

ways in which bias might affect the auditor's judgment and 

the evidence, cited herein, that the auditor's judgment 

permeates his entire production, it is deemed advisable that 

empirical research be undertaken to define and measure the 

effects of bias on the judgment of auditors. 

Purpose and Scope of the Investigation 

Purpose 

The purpose of this study is to investigate and docu-

ment the possible effects of bias on the decision—making 

of auditors. 
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Conservatism was chosen as the biasing factor, not 

only because, as previously stated, it would seem to be 

expecially influential on decision-making, but also because 

it has been the subject of much research in psychology. 

There are a number of validated psychological tests (9, 

p. 26) that measure conservatism on various bases. 

In psychological research, in order to measure per-

sonality traits or personal attitudes, it is necessary to 

carefully define the characteristic of the trait or attitude 

to be tested and then find or generate an instrument that 

will test precisely the characteristic that has been 

defined (17, pp. 85-87). 

For the purpose of this study, conservatism is defined 

as "resistance to change" and "aversion to risk," and two 

of the instruments that have been chosen for data collection 

specifically measure these two characteristics. 

Evidential sample size was chosen because it is a 

representative decision that auditors, from seniors to 

managers, make on every audit. It is a basic, but important, 

decision which can have an effect upon the outcome of 

the audit, and therefore, upon the auditor's opinion as 

illustrated in the following discussion. 

The overall objective of auditing financial statements 

is to determine whether the statements are presented fairly 
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in accordance with generally accepted accounting principles 

applied on a consistent basis from year to year. The 

auditor forms an opinion about the statements by accumula-

ting audit evidence as prescribed in the standards of field 

work. If on the basis of adequate evidence, he reaches a 

conclusion that the financial statements fairly present the 

financial position of the firm, he gives an audit opinion 

to that effect. This audit opinion is part of the 

auditor's report which accompanies the financial statements. 

If, however, he believes that the statements are not fairly 

presented, or he is unable to reach a conclusion on the 

basis of the audit evidence, he has the responsibility to 

notify the users in his audit report (4, pp. 18-19). 

The client's system of internal control has an impor-

tant bearing upon the reliability of financial information. 

The auditor is justified, as indicated in the second field 

work standard, in using an evaluation of internal controls 

as a basis for limiting further evidence gathering relating 

to account balances. 

In order to evaluate a system of internal controls, 

the auditor must determine how the system operates, make 

a preliminary evaluation as to whether it was designed to 

accomplish the control objectives and to identify the 

strengths and weaknesses of the system (4, pp. 20-21). 
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If, in this evaluation process, 

the auditor has identified an effective control, 
or strength, in the system, he is entitled to 
rely on this control to enhance the reliability 
of financial information. Hence, he can reduce 
the extent to which the accuracy of that infor-
mation must be validated through the accumula-
tion of evidence related directly to it 
(4, pp. 20-21). 

In order to justify this reliance, the auditor must 

test the validity of his evaluation of internal controls. 

These tests are commonly referred to as compliance tests. 

Compliance tests 

are audit procedures designed to verify whether 
the client's controls are being applied in the 
manner described in the flowchart and internal 
control questionnaire. If after the tests, the 
auditor believes the client's controls are 
operating effectively, he is justified in 
placing reliance upon the system and thereby 
reducing the substantive tests (4, p. 192). 

Substantive tests "are procedures designed to test for 

dollar errors directly affecting the fair presentation of 

financial statement balances" (4, p. 193). 

Compliance errors are only indications that dollar 

errors may have occurred in the financial statements and 

are material only if they occur often enough to make 

the auditor believe that dollar errors on the statement 

may be material. Substantive tests should then be made 

to determine the extent of dollar errors that have actually 

occurred. 
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If the internal control system is not considered 

effective, no compliance tests may be made. Not testing 

can be justified because there is no reason to test a 

system that the auditor considers too inefficient to rely 

upon. 

Even though the auditor's compliance tests substantiate 

an adequate system of controls, some substantive tests are 

always necessary because errors are still possible. Thus, 

substantive sample sizes can be reduced if internal control 

is evaluated as excellent, but they cannot be eliminated. 

Compliance and substantive sample sizes are an im-

portant input into the auditing process and are decisions 

with which all auditors in decision-making positions are 

familiar. For these reasons, and because they are subject 

to measurement in a research setting, evidential sample sizes 

were chosen as the vehicle for decision-making in this 

experiment. 

The null hypothesis to be tested is stated as follows: 

H : There is no significant relationship between 
° evidential sample-size decisions made by 

auditors and the degree to which they are 
conservative or not conservative. 

The personality trait of conservatism is different from 

the accounting concept of conservatism, which holds that 

where more than one accounting or measurement 
alternative is permissable for a transaction, 
the one having the least favorable immediate 
effect on net income or owner's equity usually 
should be selected (22, p. 323). 
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Accountants are taught and trained to employ this 

concept of conservatism in their practice of accounting; 

therefore, both conservative and non-conservative accountants 

would use it. The difference would be in degree. The more 

conservative accountant would be prone to use the concept 

more often and understate financial statements to a greater 

degree than the not-so-conservative accountant because he 

would be more inclined to accept uncritically traditional 

practices and would also be more averse to taking the risk 

that a less conservative approach might entail. This 

statement can be logically made and supported because 

...bias acts as a selective agent in perception. 
Consequently, a person will be inclined to de-
develop and retain those [concepts] that agree 
with his bias and ignore [concepts] in disagree-
ment with the bias despite any truth that they 
may contain (7, pp. 25-26). 

Scope 

The results of testing the null hypothesis will affect 

additional tests that can be made to provide more knowledge 

and understanding of the effects of conservatism. For 

instance, the audit judgment case, which the subjects will 

use in this study to make sample-size decisions, is concerned 

with decision-making under three different conditions: 

strong internal controls, fair internal controls, and weak 

internal controls. In a previous investigation (15) where 

decision-making was made under only two of these conditions 
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—strong and fair—a greater variance was found among 

sample-size decisions made for the fair system of control 

than for the strong. One reason for this variability could 

be that as sample-size decision-making moved from strong 

internal controls to fair, the risk of possible errors in 

the accounting information greatly increased, thus activa-

ting the "aversion to risk" bias in the subjects which, as 

the risk becomes greater, would logically result in increas-

ing variance in the sample-size decisions based upon the 

degree to which the subjects were risk averse. Therefore, 

if this investigation supports the null hypothesis with 

regard to the overall results of the auditor's decisions, 

the sample-size decisions will be separated on the basis 

of the three conditions under which they were made, and tests 

will be conducted to see if the effect of the conservative 

bias is significant when specifically related to the audit 

judgments made on the basis of fair or weak internal controls 

As a matter of fact, this test would be just as valid if the 

null hypothesis could be rejected, since it would provide 

useful information concerning the influence of conservatism 

under different conditions. 

In addition, compliance and substantive sample size 

decisions will be separated and tested to see if the effect 

of conservatism differs significantly between the two types 

of decisions and/or in comparison with the combined results 
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obtained for each condition of internal control. A signifi-

cant effect could result due to the inverse relationship of 

compliance and substantive sample-size decision—making, as 

required under the different evaluation of internal control, 

so that the aggregation of the sample sizes may have resulted 

in a loss of variance. 

Values to Be Derived from the Findings 

If the null hypothesis is accepted, the research will 

have provided some information about the effect of bias on 

the decision-making of auditors. Although the information 

may be that using these particular instruments on these 

subjects show no significant effect, the research itself 

may provide a better understanding of the biases ai.nd the 

decision-making of auditors. It may also indicate new 

methods and areas for future research that could be pro-

ductive. 

If the null hypothesis can be rejected, there are a 

number of positive benefits that would derive from this 

study. One of the most important would be to provide en-

lightenment and mitigating solutions with regard to a 

problem that has surfaced time and again in research 

projects that were concerned with auditors' decision-making. 

In these studies, researchers were unable to provide expla-

nations for the significant variability in the decisions of 
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auditors who were all using the same information as a basis 

for their decisions. 

Aly and Duboff (3) collected a judgment sample through 

the use of a mail questionnaire which was returned by 158 

CPA's who were asked to indicate, among other things, the 

number of accounts to be confirmed using accounts receivable 

information that was provided. There was substantial vari-

ation in the sample sizes, from less than 10 percent to 

100 percent. As the range of dollar amount increased, so 

did the sample sizes, causing the authors to conclude that 

the respondents "were less willing to take chances with the 

account balances which individually formed larger portions 

of the total balance" (3, p. 128). 

In an investigation of 88 CPA's, reponses to questions 

concerning prior distributions and sample sizes which were 

to indicate the feasibility of using Bayesian statistical 

techniques in auditing, Corless (9) found "considerable 

variability among the prior distributions assessed by 

different auditors for each audit case" (9, p. 560) and 

substantial differences in sample sizes, ranging from 

15 to 1,500, with all respondents using the same information. 

Because such inconsistency of audit judgment was 

perceived to be a matter of concern, both Neumann and Ashton 

addressed this subject in experimental studies. 
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Neumann's investigation (16) of the consistency in 

reporting by auditors of a change in accounting methods 

revealed much inconsistency in the way in which they handled 

the change. In many instances, auditors in different offices 

of the same firm followed different policies and, in general, 

policy differences existed both between and within firms in 

the industry. 

In Ashton's research project (5), the major purpose was 

"simply to determine the extent of judgment inconsistency 

in the evaluation of a hypothetical internal control situa-

tion" (5, p. 145). As a result of this investigation, 

Ashton concluded that, although judgment in general exhibited 

a fairly high level of consistency, "when specific auditors 

were considered, some inconsistency was found to exist in 

this relatively siirple judgment task" (5, p. 153). Therefore, 

he suggests that "additional research is needed in order to 

determine when the judgment of particular auditors are in-

consistent" because in his judgment "a prerequisite to the 

reduction of judgment inconsistency is the recognition of 

its existence and the identification of its possible reasons" 

(5, p. 153). 

Hofstedt and Hughes in their experimental study (11) of 

audit decision-making in judging materiality and disclosure 

found "substantial differences among subjects on several 

dimensions" (11, p. 389). As a result, they surmised that 
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...the existence of pervasive and important in-
dividual differences cannot be discounted in 
information processing tasks similar to this one. 
If one is interested in equity among users of 
financial statements, judgmental accuracy among 
accountants, consensus, predictive efficiency of 
actuarial as opposed to human models, etc., then 
one must confront the problem of variability 
across individuals (11, p. 392). 

The continued experience in research studies of sub-

stantial differences in auditors' judgments and the growing 

concern about such inconsistencies caused Joyce to undertake 

a research project (12) with the purpose of "assessing the 

extent and nature of such differences in judgment" (12, 

p. 34). Joyce documents the fact that consensus is impor-

tant to the auditing profession and surmises, from the firm 

and professional efforts to achieve consensus, that con-

tinuing variance in judgments is costly. His study "may be 

viewed as an assessment of the relative strength of the two 

sets of opposing factors" (.12, p. 37), i.e., substantial 

variance in auditors' opinions and efforts to decrease such 

variance. The result of Joyce's investigation was consistent 

with prior auditing research in that high variance among 

judgments was found. In view of this result, he concluded 

that 

the overall strength of factors contributing to 
differences (e.g., individualistic variables, 
the dynamic and probabilistic audit environment) 
exceeded the overall strength of factors that 
(a priori) should reduce differences (e.g., 
certification standards, continuing education 
programs) (12, p. 53). 
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and suggests that "more research into individual differences 

among auditors' judgment should be conducted..." (12, p. 53). 

The research that is the topic of this dissertation 

speaks directly to the problems of high variance among 

auditors' judgments since bias is recognized, by both 

historians and scientists, as being the direct cause of in-

consistencies in the opinions of investigators when they are 

interpreting the same data. If degree of conservatism is 

found to have a significant effect upon the decision-making 

of auditors, then the first step will have been taken toward 

identifying the specific attitudes of auditors that are the 

major cause of inconsistency in their judgments. Once the 

reasons for inconsistency have been identified, their re-

duction can be accomplished because, as previously stated, 

the best defense against bias is awareness of its existence. 

Thus, in the case of conservatism, auditors could be 

given tests to measure degree of conservatism; and, once 

they were made aware of the fact that they are more or less 

conservative than their peers, this knowledge would constantly 

be in the front of their minds when they were making judgments 

and would have the effect of mitigating the bias and reducing 

the variance in judgments among auditors by the adjustments 

for bias that would be made. 
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Organization 

This dissertation is organised to present a wide over-

view of the research project in the beginning chapters and 

to concentrate on the particular details of the investiga-

tion in the subsequent chapters. 

Chapter I provides the origin of interest in the study 

along with its purpose and scope. A survey of the related 

literature in order to provide a summary of relevant prior 

research and establish the status of accounting research 

in the field is presented in Chapter II. The research 

procedures are the subject of Chapter III in which a de-

scription of the subjects involved, the test package used 

for data collection, and the method of administration is 

provided. Chapter IV is concerned with a presentation of 

the data collected and an analysis of its import. The 

purpose of Chapter V is to summarize the pertinent findings 

which lead to the stated conclusions and suggest further 

research that might prove, if not constructive, at least 

illuminating. 
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CHAPTER II 

THE STATUS OF ACCOUNTING RESEARCH IN THE FIELD 

The two areas of research in accounting that have 

received increasing interest over the last decade are the 

behavioral aspects of accounting/auditing and the decision-

making process of users of financial information, which 

includes accountants and auditors. Both of these areas are 

relevant to the proposed study. 

Behavioral Research in Auditing 

The earliest behavioral research in auditing was under-

taken by Neil Churchill who is a pioneer not only in 

behavioral auditing research but in the use of laboratory 

and field studies in his experiments. His ongoing research 

(6, 7, 8) is concerned with the behavioral effects of 

the audit process on audited personnel. In his experiment 

with Cooper (7), the subjects were chosen from both indus-

trial personnel who had experienced commercial audits and 

from college students in industrial management who had no 

previous experience with audits. These subjects were 

deliberately chosen to include audit experienced and in-

experienced people in the test in order to obtain the 

desired results. A series of three experimental tasks were 
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performed which included solving a number of problems 

correctly, keeping accurate records for the tasks, and 

following a set of procedures in solving problems. The 

results of the experiment indicated not only that the actual 

occurrence of an audit had an effect on those audited, but 

that the anticipation of an audit also had an effect. This 

effect experienced by both the audited subjects and those 

anticipating an audit was to conform toward what they 

perceived as the auditor's criteria which was usually a com-

parison of their performance with some organization standard 

or goal. Churchill's studies were the first to provide 

insight concerning the extent to which an audit could influ-

ence the behavior of the person audited. This research 

opened the door to numerous other studies concerned with 

accounting or auditing circumstances which affected behavior. 

Neumann's research (18) was one of the first investi-

gations into the judgment of auditors. The purpose of his 

study was to examine the application of the generally 

accepted auditing standard of consistency in an effort to 

ascertain the dimensions of materiality. By using two 

common accounting changes and examining the financial 

statements of three hundred companies from the 1964 Fortune 

500, Neumann found considerable inconsistency in the handling 

of the changes. His concern over this lack of consistency 

moved him to state, 
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There is considerable discussion among accountants 
about the necessity of protecting the free exercise 
of the independent accountant's professional judg-
ment. But can judgment based on a standard that 
permits such diverse results be defended? (18, 
p. 12). 

One of the first uses of personality scale in auditing 

research occurred in Coffman's investigation (9). The 

purpose of his reserach was to discover whether a differ-

ence in personality characteristics existed between (1) Big-

Eight* auditors and non-Big-Eight auditors, (2) public and 

priviate accountants**, (3) practicing accountants and 

accounting students, and (4) senior accounting students 

and lower level accounting students. He used the results 

of a personality inventory (not identified) to ascertain 

that differences existed in the personality of Big-Eight 

and non-Big-Eight auditors but that private and public 

acccountants were more alike than different. A large number 

of differences were found to exist between practicing 

accountants and accounting students, but few differences 

were detected between upper and lower class accounting 

students. 

Sorenson, Rhode, and Lawler (19) used an opinion 

questionnaire to measure and contrast the attitudes of 

* 
The eight largest public accounting firms. 

sj< >jc 

Public accountants are those working for public 
accounting firms and private accountants are those working 
in industry. 
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partners and staff accountants in Big-Eight firms in order 

to discover how much difference existed between the loyalties 

of the two groups. The findings in the present research 

were compared with past findings. As a result of this 

research, the authors concluded that partners have shown a 

growing identification with their profession rather than 

with their individual firm. However, this tendency is not 

increasing rapidly enough to close the widening gap between 

successful practitioners and staff accountants who projected 

even stronger loyalties to their profession in the present 

study. 

Willis (21) chose the Sixteen Factor Personality 

Questionnaire and the Job Description Index* to measure 

personality characteristics and job satisfaction of public 

accounting firm personnel at various levels from partners 

to staff accountants. Scores of the partners (the most 

successful members of the profession) were used as a basis 

for comparison. Significant differences were found between 

partners and the other personnel in the firms. These 

differences were reported to suggest that those who reach 

the partnership level in public accounting firms have 

specific personality traits that contribute to their success. 

* 

Descriptions of the various psychological tests noted 
herein can be found in Buros(4) or in the cited research in 
which the test was used. 
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Buelmann's research (3) addressed the problem of high 

turnover, low job satisfaction, and low performance in 

public accounting firms. The subjects in his study—thirty 

audit teams—were administered the Leader Behavior Descrip-

tion Questionnaire to measure leadership styles of the 

in charge audit seniors. Job satisfaction was measured with 

the Porter Scale, turnover was measured by individual per-

ception, and performance by senior and average peer ratings 

as validated by Lawler's multitrait-multirater method. The 

reported results indicated that staff accountants on jobs 

that approached a normal work environment were more satisfied 

than auditors on jobs with adverse work conditions. However, 

on these latter audits, the seniors who scored high on con-

sideration (a category on the leadership questionnaire) had 

substantial influence on reported job satisfaction. The 

auditors with more job satisfaction also reported decreased 

turnover perceptions. Further, those who perceived rewards 

following performance had higher performance measures. 

The purpose of the Kochanek and Kochanek study (14) 

was to analyze and report the agreement between the percep-

tion of partners in public accounting firms and that of 

undergraduate accounting students as to the most desirable 

personality traits necessary for professional success as an 

accountant in public accounting. In addition, the Sixteen 

Personality Factor Test (16PF) was used to investigate the 
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extent to which a sample of senior accounting students 

possessed the requisite personality characteristics. The 

reported results suggest that the personality traits 

perceived as most important by students were similar to 

those of the partners. The results reported with regard to 

the 16PF test of students was that the traits found in the 

male students related closely to those considered significant 

by the partners, but the female students possessed personal-

ity characteristics identified as critical by the partners. 

In the authors' view, this could be interpreted to indicate 

that females inherently possess important personality traits 

that promote success in the public accounting profession. 

All of these research studies have contributed to 

increased knowledge about and understanding of the auditing 

environment, the auditing profession, and the auditor. The 

research that is the topic of this dissertation utilizes 

this accumulated foundation of research and investigates a 

heretofore neglected area concerning the effect of person-

ality variables on audit decision makers. Hopefully, it 

will further contribute to the expanding body of research 

relating to auditing and auditors. 

Behavioral Research in Decision-Making 

So many studies have been concerned in recent years with 

the process by which various individuals and groups make 
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decisions (1, pp. 55-64) that the subject has evolved into 

a separate research area known as human information pro-

cessing. Both human information processing and behavioral 

research have expanded to the point that an area of overlap 

has occurred in which researchers have been investigating 

the different effects of personality on decisions made by 

subjects using accounting information. It is this area of 

overlap that specifically relates to this study. 

In 1973 Lusk (16) investigated the premise that the 

process of choosing annual reports as a basis for investment 

selections "depends upon the cognitive arrangement of the 

annual report and the field disposition of the user" (16, 

p. 193). Using the relationship between the psychological 

surrogate (field independence/dependence) with subjects 

classified by scores on the Embedded Figures Test and the 

field dimension of two annual reports: one classified as 

hi-analytic (field independent) and the other low-analytic 

(field dependent), Lusk concluded that the form of the annual 

report did influence investment selections with selection 

preferences seemingly related to the degree of individual 

field perception. 

This was one of the first research studies in account-

ing that used psychological instruments to help explain 

the decisions made by subjects in an investigation and is, 

therefore, directly related to the research that is the 

topic of this dissertation. 
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A later study of Bariff and Lusk surmised that success 

at the implementation stage of a management information 

system would partially depend upon the user's (1) resistance 

to change, (2) propensity to utilize ego defenses, and 

(3) stress level. If given measurements for these psycho-

logical attributes, the systems analyst could act to minimize 

resistance to change and user anxiety. A battery of ten 

psychological instruments was used to measure the three 

categories of behavior and cognitive style. These instru-

ments provided considerable insight for the systems analyst. 

The cognitive style measurement provided information as to 

the kind and frequency of reports needed for this subject 

group. In the first behavioral category the research found 

that individuals who were less flexible (as reflected by 

their scores on the resistance to change instrument) would 

need more time and attention during the design and imple-

mentation of the system. Another behavioral conclusion was 

that those who exhibited a higher than average stress level 

should be given more frequent progress reports to aid in 

decreasing anxiety. The defense mechanism scores were such 

that no special procedures were needed to minimize impact 

in this area. 

The investigators used psychological tests in a very 

beneficial and useful manner, e.g., to aid in understanding 
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the personality types and to indicate the best way to proceed 

in order to accomplish a projected goal in the most harmonious 

and efficient manner. Psychological instruments will be put 

to a different but also productive use in the research that 

is the topic of this dissertation, i.e., to further the un-

derstanding of the decision-making of auditors and to indicate 

whether selected personal attitudes have an effect upon those 

decisions. 

Hofstedt and Hughes (12) investigated the information 

handling attributes of accountants as expert decision-makers 

in judging materiality and disclosure using the research 

tradition referred to as "clinical judgment." The two 

classes of independent variables were (1) three numerical 

parameters presumed to be materiality indicators which were 

controlled explicity within the experimental design and 

(2) two behavioral measures assumed to be related to the 

subject's propensity to disclose and risk-taking propensity. 

The measure for propensity to disclose was produced by the 

experiment. Subjects were asked in an average writeoff 

situation (not explained) to assess their probability of 

disclosure. The risk-taking propensity was measured with 

Kogan and Wallach's Choice Dilemmas Procedure. However, 

this measure was excluded from analysis of the results for 

two reasons. First, "there was little difference between 

subjects" (12, p. 384). Choice Dilemmas was also utilized 
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in the research that is the topic of this dissertation; 

however, contrary to Hofstedt and Hughes' experience, sub-

stantial differences between subjects were found (as 

discussed in Chapter IV). The second reason Hofstedt and 

Hughes excluded the Hogan and Wallach measure was because 

"the dimensionality of the measuring device is not clear" 

(12, p. 384). This conclusion was based on an article by 

Cartwright (5) in which he criticized the Choice Dilemmas 

as being a measure of utility rather than risk. This con-

troversy has not as yet been resolved, but the instrument 

has continued in use as a risk-taking measure (15, 20). 

In addition, if Hofstedt and Hughes had been seriously 

concerned about the dimensionality of the measuring instru-

ment, they would not have used it to test the subjects as 

they did. 

The reported conclusions of Hofstedt and Hughes were 

that pervasive and important individual differences existed 

in the judgment of the subjects and that their cognitive 

and analytical skills were limited. Therefore, the authors 

suggested remedial or compensating mechanisms as an aid to 

decision-making and as a method of decreasing the wide 

dispersion of judgments among auditors. 

With this research, Hofstedt and Hughes documented the 

wide variance in the judgment of auditors, expressed their 

concern with this inconsistency of judgment (as quoted in 
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Chapter II), and reached conclusions that suggest a useful 

way of mitigating this problem. The research that is the 

topic of this dissertation is oriented not only toward 

finding a way to mitigate inconsistencies in auditors' 

judgments, but also toward explaining why they exist. 

Another research study concerned with cognition was 

performed by Dermer (10). In his examination of cognitive 

characteristics and the perceived importance of information, 

he used subjects who were middle managers in sales for a 

large integrated oil company. The subjects were asked to 

sort a card deck of 72 job aspects using the criterion of 

how important the items would be to them if they were per-

forming the manager's job as they believed it should be 

performed. They were then given the Budner's test of am-

biguity, and these scores were correlated with the scores 

from their card deck selections. The strongest relationship 

that resulted from these correlations was a negative rela-

tionship between ambiguity tolerance and the amount of 

information perceived to be important. There was no signif-

icant effect between ambiguity tolerance and types of 

information perceived to be important. However, it was 

found that subjects who are intolerant of ambiguity ranked 

current internal financial information as most important and 

that the uncertainty or chance of misinterpretation inherent 
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in information concerning future events and behavioral data 

(such as motivation, customer satisfaction, etc.) does 

affect the importance attached to these types of information. 

Thus, the results of this study would be useful to accountants 

in their efforts to produce financial statements that more 

closely fit the needs of the users. While Dermer's research 

does not directly relate to the present experiment, it does 

illustrate the usefulness of behavioral research in decision-

making . 

Driver and Mock (11) used Driver's Decision Style Theory 

to investigate the differences in information purchase be-

havior and decision speed based on a business game modeled 

after a manufacturing concern. The game required marketing 

and production decisions which provided the data for the 

experiment. The experimental results indicated that, given 

the complex structured tasks of this experiment, the five 

decision makers defined by Driver's test had different ways 

of using and processing data such that 

1. Complex decision makers prefer (re their 
purchase behavior) and effectively use 
more complete feedback. 

2. Integrative decision makers prefer less 
complete feedback but use moderate initial 
data to formulate effective long-range 
plans (in more unstructured tasks, the 
Integrative seem to prefer more constant 
data input.). 

3. Hierarchic decision makers prefer and 
effectively use moderately complete 
feedback. 
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4. Flexible decisions makers prefer but are 
somewhat less able to use effectively 
moderately complex feedback. 

5. Decisive decision makers become rapidly 
overloaded in complex structural tasks 
and hence cannot effectively use complex 
feedback (11, p. 507). 

These results are useful not only to accountants in 

considering the information needs of users, but also to 

researchers who generate instruments for their experiments. 

Knowledge of the information needs of subjects and the way 

in which they may use the data could provide assistance in 

designing research tools that would provide more valid 

data for experimental use. 

McGhee, Shields, and Birnberg (17) designed an exper-

iment to assess the importance of two personality variables: 

tolerance for ambiguity and decision style, on subjects' use 

of information in an investment-type decision. In order to 

classify subjects according to the personality character-

istics, Budner's Intolerance of Ambiguity Test and Driver's 

Integrative Style Test were administered. The conclusion 

reached was "that personality alone does not account for 

much of the variance in a decision-maker's behavior" (17, 

p. 696. 

According to the authors, the results of this experi-

ment "provided little support for the notion that personality 

variables explain a significant portion of the variance in 

human information processing behavior" (17, p. 692), and 
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they go on to support this finding with references to other 

research. Their conclusions have indeed been substantiated 

by the results of other research when personality variables 

have been used in a general sense to explain how individuals 

process information. However, when personality variables 

have been used to study specific decisions in which they 

would logically have an affect, positive and useful results 

have been obtained (2, 10, 11, 12, 16). Because conser-

vatism would logically affect sample-size decisions under 

various conditions of uncertainty and risk, the use of 

personality variables in the research that is the topic of 

this dissertation should produce positive results. 

As can be seen from these experimental studies, the 

effect of personality variables on decision-making is largely 

inconclusive with indication in some cases of positive effect 

and in others of little or no effect. Thus, more research 

is needed to clarify the role personality characteristics 

play in the decision-making process. 

Although behavioral research in accounting is still in 

an early stage of development, it is beginning to attract 

the attention of more researchers in accounting as well as 

their counterparts in the behavioral and social sciences 

(13, p. 41). This increased interest will undoubtedly 

greatly expand the depth and breadth of research in the 

entire area of behavioral research in accounting and, 
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hopefully, in the specific area of investigation into the 

different effects of personality on decision-making. 

Behavioral research in decision-making in an accounting 

environment is still quite limited as reflected by the 

studies cited in this section. 
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CHAPTER III 

DESCRIPTION OF THE RESEARCH PROCEDURE 

This research project began with the choice of two 

opinion questionnaires and the design of an audit judgment 

case, all of which were to be administered to auditors 

working for local public accounting firms. A pilot study 

of 156 students at North Texas State University was conducted 

to test the instruments. On the basis of feedback from this 

pilot study, minor adjustments were made to the case. The 

dissertation proposal was presented to the faculty and 

graduate students at North Texas State University and was 

extensively critiqued. On the basis of the suggestions made 

at the defense, the audit judgment case underwent further 

major revisions and was finally ready to be administered to 

the subjects chosen to participate in the experiment. 

In order to test the theory that conservatism affects 

the decisions made by auditors, it was necessary to collect 

data from subjects who were not only actively participating 

in auditing, but also involved in the decision-making process 

of the audits to which they were assigned. Therefore, 

auditors with at least the rank of senior and two years 

experience were desired. 
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The plan for collecting data was to gather the subjects 

together in small groups and have the test administered by 

the investigator. This plan was adapted in order to avoid 

the problems and criticisms that have resulted from the use 

of mailed test materials (17, 7, 9, 16, 8, 15). 

In multiple correlation and regression (the planned 

method of evaluation), as in most psychological measurement, 

nothing benefits the research more than having a large sample 

of subjects. The number of independent variables dictates 

the size of the sample in that 9 or 10 independent variables 

will require 300 to 400 subjects to prevent bias; but, "if 

there are only 2 or 3 independent variables and no pre-

selection is made among them, 100 or more subjects will 

provide a multiple correlation with little bias" (14, p. 164). 

In order to get 100 or more subjects of the type desired 

and to fulfill the objective of personal interview data col-

lection, the logical source of subjects was the large 

national accounting firms in Dallas. 

This chapter is organized to follow the research design. 

The next section provides in-depth information as to how the 

subjects were chosen and why the methods used are deemed to 

have produced a random sample. The following two sections 

discuss the two psychological instruments that were selected 

and provide background information as well as reliability 

coefficients and evidence of validity. The last section 
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describes the administration of the research instrument and 

the logic behind the choice of this method. 

Subjects Used in the Experiment 

Nine firms, the "Big-Eight" and one other large national 

accounting firm, participated in the experiment. The research 

instruments were administered at prescheduled training 

sessions at a pre-arranged hour, usually at the beginning of 

the session. The subjects were not aware that they were par-

ticipating in a research experiment until the investigator 

was introduced by a member of the firm, i.e., a partner, 

manager, training director, or seminar leader. At each 

session, the subjects were told that the Big-Eight firms 

were participating in the research and that their coopera-

tion and conscientious effort was essential for the research 

to be valid. 

Although the dates and times for administration of the 

research instrument were chosen by the members of the firms, 

the subjects who participated were chosen in an essentially 

random way in the following manner. 

The number of hours of continuing education suggested 

for accountants in Texas by the State Board is forty hours 

a yea,r and, although there is no strict requirement to fulfill 

this number of hours, the accounting firms make every effort 

to do so. Those firms that handle their own training sessions 
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on a local area basis separate their accountants by specialty 

and rank. The members in each of these classifications are 

then assigned to training sessions in small groups of 12 to 

15. Training is accomplished mainly during late spring and 

summer, the auditors' slow season. These training assign-

ments are flexible and based upon availability. However, 

careful records of the hours of continuing education are 

kept and each accountant is required to fulfill his quota 

of forty hours each year.* Thus, the firm's selection of 

time and date for a specific training session in which to 

administer the research instruments was, in essence, a 

random selection of the subjects that had been previously 

assigned to that particular session out of the total popu-

lation of auditors in that classification. 

For those firms whose training sessions are controlled 

from the home office (standard syllabus, instruction, and 

time schedules), the mode of selection was to circulate an 

inter-office memorandum requesting that all the auditors 

from the rank of senior through manager who would be avail-

able on the date and at the time specified, meet for a 

training session. Those who were available that day and 

time were essentially a random sample of all those within 

Based on a conversation with the training director of 
Firm #3 who indicated this basic system of continuing educa-
tion pertained to all the firms. 
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the designated ranks. They met in a conference room and the 

research instruments were administered. In every case, 

whether in prescheduled training sessions or in-house 

sessions, the participants did not know before they arrived 

that they were to be research subjects. 

In the groups selected by both methods, it became 

apparent that some auditors with a rank of senior had less 

than the desired two year's experience. Although these 

auditors did not specifically meet the desired requirements 

for years of experience, they were included on the basis 

that partners in their firms had specific knowledge of their 

decision-making ability and considered them competent in 

that function. In addition, the number of these cases was 

so small (7) in comparison with the total sample, their in-

clusion was deemed to have no material effect on the results 

of the experiment. 

The ranks of the 116 subjects (90 males and 26 females) 

used in the experiment ranged from semi-senior to manager 

with audit experience ranging from under 2 years to 24 years 

(Table II). The mean experience level was 3.8 with a 

standard deviation of 2.98. The firms participated in the 

experiment in the order listed in Tables I and II. 

There was considerable variance in the mean level of 

experience across firms, from a low of 1.54 to a high of 

8.19. This difference is largely due to the two methods of 
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selecting subjects. Administration of the research instru-

ments at a previously scheduled regular training session 

usually resulted in the subjects being seniors who had con-

siderably less experience than the supervisors and managers 

who usually participated in the groups selected on an avail-

ability basis. 

This mix is due to the work patterns of public account-

ing firms. Seniors and below spend most of their time in 

the client's office (the field) providing on-site supervision, 

while the supervisors and managers remain more in the office 

planning the audits, reviewing work papers, and supervising 

several seniors. 

Research Instruments Administered 
to Collect Data 

Psychological research which involves the measurement 

of a construct (a variable that is abstract rather than 

concrete) requires careful operational definitions of the 

constructs involved and the use of an instrument that spe-

cifically measures that which has been defined (14, p. 85-87). 

In this research the constructs of conservatism are 

defined as "resistance to change" and "aversion to risk." 

The psychological instruments that have been chosen to 

measure these two constructs are the Wilson and Patterson 

Conservatism Scale (26) and the Kogan and Wallach Choice 

Dilemmas Procedure (11). 
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Wilson and Patterson Conservatism Scale 

A variable of personality which has been 
shown to have considerable predictive value in 
both social and clinical psychology is that 
which is variously labeled authoritarianism, 
dogmatism, fascism, and anti-scientific atti-
tude. The term "conservatism" is preferred 
because it is less value-toned than other 
alternatives (26, p. 264). 

This scale (see Appendix for Opinion Questionnaire I) 

was developed through the use of 132 items that were chosen 

as discriminators of the following characteristics that are 

expected with extreme conservatism: 

(a) Religious fundamentalism. 
(b) Right wing political orientation. 
(c) Insistance on strict rules and punishment. 
(d) Intolerance of minority groups. 
(e) Preference for conventional art, clothing, 

and institutions. 
(f) Anti-hedonistic outlook. 

(g) Superstitious resistance to science (26, p. 265). 

After three item analyses, 50 dichotomous items were chosen. 

The odd-numbered items test the subject's acceptance of 

established, traditional concepts; and the even-numbered 

items test their acceptance of new, controversial concepts. 

This scale, then, measures the defined conservatism charac-

teristic of "resistance to change." Thus, the more "yes" 

answers to odd-numbered items, and the more "no" answers to 

even-numbered items, the more conservative the subject. 

A "?" category was included in the scale to avoid the 

frustration sometimes experienced by respondents when asked 

to make dichotomous choices. This category was scored "1" 
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and each "yes" to an odd-numbered item,and "no" to an 

even-numbered item was scored "2." Thus, the possible 

range of scores was from 0 to 100. 

This instrument has a reliability using split-half 

corrected by the Spearman-Brown Prophecy Formula of 0.943 

(26, p. 267). This high reliability coefficient was one of 

the prime reasons for choosing this scale. 

Validity was established using the "known groups" vali-

dation technique in which two groups who are widely recognized 

as being at the opposite ends of the construct under study are 

administered the scale to see if it can successfully identify 

the members of each group (25, p. 267). In this case the 

conservatism scale successfully identified the subjects of 

the conservative group by their high scores and vice versa. 

This scale has been previously used in three applications 

(27, 6, 4). 

Since both Wilson and Patterson were working in New 

Zealand at the time the scale was generated, around 1967, it 

was standardized with subjects from the Christchurch area. 

The validation and reliability for the test were produced 

from data collected from these subjects (26, p. 266). For 

this reason, several of the phrases on the scale did not 

relate to American customs and traditions, were no longer 

timely, or were British expressions that would likely be 

confusing to Americans. 
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A total of ten items were replaced for this research 

with concepts that were more relevant to American tradition 

and/or more current. Four items were simply restated from 

British expressions, e.g., segregation for apartheid, school 

spanking for birching. 

It is permissable to alter a psychological test in 

this manner as long as the reliability of the changed test 

is provided.* 

For this purpose, among others, a pilot study of 156 

college students was conducted at North Texas State Univer-

sity, of which 154 were valid and used to produce a Cronbach 

alpha reliability coefficient of 0.74. The loss of relia-

bility could have occurred for a number of reasons. It 

could be due to the changing of the items or to the subjects 

being Americans with a markedly different outlook and tra-

dition than New Zealanders who are British subjects raised 

in the tradition of royalty and empire or to both. In 

general, when tests are given to subjects other than those 

on whom the reliability was computed, there is nearly always 

a change due to the different make-up of the new group.* 

This reliability coefficient is significant at the 

.01 level, but it is lower than desired for reliability 

>(c ( 

This information is based on a discussion with 
Dr. Douglas Johnson, Psychology Department, North Texas 
State University. 
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coefficients which are usually in the .80's or . 90's 

(2, p. 109. For research purposes, however, it is cer-

tainly acceptable. 

As noted, the original version of this test had a 

reliability of 0.943. However, only 244 subjects were used 

to produce the coefficient out of a total of 496 respondents. 

This curious circumstance is not explained by Wilson and 

Patterson. 

Another problem surfaced with this scale when the first 

group of actual tests was scored. The scale had been retyped 

before it was given to the auditor subjects in order to make 

it easier to read and score. In the process, item #39 was 

inadvertently left off, leaving the scale with 24 odd-

numbered items as opposed to 25 even-numbered. Since 0 and 

2 are the prime scores on the scale, it was decided that 

scoring a "1" for item #39 on each test would not affect 

the test score as a whole and would leave the overall score 

on each test only one point off no matter how #39 would 

have been scored. 

In a few cases, subjects inadvertently missed an item 

or deliberately scored two or all three answers. In these 

few cases, a "1" was also scored for the missed or invalid 

answer. 

Kogan and Wallach Choice Dilemmas Procedure 

The Choice Dilemmas Procedure (see Appendix for Opinion 

Questionnaire II) consists of twelve situations in which a 
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central person, who changes with each situation, roust choose 

between two alternatives—one is more desirable than the 

other, but the probability of attaining or achieving the 

desirable alternative is smaller than the probability of 

attaining or achieving the less desirable one. Subjects are 

asked to indicate the minimum odds they would demand before 

recommending to the central person that the more desirable 

alternative be chosen. The higher the minimum probabilities 

chosen, the higher the score and the greater the subjects' 

conservatism. This instrument measures the risk-taking 

propensity of the subjects and thus the characteristic of 

conservatism defined as "aversion to risk." 

The reliability of this instrument is based upon 

several Kogan and Wallach research projects (20, 21, 10) 

which yielded split-half Spearman-Brown reliability 

coefficients ranging from 0.53 to 0.80 for various age and 

sex samples. However, using test-retest in another study 

(22) produced reliability coefficients of 0.78 for males 

and 0.82 for females. All of these reliability coefficients 

are considered by the authors to be satisfactory for a 

12-item test. 

The instrument's validity as a risk-taking measure is 

evidenced by the observation that the degree of conservatism 

measured increases with age for both males and females. 

This relationship is included in the construct of conservatism 
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and may be taken as evidence for the validity of the instru-

ment. The Choice Dilemmas Procedure has been used in many 

applications of which twelve have been cited (20, 21, 10, 

22, 11, 12, 23, 13, 24, 19, 25, 13). 

One of the major reasons that the Kogan and Wallach 

instrument was chosen for this research was its seemingly 

broad acceptance in psychological research as a risk-

taking measure. Not only has it been widely used in 

risk-taking research, as indicated by the applications cited 

above, but this scale is the basis for what has become a 

major paradigm in psychology, the risky-shift paradigm, 

which maintains that groups make riskier decisions than 

individuals (5, p. 361). Therefore, based upon the prominent 

use of this test in psychological risk-taking research, the 

instrument was deemed valid and useful in spite of rather 

sketchy information about reliability coefficients that, in 

some instances, are rather low. 

Audit Judgment Case 

The most difficult part of this experiment was genera-

ting the audit judgment case. From the beginning, there 

were two basic factors that caused a dilemma: (1) drafting 

an instrument with external validity and at the same time 

(2) drafting an instrument to override "firm effects" 

(specific policies of the different accounting firms) in 

the decision-making of the auditor subjects. These two 
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factors are, essentially, mutually exclusive since the 

more closely the case resembles an actual audit, the more 

the firm effects will take over the auditor's decision-

making. Therefore, unless the device for decision-making 

could get past the firm effects to the auditor's basic 

judgment, the case would, in essence, be measuring the 

firm's judgment with the sample-size decisions rather than 

the auditor's. The implications for the research can be 

readily seen if, in fact, the two psychological instruments 

are measuring the auditor's personal conservatism while the 

audit judgment case is, in essence, measuring the firm's 

decision-making. If this were, indeed, the situation, the 

experimental results would be invalid for the purpose of 

testing the null hypothesis. 

For this reason, a statistical test was made to see if 

there was a significant difference between the firms based 

upon the sample-size decisions made by the auditors of each 

firra. The results of this test are reported in Chapter IV. 

In addition, nine firms participated in the experiment 

and, since each firm has its own often unique approach to 

auditing, it would be highly unlikely that any one audit 

case could be designed to fit all nine modes of auditing 

operations. 

Another consideration is the difference with which 

academicians and practitioners view auditing. Most 
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auditing books are written by academicians so that if an 

audit case were generated using the academic audit approach 

in a specific audit area, it will certainly reflect the 

academic point of view and be in some part unrelated to the 

practitioner's idea of how an audit of that specific area 

would actually be conducted. Consulting with practitioners 

would not be likely to provide much assistance since those 

one chooses to talk with would be largely reflective of 

their particular firm's view of the proper way to audit the 

area. These views would not likely relate to the other 

firms who were involved in the research. 

In an effort to solve these problems, a rather broad, 

basic, textbook approach to auditing was taken, using the 

Arens and Locbbecke book (3) as a guide. Since this book 

was written by an accounting professor and a partner in a 

Big-Eight firm, it was hoped that some middle-road had 

been taken in the auditing procedures to which practitioners 

could more easily relate. 

The conditions of the case itself (see Appendix for 

Audit Judgment Case) were designed to help mitigate firm 

effects. The subjects were to perceive themselves as 

working for a given fictitious national public accounting 

firm, Graham and Grant (G & G), whose auditing philosophy 

concerning compliance and substantive testing was set out 

in the case. The conditions of internal control in the 
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revenue cycle of three clients of G & G were given through 

narrative, flowcharts, lists of strengths and weaknesses, 

and the audit manger's evaluation. The subjects were asked 

to make sample—size decisions based upon the descriptive 

material; audit manager's evaluation of internal control as 

strong, fair, or weak; and information concerning G & G's 

method of handling this type of audit. 

All of this information was provided in order to have 

each subject make decisions from, as nearly as possible, 

the same point of view about the described situation. 

Another aim was to get them to superimpose the case firm's 

philosophy of auditing in the revenue cycle over their own 

firm's method in an effort to force them out of a conditioned 

response into a personal decision-making mode. 

The subjects were told that the audit program of testing 

the revenue cycle for the three clients as provided in the 

case was only a partial program (a list of audit procedures 

to be followed) so that any different or additional proce-

dures that might be used in their firm, but not provided for 

in the case, could be accounted for as being a part of the 

audit program which was not given. 

The first version of the audit case was tested in a 

pilot study of 156 accounting students at North Texas State 

University. The purpose of this test was fourfold: 
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1. to obtain a large sample of test scores on the 

altered Wilson and Patterson instrument in order 

to obtain a reliability coefficient for the 

changed Conservatism Scale, 

2. to ascertain the amount of time needed to complete 

all the research instruments, 

3. to get test scores to use in setting up the computer 

programs for test runs of statistical tools, and 

4. to get feedback from the students about the audit 

judgment case so as to modify the design of the 

case if necessary. 

All of the objectives of the pilot study were achieved, 

and minor adjustments to the audit judgment case were made 

as a result of the comments made by the students. 

After the instruments were pilot tested and revised, 

the dissertation proposal was written and presented to the 

faculty and graduate students at North Texas. The proposal 

was critiqued extensively, particularly the audit judgment 

case, and a number of constructive suggestions were made. 

The proposal was also presented at three universities 

during interviews and was again critiqued. 

On the basis of all the suggestions that had been 

forthcoming, a major revision of the case was made. Infor-

mation for risk evaluation of the three new client firms 
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were provided, flowcharts of the internal control systems 

were added along with a list of strengths and weaknesses 

for each client. 

Shortly after the final case revision, appointments 

were made with the participating public accounting firms 

and data collection began. 

Administration of the Experiment 

The random sample of auditors who participated in the 

experiment met in small groups on a date and at a time and 

place designated for the data collection. On five different 

occasions the research instrument was given during training 

sessions—twice to Firm #3 in order to get a more represen-

tative number of auditors from that firm in the research. 

The research instruments were administered to the five 

remaining firms on an availability basis in the conference 

rooms of those firms. The data collection extended from 

May 21 to June 25, 1979. 

In all firms the investigator explained the research 

task to be undertaken—the instruments involved, the order 

in which they were to be completed, and the attitude to be 

maintained throughout the experiment. The subjects were 

cautioned that they might disagree with some of the audit 

plans and procedures in the case, but to imagine themselves 

as working for G & G and to make their judgments in each 
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situation on the basis of G & G's firm policies as given in 

the case. They were also advised to assume that compliance 

testing supported the audit manager's evaluation of internal 

control in each case in order to make their decisions about 

sample sizes for substantive testing. 

Then, the subjects were asked to fill in all blanks in 

the audit judgment case with numbers (sample sizes) that 

were directly related to the information in the case. They 

were also informed that the demographic information that was 

included at the end of the case was a necessary part of the 

research and would be kept strictly confidential. 

The instructions for the two opinion questionnaires 

were self-contained and self-explanatory. The subjects were 

told to simply score their first reaction to each question 

with a minimum of analysis. 

The audit judgment case was administered first in order 

to prevent the subjects from getting an inkling of the 

purpose of the research which might have happened had they 

completed the two opinion questionnaires first. In that 

case, their decisions could have, perhaps quite unknowingly, 

been biased. 

The test package of research instruments was contained 

in two envelopes marked #1 and #2. The audit judgment 

case was in #1 and the two opinion questionnaires in #2. 

A test package was distributed to each with the instruction 
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to open #1 first and, when it was completed, to put it back 

in the envelope and open #2. Upon completion of the two 

opinion questionnaires and their return to #2 envelope, the 

experimental task was finished. The time taken to complete 

the task was from 30 to 55 minutes. 

On all but one occasion, the survey material was 

completed and collected after instructions were given and 

the test packages distributed. Due to time constraints, 

the only way Firm #1 would cooperate was as follows. When 

the instructions were given and envelope #1 distributed, 

the subjects took it with them to be completed later. Upon 

completion, envelope #1 was to be returned to a designated 

secretary in the firm who would match their number with the 

same number on a #2 envelope and give it to them to be 

completed and returned to her. When all the test packages 

had been returned, they were collected by the investigator. 

All the weaknesses of mailed questionnaires except non-

response could apply to the results from Firm #1. There is 

no way of knowing whether one or more decisions were reached 

in collusion with others; whether the instruments were 

completed in the correct order; under what conditions the 

research instruments were completed; or what the subject's 

frame of mind might have been. If enough time had elapsed 

from the date the subject received the #1 envelope until 

the date it was completed, it is likely that all or most of 
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the instructions had been forgotten. Despite these weak-

nesses, however, since only 11 cases out of 116 were involved, 

no material effect upon the experimental results is antici-

pated. 

Consideration was given to statistically evaluating 

whether a significant difference existed for the eleven 

subjects from Firm #1 due to the different testing mode. 

However, it was deemed impossible to statistically separate 

the different testing method from the firm bias effect. 

The effect of firm bias was evaluated for each firm as 

reported in Chapter IV. 

The last of the scheduled meetings for administration 

of the research instruments occurred on June 25. On the 

same date the eleven sets of instruments from Firm #1 had 

been completed and turned in. 

In summary, the research involved testing 116 practic-

ing auditors in large public accounting firms in Dallas for 

the impact of personal conservatism on audit decisions. 

Conservatism was defined as resistance to change and aver-

sion to risk. Two psychological instruments whose validity 

had been established in past research, were used to measure 

conservatism—the Wilson and Patterson Conservatism Scale 

and the Kogan and Wallach Choice Dilemmas Procedure. An 

audit case was designed and pilot tested to provide an 

unbiased, familiar environment in which the subjects were 



64 

required to make decisions. The test instruments were 

administered in as controlled a setting as was possible, 

given the various public accounting firms training and 

operating practices. All the research problems encountered 

and the recognized deficiences of the research instruments 

and testing procedures have been defined. These problems 

and deficiencies were analyzed, and it was determined that 

the validity of the data collected had not been impaired. 

The following chapter contains the analysis of the results 

of the testing. 
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CHAPTER IV 

PRESENTATION AND ANALYSIS OF DATA 

In this chapter the data generated by the research 

instruments are presented with the objective of providing 

a clear and understandable impression of both the inde-

pendent and dependent variables. The distributions and 

statistical analyses for these variables are displayed in 

tables, analyzed, and reported in terms of the sample group 

and the population as a whole. 

Multiple correlation and regression is the statistical 

method most often used in research that is testing the re-

lationship of a dependent variable with several independent 

variables (6, p. 425). It was also the method originally 

selected to evaluate this experiment. After the correlations 

had been run, however, the investigator discovered that the 

dependent variable did not assume normality, a necessary 

requirement in using multiple correlation and regression 

analysis. For this reason, rank order analysis using both 

Spearman's (rho) and Kendall's (tau) rank correlation 

coefficients was utilized. The variables meet the require-

ment for rank order analysis use and "the Spearman's rg and 

the Kendall's...(tau) are equally powerful in rejecting 

H Q " (7, p. 223). 
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The Statistical Package for the Social Sciences (5) 

was utilized to generate the various statistical measures 

presented in this chapter on analysis of the data collected 

in the experiment. 

Wilson and Patterson Conservatism Scale 

As previously stated, one odd-numbered item #39 was 

inadvertently left out of the Wilson and Patterson Con-

servatism Scale (W & P) and was scored as "1" on each test. 

The rest of the scale was scored as follows 

Yes ? No 

Odd-Numbered Items 2 1 0 

Even-Numbered Items 0 1 2 

Due to the omission and the way it was scored, the 

possible scores on this instrument ranged from 1 to 99, 

rather than from 0 to 100 as would be the case with the 

complete 50-item scale. The scores for each subject were 

used as an independent variable in the rank order analysis 

which is explained later in the chapter. 

A simple average of the total possible score on this 

scale, a score of 49, was considered the neutral point in 

the scale. Movement to a score above the neutral point 

would indicate increasing conservatism; whereas movement to 

scores below neutral point indicate decreasing conservatism. 

The test scores for the subjects completing W & P ranged 

from 30 to 78 with the mode being 49 and 53. 
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The subjects were divided into three groups at 49, the 

simple average of the test scores. Those with scores above 

49 Were classified as "high conservatism" and those with 

scores below were classified as "low conservatism. Using 

this classification, the distribution of scores was as 

follows 

Test Scores Subjects 

Low conservatism 30-48 42 

Neutral point 49 9 

High conservatism 50-78 65 

This distribution indicates that the subjects in the 

experiment are a heterogeneous group on the construct of 

resistance to change as measured by the Wilson and Patter-

son Conservatism Scale; although, as a group, they have a 

tendency toward conservatism. 

A statistical analysis of the test scores on W & P 

produced the following 

Mean S.D.* S.E.** 

52.512 11.223 1.042 

jjc 
Standard deviation 

** 
Standard error 

The frequency distribution using intervals of 5 is 

presented in Table III on the following page. 

This distribution describes a slightly skewed curve 

with kurtosis of -0.539 and skewness of 0.198. With this 
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TABLE III 

FREQUENCY DISTRIBUTION 
WILSON AND PATTERSON CONSERVATISM SCALE 

Score 

75-79 

70-74 

65-69 

60-64 

55-59 

50-54 

45-49 

40-44 

35-39 

30-34 

Frequency 

4 

6 

10 

12 

13 

20 

24 

11 

11 

4 

distribution, the requirement for normality in the use of 

many statistical methods has been met. 

A Chronbach alpha reliability coefficient of 0.77 was 

produced by the test scores on W & P which reflects more 

reliability with these subjects than was obtained with the 

students in the pilot study (0.74). 

Kogan and Wallach Choice Dilemmas Procedure 

The Choice Dilemmas (K & W) contains 12 items which can 

be scored either 1, 3, 5, 7, 9, or 11. Thus, the possible 

range of scores is from 12 to 132. The scores for each 

subject was used as an independent variable in the rank 

order analysis explained later in this chapter. 
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The simple average of the possible scores of K & W is 

60 which is considered the neutral point with higher scores 

reflecting more conservatism and lower scores less con-

servatism. 

The test scores of the subjects on the Choice Dilemmas 

ranged from 40 to 98 with the mode being the score of 82. 

Splitting the sample at the simple average of 60, the 

distribution of scores was 

Test Scores Subjects 

Low conservatism 40-58 30 

Neutral point 60 3 

High conservatism 62-98 83 

On the construct of aversion to risk as measured by 

the Kogan and Wallach Choice Dilemmas Procedure, it would 

seem that the subjects in the experiment are a less hetero-

geneous group with regard to risk taking and have a distinct 

tendency toward conservatism. 

A statistical analysis of the test scores on the Choice 

Dilemmas is as follows 

Mean S.D. S.E. 

69.198 13.632 1.266 

The frequency distribution using intervals of 10 is 

presented in Table IV on the following page. The curve 

produced by this distribution is essentially normal with 

very slight skewness of -0.053 and kurtosis, -0.717. 



73 

TABLE IV 

FREQUENCY DISTRIBUTION 
KOGAN AND WALLACH CHOICE DILEMMAS PROCEDURE 

Score Frequency 

9 0 - 9 9 9 

8 0 - 8 9 2 3 

7 0 - 7 9 2 6 

6 0 - 6 9 2 8 

5 0 - 5 9 2 1 

4 0 - 4 9 9 

Audit Judgment Case 

The sample-size decisions on the audit judgment case 

were accumulated in various sets in order to answer differ-

ent questions about the relationships between this dependent 

variable and the independent variables, i.e., scores on the 

two psychological instruments. 

The scores were accumulated in twelve different, but 

related, ways as follows: 

Sample size decisions on the case as a whole— 
Total sample sizes 

Compliance sample sizes 
Substantive sample sizes 

Sample-size decisions for the client with strong internal 
control— 

Total sample sizes (strong client) 
Compliance sample sizes 
Substantive sample sizes 

Sample-size decisions for the client with fair internal 
control— 

Total sample sizes (fair client) 
Compliance sample sizes 
Substantive sample sizes 
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Sample-size decisions for the client with weak internal 
control— 

Total sample sizes (weak client) 
Compliance sample sizes 
Substantive sample sizes 

The decision to make these specific accumulations of 

sample sizes was based upon the design of the audit judgment 

case and some expectations derived from other research, 

which is described in the following discussion. 

In the audit judgment case, three situations (three 

clients of G & G) were presented. The three client companies 

were similar in general except for the reliability of their 

internal control systems. The subjects acting as senior 

auditors in charge of auditing the revenue cycle on these 

three audits are asked to make sample-size decisions for 

compliance and substantive testing. 

The basis for making such decisions are presented in 

the case as follows: 

The firm policy of Graham and Grant with regard 
to internal control requires that the manager 
of each audit determine the relative strength 
or weakness of internal controls in relevant 
accounting areas from an internal control ques-
tionnaire. The manager gives this information, 
along with general guidelines and a flowchart, 
to the senior auditors assigned to audit the 
different areas. These auditors are then re-
quired to use the manager's assessment of 
internal controls in their area as the basis 
for a preliminary plan in which they decide 
the initial extent of compliance and/or sub-
stantive testing. 
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The general guidelines for the reliance of 
G & G auditors on the assessment of internal 
controls are: 

Strong—place significant reliance on 
controls. 

Fair—place some reliance on controls. 
Weak—place little reliance on controls. 

In addition the G & G firm manual states with 
regard to compliance and/or substantive testing: 

As more reliance is placed upon internal 
controls in relevant audit areas, more 
compliance tests are needed to verify the 
assessed strength of internal controls 
and less substantive tests are required. 
However, as less reliance can be placed 
upon internal controls, less compliance 
tests are needed and more substantive 
tests are required (see Appendix for 
complete audit case). 

Official auditing guidelines as pronounced in "Statement 

on Auditing Standards No. 1" require the use of internal 

control evaluations as a basis for planning the amount of 

testing (1, Au 320). However, research has cast some doubt 

upon the extent to which this concept is used in practice 

(4, 2). For this reason, it was surmised that some auditor 

subjects might choose sample sizes on the basis of internal 

control evaluations as instructed, while others might not. 

Those using the case instructions on evaluation of internal 

controls would choose larger compliance samples for the client 

with strong internal control and smaller substantive samples; 

for the client with weak internal controls, however, small 

to zero compliance samples would be chosen and larger 

substantive samples. On the other hand, those subjects not 
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using internal control evaluations would not increase com-

pliance sample sizes and reduce substantive sample sizes 

on the basis of strong evaluations but would be prone to 

use some other sample size established by firm policy or 

personal judgment. In an effort to mitigate the effect of 

such an occurrence which would have the tendency to confound 

the experimental results, compliance and substantive sample 

sizes were accumulated separately for study and analysis. 

In a related research study (3) as discussed in 

Chapter III, decision-making was tested using only two 

conditions of internal control—strong and fair. A greater 

variability was found in that study in sample-sizes when 

decisions were made where fair internal controls existed 

than where strong internal control existed. This variability 

could have been due to the perceived increased risk by the 

test subject of possible errors in the accounting information 

when internal control is not strong. For this reason, sample-

size decisions were also accumulated for each condition of 

internal control as given in the audit case. Such a break-

down would allow analysis of the effects of conservatism 

under each of the three internal control conditions. 

The overall accumulation was made to test the null 

hypothesis and to analyze the broad effect of conservatism 

under all the conditions of the experiment. 
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The total sample-size decisions made by the subjects 

on the audit judgment case ranged from a low of 250 to a 

high of 172,800 (552,000 maximum sample size). Out of 

116 subjects, no two had the same total. 

A statistical analysis of the total sample size scores 

is 

Mean S.D. S.E. 

11,342.395 21,620.180 2007.383 

The frequency distribution using intervals of 2,000 is 

shown in Table V on the following page. This frequency 

distribution cannot be considered normal and would, therefore, 

not meet the requirements for statistical methods which 

assume normality. "In the multiple regression analysis, it 

is assumed that the dependent variable is a quantitative 

measure with normal distribution..." (6, p. 425). For this 

reason, then, multiple regression and correlation could not 

be used on the total sample-size scores as originally 

intended. 

An investigation of total scores separated into compli-

ance and substantive sample sizes revealed the following: 

Range Mean S.D. S.E. 

Compliance 110—172,350 10608.195 21415.066 1988.339 

Substantive 0- 9,230 734.198 1449.609 134.593 

The frequency distribution for these accumulations is 

similar to that for the total scores and, thus, could not be 

considered normal. 
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TABLE V 

FREQUENCY DISTRIBUTION 
OVERALL SAMPLE SIZES 

Score 

1 7 2 , 0 0 0 - 1 7 3 , 9 9 9 

1 3 6 , 0 0 0 - 1 3 7 , 9 9 9 

6 6 , 0 0 0 - 6 7 , 9 9 9 

4 8 , 0 0 0 - 4 9 , 9 9 9 

3 4 , 0 0 0 - 3 5 , 9 9 9 

3 2 , 0 0 0 - 3 3 , 9 9 9 

3 0 , 0 0 0 - 3 1 , 9 9 9 

2 8 , 0 0 0 - 2 9 , 9 9 9 

2 6 , 0 0 0 - 2 7 , 9 9 9 

2 4 , 0 0 0 - 2 5 , 9 9 9 

2 2 , 0 0 0 - 2 3 , 9 9 9 

2 0 , 0 0 0 - 2 1 , 9 9 9 

1 8 , 0 0 0 - 1 9 , 9 9 9 

1 6 , 0 0 0 - 1 7 , 9 9 9 

1 4 , 0 0 0 - 1 5 , 9 9 9 

1 2 , 0 0 0 - 1 3 , 9 9 9 

1 0 , 0 0 0 - 1 1 , 9 9 9 

8 , 0 0 0 - 9 , 9 9 9 

6 , 0 0 0 - 7 , 9 9 9 

4 , 0 0 0 - 5 , 9 9 9 

2 , 0 0 0 - 3 , 9 9 9 

0 — 1 , 9 9 9 

Frequency 

1 

1 

1 

1 

1 

1 

0 

1 

1 

2 

1 

0 

1 

8 

6 

6 

5 

7 

11 

13 

26 

22 
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The greater range and variability of the compliance 

test scores could be due to the lack of strong firm policy 

in this area. This is assumed to occur because compliance 

testing is not as directly related to dollar errors as is 

substantive testing and, therefore, firms may not have been 

as rigorous in setting firm policy for these sample-size 

decisions. 

In each case, the statistical findings for sample sizes 

accumulated for strong, fair, or weak internal controls 

reflect the same general statistical situation as were 

depicted for the overall test (see Table VI below). 

TABLE VI 

SUMMARY OF STATISTICAL ANALYSIS OF SAMPLE SIZES 
INTERNAL CONTROL ACCUMULATIONS 

Internal Control 

Strong 
Overall 

Compliance 
Substantive 

Range Mean S.D. S.E. 

4 0 - 1 2 0 , 1 0 0 6 7 1 6 . 9 6 5 1 4 1 8 8 . 2 9 7 1 3 1 7 . 3 5 0 

2 0 - 1 2 0 , 0 5 0 
0 - 2 0 0 0 

6 6 0 4 . 9 1 0 
1 1 2 . 0 5 2 

1 4 1 7 0 . 1 8 8 
2 0 4 . 4 8 2 

1 3 1 5 . 6 6 9 
1 8 . 9 8 6 

Fair 
Overall 

Compliance 
Substantive 

9 0 - 5 2 , 7 1 5 3 5 1 7 . 0 0 0 7 4 4 2 . 3 8 3 6 9 1 . 0 0 8 

0 - 5 2 , 4 2 9 
0 - 3 6 0 0 

3 3 2 3 . 3 2 7 
1 9 3 . 6 7 2 

7 3 8 0 . 5 7 4 
3 6 5 . 3 1 8 

6 8 5 . 2 6 9 
3 3 . 9 1 9 

Weak 
Overall 

Compliance 
Substantive 

0 - 9 1 0 7 

0 - 7 8 0 0 
0 - 9 0 0 0 

1 1 0 8 . 4 3 1 

6 7 9 . 9 5 7 
4 2 8 . 4 7 4 

1 7 4 9 . 6 5 0 

1 1 3 5 . 6 6 4 
1 1 0 5 . 0 5 6 

1 6 2 . 4 5 1 

1 0 5 . 4 4 4 
1 0 2 . 6 0 2 
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An examination of the trend from strong internal control 

to weak internal control shows compliance testing decreasing 

as the internal control system becomes less adequate and 

substantive testing increases. This is the expected trend 

as provided by the guidelines in the official auditing 

literature (1, Au 320). 

The observed high variance in compliance testing remains 

throughout the sample sizes even in the decisions made for 

a weak internal control system which would be expected to 

be at or near zero. As previously stated, this high variance 

is likely due to the lack of strong firm policy in this area 

which requires the auditor to use his own judgment. 

The frequency distribution for each of these accumula-

tions did not reflect normality and, therefore, multiple 

regression and correlation could not be used as a statis-

tical method of analysis in this experiment. 

Analysis of the Data 

The statistical tool chosen to analyze the data was the 

Spearman Rank Order Correlation, sometimes called rho, which 

is a correlation between two variables. The only requirement 

that must be met for this tool is that both variables be 

measured in at least ordinal scales so that they can be 

ranked in two ordered series (7, p. 202). 
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Subprogram Nonpar Corr in the SPSS package was used to 

generate the statistics used to analyze the data. This 

program computes both Spearman's rho and Kendall's tau and 

both were used in analyzing the data. For the purposes of 

this research, p<0.05 is considered significant. 

When the Nonpar Corr program was run to correlate the 

Wilson and Patterson Conservatism Scale with the sample-

size scores, the results were as shown in Table VII below. 

TABLE VII 

SUMMARY OF CORRELATIONS OF SAMPLE-SIZE 
DECISIONS WITH CONSERVATISM SCALE 

Dependent Variable 

Case as a whole: 

Overall 

Rho 

•0.1172 

Sig 

.105 

Tau 

- 0 . 8 2 6 

Sig 

,104 

Compliance -0. 0947 .156 -0. 0690 .147 
Substantive 0. 0001 .500 0. 0090 .494 

Internal-Control Based: 

Strong -0. 1162 .107 -0. 0833 .108 

Compliance -0. 1089 .122 -0. 0774 .125 
Substantive -0. 0434 . 322 -0. 0292 .336 

Fair -0. 0561 .275 -0. 0378 .293 

Compliance -0. 0605 .259 -0. 0432 .268 
Substantive 0. 0379 .343 0. 0289 .335 

Weak 0. 0286 .380 0. 0179 .392 

Compliance 0. 0681 .234 0. 0500 .227 
Substantive 0. 0080 .465 0. 0070 .459 
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As can be observed, the significance level is not 

acceptable for rejecting the null hypothesis that there is 

no significant relationship between evidential sample-size 

decisions made by auditors and the degree to which they are 

conservative or not conservative as measured by the Con-

servatism Scale. However, it is interesting to note that 

the sample sizes chosen for the strong system of controls 

(as reflected in the overall test) have produced the highest 

correlation coefficients. This is an indication of a 

stronger relationship between the conservatism scale and 

sample-size decision for the strong system of controls 

than is indicated for the sample-size decisions in the other 

internal control systems. As previously proposed, this 

variance could be due to lack of firm policy in the area of 

compliance testing. 

The correlation of the Kogan and Wallach Choice Dilemmas 

Procedure and the sample-size scores are summarized in 

Table VIII. These correlation coefficients indicate a 

stronger relationship between sample-size decision and risk-

taking propensity than could be inferred by the correlation 

coefficients relating sample-size decisions to the Conser-

vatism Scale. As Table VIII illustrates, five of the 

correlations are significant at a probability <0.10. 

The same pattern that occurred in the correlations 

between sample-size decisions and the conservatism scores 
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TABLE VIII 

SUMMARY OF CORRELATIONS OF PROCEDURE SAMPLE-SIZE 
DECISIONS WITH CHOICE DILEMMAS 

Dependent Variable 

Case as a whole: 

Overall 

Rho 

-0.1248 

Sig 

091* 

Tau 

-0.0873 

Sig 

,092 

Compliance -0. 1311 .080* -0, .0908 .084 
Substantive -0. 0223 .406 -0 .0154 .407 

Internal-Control Based: 

Strong -0. 1512 .053* -0 .1079 .055 

Compliance -0. 1472 .057* -0 .1060 .058 
Substantive -0. 0611 .257 -0 .0496 .241 

Fair -0. 1070 .126 -0 .0802 .124 

Compliance -0. 1345 .075* -0 .0993 .078 
Substantive -0. 0204 .414 -0 .0164 .405 

Weak -0. 0079 .466 -0 .0091 .455 

Compliance -0. 0552 .278 -0 .0407 .271 
Substantive 0. 0382 . 342 0 .0271 . 343 

p<0.10 

are repeated in these correlations. The stronger relation-

ship appears to be between the compliance testing decisions 

and Choice Dilemmas' scores. In every case, compliance 

sample-size decisions project the large correlation coeffi-

cients, thus indicating that aversion to risk exerts more 

influence on compliance decision-making than in the other 

decision-making situations. Again, the proposition is 

advanced that the lack of strong firm policy in the area of 

compliance testing has compelled the auditor to rely on his 
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personal judgment. When this occurs, the correlation between 

his personal judgment of sample sizes and his personal con-

servatism score produces the largest correlation coefficient 

indicating the strongest relationship. 

In spite of these trends and patterns, however, the 

correlation coefficients between sample-size decisions and 

risk-taking propensity (as measured by the Kogan and Wallach 

Choice Dilemmas) are not significant. Accordingly, the null 

hypothesis must be accepted, i.e., there is no significant 

relationship between the evidential sample-size decisions 

made by auditors and the degree to which they are conservative 

or not conservative. Therefore, although inference can be 

made about the degree of association between the sample-size 

decisions and conservatism scores for this sample of auditors, 

it cannot be stated that this degree of association exists 

in the population of all auditors (7, p. 195). 

In an effort to answer the questions raised in this 

research concerning the influence of firm bias on the 

decision-making of auditors, an analysis of variance was 

computed using sample-size decisions separated by firm to see 

if the firms were indeed homogeneous. Since they are all in 

the same profession, operating under the same standards and 

principles, it could be expected that there would be no 

significant difference between them. 
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The Kruskal-Wallis one-way ANOVA (7, pp. 184-194) was 

used to test whether there were significant differences 

between the auditor subjects when grouped by firms. 

Sample values almost invariably differ somewhat, 
and the question is whether the differences among 
samples signify genuine population differences or 
whether they represent merely chance variations 
such as are to be expected among several random 
samples from the same population. The Kruskal-
Wallis technique tests the null hypothesis that the 
...samples come from the same population or from 
identical populations with respect to averages 
(7, p. 184)/ 

In addition, Siegel states "...the Kruskal-Wallis test will 

be found to be more efficient [with regard to other such 

tests] because it uses more information" (7, p. 193). 

This test assumes that the variable in question has an 

underlying continuous distribution and at least ordinal 

measurement. The sample-size decisions which are the varia-

ble in question meet these requirements. 

The results of the one-way analysis of variance with 

respect to the nine firms participating in this research are 

illustrated in Table IX on the following page. 

In every circumstance except weak-substantive the 

Chi-square statistic is significant at the p<0.005 level, 

in three cases at the p<0.001, and in one instance at pc.OOO. 

Thus, under all conditions of decision-making except when 

making substantive test decisions with a weak system of 

internal controls, the nine firms are significantly different 
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In this chapter the data collected through administra-

tion of the research instruments were examined and analyzed. 

From an analysis of the scores of the two psychological 

tests, the auditors as a group were found to be hetero-

geneous and slightly conservative with regard to resistance 

to change, but homogeneous and distinctly conservative in 

relation to risk aversion. An investigation of the rank 

order correlation coefficients indicated a stronger rela-

tionship between both conservatism scores and decision-making 

in compliance testing than in substantive testing. However, 

these assumptions can only be made about this specific sample 

because the correlation coefficients were not significant and 

thus the null hypothesis was accepted. 

The most interesting development was the pattern of 

larger correlation coefficients between compliance testing 

decision and both conservatism scores. A possible explana-

tion for this relationship derives from the assumed lack of 

strong firm policy in compliance testing because it is not 

directly related to dollar error. Therefore, the firm 

effect would not be as predominant in this type of decision. 

A one-way analysis of the subjects by firm produced eleven 

Chi-square values that were significant at levels from 

p<0.000 to p<0.005. 

The next chapter presents the conclusions and pertinent 

findings based on this research as well as suggesting further 

research. 
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CHAPTER V 

CONCLUSIONS AND RECOMMENDATIONS 

Summary of the Research 

This research was undertaken to test the effects of 

conservatism on the decisions made by auditors. Two of 

the instruments chosen for this task were psychological 

tests, the Wilson and Patterson Conservatism Scale and 

Kogan and Wallach's Choice Dilemmas Procedure. The psycho-

logical tests were used to measure conservatism on two 

bases: resistance to change and aversion to risk. The 

other instrument, an audit judgment case, was the source of 

the evidential sample-size decisions. An effort was made 

to design a case that would have as much external validity 

as possible and still be capable of overriding firm effects 

in decision-making. 

These research tools were administered to 116 practicing 

auditors employed by nine large public accounting firms in 

Dallas. The subjects were selected on an essentially random 

basis, although the public accounting firms chose the date 

and time for administration of the research instruments. In 

each firm the investigator met with the subjects, provided 

instructions, and monitored completion of the instruments. 
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When the data were collected and statistical analysis 

begun, the investigator discovered that the statistical 

method planned for analyzing the data—multiple correlation 

and regression—could not be used due to the distribution 

of the dependent variable. A reasonably normal distribution 

is an essential requirement for multiple correlation and 

distribution, and the dependent variable could not meet this 

requirement. Instead, a non-parametric technique using 

statistics based on rank, Spearman's rho and Kendall's tau, 

was substituted. 

The evaluation of the research results provided by the 

two psychological tests indicated that, when measured on the 

construct of resistance to change, auditors as a group are 

essentially heterogeneous and slightly conservative. However, 

the auditors' test scores on the construct of aversion to 

risk reflected a homogeneous group who were distincly conser-

vative. 

The audit judgment case provided evidential decisions 

regarding sample sizes made for three assumed clients whose 

internal control systems were described in the case as 

strong, fair, or weak. An analysis of the decisions made 

under these conditions using rank order correlation indicated 

a stronger relationship existed between sample sizes and 

both measures of conservatism for compliance testing than 

for any other sample-size decisions. This relationship was 
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a recognized possibility by the investigator in that firm 

effects could suppress the personal judgment of auditors 

although the judgment case was carefully designed to avoid 

it. Because firm policy in compliance samples could be 

considered weak due to their rather indirect influence on 

dollar error, it was not surprising that correlations for 

compliance samples would be larger. This weak firm policy 

could explain the results of the analysis as related to this 

specific sample of auditors. However, these correlations 

were not significant at -the p<0.05 level. Therefore, the 

null hypothesis could not statistically be rejected. Due 

to the low significance level, the results of this research 

cannot validly be applied to auditors as a whole. 

Firm effects were evaluated to discover if there was any 

significant difference between auditors on a firm basis 

using Kruskal-Wallis one-way analysis of variance. Eleven 

out of twelve dependent variables had Chi-square values that 

were significant at levels from p<0.000 to p<0.005. 

Pertinent Findings 

The purpose of this research was to test the effect of 

conservatism on the decisions made by auditors. Although 

some interesting suppositions can be made about the relation-

ships indicated by the correlation coefficients, no signifi-

cant effects could be supported by the research findings. 
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Instead, the most interesting and pertinent finding was 

the influence of firm bias on the auditor's judgment. This 

research seems to indicate that the firm effect is more 

important in auditor's decision-making than personal charac-

teristics. If this is indeed the case, it could be said 

that the different audit philosophies held by the public 

accounting firms and instilled in their auditors may be the 

prime cause of the substantial differences that have been 

continuously found in auditor judgments. 

The discovery that the dependent variable could not meet 

the requirement of normality (assumed in using multiple 

correlation) raises an interesting question. How many 

researchers who use multiple regression do so without 

carefully checking the distribution of the dependent variable? 

It is possible that reported research results were not valid 

due to the misuse of the statistical tool. 

The finding that auditors have a tendency to be averse to 

risk is not surprising, as accountants are stereotyped as 

very conservative. In this case, however, the stereotype 

seems to be true. The indication that auditors had only a 

slight leaning toward conservatism as measured by resistance 

to change is more interesting since this finding confounds 

the traditional view. 
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Limitations 

In evaluating these research findings, it is important 

to constantly keep in mind that results are only as valid 

as the research which produced them and there are inherent 

weaknesses in most research efforts. 

The use of psychological tests and opinion question-

naires can put serious limitations on an experimental study 

if they do not measure with sufficient reliability and 

validity the attitudes or opinions they propose to measure. 

Therefore, to the extent that the instruments used in this 

study do not meet acceptable criteria for reliability and/or 

validity, the results of this research must be qualified. 

Another limitation that is inherent whenever question-

naires and psychological tests are used is "faking." In 

both kinds of tests, the results of the study could have 

been distorted by "faking" on the part of the respondents 

in the answering process. Analysis of the data often cannot 

reveal such activity unless that facility has been built 

into the test. However, the effect can be minimized by the 

size of the sample which in this research was considered 

large enough to absorb erroneous data v/ithout distorting 

the results. 

This investigation is limited also by the fact that 

measuring the degree of conservatism in a subject does not 

negate the presence and influence of other biases which may 

have a stronger affect on his decision-making. 
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The use of rank order correlation may also place limits 

on the research since it is not as powerful a statistical 

tool as those correlations that require normal distribution. 

Any or all of these factors could limit the research 

and require qualification of the results. 

Need for Further Research 

These research results have provided additional insight 

into the decision-making of auditors and the influences that 

bear upon their judgment. More research is needed in this 

area to clarify some of the questions that have been raised. 

For this reason, it would seem fruitful to replicate this 

research using psychological instruments that were more 

reliable than those utilized in this effort. Even more im-

portant would be the choice of a decision vehicle that would 

circumvent as much as possible the pressure of firm effects. 

For example, an audit judgment case in which decisions were 

made concerning reporting on qualified opinions. 

Considering the role that firm effects may play in incon-

sistency in decisions, research should be undertaken to 

evaluate the difference in firm philosophy in areas such as 

compliance and substantive testing. The results of such 

research could answer the questions raised by this study as 

regards the areas in which firm policy seems strong. Another 

and more vital question would be, are the differences between 
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firms testing policies sufficiently large to impact the fair 

presentation and comparability of the financial statements? 

Although the findings of this research did not provide 

support for the proposition that conservatism has an effect 

upon decision-making, contribution was made to the further 

understanding of auditor's judgment and the possible influ-

ence of firm effect upon decision-making. With more 

behavioral research in decision-making, understanding and 

knowledge will surely be advanced. 
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OPINION QUESTIONNAIRE I 

Which of the Following Do You Favor or Believe In? 

Circle 'Yes' or 'No'. If absolutely uncertain, circle '?' 
There are no right or wrong answers; do not discuss; just 
give your first reaction. Answer all items. 

1. Death penalty Yes ? No 
2. Evolution theory Yes ? No 
3. Nun's habits Yes ? No 
4. Striptease shows Yes ? No 
5. Sabbath observance Yes ? No 
6. Hippies Yes ? No 
7. Patriotism Yes ? No 
8. Modern art Yes ? No 
9. Self-denial Yes 9 No 
10. Working mothers Yes 9 No 
11. Greek fraternities/sororities Yes ? No 
12. Birth control Yes ? No 
13. Military drill Yes ? No 
14. Co-education Yes ? No 
15. Divine law Yes 9 No 
16. Socialism Yes ? No 
17. White superiority Yes 9 No 
18. Cousin marriage Yes ? No 
19. Moral training Yes ? No 
20. Suicide Yes ? No 
21. Law by the book Yes 9 No 
22. Legalized abortion Yes 9 No 
23. Empire-building Yes 9 No 
24. Equal Rights Amendment Yes 9 No 
25. Licensing laws Yes 9 No 
26. Computer music Yes 9 No 
27. Chastity Yes 9 No 
28. Fluoridation Yes 9 No 
29. Keeping the Panama Canal Yes 9 No 
30. Women preachers Yes 9 No 
31. Conventional clothes Yes 9 No 
32. Welfare Yes 9 No 
33. Segregation Yes 9 No 
34. Nudist camps Yes 9 No 
35. Church authority Yes 9 No 
36. Disarmament Yes 9 No 
37. Censorship Yes 9 No 
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38. White lies Yes ? No 
40. Mixed marriages Yes ? No 
41. Strict rules Yes ? No 
42. Student pranks Yes ? No 
43. Strait jackets Yes ? No 
44. Living together Yes ? No 
45. Fidelity in marriage Yes ? No 
46. Gay rights Yes ? No 
47. Inborn conscience Yes ? No 
48. Gun control Yes ? No 
49. Bible truth Yes ? No 
50. Recognizing Red China Yes ? No 



OPINION QUE STIONNARIE II 

On the following pages, you will find a series of 
situations that are likely to occur in everyday life. The 
central person in each situation is faced with a choice 
between two alternative courses of action, which we might 
call X and Y. Alernative X is more desirable and attractive 
than alternative Y, but the probability of attaining or 
achieving X is less than that of attaining or achieving Y. 

For each situation on the following pages, you will be 
asked to indicate the minimum odds of success you would 
demand before recommending that the more attractive or 
desirable alternative, X, be chosen. 

Read each situation carefully before giving your judg-
ment. Try to place yourself in the position of the central 
person in each of the situations. There are twelve situations 
in all. Please do not omit any of them. 

1. Mr. A, a electrical engineer, who is married and 
has one child, has been working for a large electronics 
corporation since graduating from college five years ago. 
He is assured of a lifetime job with a modest, though ade-
quate salary, and liberal pension benefits upon retirement. 
On the other hand, it is very unlikely that his salary will 
increase much before he retires. While attending a conven-
tion, Mr. A is offered a job with a small, newly founded 
company which has a highly uncertain future. The new job 
would pay more to start and would offer the possibility of 
a share in the ownership if the company survived the compe-
tition of the larger firms. 

Imagine that you are advising Mr. A. Listed below are 
several probabilities or odds of the new company's proving 
financially sound. Please check the lowest probability that 
you would consider acceptable to make it worthwhile for Mr. A 
to take the new job. 

The chances are 1 in 10 that the company will prove 
financially sound. 
The chances are 3 in 10 that the company will prove 
financially sound. 
The chances are 5 in 10 that the company will prove 
financially sound. 
The chances are 7 in 10 that the company will prove 
financially sound. 
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The chances are 9 in 10 that the company will prove 
financially sound. 
Place a check here if you think Mr. A should not take 
the new job no matter what the probabilities. 

2. Mr. B, a 45-year-old accountant, has recently been 
informed by his physician that he has developed a severe 
heart ailment. The disease would be sufficiently serious 
to force Mr. B to change many of his strongest life habits 
—reducing his work load, drastically changing his diet, 
giving up favorite leisure-time pursuits. The physician 
suggests that a delicate medical operation could be attempted 
which, if successful, would completely relieve the heart con-
dition. But its success could not be assured, and in fact, 
the operation might prove fatal. 

Imagine that you are advising Mr. B. Listed below are 
several probabilities or odds that the operation will prove 
successful. Please check the lowest probability that you 
would consider acceptable for the operation to be performed. 

Place a check here if you think Mr. B should not 
the operation no matter what the probabilities. 
The chances are 9 in 10 that the operation will 

have 

be a 
success. 
The chances are 7 in 10 that the operation will be a 
success. 
The chances are 5 in 10 that the operation will be a 
success. 
The chances are 3 in 10 that the operation will be a 
success. 
The chances are 1 in 10 that the operation will be a 
success. 

3. Mr. C, a married man with two children, has a steady 
job that pays him about $15,000 per year. He can easily 
afford the necessities of life, but few of the luxuries. 
Mr. C's father, who died recently, carried a $10,000 life 
insurance policy. Mr. C would like to invest this money in 
stocks. He is well aware of the secure "blue-chip" stocks 
and bonds that would pay approximately 6% on his investment. 
On the other hand, Mr. C has heard that the stocks of a 
relatively unknown Company X might double their present value 
if a new product currently in production is favorably 
received by the buying public. However, if the product is 
unfavorably received, the stocks would decline. 

Imagine you are advising Mr. C. Listed below are 
several probabilities or odds that Company X stock will 
double their value. Please check the lowest probability 
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that you would consider acceptable for Mr. C to invest in 
Company X stocks. 

The chances are 1 in 10 that the stocks will double 
in value. 
The chances are 3 in 10 that the stocks will double 
in value. 
The chances are 5 in 10 that the stocks will double 
in value. 
The chances are 7 in 10 that the stocks will double 
in value. 
The chances are 9 in 10 that the stocks will double 
in value. 
Place a check here if you think Mr. C should not 
invest in Company X stocks no matter what the proba-
bilities . 

4. Mr. D is the captain of College X's football team. 
College X is playing its traditional rival, College Y, in 
the final game of the season. The game is in its final 
seconds, and Mr. D's team, College X, is behind in the score. 
College X has time to run one more play. Mr. D, the captain, 
must decide whether it would be best to settle for a tie 
score with a play which would be almost certain to work or, 
on the other hand, should he try a more complicated and 
risky play which could bring victory if it succeeded, but 
defeat if not. 

Imagine that you are advising Mr. D. Listed below are 
several probabilities or odds that the risky play will work. 
Please check the lowest probability that you would consider 
acceptable for the risky play to be attempted. 

Place a check here if you think Mr. D should not attempt 
the risky play no matter what the probabilities. 
The chances are 9 in 10 that the risky play will work. 

7 in 10 that the risky play will work. 
5 in 10 that the risky play will work. 
3 in 10 that the risky play will work. 
1 in 10 that the risky play will work. 

The chances are 
The chances are 
The chances are 
The chances are 

5. Mr. E is president of a light metals corporation in 
the United States. The corporation is quite prosperous, and 
has strongly considered the possibilities of business expan-
sion by building an additional plant in a new location. The 
choice is between building another plan in the U.S., where 
there would be a moderate return on the initial investment, 
or building a plant in a foreign country. Lower labor costs 
and easy access to raw materials in that country would mean 
a much higher return on the intial investment. On the other 
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hand, there is a history of political instability and revo-
lution in the foreign country under consideration. In fact, 
the leader of a small minority party is committed to na-
tionalizing, that is, taking over all foreign investments. 

Imagine that you are advising Mr. E. Listed below are 
several probabilities or odds of continued political sta-
bility in the foreign country under consideration. Please 
check the lowest probability that you would consider accep-
table for Mr. E's corporation to build a plant in that 
country. 

The chances are 1 in 10 that the 
remain politically stable. 
The chances are 3 in 10 that the 
remain politically stable. 
The chances are 5 in 10 that the 
remain politically stable. 
The chances are 7 in 10 that the 
remain politically stable. 
The chances are 9 in 10 that the 
remain politically stable. 
Place a check here if you think 
should not build a plant in the 
matter what the probabilities. 

foreign country will 

foreign country will 

foreign country will 

foreign country will 

foreign country will 

Mr. E's corporation 
foreign country, no 

6. Mr. F is currently a college senior who is very 
eager to pursue graduate study in chemistry leading to the 
Doctor of Philosophy degree. He has been accepted by both 
University X and University Y. University X has a world-
wide reputation for excellence in chemistry. While a degree 
from University X would signify outstanding training in this 
field, the standards are so very rigorous that only a frac-
tion of the degree candidates actually receive the degree. 
University Y, on the other hand, has much less of a reputa-
tion in chemistry, but almost everyone admitted is awarded 
the Doctor of Philosophy degree, though the degree has much 
less prestige than the corresponding degree from University 
X. 

Imagine that you are advising Mr. F. Listed below are 
several probabilities or odds that Mr. F would be awarded a 
degree at University X, the one with the greater prestige. 
Please check the lowest probability that you would consider 
acceptable to make it worthwhile for Mr. F to enroll in 
University X rather than University Y. 
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Place a check here if you think Mr. F should not enroll 
in University X, no matter what the probabilities. 
The chances are 9 in 10 that 
degree from University X. 
The chances are 7 in 10 that 
degree from University X. 
_The chances are 5 in 10 that 
degree from University X, 
_The chances are 3 in 10 that 
degree from University X. 
The chances are 1 in 10 that 
degree from University X. 

Mr. F would receive a 

Mr. F would receive a 

Mr. F would receive a 

Mr. F would receive a 

Mr. F would receive a 

7. Mr. G, a competent chess player, is participating 
in a national chess tournament. In an early match he draws 
the top-favored player in the tournament as his opponent. 
Mr. G has been given a relatively low ranking in view of 
his performance in previous tournaments. During the course 
of his play with the top-favored man, Mr. G notes the 
possibility of a deceptive though risky maneuver which might 
bring him a quick victory. At the same time, if the attempted 
maneuver should fail, Mr. G would be left in an exposed 
position and defeat would almost certainly follow. 

Imagine that you are advising Mr. G. Listed below are 
several probabilities or odds that Mr. G's deceptive play 
would succeed. Please check the lowest probability that you 
would consider acceptable for the risky play in question to 
be attempted. 

1 in 10 that the play would succeed. 
3 in 10 that the play would succeed. 
5 in 10 that the play would succeed. 
7 in 10 that the play would succeed. 
9 in 10 that the play would succeed. 

Place a check here if you think Mr. G should not 
attempt the risky play, no matter what the probabilities, 

The chances are 
The chances are 
The chances are 
The chances are 
The chances are 

8. Mr. H, a college senior, has studied the piano since 
childhood. He has won amateur prizes and given small recitals, 
suggesting that Mr. H has considerable musical talent. As 
graduation approaches, Mr. H has the choice of going to medi-
cal school to become a physician, a profession which would 
bring certain prestige and financial rewards; or entering a 
conservatory of music for advanced training with a well-known 
pianist. Mr. H realizes that even upon completion of his 
piano studies, which would take many more years and a lot of 
money, success as a concert pianist would not be assured. 
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Imagine that you are advising Mr. H. Listed below are 
several probabilities or odds that Mr. H would succeed as a 
concert pianist. Please check the lowest probability that 
you would consider acceptable for Mr. H to continue with his 
musical training. 

Place a check here if 
his musical training, 
The chances are 9 in 
concert pianist. 
The chances are 7 
concert pianist. 
The chances are 5 
concert pianist. 
The chances are 3 
concert pianist. 
The chances are 1 
concert pianist. 

m 

in 

in 

in 

you think 
no matter 
10 that Mr, 

10 that Mr, 

10 that Mr, 

10 that Mr, 

10 that Mr, 

Mr. H should not pursue 
what the probabilities. 
H would succeed as a 

H would succeed as a 

H would succeed as a 

H would succeed as a 

H would succeed as a 

9. Mr. J is an American captured by the enemy in World 
War II and placed in a prisoner-of-war camp. Conditions in 
the camp are quite bad, with long hours of hard physical 
labor and a barely sufficient diet. After spending several 
months in this camp, Mr. J notes the possibility of escape 
by concealing himself in a supply truck that shuttles in and 
out of the camp. Of course, there is no guarantee that the 
escape would prove successful. Recapture by the enemy could 
well mean execution. 

Imagine you are advising Mr. J. Listed below are 
several probabilities or odds of a successful escape from the 
prisoner-of-war camp. Please check the lowest probability 
that you would consider acceptable for an escape to be 
attempted. 

The chances are 
The chances are 
The chances are 
The chances are 
The chances are 

1 in 10 that the escape would succeed. 
3 in 10 that the escape would succeed. 
5 in 10 that the escape would succeed. 
7 in 10 that the escape would succeed. 
9 in 10 that the escape would succeed. 

Place a check here if you think Mr. J should not try to 
escape no matter what the probabilities. 

10. Mr. K is a successful businessman who has partici-
pated in a number of civic activities of considerable value 
to the community. Mr, K has been approached by the leaders 
of his political party as a possible congressional candidate 
in the next election. Mr. K's party is a minority party in 
the district, though the party has won occasional elections 



105 

in the past. Mr. K would like to hold political office, but 
to do so would involve a serious financial sacrifice, since 
the party has insufficient campaign funds. He would also 
have to endure the attacks of his political opponents in a 
hot campaign. 

Imagine that you are advising Mr. K. Listed below are 
several probabilities or odds of Mr. K's winning the election 
in his district. Please check the lowest probability that 
you would consider acceptable to make it worthwhile for 
Mr. K to run for political office. 

Place a check here if you think Mr. K should not run 
for political office no matter what the probabilities. 

K will win the election. 
K will win the election, 

in 10 that Mr. K will win the election. 
K will win the election. 
K will win the election. 

The chances are 9 in 10 that Mr. 
"The chances are 7 in 10 that Mr. 
The chances are 5 
The chances are 3 
The chances are 1 

in 10 that Mr. 
in 10 that Mr. 

11. Mr. L, a married 30-year-old research physicist, 
has been given a five-year appointment by a major university 
laboratory. As he contemplates the next five years, he 
realizes that he might work on a difficult, long-term problem 
which, if a solution could be found, would resolve basic 
scientific issues in the field and bring high scientific 
honors. If no solution were found, however, Mr. L would have 
little to show for his five years in the laboratory, and this 
would make it hard for him to get a good job afterwards. On 
the other hand, as most of his professional associates are 
doing, he could work on a series of short-term problems where 
solutions would be easier to find, but where the problems are 
of lesser scientific importance. 

Imagine that you are advising Mr. L. Listed below are 
several probabilities or odds that a solution would be found 
to the difficult, long-term problem that Mr. L has in mind. 
Please check the lowest probability that you would consider 
acceptable to make it worthwhile for Mr. L to work on the 
more difficult, long-term problem. 

The chances are 1 in 10 that Mr. L would solve the 
long-term problem. 
The chances are 3 in 10 that Mr. L would solve the 
long-term problem. 
The chances are 5 in 10 that Mr. L would solve the 
long-term problem. 
The chances are 7 in 10 that Mr. L would solve the 
long-term problem. 
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The chances are 9 in 10 that Mr. L would solve the 
long-term problem. 
Place a check here if you think Mr. L should not 
choose the long-term, difficult problem, no matter 
what the probabilities. 

12. Mr. M is contemplating marriage to Miss T, a girl 
whom he has known for a little more than a year. Recently, 
however, a number of arguments have occurred between them, 
suggesting some sharp differences of opinion in the way 
each views certain matters. Indeed, they decided to seek 
professional advice from a marriage counselor as to whether 
it would be wise for them to marry. On the basis of these 
meetings with a marriage counselor, they realize that a 
happy marriage, while possible, would not be assured. 

Imagine you are advising Mr. M and Miss T. Listed 
below are several probabilities or odds that their marriage 
would prove to be a happy and successful one. Please check 
the lowest probability that you would consider acceptable 
for Mr. M and Miss T to get married. 

Place a check here if you think Mr. M and Miss T 
should not marry, no matter what the probabilities. 
The chances are 9 in 10 that the marriage would be 
happy and successful. 
The chances are 7 in 10 that the marriage would be 
happy and successful. 
The chances are 5 in 10 that the marriage would be 
happy and successful. 
The chances are 3 in 10 that the marriage would be 
happy and successful. 
The chances are 1 in 10 that the marriage would be 
happy and successful. 



AUDIT JUDGMENT CASE 

Through the years, Graham and Grant, a national public 
accounting firm, has become especially knowledgeable in the 
area of retail/wholesale businesses. For this reason, 
although they have clients in various industries, their new 
clients each year generally include a large number of retail/ 
wholesale firms. This year is no exception with three new 
clients, who are wholesale distributors, being acquired in 
the Dallas-Ft. Worth area alone due to the sudden death of 
the CPA who had been their auditor for a number of years. 

The three firms are Top Value Auto Parts, Texas Radio 
and Electronics, Inc. and Acme Household Applicances. These 
companies seem to be similar for a number of reasons: they 
are all medium-size distributors that have been in business 
for 20-25 years; the men who started the businesses are still 
managing them and there has been little turnover among the 
employees who have been added to the payroll as the companies 
have expanded; all three firms use lines of credit with their 
respective banks whose credit policies require that audited 
financial statements be furnished each year; the financing 
in each firm is handled by the man who organized the business 
and there has been no difficulty in getting the necessary 
financing at reasonable rates through the years; the debt to 
equity ratio in each firm is compatible with other firms in 
their industry and none is considered to be highly leveraged; 
although all of the firms have grown over the years, the 
growth has been gradual and few problems have developed as a 
result. The one area in which they do differ is internal 
controls and their specific differences in this area will be 
subsequently documented. 

The firm policy of Graham and Grant with regard to 
internal control requires that the manager of each audit 
determine the relative strength or weakness of internal 
controls in relevant accounting areas from an internal con-
trol questionnaire. The manager gives this information, 
along with general guidelines and a flowchart, to the senior 
auditors assigned to audit the different areas. These 
auditors are then required to use the manager's assessment 
of internal controls in their area as the basis for a pre-
liminary plan in which they decide the initial extent of 
compliance and/or substantive testing. 
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The general guidelines for the reliance of G & G auditors 
on the assessments of internal control are: 

Strong - place significant reliance on controls. 
Fair - place some reliance on controls. 
Weak - place little reliance on controls. 

In addition, the G & G firm manual states with regard to 
compliance and/or substantive testing: 

As more reliance is placed upon internal controls 
in relevant audit areas, more compliance tests 
are needed to verify the assessed strength of 
internal controls and less substantive tests are 
required. However, as less reliance can be placed 
upon internal controls, less compliance tests are 
needed and more substantive tests are required. 

In the audits for the three new wholesale companies, the 
manager has decided not to provide the auditors with last 
year's sample sizes because the previous auditor did not use 
evaluations of internal controls to plan the extent of test-
ing. 

As an auditor for G & G, you are in charge of auditing 
the revenue cycle of Top Value, Texas Radio and Acme Home. 
As a part of your audit program for the revenue cycle, you 
must choose some preliminary sample sizes for compliance 
and/or substantive testing using judgmental sampling and 
based upon the internal control information for each company 
which is given to you by the audit manager. 

Top Value Auto Parts Internal Control Information 

John Rigby, President and founder of Top Value, is com-
pletely convinced of the value of a strong internal control 
system and has taken an active part in developing and super-
vising Top Value's policies and procedures are the business 
has expanded. A flowchart of the revenue cycle and explana-
tion of the present system are on the following page. 

Audit Manager's evaluation: Strong 

No weaknesses were noted and there was good separation 
of duties. In addition, the Assistant Controller makes un-
scheduled checks of the system to see that it is functioning 
properly. 
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This flowchart shows the normal flow of activities. As 
each function is completed, the related document is initialed 
by the person who performed the task. The flowchart does 
not, however, indicate the proper procedures for exceptions. 
These procedures are: 

1. If a sales order is not approved for credit, it 
is returend to the order clerk who tries to arrange 
a C.O.D. shipment with the customer. If a C.O.D. 
shipment is acceptable, the order proceeds normally; 
otherwise, it is voided and filed. 

2. If some of the ordered merchandise is not available, 
a backorder is written and filed by a warehouse 
clerk and the amounts shipped and backordered are 
indicated on the packing list. 

3. If the goods selected and sent to shipping do not 
match the types and quantities on the packing list, 
they are returned to the warehouse for correction. 

4. If errors are found by the billing clerk in her 
ckeck of sales invoices, the invoices are returned 
to the typists for correction. 

The Accounting Department records sales invoice informa-
tion in the sales journal, subsidiary ledgers, and perpetual 
inventory records. 
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Top Value distributes auto parts to a network of discount 
auto parts stores in northeast Texas. Their profit is based 
on a high volume of relatively low-priced auto parts and 
supplies. An estimate of total sales invoices for this year 
would be about 40,000 invoices that range in amount from $10 
to $2,000. 

BASED UPON THE AUDIT MANAGER'S INTERNAL CONTROL EVALUATION 
AND THE ABOVE INFORMATION, CHOOSE PRELIMINARY SAMPLE SIZES 
FOR THE FOLLOWING TESTS: 

Compliance Tests 

1. Review the file of numerical sales orders for days: 
a. to test for numerical sequence. 
b. to determine that both copies of voided sales orders 

have been filed. 

Audit Objective: to ascertain that a copy of all sales 
orders are in the file, that none have been lost, mis-
placed or duplicated and that no copies of voided sales 
orders could have gotten into the system. 

2. Review the file of numerical sales invoices for 
days : 
a. to test numerical sequence. 
b. to determine that all copies of voided sales invoices 

have been filed. 

Audit Objective: to ascertain that all recorded sales 
are in the file, that no invoices have been lost, mis-
placed or duplicated, and that no copies of voided sales 
invoices could have gotten into the system. 

3. Randomly select a sample of sales invoices: 
a. to examine for support packing list and sales order. 
b. to determine that the clerk, who is responsible, 

has initialed to indicate performance of the required 
step of checking extensions and credit approval. 

Audit Objective: to ascertain that recorded sales are 
for shipments actually made to nonfictitious customers, 
are for the amount of goods shipped and are correctly 
billed. 

4. Review the file of numerical packing lists for days 
to test numerical sequence. 

Audit Objective: to ascertain that all recorded ship-
ments are in the file and that no packing list has been 
lost, misplaced or duplicated. 
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5. Randomly select a sample of _____ packing lists to test 
for proper initials as indication that shipping approval 
was checked. 

Audit Objective: to ascertain that all shipments made 
were properly approved. 

Substantive Tests 

6. Randomly select a sample of sales invoices: 
a. to check extension and footing totals. 
b. to compare billing price to authorized price lists. 
c. to trace the totals to the sales journal and 

accounts receivable ledger. 

Audit Objective: to ascertain that existing sales are 
correctly billed and recorded. 

7. Select a random sample of packing lists: 
a. to be traced to the corresponding sales order and 

sales invoice. 
b. to be traced to perpetual inventory records. 
c. to determine that types and quantities shipped are 

types and quantities ordered and billed. 

Audit Objective: to ascertain that the amount of goods 
ordered and biller were the amounts shipped and recorded 
in inventory records. 

Texas Radio and Electronics, Inc. Internal Control Information 

Texas Radio was organized in 1954 by Daniel Moss who is a 
firm believer in "a day's work for a day's pay". Because of 
this philosophy, Mr. Moss has resisted his CPA's advice con-
cerning the separation of certain duties when he has felt 
that such a separation would not fully occupy the time of the 
employees involved. A flowchart of the revenue cycle and 
explanation of the present system of internal control for 
Texas Radio are presented on the following page. 

Audit Manger's evaluation: Fair 

Weaknesses and strengths: 

Typists prepare sales orders and sales invoices. 

Possible errors or irregularities - fictitious sales 
orders could be created and goods would be shipped. 
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Offsetting strength (S^) - credit approval required 
before goods are shipped. 

Wg Shipping clerks fill orders, prepare packing lists and 
also ship goods. 

Possible errors or irregularities - shipping clerks 
could ship more goods than on sales order, ship without 
approval or ship to a fictitious customer. 

Offsetting strength (S0) - approved sales order filed 
with packing list provides support for shipments. 

Wg Approved sales order filed in shipping department. 

Possible errors or irregularities - clerk typists and 
billing clerk have no evidence that shipment was approved. 

No offsetting strength. 

Sg Extensions are checked by an independent person. 

S, The accounting function is separate from billing. 
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The procedures for exceptions to the system are essen-
tially the same as those for Top Value, when they apply, and 
the Accounting Department performs the same functions. 

Texas Radio distributes radios, TVs and other electronic 
products to retail stores in northeast Texas. An estimate 
of total sales invoices for this year would be about 26,000 
invoices that range in amount from $15 to $7,000. 

BASED UPON THE AUDIT MANAGER'S INTERNAL CONTROL EVALUATION 
AND THE ABOVE INFORMATION, CHOOSE PRELIMINARY SAMPLE SIZES 
FOR THE FOLLOWING TESTS: 

Compliance Tests 

1. Review the file of numerical sales invoices for 
days: 
a. to test numerical sequence. 
b. to determine that all copies of voided sales invoices 

have been filed. 

Audit Objective: to ascertain that all recorded sales 
are in the file, that no invoices have been lost, mis-
placed or duplicated and that no copies of voided sales 
invoices could have gotten into the system. 

2. Randomly select a sample of _____ sales invoices from the 
numerical file to determine that the clerk, who is respon-
sible, has initialed to indicate performance of the 
required step of checking extensions. 

Audit Objective: to ascertain that sales are correctly 
billed. 

3. Select a random sample of _____ sales invoices from the 
alphabetical file to examine for supporting packing list. 

Audit Objective: to ascertain that recorded sales are 
for shipments actually made to nonfictitious customers 
for types and quantities shipped. 

4. Review the file of numerical packing lists for days 
to test numerical sequence. 

Audit Objective: to ascertain that all recorded ship-
ments are in the file and that no packing list has been 
lost, misplace or duplicated. 
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5. Randomly select a sample of _____ packing lists to 
examine for supporting approved sales order. 

Audit Objective: to ascertain that shipments made were 
properly approved. 

Substantive Tests 

6. Randomly select a sample of sales invoices: 
a. to check extension and footing totals. 
b. to compare billing price to authorized price lists. 
c. to trace the totals to the sales journal and accounts 

receivable ledger. 

Audit Objective: to ascertain that existing sales are 
correctly billed and recorded. 

7. Select a random sample of packing lists: 
a. to be traced to corresponding sales order and sales 

invoice. 
b. to be traced to perpetual inventory records. 
c. to determine that types and quantities shipped are 

types and quantities ordered and billed. 

Audit Objective: to ascertain that the amount of goods 
ordered and billed were the amounts shipped and recorded 
in inventory records. 

Acme Household Appliances Internal Control Information 

When John Salter started his business in 1958, he was both 
manager and salesman. His only employees were Mary Coffman, 
a divorcee, who took care of the office work and two shipping 
clerks who handled the shipments. Because of her many years 
of employment, Mary knows from memory all the merchandise and 
prices as well as the customers and their credit ratings. 
Mr. Salter has complete confidence in Mary and has resisted 
all efforts to seaparate some of her duties, especially since 
she does not want to release any of her responsibilities, 
even though she often has to work overtime to keep up with 
her work load. Her son Don has worked as a shipping clerk 
for Acme for the past year and a half. 

A flowchart of the revenue cycle and explanation of the 
present system of internal control for Acme are presented 
on the following page. 

Audit Manager's evaluation: Weak 
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Weaknesses and strengths: 

Mary Coffman has too many duties - she prepares 
sales orders, grants credit and checks her own work. 

Possible errors or irregularities - errors on sales 
orders, fictitious customers, credit approval not 
independently checked. 

No offsetting strength. 

Wg Mary's son in shipping. 

Possible errors or irregularities - collusion between 
Mary and her son to fraudulently obtain company assets, 

No offsetting strength. 

Wg Shipping clerks fill orders, prepare packing lists 
and also ship goods. 

Possible errors or irregularities - shipping clerks 
could ship more goods than on sales order, ship 
without approval or ship to a fictitious customer. 

Offsetting strength (S^) - Typist compares sales 
order to packing list. 
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W, Sales invoices are not prenumbered. Numbers are 
assigned when they are typed. 

Possible errors or irregularities - Failure to bill 
or record sales, duplicate billing and recording, 

loss of documents. 

No offsetting strength. 

SQ Mary Coffman checks extensions and pricing. 

Sg The accounting function is separate from billing. 

Mary Coffman handles all exceptions to the system and the 
Accounting Department performs the same function as it does 
in the Top Value system. 

Acme Household Appliances distributes a large variety of 
merchandise such as electric can-openers, micro-wave ovens 
and large refrigerator/freezers to retail stores in northeast 
Texas. An estimate of total sales invoices for this year 
would be about 18,000 invoices that range in amount from $125 
to $15,000. 

BASED UPON THE AUDIT MANAGER'S INTERNAL CONTROL EVALUATION 
AND THE ABOVE INFORMATION, CHOOSE PRELIMINARY SAMPLE SIZES 
FOR THE FOLLOWING TESTS: 

Compliance Tests 

1. Randomly select a sample of sales invoices: 
a. to examine for supporting packing list and sales 

order. 
b. to determine that Mary Coffman has initialed to 

indicate performance of the required step of checking 
extensions. 

Audit Objective: to ascertain that recorded sales are 
for shipments actually made to nonfictitious customers, 
are for the amount of goods shipped and are correctly 
billed. 

2. Review the file of numerical packing lists for days 
to test numerical sequence. 

Audit Objective: to ascertain that all recorded shipments 
are in the file and that no packing list has been lost, 
misplaced or duplicated, 
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3. Select a random sample of packing lists to test 
for proper initials as indication that shipping approval 
was checked. 

Audit Objective: to ascertain that all shipments made 
were properly approved. 

Substantive Tests 

4. Randomly select a sample of sales invoices: 
a. to check extension and footing totals. 
b. to compare billing price to authorized price lists. 
c. to trace the totals to the sales journal and 

accounts receivable ledger. 

Audit Objective: to ascertain that existing sales are 
correctly billed and recorded. 

5. Select a random sample of packing lists: 
a. to be traced to the corresponding sales order and 

sales invoice. 
b. to be traced to perpetual inventory records. 
c. to determine that types and quantities shipped are 

types and quantities ordered and billed. 

Audit Objective: to ascertain that the amount of goods 
ordered and billed were the amounts shipped and recorded 
in inventory records. 

DEMOGRAPHIC INFORMATION 

Age 

Sex 

College degree 

College attended 

Year graduated 

Grade point average 

Auditing experience (years) 

Current position 

Presently employed by 

Number of years with present employer 
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