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THE INFLUENCE OF SOCIAL INTERACTION ON AUDITORS' MORAL
REASONING

ABSTRAcr

Although auditors engage in considerable social interaction (Gibbins & Mason., 1988;
Solomon., 1987)., little is known about how social interaction influences an auditor's moral
reasoning process. In order to address this gap., this study used an experiment to examine the
effect of social influence on 288 auditors' moral reasoning on realistic moral dilemmas. The
results of this study indicate that social interaction influences the moral reasoning of auditors.
Auditors' level of prescriptive reasoning appears to increase after engaging in discussion of a
realistic moral dilemma., particularly for those which discuss dilemmas with others at high levels
of moral development. while auditors' level of deliberative reasoning appears to decrease after
engaging in discussion of a realistic moral dilemma. At a practicallevel., these findings suggest
that auditors should he encouraged to prescriptively discuss moral dilemmas with others of high
leve1s of moral development as this tends to result in the use ofmore principled moral reasoning.
In contrast., auditors should avoid deliberative discussion of moral dilemmas. as this tends to
result in the use of less principled moral reasoning than would be used in the absence of
discussion.

Malgré le fait que le travail des vérificateurs comporte beaucoup d'interactions sociales
(Gibbins & Mason., 1988; Solomon, 1987)., leur effet sur le jugement moral a été jusqu'à présent
peu étudié. Cette étude utilise un design expérimental afin d'évaluer les conséquences des
interactions entre vérificateurs sur leur processus de raisonnement menant à une décision morale.
288 vérificateurs ont participé à l'expérience. Les résultats obtenus montrent que l'interaction
influence le jugement moral des vérificateurs. Le niveau de jugement prescriptif augmente suite
à l'interaction. Par contre., le niveau de jugement délibératif diminue suite à l'interaction. Il
ressort de ces résultats que, dans le cadre d'une mission., les vérificateurs devraient discuter de
problèmes éthiques d'une manière prescriptive. Par contre, les vérificateurs devraient éviter de
discuter de problèmes éthiques d'une manière délibérative car ce mode de résolution mène à des
décisions moins fondées sur les principes moraux.



ACKNOWLEDGEMENTS

The thesis and research it documents have greatly benefited from the helpful

suggestions and the constructive comments of Dr. J. Hartwic~ Dr. M. Magnan, Dr. C.

McWatters~ Dr. L. Ponemon and Dr. D. Saunders. 1 am particularly indebted to my thesis

supervisor, Dr. 1. Hartwick, for bis compassion toward the many personal upheavals that 1

experienced during the writing of my dissertation and for the advice~ encouragement and

education he provided throughout my doctoral studies.

The conduct of the research has been facilitated by financial resources provided by

McGill University, Faculty of Graduate Studies. 1 also thank Dr. R. Loulou and Dr. M.

Yalovsky for their help during my doctoral studies.

A number of organizations, fiiends and well-wishers also have assisted in making tbis

thesis possible. In particclar~ 1take this opportunity ta thank the individuals and organizations

that facilitated the obtaining of participants for tbis study~ and the individuals who agreed to

participate in the research. 1aise thank the doctoral student colleagues with whom 1shared the

doctoral student experience. In particular, 1 thank Susan Bartholome~' who was a1ways

available to advise me on the manuscript.

l alse thank my children who precious childhoods were shared with a mother pursuing

doctoral studies. Last.. but not the least~ [ thank my husband for the fait~ support.

understanding and encouragement he continues to provide to me.



Page Section

1 1.0
3 1.1
6 1.2
8 1.3
9 1.4

Il 2.0

12 2.1
12 2.1.1
15 2.1.2
19 2.1.3
20 2.1.4
23 2.2
24 2.2.1
25 2.2.2
25 2.2.3
27 2.2.4
27 2.3

29 3.0

31 3.1
32 3.1.1
33 3.1.2
35 3.1.3
36 3.1.4
37 3.1.5
38 3.2

41 3.3

43 4.0

44 4.1
47 4.2

47 4.2.1
49 4.2.2
50 4.3
51 4.4

TABLE OF CONTENTS

TITLE OF SECTION

INTRODUCTION
The moral aspect ofauditors' professional judgment
Social interaction and professional judgment
Methodological overview
Organization of the dissertation

AN OVERVIEW Of TIŒ COGNITIVE-
DEVELOPMENTALPERSPECTfVE
The cognitive-developmental perspective

Background
Measurement of moral development
Empirical support
Criticisms

Rest's model of moral action
Identification ofa moral dilemma
Moral judgment of the ideal solution
Intention to comply with the moral judgment
Moral action

An interactionist perspective

THE PROFESSIONAL JUDGMENT Of
AUDITORS
Auditors' moral decision making

Identification of transgressions
Formulation of professional judgment
Intention to exercise professional judgment
Exercise of professional judgment
Summary of findings

A comparison of the moral context ofUS and
Canadian audit firms
Conclusions

THE INFLUENCE OF SOCIAL INTERACTION
ON AUDITORS' MORAL REASONlNG
Social influence and moral reasoning
Psychological explanations applied to moral
reasoning

Social interaction and prescriptive reasoning
Social interaction and deliberative reasoning

An integrated frarnework
Hypotheses



Page Section TITLE OF SECTION

54 5.0 INSTRUMENT DEVELOPMENT
55 5.1 Instrument design
57 5.2 Steps in instrument development
58 5.2.1 Development ofaudit-specifie dilemmas
59 5.2.2 Generation ofitems of consideration
60 5.2.3 Creation ofthe instrument
61 5.2.4 Expert panel validation of stage scores
62 5.2.5 Instrument testing: Phase One
64 5.2.5.1 Administration ofPhase One
65 5.2.5.2 Statistical analysis for Phase One
67 5.2.6 Instrument testing: Phase Two
68 5.2.6.1 Instrumentation arder
70 5.2.6.2 ConvergentlDivergent validity
71 5.2.6.3 Internai consistency
72 5.2.7 Instrument testing: Phase Three
74 5.3 Development of experimental instrument
75 5.3.1 Selection of subset of cases
79 5.4 Implications

80 6.0 EXPERThŒNTAL METHODOLOGY
80 6.1 Experimental design
81 6.1.1 Premanipulation measures
82 6.1.2 Experimental manipulation
82 6.1.3 Postmanipulation measures and debriefing
83 6.2 Categorization of individual subjects
83 6.3 Assignment to experimentaI manipulations
85 6.4 Data collection
87 6.5 Sample description

93 7.0 EXPERIMENTAL RESULTS
94 7.1 Hypothesis 1: The Relationship of DIT scores to

moral reasoning scores
95 7.2 Hypothesis 2: Discussion and the revision to

auditors7 moral reasoning.
100 7.3 Hypothesis 3: Convergence of auditors' moral

reasoning
103 7.4 Hypothesis 4: Social influence and mode of

reasomng
107 7.5 The Fifth set ofHypotheses: social interaction and

prescriptive reasoning
109 7.6 The Sixth set of Hypotheses: social interaction and

deliberative reasoning



Page Section TITLE Of SECTION

113 8.0 DISCUSSION AND CONCLUSION
114 8.1 Contributions
117 8.2 Limitations
119 8.3 Possible extensions

120 9.0 BffiLIOGRAPHY



SmmlARY OF TABLES

Page Table TITLE

61 5.1 Expert Panel VaIidation of Stage Scores

62 5.2 Expert Panel VaIidation of Principledlnon-
principled classification for Items of
Consideration

65 5.3 Descriptive Charaeteristics of the sample: Phase
one testing

66 5.4 Results of the Multiple-Regression of DIT, case
order, locus ofcontrol, and social desirability
on moral reasoning

68 5.5 Descriptive characteristics of the sample: Phase
Two testing

69 5.6 Mean instrument order by instrument order and
mode

69 5.7 ANOVAs examining ORDER and MODE on
instrument scores

70 5.8 Phase Two comparison of scores obtained on
audit-specifie instrument ta scores obtained on
the traditional DIT

72 5.9 Comparisons ofsubjects' Cronbach's alphas

73 5.10 Descriptive charaeteristics of the sample: Phase
Three testing

74 5.11 Test-retest correlations

76 5.12 Correlation between scores on alternative four-
ease combinations with six-case scores

77 5.13 Examination ofscores on experimental
instrument

77 5.14 Expert Panel Review of Items of Consideration

78 5.15 Examination ofCronbaeh's alphas on
experîmental instrument

79 5.16 Comparison oftest-retest correlations

85 6.1 Single Replication ofthe experimental design



Page Table TITLE

88 6.2 Total Sample Descriptive Characteristics

89 6.3 Descriptive Charaeteristics of subjects by Mode
of Reasoning

90 6.4 Descriptive Charaeteristics by Hierarchical
Level

91 6.5 Final sample according to hierarchicallevel and
finnsize

92 6.6 Descriptive Charaeteristics ofsubjeets by
Experimental procedure

93 7.1 Descriptive Statistics for Dependent Variables

94 7.2 Correlation of auditors' DIT score with moral
reasoning scores

96 7.3 ANOVA of the ABSOLUTE_REVISION to
moral reasoning scores

97 7.4 Mean ABSOLUTE_REVISION according to
CONTEXT

98 7.5 ANOVA ofthe ABSOLUTE_REVISION ta
Prescriptive reasoning scores

99 7.6 Mean ABSOLUTE_REVISION ta Prescriptive
reasoning by LEVEL and CONTEXT

100 7.7 ANOVA ofthe ABSOLUTE_REVISION to
Deliberative reasoning scores

102 7.8 ANOVA ofauditors" DIFFSCORES

105 7.9 ANOVA of auditors" PRETEST to
POSTTEST scores

107 7.10 ANOVA ofauditors' PRETEST to
POSTTEST scores for PRESCRIPTlVE
MODE

108 7.11 Mean Increase in Prescriptive reasoning scores
for auditors according ta Experimental
CONTEXT

110 7.12 ANOVA ofPRETEST to POSTTEST scores
for DELffiERATIVE MODE



Page Table TITLE

111 7.13 Difference in deliberative reasoning scores over
TIME by experimental CONTEXT



SUMMARY OF FIGURES

Page Figure TITLE OF FIGURE

14 2.1 Kohlberg's six stages ofmoral reasoning

24 2.2 Rest's four-component model afmoral action

30 3.1 The issuing ofa qualified audit opinion
according to the four components ofRest's
model ofmoral action

32 3.2 Accounting-ethics research examining the
professional judgment ofauditors

40 3.3 Auclitors' DIT scores by hierarchical rank

51 4.1 Directional effect ofsocial influence according
ta mode of reasoning

58 5.1 Steps in instrument development

60 5.2 Decision role for determination of stage score
for Items ofConsideration



1.0 INTRODUCTION

The primary funetion of extemal auditors is to attest to the faimess of the financial

statements of an enterprise (Gibbins & Mason, 1988; Rulund & Lindblom, 1992). Audited

financial statements are used by different users for various purposes. For example, creditors

and shareholders may rely upon audited financial statements to obtain an unbiased view of the

financial results ofan enterprise to guide their investment decisions (Merchant, 1985). Audited

financial statements are also important to the management of an enterprise, since the

information that they contain is used by owners and/or boards of directors to evaluate, and

often to compensate, its efforts (Murphy, 1985; Pavlik, Scott & Tiessen, 1993; Lambert &

Larcker, 1987). The divergence between external users' and management's use of financial

information results in an inherent confliet over financial statement presentation. Integral to the

auditor' s role is the resolution of this inherent confliet of preference for financial statement

information (Gaa, 1991).

Society requires that auditors resolve tbis confliet to the benefit of the external users

of financial statements (Beaver & Demski, 1974; Gaa, 1993; May & Sundem, 1976). For

example, the Institute of Chartered Accountants of Ontario's (ICAO) rules of professional

conduet (1973) explicitly acknowledges auditors' primary duty to the public:

The rules of professional conduet, as a whole, flow from the special
obligations embraced by chartered accountants. The reliance of the public,
generally, and the business community, in particular, on sound and fair
financial reporting and competent advice on business affairs ... imposes these
special obligations on the profession. They aIso establish, finnly, its social
usefulness (forward, ICAO Rules, 1973).
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The role of moral watchdog requires that auditors must adhere to a rigorous moral

standard (Gaa, 1991). The stringency of this moral standard is characterized by the

requirement ofProfessional Codes ofConduet that an auditor must maintain independence "in

appearance and in faet" (e.g., AlepA, 1992; CGA, 1990)1. lndependence is a frame of mind

that obliges auditors to carry out their professional role and exercise professional judgment

without consideration oftheir self-ïnterest. The relevance of the principle of independence for

raie ofauditor is described by Carey (1946, p.7):

Independence ... is partly synonymous with honesty, integrity, courage,
character. It means, in simplest terms, that the certified public accountant will
tell the truth as he sees it, and will permit no influence, financial or
sentimental, to tum him from that course.

Legal rulings aIse require that auditors' priority be the protection of the interests of the

extemal users of financial statements. For instance, the Continental Vending (US versus

Simon, 1969) ruling requires auditors to develop and apply appropriate reporting practices,

even where standardized practices have yet to be developed (AlCPA, 1979). Thus, the

Continental Vending decision obliges auditors to proteet the interests of external users in their

exercise ofprofessionaIjudgment, even ifthis involves going beyond existing laws and codified

standards (Anderson, 1977).

Historically, auditors' moral obligation to the external users of financial statements has

been enforced through the severity of penalties attached to moral transgressions by the courts.

Besides financiaI penalties, disciplinary measures for the errant auditor may include loss of ms

1 The term "independence" is synonymous to the term "objeetivity" used in sorne
jurisdietions (e.g., the Ontario Institute of Chartered Accountants replaced the tenu
"independence" with the term "objeetivity" in 1973) (Neu & SaIeem, 1994).
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or her professional designation and bis or her licence to practice as an auditor. Furthermore,

public knowledge ofan auditor's failure to comply with professional requirements results in 1055

of reputation for the auditor, 1055 of reputation for his or her audit firrn and for the entire

professional community ofauditors (Noreen, 1988). This, in turn, may result in 1055 of revenue

for the deviant auditor' 5 firm and potentially may threaten the collective privileges and rights

granted to auditors by the state (Richardso~ 1989).

Although the frequency in which auditors violate moral standards is unkno~ recent

legal rulings and disciplinary actions taken by public accounting institutes indicate that moral

transgressions by auditors may be increasing in occurrence (Fried & Schiff, 1981; Palmrose,

1988). Thus, it appears that traditional methods of enforcement appear to be inadequate to

ensure that auditors afways adhere ta a high moral standard in their professional raIe. RecentIy,

accounting-etbics researchers have considered alternative approaches to ensuring auditors

maintain a high moral standard by examining the moral aspect of auditors' professional

judgment. Accordingly, this study is based upon the body of accounting-ethics research in the

tradition of the cognitive-developmentalists that endeavours to understand how auditors'

cognitive conception ofmorality is determined. The results of tbis study may be useful ta those

attempting ta understand the factors that influence the moral reasoning process that precipitates

auditors' professional judgment.

1.1 THE MORAL ASPECT OF AUDITORS' PROFESSIONAL JUDGMENT

Support for the inherent moral dimension to auditors' professional judgment has been

provided by accounting researchers utilizing two different theoretical perspectives: 1)

3



contracting theory (DeAngelo, 1981; Watts & Zimmennan, 1983, 1986), and 2) cognitive­

deveIopmentai theory (Gaa & Ponemo~ 1994). Each is reviewed briefly below.

According to contracting-theory, the value ofan auditor's service depends on socïety's

assessment ofthe auditor's technical competence and bis or her independence from the client

(e.g., DeAngeIo, 1981; Watts & ZimmermaIly 1983, 1986). Technical competence is defined

as the technical mastery of the ruIes, policies and standards required to enable an auditor to

discover breaches in a client's reporting system. Independence is defined by contracting

theorists as an auditor's mClal fortitude to "withstand client pressures to disclose seiectively in

the event a breach is discovered" (DeAngelo, 1981, p.11S). This line of reasoning implies that

in addition to technical ability, an auditor's moral fortitude is necessary and integral to the

exercise of professional judgment.

Accounting research adopting a cognitive-developmental perspective aIso has provided

support for the view that an auditor's ability to exercise professional judgrnent is associated

with bis or her moral competence (e.g., Armstron~ 1984; Bemardi, 1991; Gaa & Ponemon,

1994; Ponemon, 1993; Ponemon & Gabhart, 1990, 1993). The cognitive-developmental

perspective assumes that one's conception ofmorality progresses through developmental stages

(Kohlberg, 1958, 1969b; Rest, 1986, 1994). In additio~ it assumes the existence of an

association between an individual's level of moral development and bis or her moral choices

(Kohlberg, 1958, 1965, 1969a, 1979; Rothman, 1971, 1976; Turie! & Rothman, 1972). As

applied to understanding the professional judgment of auditors, this perspective suggests that

an auditor' s professional judgment contains a moral component that reflects his or her level of

moral reasoning (Gaa & Ponemon, 1994; Ponemon & Gabhart, 1994). However, much remains
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to be leamed about the moral reasoning ofauditors and factors which effeet the moral aspect

of auditors' professional judgrnent.

Arrington & Francis (1993) and Francis (1990, 1994) argue that an auditor' s

prafessional judgment is fundamentally interpretative and, as a result, there exists considerable

latitude fo~ social influence. Furthermore, auditors engage in a substantial amount of

consultation and discussion during the fonnulation of professional judgment (Anderson, 1977;

Gibbins & Mason, 1988; Mautz & Sharat: 1961; Pincus, 1990; Salomon, 1987). For example,

in the Gibbins & Mason's (1988) swvey of70 professional accountants, ooly two accountants

(sole practitioners) indicated that they generally made professional judgments without

consulting others. Twelve respondents indicated that they consulted one or two others. The

majority of respondents (40) indicated that they generally interacted with between three-to-five

other individuals when making professional judgments. In addition, sixteen indicated that they

consulted more than five other individuals. The interpretative nature of professional judgment,

combined with the high degree of discussion and consultation in which auditors engage,

suggests that an examination of the influence of social interaction on the moral aspect of

auditors' professional judgment is important. Accordingly, this study investigates how social

interaction, as sustained by the distinctive charaeteristics of public accounting finns, influences

the moral reasoning of auditors.

5



1.2 SOCIAL INTERACTION AND PROFESSIONAL JUDG~IENT

Moral action usually takes place in a social or group context, and that context
usually bas a profound influence on the moral decision making of individuals.
Individual moral decisions in reai life are aImost aIways made in the context of
group norms or group decision-making processes (Higgins, Power & Kohiberg,
1984, p.175).

While empirical findings indicate that auditors' professional judgments typically involve

social interaction, the question remains as to the nature of the influence of social interaction

on auditors' professional responsibility (Solomon, 1987). Codes of professional conduct

generally insist that an individual auditor's responsibility is no! di/uted by social interaction. For

example, the ICAO (Institute of Chartered Accountants of Ontario) states that 1I[I]t thus

becomes a cardinal position of a member of the profession that he will not subordinate his

professionaIjudgment to the will ofothers. lt (1973, p.S.06). Furthermore, rulings made by the

Securïties Exchange Commission (SEC) in the United States have indicated that in addition to

including individual judgments for which professional accountants are primarily responsible,

professional misconduet includes situations where auditors have knowledge ofjudgments and

actions ofothers (including actions of superiors). As these examples suggest, the moral (and

legal) responsibility for the consequences of professional judgment rests with the individual

auditor. Therefore, an auditor's professional judgment is ultimately an individual decision

regardless of the extent of discussion, deliberation, or consultation to which a particular

judgment is subject.

While codes of conduct and legal requirements demand that the responsibility for

professionai judgment remain with individual auditors, they do not suggest that the moral

decision making process of auditors is not influenced by social interaction. Studies that
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examine the technical aspects ofauditors' professional judgment indicate that social interaction

does not alter significantly the professional judgment of auditors (e.g., Abdel-khalik, Snowball

& Wragge, 1983; Reckers & Schul~ 1982; Schultz & Reckers, 1981; Solomon, 1982).

Nonetheless, accounting-ethics researchers have found that the moral component of auditors'

professional judgment may be sensitive ta social influence (Ponemon, 1992; Ponemon &

Gabhart, 1990, 1993). Furthermore, studies, not specifie to the accounting context., also

indicate that social interaction influences the moral decision processes of individuals

(Dukerich., Nichais, Elm & Vollrath, 1990; Kohiberg & Candee, 1984; Kohiberg, Scharf &

Hickey, 1972; Scharf, 1973). Key findings from this literature reveal that: 1) an îndividual's

moral reasoning is modified after discussion (Dukerich et al., 1990; Saltzstein., Diamond &

Belenky, 1972); 2) modifications to an individual's moral reasoning resulting from social

interaction may be related to the difference in the level of moral reasoning between an

individual and those with whom he or she interacts (Dukerich et al., 1990; KohIberg & Candee,

1984); and 3) the influence of social interaction on rea! life dilemmas using deliberative

reasoning may be different from the influence of social interaction on hypothetical dilemmas

using prescriptive reasoning (Kohlberg & Candee, 1984; Kohlberg et al., 1972; Schar( 1973).

Unfortunately, the applicability of these findings to the audit context is limited by

attributes of the sample, the types of moral dilemmas, and the charaeteristics of the social

interaction used in these studies. For example, subjects in these studies were either students or

prisoners in a penal institution. In addition., the nature of realistic moral dilemmas used in these

studies, while appropriate for students or prisoners, is not relevant ta the audit context. For

instance, these studies generally considered the influence of social interaction on the

7



prescriptive resolution of moral dilemmas, with little consideration of how social interaction

may influence the dehoerative resolution of moral dilemmas, as is likely to oecur in an applied

context such as an audit. Furthermore, distinctive characteristics of social interaction found in

public accounting firms were not addressed in these particular studies. Thus, an understanding

of the influence of social interaction on the moral reasoning of auditors in conditions

characteristic of audit firms is yet to be obtained.

1.3 METHOOOLOGICAL OVERVIEW

This study draws attention ta the importance of social context on the moral reasoning

and professional judgments ofauditors, and provides insight into the influence of social context

on the moral aspect of auditors' professional judgment. T 0 this end, an experiment that

examined the influence ofsocial interaction on the moral decision proeess of auditors has been

conducted. This experiment attempted to emulate the aetual conditions under which moral

judgments in public accounting firms are made. In particular, groups were formed so that the

range ofmoral contexts found in audit finns could be examined. Furtherrnore, realistic auditing

dilemmas and practising auditors were used in the experiment. The research approach adopted

in tbis experiment differs from previous studies ofmoral decision making in two respects. First,

an instrument was developed with which to measure the levels of prescriptive and

deliberative reasoning applied by auditors to resolve realistic audit dilemmas. Second, the

experiment focused on the influence of social interaction on auditors' prescriptive and

deliberative reasoning.

8



1.4 ORGANIZAnON OF THE DISSERTAnON

The objective ofthis research is to obtain a better understanding of the moral decisions

ofauditors in their professional capacity. The research is based upon the assumption that there

is unique characteristics associated with the conteX! of audit firms that render a specifie

investigation of the moral judgment ofauditors both necessary and worthwhile. However, it

is aIso assumed that the moral decision process underlying the moral choices made by auditors

is by no means atypical. Thus, insights Înto the moral judgments of auditors are obtained

through an examination of the generic literature on the moral decision-making process,

presented in Chapter Two. Chapter Three uses the theoretical framework presented in Chapter

Two as a basis for understanding the moral reasoning process of auditors as applied in their

professional capacity, and to help in the identification ofcritical attributes of the moral contexts

of audit firms that may influence the moral reasoning process of auditors.

Next, to develop an understanding of how social interaction influences the moral

decision process of individuals, Chapter Four reviews the confonnity research on social

influence as examined by social-psychologjcal researchers. From this review, hypotheses of

how social interaction influences the moral reasoning process of auditors are developed.

Chapter Five describes the procedures used to develop the instruments required to

measure the moral reasoning of auditors in the experiment. It aIso shows the validity and

reliability of the instruments.

Chapter Six describes the experimental design and the sample used to test the

hypotheses.

Chapter Seve~. presents the results of the experiment.

9



Chapter Eight presents the contributions, limitations and possible extensions of this

research study.

Chapter Nine is the bibliography.

10



2.0 AN OVERVIEW OF THE COGNITIVE-DEVELOPMENTAL PERSPECTIVE

In Chapter One it was argued that an auditor's morality is integral to bis or her

professional judgment. This argument is consistent with the detinition of professionaI judgment

advanced by Gibbins & Mason (1988, p.S):

"Professional judgment" is judgment exercised with due care,
objectivity and integrity within the framework provided by applicable
professional standard, by experienced and knowledgable people.

According to Gibbins & Mason's definition, the exercise ofprofessionaI judgrnent requires bath

technical and moral expertise (Gaa & Ponemon, 1994). Gibbins & Mason's reference to

"experienced and knowledgeable people" alludes to the technical aspect of professionaI

judgment and their reference to "due care, objeetivity and integrity" alludes ta the moral aspect

of professional judgment. It follows that an understanding of the moral aspect of auditors'

decision making is essential to understanding the professional judgment of auditors (Gaa &

Ponemon, 1994).

Significant inroads by accounting-ethics researchers have been made through the

application ofcognitive-developmental theory and methods into understanding the moral aspect

ofauditors, professional judgment (e.g., Armstrong, 1984; Bernardi, 1994; Gaa & Ponemon,

1994; Lampe & Finn, 1992; Ponemon, 1988, 1990, 1992a, 1992b; Ponemon & Gabhart, 1990,

1993; Shaub, 1993). This literature is examined in the next chapter. To develop an

appreciation for the theory and methods adopted by accounting-ethics researchers, this chapter

examines the cognitive-developmental approach to moral decision making in three phases.

First, a theoretical and methodological overview of the cognitive-developmental approach is

presented. Second, Rest's (1983, 1994) model of moral action is introduced. Third, the

Il



interaetionist perspective to individuals' moral decision making is examined brietly (Trevino,

1986).

2.1 THE COGNITIVE-DEVELOPl\'IENTAL PERSPECTIVE

This section presents a general overview of the cognitive-developmental perspective

on moral judgment. First., the theoretical background to the cognitive-developmental

perspective is introduced. Second., the instruments most commonly employed to measure

individuals' levels aï moral develapment are identified. Third, the empirical support for

cognitive-developmental theory is reviewed. Fourth., the criticisms and shortcomings of this

theoretical perspective are examined.

2.1.1 BACKGROUND TD THE COGNITIVE-DEVELOPrvrENTAL PERSPECTIVE

Psychological research into moral decision making began in the late 1920s when

Hartshome & May (1928) perfonned a series of studies of (im)moral behavior. These studies

examined the relationship between 10,000 children's propensity to cheat and a variety of

personality variables. The results of these studies failed to identify a systematic relationship

between a child's personality and ms or her (im)moral behavior.

The inability of early psychological researchers to predict individuals' moral decision

choices contributed to the dominance of cognitive-àevelopmental research in the domain of

moral decision making. According to the cognitive-developmentalists, morality is based upon

one's conception ofjustice as defined by one's cognitive capability (Kohlberg, 1958, 1979,

1984; Rest 1983, 1986, 1994). Cognitive-developmentalists, generally, have concentrated on
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the study ofthe deve/opment ofcognitive reasoning structures that precipitate a moral decision

choice. This emphasis reflects the research interests of Piaget (1932, 1965) and Kohlberg

(1958, 1979), the two individuals regarded as most responsible for the establishment of this

research paradigm. Piaget suggested that an individual's definition of morality was related to

his or her social development and respect for the mIes. He proposed that an individual's

definition of morality evolves from being externally, heteronomously prescribed ta residing

witlùn oneself. Kohlberg provided an empirical approach to measure moral development and

empiricaI support for Piaget's supposition.

Kohlberg (1958, 1979) identified three levels afmoraI reasoning capability with two

stages at each level. These six stages represent different ways in which individuals envision

what ought to be done to resolve a moral dilemma. Figure 2.1 summarizes Kohlberg's six

stages of moral reasoning.
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FIGURE 2.1: Kohiberg' s six stages of moral reasoning

LEVEL STAGE PRIORITIES MORAL
ORIENTATION

Pre- 1 avoid harm punishment and
conventional obedience
(focus on self)

2 self-intere~t instrumental
exchange

Conventional 3 expectations of interpersonal
(focus on others concordance
others)

4 dutieslrights law and order

Post- 5 non-relative social contract
conventional obligations tirst
(focus on

6 self-chosen universally appliedprinciples)
princip1es code of rational

ideal

Fer pre-conventional subjects, the moral acceptability ofalternative actions is defined by the

rewards and punishments attached to various outcome choices. Thus, external authority

defines morality for pre-conventional subjects. For conventional subjects, moral acceptability

ofalternative actions is based upon an interpretation ofthe group norm. The social group, thus,

defines morality. Post-conventional or principled moral reasoning is influenced by complex

notions ofuniversal faimess regardless oflega!, social or rnaterial implications for self Morality

therefore is defined according ta an internai sense of responsibility or justice.

Four characteristics can be used to characterize the cognitive-developmental

approach to moral decision making (Ponemon & Gabhart, 1993). The approach is cognitive,

as it acknowledges that reasoning is integral ta moral decision choice. It is structural, as it

focuses on the cognitive structures which delineate the various levels of moral reasoning. It is
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developmental, as it traditionally has focused on the acquisition of the cognitive structures

over rime. Finally, it is sequential in that development may progress ooly in one direction. The

cognitive-developmental approach to moral judgment bas frequently been summarized by the

metaphor ofa staircase: moral development advances like steps on a staircase, development

progresses by going up the staircase, one step at a time and always in the same order (Rest,

1994).

2.1.2 MEASURE~NT Of lvl0RAL DEVELOPMENT

Given that moral cognition, as defined by level of moral development, is integral to an

individual's moral decision making, it follows that the measurement of moral development is

critical to the predictability ofmoral decision choice (Rest, 1983). Typically, the measurement

ofmoraI development has involved the assessment of an individual's prescriptive resolution of

hypothetical moral dilemmas such as the classic Heinz dilemma. The Heinz dilemma asks an

individual whether "Heinz" should steal a drug ta save bis wife from cancer when he can obtain

the drug no other way (Schlaetli, Rest & Thoma, 1985). The choices available for Heinz

represent a moral dilemma since, no matter what he chooses, he will be guilty ofbreaking one

of the rules of society.

Two alternative methods have been used ta assess subjects' responses. The first method

involves a content analysis of the prescriptive reasoning employed ta resolve the dilemmas.

The most recent cading, Standard Issue Scoring (SIS), has been developed by Colby &

Kohlberg (1987) to measure the Ievel ofmoral reasoning which individuals use to resolve these

dilemmas. The second method, the Defining Issues Test (DIT), developed by Rest (1979),
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involved the use of a multiple choice instrument. Each method is discussed in tum.

Standard Issue Scoring ofprotocols. SIS involves the analysis of a subjeet's verbal or

written response ta a hypothetical moral dilemma. Either three or six hypothetical moral

dilemmas are presented to a subjeet. The subject's responses to each dilemma are content

analyzed for its "stage" orientation, using a standardized seoring technique developed and

validated by Colby & Kohlberg (1987). This "stage" orientation refers to which ofKohlberg's

six cognitive stages best describes the highest level of moral reasoning demonstrated by a

subject in his or ber resolution of the dilemma. SIS scores the resolution ofeacb dilemma by

the subject through its matching of the subject's responses ta nonarbitrary criteria catalogued

in a scoring manuaI. A global stage-score is obtained based upon the average of the subject's

scores across all dilemmas included in the instrument. This score then is used to determine the

subject's level of moral development.

SIS was developed to reduce the subjectivity of previous coding schemes which had

led to unacceptable levels of reliability and validity (Kurtines & Grief: 1974). SIS has

demonstrated high levels ofreliability and validity (Colby and Kohlberg, 1987). The lest-retest

correlations of SIS across time intervals ranging from 3 to 6 weeks, are between 70 and 80

percent for complete agreement based upon a nine category scoring of responses2
, and are

approximately 60 percent for complete agreement based upon a thirteen category scoring of

responses. Inter-rater reliability is approximately 82% for complete agreement based upon the

thirteen-category scoring ofresponse. InternaI consistency. as measured by Cronbach's alpha,

l Nine categories included Yz, 1, 2, 2/3, 3, 3/4, 4, 4/5, 5; Thirteen categories included ~,

1, 211, 2, 2/3, 3/2, 3, 3/4, 4/3, 4, 4/S, 5/4, S.

16



averages .94.

The Defining Issues Test. The DIT, developed by Rest (1979), ranks an individual's

preference for identified response alternatives, called Ititems for consideration," to hypothetical

moral dilemmas. Often these are the same dilemmas used in SIS. The DIT assumes an

association exists between an individual's developmentallevel and the importance that he or she

attaches to different factors critical to the resolution of a moral dilemma. The Ititems for

consideration" included in the DIT are carefully selected to retlect the factors conceived by

particular stages of moral reasoning. Before ranking preferences for particular "items for

consideration," subjeets are required to indicate, on a five-point scale, the importance of each

preselected item for making a decision about what ought ta be done ta resolve a moral

dilemma. When a subject thinks that a particular item is important in deciding how to resolve

the dilernma, the subject is instrueted ta rate that item as having high importance. If the "item

for considerationlt bas sorne relevance, but is not critical to the decision, then the subjeet is

instrueted ta rate that item as having sorne importance. "Items for consideration" that do not

make sense or are irrelevant ta the decision choice are rated as ofno importance. After rating

each identified item on the five-point scale, subjeets are asked for a ranking of the four most

important and four least important items for the resolution of a particular moral dilemma. An

internai validity check for random responses is made by verifying that the item rankings

correspond to the item assessments made on the five-point scale.

Different measures can be obtained from the DIT based upon different ways of

combining the scored responses. The most widely used measure is the P (for principled) score.

The P score is determined from the ranking that the subject assigns to principled items of
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consideration (Le., Stage 5 and Stage 6 items) in bis or her resolution of a moral dilemma.

Calculation of a subjeet's P score is a straightforward task. The four "items of consideration"

which a subject ranks as most important are assigned a specifie number of points (4 points for

first rank, 3 points for second rank, 2 points for third rank and 1 point for fourth rank). The P

score is computed by adding the points allocated ta stage 5 and 6 items for ail dilemmas, and

then converting a subjeet's total points to a percentage of totaI possible points (Rest, 1979,

1983).

Davison & Rabbins (1978) report that, based on the six-story DIT, the reliability of the

P score is generally in the upper seventies and eighties for bath test-retest reliability (with one-

to-three week rime intervals) and internai consistency (measured by Cronbach's alpha). For P

scores derived from the three-story DIT, reliability is about 10 points lower than that obtained

on the six-story DIT. Finally, research shows that the DIT is not subject to testing (e.g.,

leaming) effeets in experiments where subjeets are retested on the same instrument within a

one-to-three week period (Bloom, 1977; Geis, 1977; McGeorge, 1975).

A brief comparison of the !Wo measures. Both the DIT and SIS are measures of an

individual's general cognitive-development in the moral domain. T0 ensure that general moral

capability or competence is being measured, the following techniques are used by each

instrument: 1) hypothetical dilemmas are used to reduce self-serving bias and the possibility

ofcontamination from context effeets; 2) resolution ofmoral dilemrnas is requested in the third-

person to reduce a self-serving bias; 3) prescriptive reasoning is used to elicit the highest level

ofmoral reasoning possible; and 4) scores are averaged across several dilemmas to minimize

context effeets associated with a particular moral dilemma.
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However~ the two instruments examine related, but different, cognitive structures.

According to Rest, Turiel & Kohlberg (1969) and Kohlberg (1969c), an individual's capacity

to intuitively comprehend, appreciate and assimilate higher stages of moral thought is a

characteristic distinguishable fram rus or her level of production (Kohlberg, 1969c). An

individual's capacity to produce moral reasoning is generally at a lower level than his or her

capacity to assimilate, comprehend and recognize moral thought (Schlaefli et al., 1985). The

DIT uses a multiple-choice test to measure an individual's preference for items related to

particular levels of moral thought (Rest, 1994). In contrast, SIS examines the verbalizations

made by an individual ta measure his or her capability to produce prescriptive solutions ta

moral dilemmas. Thus, the DIT examines an individual's general ability to comprehend

and assimilate moral reasoning by relying upon a recognition task, while SIS measures

an individual's typicallevel of moral production by using a production task. Depending

upon the research question and the type of moral reasoning being studied, the approach taken

by a particular instrument may be more appropriate (Rest, 1979).

2.1.3 E~IRICAL SUPPORT FOR COGNITIVE-DEVELOPl\ŒNTAL THEORY

Nothing is more crucial to a developmental theory than to
demonstrate that people do change over time in the direction
postulated by the theory (Rest, Deemer, Bamett, Spickelmier &
Volker, 1986, p.28).

Empirical research in the cognitive-developmental tradition has concentrated on

examining the developmental and sequential aspects ofan individual's moral development. Bath

cross-sectional and longitudinal research approaches have been used to examine the empirical
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validity of cognitive-developmental theory. Most of the empirical findings are based upon

cross-seetional examinations of age-trends (e.g., Kolùber~ 1958, Rest, Davison & Robbins,

1978) which assess whether older, and presumably more advanced, subjeets demonstrate more

advanced levels ofmoral development. These stlldies generally compare the moral development

ofstudents ofdifferent education levels; therefore, the separate influence ofage and education

on the moral development of subjeets' is obscured. Two meta-analyses of age-trend studies

(Rest, 1979; Thoma., 1984) containing approximately 10,000 subjects, indicate that

age/education strongly influences an individual's level of moral development (Rest, 1986).

Findings from the cross-sectional studies have been reinforced by results of longitudinal studies

and have been replicated in different countries and across many different age groups (e.g.,

Colby, Kohlberg, Gibbs, & Liebermarm, 1983; Nisan & Kohlberg, 1982; Snarey, 1985; Thoma,

1984). As Rest, Thoma, Moon & Getz (1986) conclude, the evidence in support of the

existence of a general developmental trend in moral cognitive capability is overwhelming.

2. 1.4 CRITICISMS OF THE MORAL DEVELOPrvŒNTAL PERSPECTIVE

Two major concerns with the cognitive-developmental approach have been

documented. The tirst concem is the validity of Kohlberg's (1979) assumption of

transformational stages. The second concern is the universality of the approach. Bath are

examined in detail in this section. In addition, other concerns with the cognitive-developmental

approach will be briefly examined.

Transformation. Kohlberg's (1958) original model of moral development included the

concept of six invariant "transfonnational stages" (Rest et al., 1986). The concept of
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transformation suggests that old cognitive structures are replaced or transformed into new

cognitive structures as an individual's moral reasoning develops. The notion of

transfonnational stages implies that once an individual has progressed from a lower to a higher

level of moral development, the lower, less developed cognitive structures are no longer

available for use. This, in tu~ would suggest that an individual's level ofmoral reasoning is

invariant at any given point in rime and cannat be lower than bas previously been demonstrated.

Questioning of the original conceptualization of invariant transformational stages has been

prompted by, (1) the empirical evidence of regression in an individual's level of moral

development over rime (e.g., Higgins et al., 1984; Kohlberg & Kramer, 1969; Kohlberg et al.,

1972), and (2) the use ofdifferent levels of moral reasoning by the same individual in the same

time frame (Kurtines & Gerwi~ 1984; Kurtines & Grief, 1974).

As a theoretical alternative ta the concept of invariant transformational stages, Rest

(1983) suggests that cognitive structures are additive. Additive cognitive structures Mean that

more developed cognitive structures are added ta existing structures, as individuals progress

ta higher levels of moral development. Thus, at any given point in time, an individual has

access ta a range of cognitive structures. Level ofmoral deve/opment describes the highest

level ofmoral reasoning ofwhich an individual is capable. Thus, acceptance of the concept of

additive cognitive structures acknowledges a distinction between the individual's level ofmoral

deve/opment (i. e., bis or her moral competence) and the level ofmoral reasoning that he or

she employs in a given situation. The former indicates the various levels of reasoning that an

individual is potentially capable ofutilizing. The latter indicates the moral reasoning actually

employed by an individual in the determination of what he or she believes ideally should be
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done to resolve a particular moral dilemma.

Generality ofthe theorv. Ultimately, the issue ofgenerality can only be substantiated

or refuted through empirical examination. Two general points regarding (the lack of) generality

ofcognitive-developrnental theory are significant. Firs~ a recent review of forty-five studies

provides support for invariant stage development from stages one to four across all cultures

examined (Snarey, 1985); however, sorne evidence indicates that sequential cognitive­

development at principled levels ofmorai reasoning may not occur across all cultures (Simpso~

1974). It remains unresolved whether trus lack of generality refleets limitations and biases

inherent in the available measures ofmoral development, or is due to underlying ditferences in

cognitive-development across cultures (Colby & Kohlberg, 1987). Second, in spite of many

suggestions to the contrary (e.g., Gillig~ 1982), the evidence does not substantiate a

significant gender difference in level ofmoral development after education and occupation have

been controlled (R~ 1983). The theory, therefore, does appear to generalize across gender.

Additional concerns. Other concems about the cognitive-develot)mental perspective

to moral decision making also have been advanced. These concerns involve the existence of

higher levels of moral reasoning that go beyond the six stages conceived by Kohlberg (Rest,

1983) and the narrowness of the justice orientation of morality defined by Kohlberg and bis

colleagues (lozzi, 1980; Izraeli, 1988; Gilligan, 1982; Gilligan, Kohlberg, Lemer & Belenky,

1971). The definition of morality relied upon by the cognitive-developmentalists is limited in

scope and does not encompass all conceptions of morality (Gilligan & Belenky, 1980).

Although these additional concems are legitimate, their potential resolution likely would not

alter the overall approach and contribution of this stream of research to understanding the
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general moral cognition of individuals (Rest, 1983).

2.2 REST'S MODEL OF MORAL ACTION

In addition ta studying the development ofthe moral cognitive structures of individuals,

cognitive-developmentaI researchers aIso have examined the relationship between the

underlying cognitive structure of the decision maker and ms or her moral actions (Brown &

Hennstein, 1975; Kohlberg, 1979;Ro~ 1971, 1976; Turiel & Rothman, 1972). Empirical

research indicates that a moderate relationship (i.e., correlation in the low thirties) exists

between an individuaI's level ofmoraI development and bis or her moral actionljudgment (Blasi,

1980; Cooper, 1972; Thoma et al., 1991). This association has been found in a variety of

contexts, with a variety ofsubjects, and with severa! measurement approaches (for reviews of

the existing evidence see Blasi, 1980; Rest, 1979, 1983; Schlaefli et al., 1985; Thoma & Rest,

1986; Thoma et al., 1991). For example, Schwartz, Feldman, Brown & Heingartner (1969)

reperformed Hartshome & May's (1928) experimental analysis of students' cheating behaviors.

A significant correlation between an individual's level of moral development and cheating

behavior was found. Individuals at higher levels of moral development were less likely to cheat

than individuals at lower levels of moral development. Thus, the examination of moral

development in relation to moral aetionlbehavior leads to the conclusion that moral

development influences and enhances our understanding of moral aetionlbehavior (Rothman,

1980).

Rest (1983, 1994) has developed a model of moral action built upon the presumption

that an individual's moral aetionlbehavior is related to his or her level of moral development.

23



Rest's model describes how various cognitive structures and processes involved in the moral

decision making process combine to produce an individual's moral behavior. The model

distinguishes four major components intrinsic to the moral decision making process. AlI four

components are descnbed according to a psychological process and an outcome, as identified

in Figure 2.2 below:

Figure 2.2: Rest's four component model ofmoraI action

PSYCHOLOGICAL PROCESS OUTCOME

1. Moral Sensitivity Identification of a moral dilemma.

2. Prescriptive Reasoning Moral judgment ofthe ideal solution to the
moral dilemma

3. Deliberative Reasoning Intention to comply or not comply with the
ideal solution.

4. Moral Character Moral action or behavior.

2.2.1 COrvœONENT ONE: IDENTIFICATION OF A MORAL DILEM1v1A.

Moral sensitivity initiates the moral decision making process through the identification

ofa moral di/emma Moral sensitivity reflects an awareness that the resolution of a particuiar

dilemma may affect the welfare of others (Rest, 1994). It involves the perception and

interpretation of the cognitive aspects of a situation and an evaluation of the effects of the

potentiai alternatives on the welfare ofothers (Rest, 1983). Research examining this component

can be found in Staub (1978, 1979).
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2.2.2 CO~ONENTTWO: MORAL JUDGl\ŒNT Of THE IDEAL SOLUTION

The process of evaluating the ideai moral action which ought to occur in a particular

situation is called prescriptive reasoning (Kohlberg, 1969, 1976; Rest, 1979). Generally, an

individual's level of prescriptive reasoning corresponds to his or her level of moral

development. However, situational factors May result in an individual resorting to a level of

prescriptive reasoning different from that which corresponds to bis or her lever of moral

development. The outcome of an individual's prescriptive reasoning process is a moral

judgment ofwhat ought to be clone to resolve a moral dilemma (Rawls, 1971).

2.2.3 COMPONENT THREE: INTENTION TO CO~Ly OR NOT WITH THE MORAL
JUDGMENT

An individual's choice of whether or not to comply with his or her moral judgment

depends on the importance which he or she gives the "moral" choice versus other decision

alternatives. It is a value judgment which involves the deliberation of the course of action

which an individual intends to take to resolve a particular moral dilemma. However. an

individual's moral decision choice is not always consistent with bis or her prescriptive judgment

(Nisan & Kotùberg, 1992). A moral decision choice is the outcome ofa deliberative reasoning

process which considers other non-moral values, in addition to moral values. Hence,

deliberative reasoning involves the consideration of what an individual actually would do to

resolve a moral dilemma, whereas prescriptive reasoning involves the consideration of what

should be done in the resolution ofa moral dilemma. Deliberative reasoning weights the values

associated with the moral and non-moral decision outcomes. Discrepancies between an
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individual's moral decision choice and bis or her ideal moral judgrnent occurs when non-moral

considerations are more important than moral considerations.

Scharf (1973) was one of the first to recognize and document the existence of a

cliscrepancy between prescriptive and dehoerative reasoning. When attempting to set up a moral

education program for inmates in a penal institutio~ it became apparent that the level of moral

reasoning that prisoners applied to hypothetical moral dilemmas was different from that applied

to resolve reallife prisoner dilemmas. As Power & Reimer (1978) describe:

...once (inmates) began discussing real life dilemmas, the contrast becarne
apparent between how the group thought the conflicts should he resolved and
how they actuaDy were resolved. Life in prison reflected the lowest stages of
moral reasoning: Everyone acted either to avoid arbitrary punishment or to
further bis or her own instrumental interests. Inmates who in discussion
suggested higher stage resolutions to reallife conflicts admitted that they could
not act on those resolutions and hope to survive in prison society (p.I07,
emphasis added).

This evidence provides sorne support for the distinction between prescriptive moral

judgments and deliberative moral choices (Higgins et al., 1984). Inrnates' deliberative

reasoning applied to real life dilemmas appeared to reflect the application of a lower level of

moral reasoning than that ofwhich they were potentially capable, while prescriptive reasoning

was generally consistent with the highest level of moral reasoning of which inrnates' were

capable. Although prisoners were aware and capable of higher level resalutions ta real life

dilenunas, other values (such as survival) were given higher precedence than moral values and

influenced their actual decision chaice (Schart: 1973). Support for the result that deliberative

judgment is systematically lower than prescriptive judgment when applied ta realistic moral

dilemmas can be faund in Leming (1973, 1976) and in Gerson & Daman (1975).
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2.2.4 COl\APONENT FOUR: MORAL ACTION

Rest's (1983, 1994) model ofmoral action also recognizes that an individual's moral

actionlbehavior is not always consistent with bis or her deliberative choice. Depending upon

an individual's moral character, an individual's moral behavior/aetions May differ from bis or

her moral decision choice (Nisan & Kohlberg, 1982). An individual's moral action depends on

one's deliberative choice and personal charaeteristics, such as ego strength and locus of control

(Rest, 1994; Trevino, 1986). For example, a weak-willed persan may choose to act in a given

manner, but is unable to follow through in the decision choice due to lack of moral character.

Thus, a discrepancy between an individual's moral action and moral decision choice reflects his

or her (lack of) ability to carry out the decision choice and not a conscious intention to deviate

from a chosen course ofaction. Evidence supporting tms relationship (or lack of) can be found

in Mischel & Mischel (1976), Krebs & Rosenwald (1967) and Staub (1979).

2..3 AN INTERACTIONIST PERSPECTIVE TO l\'IORAL DECISION MAKING

The generaI cognitive-developmental perspective to moral decision making (i. e., Rest,

1983) does not attempt to derive a predictive model of moral decision making, but rather to

describe the moral decision process. However, another approach wbich is based upon the

cognitive-developmental perspective and Rest's model of moral action has been applied to

develop predictive models ofmoraI decision making across various contexts (Jones, 1991). The

"interactionist" approach to moral decision making attempts to identify key individual and

situational variables that interaet with an individual's level of moral development to determine

bis or her moral behaviour (Trevino, 1986). In all, at least 20 variables have been identified
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as influencing an individual's moral decision process (e.g., locus of control, opportunity.

organizational culture; see Brommer, Gratto, Gavender & Tuttle, 1987, for an inventory ofthe

variables).

Researchers adopting an interactionist perspective to moral decision making accept that

the prediction of an individual's moral decision process is a joint funetion of contextual

influences and an individual's level of moral development (McGeorge, 1977). This approach

to moral decision making has been employed by researchers interested in predicting moral

behaviour in general organizational settings (Brommer et al., 1987; Trevino, 1986) and by

researchers interested in the morality of marketing decisions (i.e., Dubinsky & Loke~ 1989;

Ferrell & Gresham, 1985; Hunt & Vitell, 1986).
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3.0 THE PROFESSIONAL JUDGMENT OF AUDITORS: A REVIE\V OF THE
EVIDENCE FROM A COGNITIVE-DEVELOPMENTAL LENS

...an accountant is paidfor his judgment, no! for his technica/ ability
(Harry Zug, 1951).

Auditors are frequently faced with moral dilemmas in their exercise of professional

judgment. Moral dilemmas are complex, unpredictable and not amenable to resolution through

the application of concrete mies. The definition of the ideal solution to a moral dilemma can

vary from auditor to auditor and is Întegral to auditors' professional judgment (Gaa, 1992). The

objective ofthis section is to employa cognitive-development lens ta gain an understanding of

the moral aspect of auditors' professional judgment process. This objective is achieved through

the application ofRest's (1983, 1994) model ofmoraI action as a framework for organizing the

existing empirical evidence.

The appropriateness ofRest's (1983, 1994) framework is demonstrated by its ability to

describe the components ofauclitors' professionaljudgment processes. For example, Generally

Accepted Accounting Principles (GAAP) and Generally Accepted Auditing Standards (GAAS)3

exist as codified ruIes, standard practices and procedures. The mies provide guidance for

auditors' resolution afmaraI dilemmas which occur in the audit conte~1: (Lampe & Finn, 1992).

However, the incompleteness, inconsistency, and vagueness of the rules leave a significant

amount of latitude for the application of moral reasoning ta many situations encountered by

auditors (Gaa, 1992). For instance, in circumstances for which explicit mIes are not delineated,

auditors must assess whether the reporting practices selected by clients are faithful ta the

3 For the remainder of the paper, references ta "the ruIes" will be used ta embrace
GAAP and GAAS as explicitly codified in the Handbook, the Code of Ethics and regulatory
requirements.
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underlying situation. This assessment is analogous to the identification of the "ideaI" reporting

praetice for a given situation and involves the application ofan auditor's prescriptive reasoning

as defined by the second component ofRest's (1983, 1994) model ofmoraI action.

In addition, the exercise of professionaI judgment by auditors requires the application

ofother components of the moral reasoning process as defined by Rest's (1983, 1994) model

ofmoral action. This is illustrated through an example, included in Figure 3. 1, which draws an

analogy between the steps involved in an auditor' s issuing of a qualified audit opinion and the

four components of Rest's mode!.

Figure 3. 1: The Issuing of a Qualified Audit Opinion according to the Four
Components of Rest's Madel ofMorai Action

1) The first step in an auditor' s evaluation of whether or not to issue a
qualified audit opinion is bis or her identification of the existence of a client' s
transgression. This is analogous to the first component ofRest's model: the
identification ofa moral di/emma.

2) The second step requires the auditor to formulate bis or her professional
opinion of what the client ought ta report in this situation. This is analogous to
the second component of the model: the prescriptive judgmellt ofthe ideal
resolution to a moral di/emma.

3) Given that a transgression exists and not resolved to the satisfaction of the
auditor~, the auditor is required to deliberate on whether or not he or she
intends ta qualify the audit opinion. This is analogous to the third component of
the mode!: an individual 's intention to comply with moral judgment.

4) Finally, the auditor' s action of issuing the qualified audit opinion is
anaIogous to the fourth component of the model: an individual 's moral
actionlhehaviour.

oS Not ail clients' transgressions are necessarily immoral. For instance, sorne
transgressions may be errors, sorne may reflect a lack of technical competence and sorne
may reflect a difference in professional opinion between the client and the auditor.
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3.1 AUDITORS' MORAL DECISION MAKING

This chapter structures its review of the existing accounting-ethics research according

to the frarnework provided by Rest's model ofmoral action. The scope of this review is limited

to studies which empirically investigate the professional judgment of auditors using a cognitive­

developmental perspective. AlI studies inc1uded in this review use external auditors as their

subjects and measure auditors' level of moral development using the DIT (Rest" 1979)"

excepting Gaa & Ponemon's ( 1994) study which measures level ofmoral development using

SIS (Colby & Kohlber& 1987). ExcIuded from this review are studies which rely exclusively

upon accounting students for subjects and studies which do not measure auditors' level of moral

development. Figure 3.2 identifies the research studies according to the component of Rest's

model that each examines. Results of studies pertaining to each component outlined in the

figure are exarnined in tum:
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Figure 3.2: Accounting-ethics research examining the Professional
Judgment of Auditors as Categorized by Rest's (1983, 1994) Four
Component Model of Moral Action

Outcome
Component per

Rest's model

1. Identification ofa
moral dilemma.

2. Prescriptive
judgment of the ideal
solution to the moral
dilemma

Outcome
Component of
Auditors'
Professional
Judgment Process

Identification of
transgressions.

Formulation of
professional
judgment.

Related Research Studies

Bemardi (1994)
Ponemon (1993)
Ponemon & Gabhart (1993)

Gaa & Ponemon (1994)

3. Intention to Intention to exercise
comply or not comply professional
with the ideal judgment.
solution.

Ponemon & Gabhart (1990)

4. Moral action or
behavior.

Exercise of Ponemon (1992a)
professional judgment Tsui & Gui (1996)

Windsor &Ashkanasy(1995)

3.1.1 COrvœONENT ONE: IDENTIFICATION OF TRANSGRESSIONS

The moral decision process is initiated by the recognition that a panicular situation will

affect the welfare ofothers (Rest, 1983). In the audit context, this component is analogous to

the identification ofa situation where a transgression of"the rules" might have occurred or has

occurred. Several studies have examined the association between an auditor's level of moral

development and his or her ability to detect a client's transgressions, intentional or otherwise

(Bemardi, 1994; Ponemon & Gabhart, 1993; Ponemon, 1993).

Bernardi (1994) examined the relationship between auditors' level of moral
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development and their ability to detect a client's fraudulent financial statement information. This

study required auditors, with different levels of experience, to review a realistic set of financial

information that contained a seeded error which strongly pointed to the possibility of material

fraud. The findings of this study suggest that auditors with higher levels of moral development

and experience are more likely than other auditors (Iower levels ofmoral development and/or

inexperienced) to discover fraud in clients' financial statements. Two other studies, Ponemon

& Gabhart (1993) and Ponemon (1993), examined the association between an auditor's level

of moral development and bis or her sensitivity ta contextual cues which may signify the

existence of client transgressions. These studies indicate that for a given level of technical

competence, auditors at higher levels of moral development are more sensitive to contextual

cues that a transgression bas occurred than are auditors at lower levels of moral development.

It may be inferred from these studies that auditors at higher levels of moral development may

be better able to perceive the existence of material misstatement of financial statements. This

inference, in turn, suggests that an auditor's level of moral development is integral to bis or her

capability to perform tasks essential to the auditors' role and to fonnulate professional

judgments when required.

3.1.2 COMPONENT TWO: FORMULATION OF PROFESSIONAL JUDGl\JŒNT

The formulation of professional judgment requires more than just following the mIes

(Moizer, 1995). It involves the application of the rules to situations where they are unclear or

when explicit standards have yet to he specified. The fonnulation of professional judgment

compeis an auditor prescriptively ta assess what should be done, if the financial statements are



discovered to be materially misstated (Moizery 1995). Although many studies have described

the prescriptive reasoning capability of auditors as measured by auditors' level of moral

development (e.g., Lampe & F~ 1992; Ponemon, 1990, 1992a; Ponemon & Gabhart, 1993,

1994; Shaub y 1993), few studies have considered the association between prescriptive

reasoning and the professional judgment of auditors.

An extensive review of the literature has revealed one unpublished study which

considered this association (Gaa & Ponemon, 1994). Gaa & Ponemon (1994) examined the

way in which auditors, with higher and lower levels ofmoral development and higher and lower

levels of technical expertise, resolved a realistic audit dilemma which required the trade off

between two conflicting accounting principles. Their analysis involved an examination of

concurrent verbal protocols ofauditors. The findings showed that both a higher level of moral

development and a higher level of technical expertise was necessary for an auditor to display

forward reasoning in the prescriptive resolution of a realistic auditing case. The study

suggested that for auditors at bigher levels of technical expertise, an auditor's level of moral

development was associated with bis or her capability to fonnulate professional judgment at

an expert level. This finding in tum suggests that moral expertise, defined as the moral

understanding held by individuals with higher levels ofmoral development, is necessary far the

fonnulation of expert professional judgment by an auditor. Furthennare, it may be inferred

from the results of this study that auditors' prescriptive reasoning is analogous to their

fonnulation of professional judgment.
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3.1.3 COrvœONENT THREE: INTENTION TO EXERCISE PROFESSIONAL JUDGrvŒNT

The intention to exercise professional judgment involves an auditor deliberating and

choosing whether or not to comply with "the ruies" or the moral ideal~ as determined by his or

her own prescriptive reasoning process. Ponemon & Gabhart (1990) examined the association

between auditors' intentions to exercise professional judgmen~ the influence of situational

consequences attached to alternative moral choices~ and moral cognition as measured by level

ofmoral deveiopments. An experimental approach was used which asked auditors of various

ievels of moral development to deliberate on how another auditor (Bill) would resolve a

realistic auditing scenario across three different conditions: a control condition, a penalty

condition and an affiliation condition. For the penalty conditio~ the case information

suggested that the "moral" choice would jeopardize "Bill's" promotion. For the affiliation

conditio~ the case information suggested that compliance with ~'the ruies" would cause

disappointrnent to a good friend and the management ofBill's firm. Auditors at lower levels of

moral development demonstrated a higher propensity to perceive that Bill would be more likely

to violate "the rules" than auditors at higher levels of moral development~ under all

experimental conditions. Furthennore~ depending upon the experimental manipulation, auditors

changed their opinion ofthe likelihood that Bill wouid violate "the rules." The findings ofthis

S Their study adopts a methodological approach commonly used by cognitive­
developmental researchers to infer the level of moral reasoning used by auditors through the
examination of their assessments of others' judgments. This approach is used to minimize
self-report and social desirability biases which otherwise may be found in moral judgment
measures (Colby & Kohlberg, 1987). For example, research results indicate that
executives' assessments of others' moral judgrnents have been shown to have greater
predictability oftheir own moral decisions than self-reports (e.g.~ Zey-Ferrell~ Weaver &
Ferrell~ 1979; Zey-Ferrell & Ferrell, 1982).
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study indicate that auditors' intention to exercise professional judgment appears to be a joint

funetion oftheir moral cognition and situational consequences. Furthennore~ this study also

suggests that situational consequences may differentially influence auditors' propensity to

exercise professional judgment depending upon their level of moral development.

3.1.4 COlvfPONENT FOUR: EXERCrSE OF PROFESSIONAL JUDG1\ŒNT

The exercise ofprofessional judgment describes the moral actions of auditors in their

professional capacity. Ponemon (1992a) used an experimental approach to examine the

association between an auditor' s level of moral development and rus or her tendency to

underreport the rime taken to complete a simulated audit task. The experimental manipulations

involved staffaccountants as subjects which received infonnation that their peers required less

time than themselves to complete an auditing task. Auditors' under reporting of time was

measured through the comparison of observed time actually taken to complete an audit task

to self-reports prepared by auditors. The results of this study showed that auditors at lower

levels of moral development underreport their own time to a greater extent than auditors at

higher levels of moral development. This difference was greater for auditors in the

experimental conditions. Thus~ the results of the study suggest an association exists between

an auditor's level ofmoraI development and bis or her propensity ta act morally. Furthennore,

the results of this study also suggest an association exists between an auditor' s level of moral

development and the extent to which negative social comparisons/consequences influence his

or her propensity to behave morally.

In addition, two other studies have examined the association between auditors' persona!
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charaeteristics, as described by Rotter' s (1966) measure of "locus of control," and their

responses ta realistic moral dilemmas encountered in the workplace (Tsui & GuI, 1996;

Wmdsor & Ashkanasy, 1995). Trevino (1986) contends that individuals which are designated

as "internais" on Rotter's scale possess more moral character than individuals designated as

~'extemaIs."Both Tsui & GuI (1996) and Windsor & Ashkanasy (1995) show that for a given

Ievel of moral development, auditors designated as "internais" were more likely to make

professional judgments consistent with a high moral standard than auditors designated as

"extemaIs." Thus, these studies provide support for Trevino's contention that an individual's

personal charaeteristics and level ofmoral development jointly influence bis or her moral action.

They aise suggest that an auditor's exercise of professional judgment is jointly detennined by

rus nr her persona! characteristics and bis or her level of moral development.

3.1.5 SUMMARY OF FINDINGS

Two insights can be drawn from this review of the accounting-ethics literature. First,

this review indicates that Rest' s (1983, 1994) model of moral action appears to provide a

framework which facilitates our understanding of the cognitive mechanisms underlying the

moral aspect of auditors' professional judgment. In particular, the framework suggests the

following four relationships: 1) identification of a moral dilemma appears to be analogous to

auditors' identification of clients' transgressions; 2) prescriptive reasoning appears to be

analogous to auditors' formulation of professional judgment; 3) deliberative reasoning appears

to describe auditors' detenninations of whether or not they intend to comply with their

professional judgment, and 4) moral actionlbehavior appears to describe auditors' exercise of
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professional judgment. Furthennore., application of the framework to the accounting-ethics

literature leads one to infer that the exercise of professional judgment is related jointly to

auditors' levels of moral development and personal characteristics (as measured by locus of

control). Second., the review ofthe existing evidence also demonstrates that., in addition to level

ofmoral development and persona! charaeteristics., situational factors influence the professional

judgment of auditors (Ponemon & Gabhart., 1994). ln particular., the empirical evidence

indicates that social pressure appears to differentially influence auditors' exercise of

professional judgment depending upon their level of moral development~ however., an

exploration of the joint influence of social interaction and level of moral development on

auditors' exercise of professional judgment has not previously been perfonned.

3.2 THE MORAL CONTEXT OF US AND CANADL.c\N AUDIT FIRMS

Insight into the influence of social factors on the moral reasoning process of auditors

may be obtained through a comparison of the moral contexts provided by American and

Canadian audit firms. Ponemon & Gabhart (1993) found significant differences between

Certified Public Accountants' (CPA) and Chartered Accountants16 (CA) assessrnents of

unethical auditor behavior, even after controlling for auditors' level of moral development and

hierarchiallevel. Thus., an examination of the particular characteristics of the moral contexts

provided by US and Canadian audit firms may provide sorne insight into contextual factors

6 Chartered Accountant (CA) is the professional designation for public accountants
in Canada. CAs are members of the Canadian Institute ofChartered Accountants (CICA).
Certified Public Accountant (CPA) is the professional designation for public accountants in
the United States. CPAs are members ofthe American Institute ofCertified Public
Accountants (AICPA).
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which influence the moral decision process of auditors.

Numerous US studies have reported an association between the hierarchical rank of

an auditor with bis or her level of moral development (i.e., Lampe & Finn~ 1992; Ponemon,

1992b; Ponemon & Gabhart, 1993; Ponemon & Glazer~ 1990; Shaub, 1993). The lone study

examining auditors in Canadîan audit firms has not found the same association between tenure

and level ofmoral development, even when using the same international firms for bath the US

and Canadian sample (ponemon & Gabhart~ 1993). Figure 3.3 presents a summary of the

average DIT P scores by hierarchical rank for studies ofCanadian and American auditors:
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Figure 3.3: Auditors' DIT P Score by rank across Canada and the US

Rank US DIT score Canadian DIT score

Partner (> 6 years experience) 37.1 c
35.6 a (Big Six)* -16.7 a*
32.3 b (national finn)

Manager (>5 years experience) 41.9 b (national finn)
41.9 d (Big Six)
38. 7 a (Big Six)* -15.9 a *
38.5 c (manager)
38.1 c (senior-manager)
35.7 b (north-east)

Senior (2-5 years of 42.2 b
experience) 42.2 a 43.6 a

41.4 c

Staff-level (1-3 years of 44.7 b
experience) 42.6 c

40.2 a 43.2 a
39.8 d

FIRM AVERAGE 40.0 a* -1-1.2 a *

Sources:
a Ponemon & Gabhart (1993)
b Ponemon (1992b)
c Shaub (1993)
cl Lampe & Finn (1992)

* statistically significant difTerence between median DIT score of CAs and
CPAs at the same hierarchicallevel at 0.050 (from Ponemon & Gabhart, 1993).

Two significant clifferences are evident from the comparison ofthe descriptive measures

presented in Figure 3.3. First, the average level of moral development of CAs (Canadian

auditors) is different from that ofCPAs (American auditors). In particular, the average level

ofmoral development ofCAs in audit finns appears to be significantly higher than the average

level ofmoral development ofCPAs in audit finns. Second, the pattern of association between
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level ofmoraI development and hierarchical rank (or tenure) for American and Canadian audit

firms appears to be quite different. For exarnple, the evidence indicates that for CPA firms, the

average level ofmoral development is highest for seniors and decreases at manager and partner

ranks. In contrast, the average level of moral development tends to steadily increase with

tenure in CA firms. As a result, the absolute difference in relative level of moral reasoning

between CPA and CA firms is not significantly different at lower hierarchical ranks; however,

it appears to become significantly different at the manager and partner ranks, with Canadian

partners' and managers' levels of moral development being significantly higher than that of their

Arnerican counterparts (ponemon & Gabhart, 1993).

These findings suggest that interpersonal factors, as provided by the average level of

moral development ofone's colleagues, will differ significantly between US and Canadian audit

firms. Social interaction with partners in CPA firms likely would be with individuals at lower

levels ofmoral development, while social interaction with partners in CA firms likely would be

with individuals at higher levels of moral development.

3.3 CONCLUSIONS

Three inferences emerge from the review of the accounting-ethics literature. First, the

review suggests the importance of auditors' moral reasoning to the professional judgment of

auditors. It may be inferred from this review that in addition to technical expertise, auditors'

level of moral reasoning is associated with their capability to formulate, exercise and act on

professional judgment. Second, the review reveals that the moral reasoning processes of

auditors could be subject to social influence. Third, the review indicates that audit firms may
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be characterized by a wide range of moral contexts.

Accounting-etbics studies which examine auditors' ethical responses to audit-specifie

moral dilemmas have not, to date, considered whether their findings have been affeeted by

social interaction inherent in the research study or by the particular moral context from which

the sample ofauditors is drawn (e.g., Ponemon, 1992a; Ponemon & Gabhart, 1990; Tsui &

GuL 1996). These considerations are important to ascertain to what extent the findings of tbis

studies are attnbutable to social interaction and/or applicable across the diverse moral contexts

found in audit finns. Furthermore, an identification of the influence of these factors is needed

ta assist accounting-ethics researchers in the derivation of a comprehensive understanding of

the moral reasoning process of auditors. Thus, an investigation of the influence of social

interaction on auditors' moral reasoning processes in the range of moral contexts found in audit

firms may further our understanding of the professional judgment of auditors.
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4.0 THE INFLUENCE OF SOCIAL INTERACTION ON AUDITORS' l\'IORAL
REASONING

Although moral acts are undertaken within a certain ideological context and
community atmosphere, most studies have treated their subjects as if they were
lonely men of morality, acting aIone and relying ooly on their inner moral
principles to determine which moral action to take (power & Reimer, 1978).

Auditors' professional judgments are often the result of a decision process involving

considerable social interaction with others (Gibbins & Mason., 1988; Solomon, 1987). Prior

accounting research investigating the influence of social interaction on auditors' professional

judgments bas relied upon experiments in which, typically, a weU-defined decision problem with

a "correct" technica1 answer was resolved by auditors before and after group discussion (e.g.,

Abdel-khalik et al., 1983; Reckers & Schultz, 1982; Schultz & Reckers, 1981). In contrast to

considerable psychological evidence (e.g., Asch, 1951, 1955; Lewin, 1947; Sherif, 1935),

accounting research has not identified a significant change in auditors' prafessional judgments

due to social interaction (Salomon, 1987). Consequently, iittle guidance as ta the effect (if any)

of social interaction on auditors' prafessional judgments is provided by existing accounting

research.

To address tbis gap, the objective ofthis study is to develop an understanding ofhow

social interaction affects auditors' moral reasoning7
. Ta this end, a framework for

understanding the direetional effect of social interaction on individuals' moraI reasoning is

developed by integrating social-psychologieal explanations (e.g., Asch, 1951, 1955; Deutsch

& Gerard, 1955; Myers & Lamm, 1976) with a cognitive-developmental perspective (e.g.,

7 RecaIl from Chapter 2 that an individual's resolution of a particular moral dilemma
involves his or her level ofmoral reasoning; whereas, an individual' s level of moral
development refleets rus or her long-term capacity to think. morally.
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Kohlberg, 1979; Rest, 1979). From tbis framework, hypotheses are derived which postulate

the influence of social interaction on auditors' moral reasoning.

4.1 SOCIAL INFLUENCE AND MORAL REASONING

The main focus of cognitive-developmental research on social interaction historically

has been on how to affect a permanent increase on individuals' level ofmoral development

(Blatt & KohIberg, 1975). The empirical evidence indicates that social interaction generally

results in a significant permanent increase in individuals' level of moral development, when

discussion of moral dilemmas has occurred regularly, over a period of time longer than three

months (for reviews see Rest, 1979; Schaefli et al., 1985). However, a significant permanent

increase in individuals' level of moral development resulting from social interaction has not

been found when experimental interventions are shorter than three months. Changes ta

individuals' moral positions resulting from a single social encounter are attributed ta the effect

of social influence on individuals' moral reasoning (Dukerich et aL, 1990; Rest, 1983; Trevino,

1996). However, an understanding of the effeet of social interaction on individuals' moral

reasoning has yet to be achieved.

Social-psychological research investigating the phenomenon of convergence or

conformity (Asch, 1951, 1955; Deutsch & Gerard, 1955; Sherif, 1935) May be used to

facilitate our understanding of the influence of social interaction on moral reasoning.

Convergence has been defined as a change in behavior or belief because of real or imagined

social influence (Kiesler & Kiesler, 1969). This line of research is typified by a series of

experiments condueted by Asch which compared responses from solitary individuals to

44



responses made by individuals following others. The results of these experiments demonstrated

that individuaIs' judgments generally converged ta the responses made by others. The

phenomenon has been found ta persist even after the subjeets were removed from the social

situatio~ even in situations where subjects were not required to expose their own position

publicly, and even when the others' responses were incorrect (Moscovici, 1984). Thousands

of replications and variations of Asch's experiments have established the applicability of the

phenomenon of convergence across numerous contexts and under various conditions

(Moscovici, 1984).

Convergence researchers (e.g., Brandstatter, 1981; Deutsch & Gerard, 1955; Lamm

& Myers, 1978; Myers & Lamm, 1976) have differentiated two forms of social influence

underlying convergence, infonnational social influence and normative social influence.

Infonnational social influence retlects individuals' drive for knowledge, accuracy and the

"truth." It is defined as an influence resulting from the acceptance of information obtained from

another as evidence about reality (Deutsch & Gerard, 1955). Infonnational social influence is

affeeted by the direction (pro-con), cogency, and novelty of arguments presented during social

interaction; therefore, inforrnational social influence results from the substance of others'

arguments (Vinokur & Burnstein, 1978). In contrast, normative social influence reflects

individuals' drive for affection, acceptance and/or respect. It is defined as an influence ta

conform with the positive expectations of another (Deutsch & Gerard, 1955, p.629).

Normative social influence suggests that individuals are motivated ta revise their decisions

based upon their perceptions of an established norm. Thus, normative social influence results

from knowledge of what others believe without detailed concern for the reasons underlying
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others' beliefs.

Empirical support exists for both infonnational social influence and normative social

influence (Brandstatter, 1981). Informational social influence is the most strongly and

consistently supported explanation for social influence (Myers, 1993; see Myers and Lamm,

1976 for a review). Studies which expose individuals to others' arguments (without exposure

to others' positions) consistently have resulted in revisions to individuals' decisions, as predicted

by the informational influence explanation (e.g., Kaplan & Miller, 1976; Kaplan, 1978; Myers

& Bach, 1974; Vinokur & Burnstein, 1978). Nevertheless, substantial empirical support for

normative social influence also exists (see Myers & Lamm., 1976 for a review of the

evidence). For example, a number of studies have reported a revision in individuals' decision

choices from mere exp0 sure to others' positions (without exposure to others' arguments) (i.e.,

Goethals & Zann~ 1977; Myers, 1973, 1982).

Social-psychological researchers also have demonstrated a significant effect of social

influence on the moral decision choices made by individuals (Alker & Kogan, 1968; Myers,

Schreiber & Viel, 1974; Rettig, 1966, 1972; Rettig & Turoff, 1967; Vinok'Uf & Burnstein,

1978). However, a consistent directional shift in individuals' moral choices resulting from

social interaction is not apparent from an examination of the existing evidence (Myers &

L~ 1976). In sorne studies, social interaction resulted in individuals' increasing their

preference fOf more moral outcomes Ce.g., Alker & Kogan, 1968), while in other studies,

social interaction resulted in individuals increasing their preference for more immoral outcomes

(e.g., Myers et al., 1974; Rettig & Turof( 1967; Rettig, 1972). Thus, an additional

investigation of the influence of social interaction on individuals' moral decision process is
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warranted.

4.2 PSYCHaLaGICAL EXPLANATIaNS APPLIED Ta MORAL REASONING

To obtain insights into which social influence explanations may apply to different

components of individuals' moral reasoning process, this section examines evidence regarding

the influence of social interaction on individuals' prescriptive and deliberative reasoning,

separately. According to a normative social influence explanationTsocial interaction serves ta

convey infonnation about others' moral positionsTwhich in tuI'I\ leads individuals ta revise their

moral reason;ng to more closely reflect the accepted norm. In contrastTan infonnational

social influence explanation suggests that individuals revise their moral reasoning to reflect

new and better information (Anderson & GraesserT 1976). According to an infonnational

explanatio~ social interaction encourages individuals to revise their moral reasoning by

facilitating the exchange of information between individuals (petty & CacioppoT 1986).

4.2.1 SOCIAL INTERACTION AND PRESCRIPTIVE REASONING

Dukerich et al. (1990) provide evidence on the direetional influence of social interaction

on individuals' prescriptive reasoning. They examined the effect of a single group discussion

ofthe moral dilemmas contained in the DIT on individuals' DIT scores. Their results indicated

that individuals' DIT scores were significantly higher after group discussion of the moral

clilemmas than before. In addition, greater general increases in subjeets' DIT scores were found

in subjects assigned to discussion groups dominated by individuals with higher DIT scores, as

compared with subjeets assigned to discussion groups dominated by individuals with lower DIT
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scores. Thus, their results indicate that social interaction results in a general upward revision

to subjects' level of prescriptive reasoning.

The patterns ofrevision to individuals' DIT scores reported by Dukerich et al. (1990)

are similar ta the pattern ofresults descnbed by Rest et al. (1969). Rest et al. (1969) examined

the change in MJI scores after individuals were exposed to arguments indicative of levels of

prescriptive reasoning different from their own. Sorne individuals were exposed to arguments

of levels of prescriptive reasoning higher than their own, sorne individuals were exposed to

arguments ofthe saIne level ofprescriptive reasoning as their own and others were exposed to

arguments oflevels of prescriptive reasoning lower than their 0'Ml. Rest et aL (1969) suggested

that arguments consistent with higher levels ofprescriptive reasoning were generally preferred.

The results showed that individuals who were exposed to arguments at higher levels of

prescriptive reasoning subsequently resolved the same moral dilemmas at levels of prescriptive

reasoning above the one they were capable of producing spontaneously on their own (Rest et

al., 1969; Kohlberg, 1969a). However, there was not a significant revision to the lever of

prescriptive reasoning for individuals exposed to arguments at leveis of prescriptive reasoning

at similar or lower levels than their owo. Rest (1969) suggested that this result was because

arguments indicative of similar and/or lower levels of prescriptive reasoning likely had been

already considered and assimilated into individuals' prescriptive reasoning.

The pattern ofresults reported by Dukerich et al. (1990) and Rest et al. (1969) may be

explained by informational social influence. The informational social influence explanation is

based upon the cognitive-developmental assumption that arguments indicative of higher levels

ofprescriptive reasoning than one's own have not been considered previously by an individual.
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Accarding ta an informational explanation, social interaction results in individuals' revising

their own spontaneously produced level of prescriptive reasoning upward ta assimilate new

arguments consistent with higher levels of prescriptive reasoning presented during discussion.

4.2.2 SOCIAL INTERACTION AND DELIBERATIVE REASONING

Results from two studies are used ta examine the effect of social influence on the level

ofde/iberative reasoning individuals used to resolve a real life moral dilemma. Higgins, Power

and Kohlberg (1984) used content analysis to compare the level of deliberative reasoning

applied to a reallife moral dilemma at a "Cluster" school community meeting with the average

level of deliberative reasoning of the same individuals when alone. The results of their study

showed that the level of deliberative reasoning in the community meeting was higher than the

average level of deliberative reasoning of individuals when alone (power, 1988). Higgins et

al. (1984) attributed these results ta normative influences exerted in the community meeting,

arguing that discussion with others in the Cluster community reinforced the importance

attributed to moral considerations.

In another study, Kohlberg (1979) performed content analysis of court transcripts and

interviews ofsoldiers present at the My Lai massacre (Kohlberg, 1979). The My Lai massacre

is an infamous event where an American combat unit massacred unanned civilians at My Lai

during the Vietnam War. The content analysis ofthese soldiers' deliberative reasoning indicated

that soldiers engaged in lower leveIs of deliberative reasoning in the presence of others than

they wouId have if left alone. Higgins et al. (1984) inferred from these results that social

influence may have caused the soldiers at My Lai ta deliberate at lower levels by increasing the
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social value attaehed to non-moral considerations. Although the evidence is sparse, it appears

that social interaction results in individuals' revising their level of deliberative reasoning toward

the dominant perspective held by those with whom an individual interacts. A normative

explanation would suggest that individuals revise their level of deliberative reasoning, either

higher or lower, depending upon the normative position conveyed by those with whom they

discuss the moral dilemma. In contrast, an informational explanation would suggest that

individuals revise their level ofdeliberative reasoning upward when moral arguments are more

convincing, and downward when non-moral arguments are more convincing. Consequently,

either normative or informational explanations may account for the patterns of revision to

deliberative reasoning found in the existing evidence.

4.3 AN INTEGRATED FRAMEWORK

The review of the evidence suggests that social interaction may result in individuals

modifying the moral reasoning they apply to a particular moral dilemma. Furthennore, the

evidence provides sorne insights into the directional influence of social interaction on

individuals' moral reasoning. On the one hand, social interaction appears to result in a general

upward revision to an individual' s prescriptive reasoning. This evidence is consistent with an

infonnational influence explanation. On the other hand, the directional effect of social

interaction on an individual' 5 deliberative reasoning may vary according to the moral context

in which an individual finds him or herself This bidirectional effect may be explained by either

infonnational social influence or normative social influence. Figure 4.1 provides a framework

which summarizes the directional effeets of social interaction for individuals' prescriptive and

50



dehberative reasoning, and the social influence mechanism(s) which may explain the proposed

directional etfects:

Figure 4.1: DIRECTIONAL EFFECT OF SOCIAL INFLUENCE ACCORDING TO
MODE OF MORAL REASONING

MODE OF DIRECTION OF SOCIAL INFLUENCE
REASONING REVISION l\'IECHANISMS

Prescriptive Reasoning Higher Informational Influence

Deliberative Reasoning Higher or Lower depending Nonnative or Informational
upon dominant position of Influence
others and their arguments.

4.4 HYPOTHESES

The following hypotheses are developed ta facilitate empirical testing of the framework

presented in Figure 4.1 in arder to provide insight into the influence of social interaction on the

moral reasoning of individuals, in general, and auditors, in particular. The first hypothesis

examines whether the association between moral competence and moral reasoning described

by Rest's model ofmoral action (1983, 1994) applies ta auditors when resolving realistic moral

dilemmas from the audit domain. It may be inferred from Rest' s model that there is a positive

association between the level of moral reasoning applied by an individual ta a particular moral

dilemma and bis or her level ofmoral competence. Thus, this hypothesis examines whether the

association between an individual's level ofmoral reasoning and his or her level ofmoral

development applies to the domain ofauditors and auditing:

Hypotbesis 1: An auditor's level of moral development will he positively associated witb
bis or ber level of moral reasoning on auditing dilemmas.

The second hypothesis examines the influence of discussion on the moral reasoning of
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auditors. This hypothesis is based upon the assumption that social interaction may cause an

individual to shift the moral reasoning he or she uses to resolve a particular moral issues. Thus,

the second hypothesis postulates that social interaction influences the moral reasoning

processes of auditors:

Hypotbesis 2: Discussion of an auditing dilemma willlead to a revision in an auditor's
level of moral reasoning.

The third hypothesis suggests that social interaction will cause the moral reasoning of

an auditor engaged in discussion to converge toward the moral reasoning of those with whom

he or she discusses the moral dilemma. This implies that the difference between an auditor's

level of moral reasoning and the average level of moral reasoning of his or her group will be

smaller after group discussion:

Hypotbesis 3: The ditTerence between an auditor's level of moral reasoning and the
average level of moral reasoning of bis or ber group will be smaller after group discussion
than before.

The fourth hypothesis examines whether the effect of discussion on auditors'

prescriptive reasoning is different from the effect of discussion on the auditors' deliberative

reasoning.

Hypothesis 4: The effect of discussion on auditors' level of prescriptive reasoning will he
ditTerent from the efTect of discussion on auditors' level of deliberative reasoning.

The fifth set of hypotheses is basecl upon the assumption that the effeet of social

interaction on the prescriptive reasoning ofindividuals is dominated by informationa/ influence.

Thus, it is posited that prescriptive discussion of an auditing dilemma generally leads to an

8 This hypothesis does not examine the influence of discussion on the level of moral
development of moral competence or auditors.
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increase in the level of prescriptive reasoning that auditors use in its resolution. Further, this

increase is likely to be more pronounced for auditors at lower levels of moral development, as

group discussion is likely to result in a greater exposure to new infonnation for auditors at

lower levels of moral development than for auditors at higher levels of moral development.

Hypothesis 5a: The level ofprescriptive reasoning of auditors who engage in discussion
of an auditing dilemma will increase.

Hypothesis 5b: Discussion of an auditing dilemma will cause a greater increase in the
level ofprescriptive reasoning for auditon with lower levels of moral development than
for auditors with higher levels of moral development.

The sixth set of hypotheses is based upon the assumption that auditors' level of

deliberative reasoning will converge ta the dominant position advocated by those with whom

they Înteract. This hypothesis suggests that the revision to an auditor's level of deliberative

reasoning may vary according to the moral context of the discussion group. Thus, it is

postulated that deliberative discussion of auditing dilemmas in high groups will result in an

increase in the average level ofdeliberative reasoning ofauditors. Alternatively, it is postulated

that deliberative discussion of auditing dilemmas in low groups will result in a decrease in the

average level ofdeliberative reasoning of auditors. This difference gives rise to the following

hypotheses:

Hypothesis 6a: Auditors in high groups will increase their level ofdeliberative reasoning
after discussion of an auditing dilemma.

Hypothesis 6b: Auditors in low groups will decrease their level ofdeliberative reasoning
aCter discussion of an auditing dilemma.
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5.0 INSTRUMENT DEVELOPMENT

In Chapter Three, it was argued that the professional judgment process of auditors

entails moral reasoning, and that particular components of the professional judgment process

are analogous to components of the moral reasoning process as described in Rest's model

(1983, 1994). More specifically, the fonnulation of professional judgment seems to

correspond to auditors' prescriptive reasoning process, whereas auditors' intention to

exercise professional judgment seems to correspond to their deliberative reasoning process.

Thus, an understanding of auditors' professional judgment may he fostered through the

examination of auditors' prescriptive and deliberative reasoning processes. To do so, an

instrument to measure the prescriptive and deliberative reasoning processes of auditors was

needed.

In Ponemon' s (1988, 1990) examination of the moral development of public

accountants, an association between the level ofprescriptive reasoning which accountants used

to resolve hypothetical moral dilemmas and the level ofprescriptive reasoning which they used

to resolve practical accounting dilemmas was identified. The results of this work suggest that

a surrogate measure of the level ofprescriptive reasoning of auditors may be inferred either

from the generic instruments used to measure moral development (i.e., DIT by Rest, 1979; MIl

by Colhy & Kohlberg, 1987), or from an accounting-specific MJI-like instrument that measures

the prescriptive reasoning which auditors employ in the resolution of a realistic moral dilemma

found in the audit context (ponemon, 1988). However, an extensive review of the literature has

not identified an instrument which measures the level ofdeliberative reasoning of auditors.
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This chapter outlines the procedures used to develop an instrument designed specifically

to measure the level of deliberative reasoning of auditors, when resolving realistic auditing

dilenunas. This instrument will provide a measure of the level of moral reasoning that auditors

perceive that they or others would use to resolve realistic moral dilemmas encountered in the

auditing context. Fredrickson (1986) suggests realistic case scenarios "generate interest, and

therefore invo/vement by the respondent" (p.481). This involvement facilitates the elicitation

ofrealistic responses (Weber, 1992). A comparable prescriptive instrument aIso was developed

to facilitate the comparison of the prescriptive and deliberative responses of auditors.

This chapter is organized into four sections. The tirst section describes the instrument

design choice. The second section describes the procedures used in the development of the

instrument. The third section examines the combination ofcases chosen for the instrument used

in the experiment. The final section summarizes the implications of instrument development and

testing for the experimental design.

5.1 INSTRUMENT DESIGN

Twa different approaches traditionally have been employed by researchers in the

cognitive-developmental paradigm to elicit and measure individuals' level of moral reasoning:

the Standard Issue Scoring (SIS) of a Moral Judgment Interview (MJI) (Colby & Kohlberg,

1987) and the calculation of Principled (P) scores ta the Defining Issues Test (DIT) (Rest,

1979). The MJI involves the cading of a semi-structured interview of subjects' verbal

resolution of moral dilemmas. It is a time-consuming approach which is not conducive ta

obtaining moral reasoning scores from large sample sizes. In contrast to SIS of an MJI, the
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DIT is a short, objective test which is praetical for large seale research (McGeorge, 1975). The

P-score is ealculated from the ranking that subjects assign to preselected "items of

consideration" on the DIT. For the research experiment descnbed in this paper, a large number

of evaluations of the level of moral reasoning were required. Accordingly, for practical

considerations, an instrument design based upon the traditional DIT was selected as a

prototype for the design and structure of the audit-specifie instrument.

The audit-specifie DIT designed in this study differs from the traditional DIT in three

ways. F~ in contrast to the traditional DIT's use ofhypothetical moral dilemmas, the audit­

specifie DIT uses moral dilemmas which may be encountered by auditors during an audit.

Second, in contrast to the traditional DIT which elicits ooly the prescriptive reasoning of

subjt:ets, t'wo versions of the audit-specifie instrument were developed ta elicit two modes of

auditors' moral reasoning (prescriptive and deliberative). The prescriptive version of the audit

instrument requests subjects to consider how realistic audit dilemmas "should" be resolved by

auditors; the deliberative version of the audit instrument requests subjects ta consider how

realistic moral dilemmas "wouldIl be resolved by auditors. Third, ta ensure that the specified

modes ofmoral reasoning are elicited and measured by a particular version of the audit-specifie

DIT, instrument instructions are enhanced. For the prescriptive mode, the instrument's

instructions requested subjeets ta respond, as if they were a member of a professional

disciplinary committee, and they were asked to prescribe how the auditor described in

the case ought to respond. For the deliberative mode, the instrument's instructions requested

subjeets to consider how the auditor described in the case would respond if he or she were

a member of their audit firm. This distinction is important for auditors, as it differentiates
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between the fonnulation of professional judgment and the intention to exercise

professional judgment. The formulation of professional judgment is analogous to the

prescriptive assessment of how a particular situation should be resolved. The intention to

exercise professional judgment is analogous ta the deLiberative assessment of how a particular

situation aetually ltlould be resolved. Appendix A contains copies of the six-case audit-specifie

DIT developed for the measurement ofauditors' moral reasoning in the prescriptive mode and

Appendix B contains a copy of the instrument instructions used in the deliberative mode.

5.2 STEPS IN INSTRUMENT DEVELOPMENT

Figure 5.1 provides an overview of the steps taken in the development of the audit­

specifie instrument. Each step is described in tum.
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Figure 5.1: Steps in Instrument Development

Step Procedures

1. Development of audit- Identification and tailoring of audit cases based upon
specifie cases realistic moral dilemmas of auditors.

2. Generation of items of Generation of items of consideration. Selection of expert
consideration. panel and preliminary stage scoring of items of

consideration by expert panel.

3. Creation ofpreliminary Development of instrument instructions for deliberative
instrument and prescriptive modes of reasoning. Selection of items

of consideration.

4. Expert panel validation Validate the appropriateness of stage scores for items of
of stage scores. consideration by expert panel.

5. Instrument testing: Testing and fine-tuning of the instrument. Examination of
Phase One validity and case order effects.

6. Instrument testing: Examination ofreliability, validity and instrumentation
Phase Two arder effects.

7. Instrument testing: Examination of test-retest reliability of the instrument.
Phase Three

5.2.1 DEVELOPlVŒNT OF AUDIT-SPECIFIC MORAL DILEl\1MAS

The first step in instrument development involved the identification and tailoring of

audit-specifie moral dilemmas. To accommodate the development oftwo "equivalent" three-

case audit instruments, six audit-specifie moral dilemmas were required. Six realistic audit

dilemmas were adapted from previous accounting-ethics work to the format and style found

in the traditional DIT (Rest, 1979). These six cases inc1uded: 1) "Conflict of interest"

developed by Arnold & Ponemon (1987); 2) IfAuditor independence" developed by Ponemon

(1988) and adapted from Loeb (1970); 3) "Client Confidentiality" developed by Ponemon

(1988) based upon Fund of funds v. Arthur Andersen & Co. {cite: 545 F 1314 (S.D.N.Y.,
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1982»; 4) "Bob & Cora" adapted from a case presented and used in accounting-ethics research

by Gunz & McCutcheon (1991); 5) "Big Boulder Beer" adapted from a case developed by J.

Efrim Boritz (1994), and 6) "Cambridge Realty" adapted from a ease used by Lampe & Finn

(1992).

5.2.2 GENERATION AND SCORING OF ITEMS OF CONSIDERATION

The next step in instrument development involved the generation of items of

consideration for the audit-specifie instruments. An "item of consideration" is a factor critieal

to the resolution ofa moral dilernrna by individuals at particular stages ofmoraI reasoning. Four

professional accountants, all Chartered Accountants (CA) and fonner auditors, read each case

and identified key factors that would influence their resolution of each case. These factors were

fonnulated into a fonnat consistent with the items ofconsideration found in Rest' s (1979) DIT.

In addition, tbis step required the generation of"M' and "An items to accommodate the use

of the traditional DIT as a template for the audit-specifie instrument9
.

To decide the stage scoring ofthese audit-specifie items of consideration, a panel of

"expert judges" was convened. This panel comprised four experts in the measurement of

moral reasoning of auditors: Dr. Mary-Beth Armstrong, California Polytechnic State

University; Dr. Don Finn and Dr. James Lampe, Texas Tec~ and Dr. John Sweeney, University

9 "M' items are nonsense items used to check the validity of subjects' responses.
"A" items are intended to typify an "anti-establishment" orientation, a point of view which
conderons tradition and the existing social order... for most purposes, the A score has been
disregarded" (Rest, 1986, p.4.2).
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of Missouri10. Each expert was sent a copy of the six cases, a comprehensive list ofitems of

consideration generated by the CAs (each case had more than the required number of items)

and was asked to assign a moral stage score ta each item of consideration. Sorne variation in

the assignment of stage scores between experts was anticipated. The assignment ofa moral

stage for items of consideration was determined according to the two-part decision mie

outlined on Figure 5.2:

Figure 5.2: Decision Rule for determination of Stage Scores for Items of
Consideration

Part 1) The stage scores for items ofconsideration for which the distinction
between principled versus non-principled moral stage co"esponded across at
least three experts were designated according to the stage score agreed "pon
by the majority ofthe e.xperts.

Part 2) Items for which the distinction between principled versus non-
principled moral stage did not co"espond across at least three experts were
reworked until at least three experts agreed, and then part one ofthe decision
rule was fo//owed

5.2.3 CREATION OF THE INSTRUMENT

The creation of the audit-specifie DIT required the writing of instrument instructions

for bath modes ofreasoning and the testing and final selection of items of consideration. The

three-story version of the DIT (Rest, 1979) was used as a prototype for the selection and

ordering of items of consideration ta he inc1uded.

10 1 wish ta thank these "experts" for their time, efforts and insights provided ta me
in the development ofthe audit-specifie instrument.
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5.2.4 EXPERT PANEL VALIDATION OF STAGE SCORES

The purpose ofthe second expert panel review was to validate the appropriateness of

the stage scores of the items of consideration included in the audit-specifie instrument. This

step consisted of a reexamination of the assigned stage scores for all items of consideration

included in the audit-specifie DIT. Table 5.1 summarizes the percentage ofagreement across

the experts with respect to assigned stage score for the items of consideration included in the

instrument11
.

Table 5.1: Expert Panel Validation of Stage Scores

Percentage of Agreement with Assigned Stage Score per case

Case EXPERT 1 EXPERT 2 EXPERT 3 EXPERT 4 Total
Agreement

Alice 100 100 92 100 98

Alex 84 100 92 92 92

Bob 92 100 100 92 96

John 92 92 92 75 88

Bill 84 100 100 100 94

Susan 92 92 100 100 94

ALL SIX 90.7 97.3 96 93.2 93.7

As indicated on Table 5.1, the average agreement across the four experts for the

assigned stage scores was 93.7%. Table 5.2 surnmarizes the percentage agreement across the

four experts for the distinction between principled and non-principled items of consideration.

Il For each case, there are 12 items ofconsideration. When an expert agrees with
the stage score assigned by the researcher for 12 items out of a possible 12 then 100%
agreement is reported on Table 5. 1. When an expert agrees with Il items out of 12 for a
particular case, then 92% agreement for the expert for that case is reported on Table 5.1.

61



Table 5.2: Expert Panel Validation ofPrincipledINon-Principled Classification for Items of
consideration

Percentage of Agreement with Assigned Classification

CASE EXPERT 1 EXPERT 2 EXPERT 3 EXPERT 4 Total
Agreement

Alice 100 100 100 100 100

Alex 100 100 100 100 100

Bob 100 100 100 92 98

John 100 100 92 100 98

Bill 92 100 100 100 98

Susan 92 100 100 100 98

ALL SIX 97.3 100 98.7 98.7 98.7
CASES

As indicated on Table 5.2, the average agreement across the four experts for the

distinction between principled and non-principled items of consideration was 98.7%. This

distinction reflects the percentage agreement across the four experts for the items used in the

calculation of the P-score for the audit-specifie instrument.

5.2.5 INSTRUMENT TESTING: PHASE ONE

Phase One of instrument testing had the follov.-ing three objectives: 1) to review the

wording and the appropriateness of the items of consideration selected; 2) to determine

whether the arder in which the cases were included in the audit-specifie instrument affects

subjects' scores; and, 3) ta ascertain whether an auditor' s score on the instrument was

associated with rus or her level of social desirability and/or locus of control. The procedures

used to accomplish each objective is reviewed in tum.
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Wording and appropriateness of items of consideration. The wording and selection of

items ofconsideration included in the instrument were fine-tuned based upon insights from the

participants' responses.

Case ordering. Five different orderings ofthe audit cases (for each mode of reasoning)

were used and randomly assigned to subjects.

Social-desirability. The self-report methodology employed in moral judgment research

raises the issue of a social-desirability bias in subjects' responses (Arnold & Feldman, 1981;

Colby & Kohlberg, 1987; Fernandes & Randall, 1992). Social-desirability generally is

considered to be the tendency of an individual to see oneself and describe one's own

behavioural responses in a socially desirable Iight (paulhus, 1986). The Marlowe-Crowne scale

is a highly effective and widely used measure of an individualls level of socially desirable

response tendency (phillips & Clancey, 1972; Randall & Fernandes, 1991). Accordingly, the

inclusion of the Marlowe-Cro'Mle scale (Crowne & Marlowe, 1960) in Phase One testing was

used to facilitate the assessment of whether auditors' levels of socially desirable responding

were associated with their moral reasoning scores, as measured by the audit-specifie

instrument. A copy ofthe Marlowe-Crowne social-desirability scale is included in the last three

pages ofthe questionnaire, in Appendix C (the Marlowe-Crowne scale is the True-False items).

Locus of control. Tsui & GuI (1996) and Windsor & Ashkanasy (1995) present

evidence that suggests that auditors' locus of control is associated with their level of moral

reasoning. Their research suggests that the moral reasoning of auditors classified as internaIs

according to Rotter's (1966) locus of control scaIe is Jess susceptible to pressure exerted by

clients, while auditors c1assified as externals are more susceptible to pressure exerted by
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clients. Internais believe that they have control over their own destinies while externals

believe that their destiny is controlled by factors extrinsic to themselves, for examples, by fate,

luck or powerful others (Leftcourt, 1991; MacDonald, 1976). The distribution ofRotter's

(1966) scale in Phase One testing was used to measure subjects' locus of control ta assess

whether auditors' scores on the audit-specifie instruments varied with their locus of control.

A copy ofRotter's locus of control scale also is inc1uded in Appendix C. The locus of control

scale consists of the forced choice questions on the page entitled INDIVIDUAL

PREFERENCES.

5.2.5.1 Administration ofPhase One Instrument Testing

Accounting professors from the business school and graduate accounting program of

a large Canadian university cooperated with the researcher by providing class time to

accommodate Phase One instrument testing. Students in five different accounting classes were

asked by the researcher voluntarily to complete a questionnaire consisting of the following five

measures: 1) the tbree-case version ofRest's DIT; 2) the audit-specifie instrument in one of

two modes of moral reasoning (randomly assigned); 3) the Marlowe-Crowne (1960) social-

desirability scale; 4) Rotter's (1966) locus of control scale; 5) demographic information.

Although all 150 accounting students who attended the five classes appeared to participate in

the research study, eight participants provided incomplete data and 25 participants failed to

pass the internaI validity checks included in the DIT12
. Thus, the effective participation rate in

12 According to Rest (1979), on average between 5-15% of subjects fail the internaI
validity checks included in the DIT.
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this phase of instrument testing was 78 percent. The questionnaire took approximately one

hour ofclass rime ta complete. Demographie data for the 117 subjects with valid and complete

responses are described on Table 5.3.

Table 5.3: Descriptive characteristics of the audit student sample by mode of
moral reasoning and in total

Deliberative Prescriptive CO~INED

Instrument Instrument

GENDER (% male) 36 46 41

YEARS Of UNIVERSITY ~ ? 3.3 ~ ?.J._ .J._

EDUCATION

AGE 23.1 23.9 23.5

AUDIT EXPERIENCE
(% with) Il 18 15

SAMPLE SIZE n=56 n=61 n=117

5.2.5.2 Statistical analysis for Instrument Testing: Phase One

Multiple regression analysis was used to assess whether case arder (ORDER), social

desirability (SD) and locus of control (Le) and subjects' generic DIT (DIT) score influenced

subjects' moral reasoning score (SCORE) obtained on the instrument for the two different

MODES of moral reasoning (i.e., PRESCRIPTlVE=l; DELIBERATlVE=O). Interactions

were included ta see ifthe impact ofsocial desirability, locus of control and arder were greater

for one, as opposed ta the other mode ofmoral reasoning. Table 5.4 presents the results of the

analysis.
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Table 5.4: Results of Multiple Regression oC DIT, case order, locus oC control and
social desirability on audit-specifie measures of moral reasoning

dependent
variable

SCORE

predictor

constant

coefficient

20.2

st. dey. t-ratio

4.75 4.25

p-value

0.00

DIT 0.18

MODE 5.07

ORDER 0.43

LC -0.49

SD -0.18

SD*MODE -0.15

LC*MODE 0.36

ORDER*MODE -0.88

0.07

6.13

0.51

0.16

0.14

0.23

0.26

0.78

2.35

0.83

0.85

-3.03

-1.20

-0.66

1.39

-1.12

0.02

0.41

0.40

0.00

0.23

0.51

0.177

0.26

F=3.01 p=O.004 DF=116 R-sq=18.2% R-sq(adj.)=12.2% N=117

Three findings that had three implications for the experimental design or instrument

development emerged from the analysis presented on Table 5.4 13
• First, there was no

significant effect ofcase order on subjects' moral reasoning scores; therefore, it appeared that

randornization ofcase order in the experiment itselfwas unnecessary (p=0.40). Second, social

desirability did not appear to affect subjects' moral reasoning scores on the audit-specifie DIT

(p=0.23); therefore, concerns that the audit-specifie instrument was measuring socialIy-

desirable responses seemed unfounded. Third, the findings aIso indicated that "'internaIs"

13 For aIl statistical testing performed in trus study, statisticaI significance is two­
tailed and obtained at p<0.05 and marginal significance is obtained at p<O.l O.
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scored higher on the audit-specifie instruments than "externalsn (p=O.003). Thus. the inclusion

of a measure of subjects' locus of control in the experiment appeared to be prudent.

5.2.6 INSTRUMENT TESTING: PHASE TWO

Phase Two instrument testing had three objectives. The first objective was to determine

whether the order in whieh the traditional DIT and the audit-specifie instruments were

presented affeeted subjects' scores on the audit-specifie instruments (generic DIT, audit­

specifie DIT versus audit-specifie DIT, generie DIT). The second objective was to examine

the convergent and divergent validity ofthe audit instruments' scores with the traditional DIT

scores. The third objective was to examine the internai consistency of the audit instrument in

both modes of moral reasoning.

Accounting professors from the graduate accounting program of a large Canadian

university provided class time for Phase Two instrument development. This graduate

accounting program has been designed specificaIly to provide students with the prerequisite

courses needed to write the Canadian Chanered Accountancy examination. The researcher

asked accounting students from four sections of various accounting classes in the graduate

accounting program to complete the following package: 1) the six-case version ofRest's DIT;

2) the audit-specifie instrument for either prescriptive or deliberative moral reasoning; and 3)

demographic information. One-hundred and nineteen students volunteered one hour of time,

which resulted in a participation rate of 85% (total enrollment of 140). Twenty participants

provided incomplete responses or failed to pass the internai validity checks included in the

traditional DIT and have been excluded from further analysis; consequently, the participation
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rate of subjeets in this phase of instrument testing was 71%. Demographie data for the

remaining 99 subjects is described in Table 5.5.

Table 5.5: Descriptive characteristics of the sample: phase two testing

Deliberative Prescriptive TOTAL
Instrument Instrument SAMPLE

GENDER CO~ male) 68 60 64

YEARS OF EDUCATION 4 4 4
(post-secondary)

AGE 25.6 25.9 25.5

AUDIT EXPERIENCE
(% with) 22 ?"" 22_..1

SMlfPLE SIZE n=46 n=53 n=99

5.2.6.1 Instrumentation arder.

Ta examine whether the arder in which mode of reasoning was presented affected

instrument seoring, four different instrument orders were assigned on a random basis: 1) the

audit-specifie DIT in preseriptive mode followed by the traditional DIT; 2) the traditional DIT

followed by the audit-specifie DIT in preseriptive mode; 3) the audit-specifie DIT in

deliberative mode followed by the traditional DIT; 4) the traditional DIT followed by the audit-

specifie DIT in deliberative mode. The mean instrument scores for the audit-specifie DIT and

the generie DIT by instrument arder and mode are shawn on Table 5.6.
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Table 5.6: Mean Instrument Scores by instrument order and mode

Instrument order Mean Audit DITscore Mean Generic DlTscore

Mode Prescriptive Deliberative Prescriptive Deliberative

Geoeric DIT fint, 33 29 37 37
Audit-instrument

second

Audit-Instrument 33 24 37 37
fin~ Geoeric DIT

second

As shown on Table 5.6, the mean score ofthe generic DIT did not change across arder

or aeross instrument order; however, the mean seore was lower for the audit-specifie

instrument in the dehèerative mode when it came after the generie DIT than when it eame

before the generic DIT. To test whether the differences in Mean instrument scores were

significant across instrument order, two 2 (ORDER) by 2 (MODE) ANOVAs were used (see

Table 5.7).

Table 5.7: ANOVAs examinin2 ORDER and MODE on instrument scores

1nstroment Score Source ofvariation DF MS F p-value

Generic DIT ORDER 1 1 0.01 0.92

MODE 1 4 0.05 0.82

ORDER*MODE 1 4 0.06 0.81

Audit-specifie DIT ORDER 1 89 1.19 0.28

MODE 1 79 1.06 0.31

ORDER*MODE 1 41 0.54 0.46

As shown on Table 5.7, the results ofthe !Wo ANOVAs of instrumentation order by

mode did not revea1 significant differences in instrument score across the four conditions (even
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with a hberal 5Ïgnificance level of0.20). Thus, it wouId seem that instrumentation order does

not influence subjects' scores for the audit-specifie instrument or the generie DIT for either

mode ofthe instrument (i.e., prescriptive or deliberative). However, given the mean score was

lower for the audit-specifie instrument in the deliberative mode when it carne after the generie

DIT than before the generic DIT, the cautious researcher wouId order the audit-specifie

instrument first and the generic DIT second. Thus, instrument order was held constant for the

experiment with the audit-specifie instrument being administered before the traditional DIT

across ail conditions.

5 2 6 2 ConvergentIDiyergent Validity of Aydit Instruments

The investigation of the audit instruments' convergent and divergent validity included

a comparison ofsubjects' scores obtained on different modes of the audit specifie instrument,

and an examination ofthe within subjeets' correlation ofaudit instrument scores with scores

obtained from the traditional DIT (for bath prescriptive and deliberative modes of moral

reasoning). Table 5.8 presents the results ofthese comparisons.

Table S.S: Phase two comparisons of scores obtained on the audit-specifie instrument to
the traditiooal DIT for Preseriptive and Deliberative modes

Prescriptive Mode for Deliberative Mode for
Audit-specifie DIT Audit-specifie DIT

0=53 0=46

1. GENERIC DIT SCORE 37.3 37.5

2. AUDIT-SPECIFIe DIT 32.8 26.5
SCORE

"' CORRELATION 1 & 2 0.65 0.28~.
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Table 5.8 reveals that the correlations between subjeets' scores on the prescriptive

instrument and their traditional DIT scores average 0.65. This correlation appears to be

comparable ta those found between the traditiona1 DIT and sirnilar instruments, as Rest (1979)

reports that correlations between the traditional DIT and other measures of prescriptive

reasoning are as high as the low 0.705 and average about 0.50. Furthermore, Table 5.8

indicates tbat the correlation between subjects' scores on the traditional DIT scores and the

prescriptive instrument are higher than the correlation between subjects' scores on the

traditional DIT and the deliberative instrument. This pattern of convergence/divergence of

subjects' scores on the three instruments is similar to the pattern found by Leming (1973).

Table 5.8 also shows that subjects' scores on the traditional DIT generally are higher

than their scores on the prescriptive and the deliberative audit instrument. Additionally,

subjeets' scores on the prescriptive instrument are on average higher than subjects' scores

obtained on the deliberative instrument. The relative values of the respective scores are sinùlar

to the pattern of scores found by Leming (1973) in bis exploration of prescriptive and

deliberative reasoning on hypothetical and practical dilemmas.

5 2 6 3 Internai consistency

The examination of the audit instruments' interna! consistency (reliability) involved a

comparison ofCronbach's alphas (Cronbach, 1951) for the audit-specific instrument (for bath

prescriptive and deliberative modes) to the Cronbach's alphas on the traditiona! DIT. The

results from Table 5.9 indicate that the internai consistency (reliability) of both fonns of the
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audit-specifie instrument, as measured by Cronbach's alpha1
\ is higher than that of t~e

traditional DIT for the same subjects.

Table 5.9: Comparisons ofsubjects" Cronbaeh's alphas between the audit-specifie
instruments and the DIT

Prescriptive Mode for Deliberative Mode for
Audit-specifie DIT Audit-specifie DIT

n=S3 0=46

Average Cronbach's alpha on .75 .65
The audit-specifie instrument

Average Cronbacb's alpha on .51 .60
The traditional DIT

5 2 7 INSTRUMENT TESIINO· PHASE THREE

The objective of Phase Three instrument testing was to examine the test-retest

reliability of the audit instruments. An auditing professor from a large Canadian college

integrated the testing ofthe audit specifie instrument into his auditing course requirements. This

course was an integral requirement of the eollege's accounting diploma program designed to

prepare students for the CGA (Certified General Accountant) designationls .

l.JCronbach's alpha (Cronbac~ 1951) is an estirnate of an instrument's "internai
consistency' based upon the average correlation among items within the instrument
(Nunnally, 1988). The score (alpha) is a funetion of the number ofitems in the instrument
(numerator) divided by the heterogeneity of the sample in response to the items
(denominator) (Bemardi, 1994).

IS The Certified General Accountant (CGA) Association accepts both university and
college degrees in fultilment of its education requirements for professional accreditation.
CGAs are permitted to perfonn audits in designated Canadian provinces (e.g., Alberta).
None of the students included in the sample had audit experience.
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T0 assess the reliability of the audit-specifie instruments, the class was required to

complete the same audit-specifie instrument twiee: once as a homework assignment and once,

one week later, in class time. Two percent of the totaI course grade was awarded for

completion ofthe homework assignment. Students alternatively were given the deliberative or

the prescriptive version of the audit-specific instrument.

Ftfty students were enrolled in the class. Seven failed ta provide complete information

or failed ta pass the internai validity checks included in the DIT that resulted in an effective

participation rate of 86% (see Table 5.10).

Table 5.10 Descriptive cbaraeteristics of the sample: Phase Three testio2

IPreseriptive Mode for Deliberative Mode for COMBINED
Audit-specifie DIT Audit-specifie DIT

EDUCATION 2 2 2
(years of post-

secondary)

AGE 26 25.8 25.9

AUDIT
EXPERIENCE 0 0 0

(% with)

SAMPLE SIZE n=24 0=19 n=43

The Pearson correlation of subjects' scores on the same instrument administered !wo

weeks apart was used ta measure the instrument's test-retest reliability (see Table 5.11). Table

5.11 shows that the test-retest reliability of the prescriptive mode of the audit-specifie

instrument is 0.71 and the test-retest reliability of the deliberative mode ofthe audit-specifie

instrument is 0.79. These levels ofreliability are comparable ta the test-retest correlation on
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the six-story traditional DIT, which generally has been found in the 0.70s or low 0.80s (Rest.,

1979; Davisan & Rabbins, 1978).

Table 5.11: Test-retest correlations

Prescriptive Instrument Deliberative Instrument
n=19 n=25

Mean Score-time 1 32.2 28.3

Mean score-time 2 31.0 27.6

CORRELAnON 0.71 0.79
BE1WEEN SCORES

TIME 1 AND TlME 2

5,3 DEVELOPMENT OF EXPERIMENTAL INSTRUMENT

The final objective afinstrument development was to determine the best configuration

of case groupings to be used in the experimental instrument. Six cases initially had been

selected for instrument development, in order that two "equivalent" instruments with three

cases could he developed ta facilitate a within-subjects' experimental design. T0 detennine the

appropriateness of the use of equivaIent instruments, the Pearson correlations for ail

combinations ofthree case groups were examined using the sample of99 subjects described

previously in Section 5.2.6. The best correlation between overall scores for two

complementary sets ofthree cases was a Pearson correlation of 0.74 in the prescriptive mode

and 0.63 in the deliberative mode.

Rest (1979) suggests that correlations of 0.70 are not sufficiently high to use as

alternative fonns. He advises that if sufficiently high correlations for alternative forms are not

available, then the same cases should be used repeatedly. Accordingly, a between-subjects'
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experimenta1 design was adopted, with two differeot versions of the audit-specifie instrument

administered to distinct but similar samples of auditors. Each version of the audit instrument

contained the same cases; however, one version elicited prescriptive reasoning and the other

version elieited deliberative reasoning.

5 3 1 SELECTION OF SUBSET OF CASES FOR EXPERIMENTAL INSTRUMENT

Given the adoption ofa between-subjects' design, practical considerations16 dictated

that less that the complete set of six audit cases be used in the experiment. Dukerich et al.

(1990) indicated that discussion of a moral dilemma required on average ten minutes of rime;

therefore, four appeared to be the maximum number of cases possible. The primary eriterian

used for the selection of the four cases were the correlations of subjects' scores on selected

combination of cases with their scores on the full six-case audit instrument. A secondary

selection criterion was the similarity in subjects' mean scores from the subset with their scores

on the full audit instrument.

The Pearson correlations for ail combinations of four cases and the six-case audit

instruments were examined for both modes of the instrument17. Two combinations of four

16 Practical considerations were time availability of subjects and subject fatigue.
Discussion with various representatives from CA finns indicated that no more than one­
and- a-half hours of rime rea1istically would be available for the experiment manipulation
and debriefing.

17 The two combinations examined 00 Table 5.12 had the highest correlations for
both modes of the instrument. For ail possible four-case combinations, correlations with the
six-case prescriptive instrument ranged from 0.86 to 0.95 and correlations with the six-case
deliberative instrument ranged from 0.88 to 0.95. Correlations between three and two-case
combinations with the six-case instrument were substantially lower than those found for the
four-case versions for both modes of moral reasoning.
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cases had the highest and virtually equivalent Pearson correlations with the six-case versions

ofthe audit instrument (see Table 5.12). Both combinations included the three cases known as

"Bill," "Alice" and 'caob"'; however, one combination included "Alex" and the other included

"John.'~ These cases are included in Appendix A.

Table 5.12: Correlation between scores on alternative four-case combinations
with six-case scores

PRESCRIPTIVE DELIBERATIVE
CASE COMBINATION MODE MODE

n=53 n=46

1. Bill~ Alice, Bob & Alex 0.94 0.95

2.BiU, Alice, Bob & John 0.95 0.95

The combination offour cases selected to be used for the experiment included "John."

The secondary selection criteria ofthe similarity in subjects' scores on the combination of four

cases when compared with their scores on the six-case audit instruments was used to make the

choice.

Table 5.13 compares mean subjects' scores on the selected combination of four cases

(Alice, BiJ.L Bob and John) for each of the prescriptive and deliberative modes with their mean

scores on the traditional DIT and the six-case version of the instrument. There was no

significant difference between subjeets~ mean instruments scores on this combination of four

cases, as compared with the six-case audit instrument.
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Table 5.13: Examination of scores on experimental instrument (i.e., Bill, Alice, Bob
and Jobn) to DIT and six-case audit-instrument

PRESCRIPTIVE DELIBERATIVE
n=53 n=46

1. DIT SCORE 37.3 37.5

2. AUDIT-SCORE: FOUR-CASES 32.9 26.5

3. AUDIT-SCORE: SIX-CASES 32.8 26.5

4. CORRELATION 1 & 2 0.57 0.28

5. CORRELATION 1& 3 0.65 0.28
(as perTable 5.7)

Expert Panel review The purpose of the expert panel review was to verify the

appropriateness ofthe stage scores of the items of consideration included in the audit-specifie

instrument. Table 5.14 summarizes and compares the percentage of agreement across the

experts for the stage scoring and the distinction between P-items and non-P items of the four-

case combination ta the six-case instrument. The results of Table 5.14 suggest that the level

of agreement between the experts across the selected four-case instrument correspond to that

achieved in the six-case instrument.

Table 5.14: Expert Panel Review of Items of Consideration

Percentage of Agreement with Assigned Stage Score by Expert

EXPERT EXPERT EXPERT EXPERT Agreement Agreement
1 2

.,
4 for FOUR for SIX.J

responses responses responses responses CASES CASES

STAGE 92 98 96 92 95.0 93.7

P to NON-P 98 100 98 98 98.5 98.7
distinction
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CrOnbach's alpha Table 5.15 compares the Cronbach~s alpha for the selected four-case

eombination ta that of the six-case audit-specifie instrument and the traditional DIT for the

sample ofgraduate aecounting students deseribed above. The results on Table 5.15 indicate

that Cronbach's alpha is lower for the four--case eombination than the Cronbaeh~salpha for the

six-case audit instrument. Bemardi (1994) shows that Cronbaeh's alpha is positively related

to the number of items included in an instrument; therefore, it is not surprising that a lower

Cronbach's alpha is found in a four-case instrument when eompared with the Cronbaeh's alpha

ofits six-case counterpart. However, the Cronbach's alpha of the four-case combination does

correspond to that of the traditional (six-item) DIT for the same sample of subjeets.

Table 5.15: EumioatioD ofCroobach's alpha on Experimental Instrument

Prescriptive Mode Deliberative Mode
0=53 0=46

Cronbaeh~salpha on four-case audit- 0.62 0.60
specifie instrument

Cronbach's alpha on six-case audit- 0.75 0.65
specifie instrument (per Table 5.9)

Cronbaeh ~s alpha on the traditional 0.51 0.60
DIT (per Table 5.9)

Test-Retest CQrrelations Table 5.16 examines the test-retest correlatiQns between

.subjects' scores on the fQur-case coanbination compared with their scores' Qn the six-case audit

instrument. The test-retest correlations fQr the four-case combination declined when eompared

with that ofthe six-case instrument. This decline in test-retest correlations was not surprising.

Rest (1979) has reported that an average decline in test-retest reliability of 0.11, when the

number ofcases included in the traditional DIT decreased from six to three.
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Table 5.16: Test-retest correlation between four and six case combinations

Prescriptive Mode Deliberative Mode
n=19 0=25

MEAN SCORE-TIME 1 30.9 27.0

MEAN SCORE-TIME 2 31.5 26.6

Test-retest correlation for four cases .55 .56

Test-retest correlation for six cases .71 .79
(tram Table 5.11)

5.4 IMPLICATIONS

TItree adjustments ta the experimental design resulted from instrument development and

testing. The first adjustment was ta hold instrumentation arder constant across subjects in all

conditions7 with the audit-instrument always being presented before the traditional DIT (for

both modes ofmoral reasoning). This adjustment retlected the adoption of a cautious research

approach that would mitigate any potential confounding of experimentat results due to

instrumentation order effects. The second adjustrnent was ta adopt a between-subjects design

for the experimen~ whieh required subjects to respond ta either the deliberative or the

prescriptive fonns of the audit-specifie instrument. This adjustment was necessitated by the

existence of low Pearson correlations among all possible alternative instrument forms of the

audit-specifie instrument and DIT. The third adjustment was necessitated by pragmatic

considerations7 which necessitated the use offour cases in the audit-specifie instrument. As a

result, the audit-specifie instrument used in the experiment had similar levels of reliability to

that found in the traditional 0 fT.
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6,Q ExpERIMENTAL METHODOLOGY

To test the hypotheses presented in Chapter Four, an experiment was conducted to

assess the influence ofsocial interaction on the moral reasoning of auditors. The experimental

approach required groups ofauditors to engage in the discussion of realistic moral dilemmas,

similar to those encountered in the workplace. Substantial support exists for the use of group

discussion as an experimental approach for the operationalization of social influence on

individuals' cognitive structures (i.e., Bishop & Myers, 1974; Greenwald, 1968; Lamm &

Myers, 1978; Tesser, 1975) and on individuals' moral judgments (e.g., Blatt & Kohlberg,

1975).

6.1 EXPERIMENTAL DESIGN

A three-stage experimental design was adopted. In the first stage, pre-manipulation

measures were administered. The second stage involved the experimental manipulation. The

third stage consisted of obtaining post-manipulation measures and subject debriefing.

Completion of all three stages required approximately two-and-a-half hours of each

participant's time18
• Individual completion of the pre-manipulation measures took

approximately one hour. An additional hour-and-a-half was required to accommodate the

experimental manipulation, complete the post-manipulation measures and debrief the subjects.

11 The timing of each stage of the experimental procedures was pre-tested with a
class of undergraduate auditing students.
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6 1 1 PRE-MANIPULATION MEASURES

The pre-manipulatîon package was distributed to obtain measures of subjects' leveIs

ofmoral development tbat were necessary for assignment to the experimental conditions and

to secure baseline measures ofsubjects7 levels ofprescriptive and deliberative moral reasoning.

The package included the audit specifie instrument, the traditional three-ease version of the

DIT, the Marlowe-Crowne (1960) soeial-desirability sca1e, Rotter' s (1966) locus of control

scale and descriptive information. The two personality measures were included as possible

covariates19.

Two different versions ofthe pre-manipulation package were developed: a prescriptive

version and a deliberative version (see Appendix C and D, respectively). Except for eliciting

different modes ofmoral reasoning, the pre-manipuIation packages for the two conditions were

identical. In the prescriptive mode, auditors were asked for a prescriptive resolution to the four

audit dilemmas included in the audit instrument descnDed in Chapter Five (i.e., how sbould tbis

dilemma be resolved). In the deliberative condition., auditors were asked for a deliberative

resolution to the audit dilemmas included in the audit-instrument described in Chapter Five (i.e.,

how will this dilemma he resolved). The distribution of the two versions of the pre-

manipulation package was altemated to facilitate random distribution of auditors to either the

prescriptive condition or the deliberative condition. Subjects were asked ta complete the pre-

manipulation package on an individual basis.

19 Subsequent testing of the hypotheses did not reveal significant differences in
reported results when subjeets' locus ofcontrol and social desirability were included in the
analysis.
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6 1 2 EXPERIMENTAL MANIPULATION

The experimental maIÙpulation took place within one week of coUecting the pre­

manipulation questionnaires. Subjects were assigned either to a "discussion group'" or to an

"individual" control condition. AlI participants were given an envelope that contained the

experimental instructions, a case analysis form, and a copy of the four cases, and a second

envelope that was sealed shut. Subjects assigned to a discussion group were required to

discuss the four audit cases previously introduced in the pre-manipulation questionnaire with

four other individuals, and to complete concurrently a group discussion forme Subjeets in the

individual control condition were asked to reconsider individually the four audit dilemmas

and to complete a case analysis form. Instructions and instruments given to subjects assigned

to the individual control condition were similar ta those given ta subjects assigned to

experimental groups; although, references to the group or ta "others" in the group were

excluded from the instrument instructions in the control condition. After the experimental

manipulation was completed, participants were asked to retum the completed group

discussion/case analysis forro into its original envelope.

6 1 3 POST-MANIPULATION MEASURES AND DEBRIEFING

Ail subjects then opened the sealed envelope that contained the post-manipulation

instrument. The post-manipulation questionnaires measured participants' "revised" responses

to the same audit-specifie moral dilemmas after group discussion (see Appendices E and F).

A debriefing session, which described to the participants the purpose and contributions of the

research immediately followed the completion of the post-manipulation questionnaire.
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6.2 CAITGORIZATION OF INDIVIDUAL SUBJECTS

The pre-manipulation package was used to classify subjects into one of four categories:

1) higher level of moral developmentlprescriptive reasoning~ 2) lower level of moral

developmentlprescriptive reasoning; 3) higher level of moral development/deliberative

reasoning; and 4) lower level of moral developmentldeliberative reasoning. Subjects who

previously had completed the prescriptive version of the pre-manipulation package were

assigned to the prescriptive category. Subjects who had previously completed the deliberative

version of the pre-manipulation package were assigned to the deliberative category. The

traditional DIT included in the pre-manipulation package was used to categorize subjects to

higher or lower levels ofmoral development. Subjeets with DIT scores above the Median for

their sub-sample20 were classified as "higher~" and subjects with scores below the median for

their sub-sample were classmed as "lower."

6.3 ASSIGNMENT TO EXPERIMENTAL MANIPULATIONS

The experiment used a two (MODE of moral reasoning: PRESCRIPTlVE OR

DELIBERATIVE) by three (CONTEXT in which social interaction took place: HIGH

discussion groups or LOW discussion groups or Individual CONTROL condition) between-

subjects design, with subjects randomly assigned to conditions~ subjeet to constraints imposed

by their own level of moral development. High and low discussion groups were fonned to

20 Categorization of subjeets according to "higher" and "Iower" levels of moral
development was relative to others in the particular sub-sarnple assigned to the same mode
of moral reasoning (prescriptive or deliberative). However~ no significant differences in
results were found when subjects were re-categorized as '11Ïgher" and "lower'~ relative to
the median of the total sample.
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pennit the examination ofthe influence ofsocial interaction on moral reasoning in a wide range

of moral contexts. High groups were meant to emulate contexts where auditors with higher

levels ofmoral development predominated. Low groups were meant to emulate contexts where

auditors with lower levels ofmoral development predominated. The individual condition was

meant ta encourage auditors to engage in additional analysis of the cases while reducing their

exposure to others' moral reasoning.

A group size of five was selected. '1-ligh'" groups were composed of four "higher"

auditors and one "lower" auditor. Low groups were composed of four "lower" auditors and

one "higher" auditor. This group size was chosen for bath real-world and practical

considerations. The majority of auditors in Gibbins & Mason's (1988) survey indicated that

they genera1ly interacted with between three-to-five other individuals when making professional

judgments. Thus, a group size oftive allowed for auditors ta interact with most other auditors

in the experimental manipulation. On a practical level, this group size allowed for a

manipulation of context, while enabling the examination of responses from individuals at

various levels of moral reasonïng within each context. Each full replication of the research

design required 32 subjects with valid responses. Allowing for an additional three participants

to have invalid responses21
, a full replication of the experimental design required 35 subjects.

Table 6.1 summarizes one full replication of the research design22:

21 According to Rest (1979), on average 10% of subjects fail the internai validity
checks included in the traditional DIT.

22 In total, nine replications of the experimental design were obtained in the study.
Eight replications were complete and one replication was missing two prescriptive subjeets
(1 higher, 1 lower) in the control condition.
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Table 6.1. Single replication of design

MODE HIGH LOW CONTROL total
GROUP GROUP CONDITION subjects

Prescriptive 4HIGHER 4 LOWER 3 HIGHER 8higher
1 LOWER 1 HIGHER JLDWER 810wer

Deliberative 4 HIGHER 4 LOWER JHIGHER 8 higher
1 LOWER 1 HIGHER 3LDWER 8 Iower

Total 16 higher
Subjects 10 10 12 161Qwer

32 total

6.4 DATA COLLECTION

To provide sorne assurance that realistic moral reasoning processes were being

examined, an attempt was made to obtain experimental subjects with a wide range of auditing

experience. Consequently, auditors from different types of audit firms and at different

hierarchical leveIs were required. Due ta the large sample requirement, the extensive

commitment ofsubjects' rime, as weil as the required congregation of subjects necessitated by

the research desi~ two different strategies ta obtain an appropriate sample of auditors were

adopted. The first strategy involved the integration ofthe experiment into the national training

programs of three Canadian audit finns. The second strategy involved the integration of the

experiment into senior level auditing courses taken by auditors in fulfilment oftheir professional

educational requirements.

Contact was made with representatives from the national office of the eight largest

Canadïan audit finns. These eight firms appeared to be of a sufficient size to ensure that their

training sessions would accommodate a full replication of the research design. Three of these
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firms agreed to participate in the research through the provision of seniors and managers at

national staff courses23
. As weIL an additional sample ofauditors al the staff-accountant and

senior level with work experience from a wide range of audit finns was secured through the

cooperation of three auditing professors at a single large Canadian university with a

cooperative accounting program. This program enables prospective CAs (Chartered

Accountants) to fulfill simultaneously work experience requirements and the professional

education requirements of the Institute of Chartered Accountants of Ontario (ICAO).

Successful completion of the five-year cooperative program is considered fulfilment of all

admission requirements necessary ta write the Unifonn final Examination (UFE) of the

Canadian Institute of Chartered Accountants (CICA). The designation of Chartered

Accountant is awarded upon passing of the UFE.

Practical considerations required two slight variations between the experimental

procedures used with auditors attending their audit firms' training courses !Tom those

procedures used with auditors attending the audit courses at the university. The first variation

involved the use of tape recorders. Tape recorders initially were integrated into the research

design to encourage auditors in the individual control condition to engage in additional analysis

of the cases, while reducing their exposure to social influence. Group discussions aIso were

tape-recorded. Subsequent to the initial data collection that consisted of the sample of auditors

attending auditing courses at the university, one audit firm agreed to participate in the

23 As previously indicated on Table 3.2, staff-accountants generally have one-to­
three years of audit experience, seniors generally have two-to-five years of audit experience,
managers generally have greater than five years of audit experience and partners generally
have more than six years of audit experience.
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experiment on the provision that tape recorders were not used. Accordingly, an equivalent

experimental procedure that did not require the use of tape recorders was devised. This

procedure required subjects in the individual control condition to write a short description of

the factors and considerations important for the resolution of the described case. As tape

recorders were no longer used for the experimental manipulation, they were elirninated from

aIl experimental procedures. The revised procedures were used for all subsequent data

collection, which included all three sub-samples ofauditors attending firms' training courses.

The second variation involved a financial reward offered to auditors attending

university audit courses. Participation in the experiment was considered to be voluntary for aIl

subjects; however, there was concem regarding the level of participation of subjects attending

university courses. To ensure a high level of participation, these subjects were awarded S10 as

a token ofappreciation for their participation in the experiment. A high level of participation

was anticipated because the experiment was incorporated into the staff courses of the audit

firms; therefore, it was not considered necessary to entice subjects' participation through

financial reward.

6,5 SAMPLE DESCRIPTION

AlI subjects included in the final sample had Canadian auditing experience and were

public accountants or currently were completing professional requirements necessary ta

become public accountants. Responses were colleeted from a total of 341 participants that

resulted in 286 complete and valid responses and nine replications of the experimental design.

Of341 participants in the experiment, responses of six were excluded due to Jack of auditing
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experience, and responses of forty-seven were excluded trom the analysis because they were

incomplete or because they failed to pass the internai validity checks included in the DIT.

Responses from two deüberative subjects were randomly eliminated from the sample. A

description ofthe chara.:teristics ofthe 286 subjects used in the statistical analysis is provided

in Table 6.2:

Table 6.2. Total Sample Descriptive Characteristics

Gender (percent male) 53

Average Age 28 years

Average work experience in audit finn 4 years

English as a tirst language (percent) 91

CA designation (percent) 34

DIT score 38.1

Years ofpost-secondary education completed 4

Total sample size 286

Table 6.3 describes the sample characteristics of the subjeets by mode of moral

reasoning. As shown on Table 6.3, there were no significant differences across descriptive

characteristics found between subjects assigned ta different modes of moral reasoning

excepting for DIT score.
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Table 6.3 DescriPtive Characteristics of subiects bv Mode of Reasoniu2

Prescriprive Deliberative

Gender (percent male) 55 -?
)-

Average Age 28 years 28 years

Average work experience in an audit firm 4 years 4 years

English as a first language (percent) 90 92

CA designation (percent) 35 33

DIT score* 38.9 37.3

Years ofpost-secondary education completed 4 4

TotaI sample size 142 144

• Denotes that characteristics of subjects' assigned to different modes of reasoning are
si2Dificandy ditTerent at or bevond D<O.OS:t.a.

Sarnple characteristics ofsubjects according to hierarchicallevel are described in Table

6.4. The combined sample comprised 107 staff accountants, 91 seniors and 88 managers.

Significant differences between subjects at different hierarchicalleveIs were found for the

charaeteristics of age, years ofwork experience and percentage of subjects that had obtained

their CA designation. These differences are consistent with changes that would nonnally he

associated with higher hierarchicallevels in public accounting firms. There were no differences

found between subjeets at different hierarchical levels for DIT P scores1S
, years of post-

secondary education completed and percentage of subjects with English as a first language.

2.- This result is not inconsistent with the findings reported on Table 5.6.

25 Ofinterest, the pattern in DIT scores does not replicate those reported by
Ponemon & Gabhart (1993). In particular, the increase in DIT score across rank is not
found and the DIT score in the sample of auditors used in this study is lower than that
reported for Canadian auditors by Ponemon & Gabhart (1993).
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Table 6.4. Descriptive Characteristics by hierarchicallevel

Characteristic Staff Senior Manager
Accountant

Gender (percent male)* 45 53 64

Average Age* 24 years 26 years 34 years

Average work experience in audit firm* 1.7 years 2.4 years 8.4 years

English as a tirst language (percent) 89 89 95

CA designation (percent)* 0 12 97

DIT score 37.1 39.2 38.0

Years ofpost-secondary education completed 4.0 4.4 4.3

Total sample size 107 91 88

'It Denotes that subjects' cbaracteristics at different hierarcbic:a1levels are significantly
difTerent at or beyond p<O.OS.

AlI auditors included in the sample worked in Canadian public accounting finns~

representing a wide range of firm sizes. Thirty-seven percent (n= 104) of the sample were

employed by a "Big Six" firm, fifty-two percent (n=150) were employed by a mid-size national

firm, while the remaining eleven percent (n = 32) were employed by a small regional firm. Table

6.5 shows the breakdown ofthe combined sample according to their hierarchicallevel and size

ofthe firm in which they were employed. Table 6.5 shows that the final sample did not include

auditors from all hierarchicallevels from each category offirm size (i.e., Small~ Medium and

Big Six). In particular~ there were no managers from small finns and no partners included in

the sample. However, the final sarnple did include auditors at ail hierarchical levels below

partner trom a full-range of firm sizes. Furthennore~ additional analysis did not reveal any

significant differences in subjects' charaeteristics across firm size after the differences in
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hierarchicallevel were considered.

Table 6.5. Final sample accordio2 to bierarcbicallevel and firm size

FIRM SIZE

HŒRARCmCAL LEVEL Small Medium Big Six Total

Staff Accountant 28 Il 68 107

Senior 4 55 32 91

Manager 0 84 4 88

Total 32 150 104 286

Table 6.6 descnbes the sample characteristics, subdivided according to the experimental

procedure used. Significant differences between the charaeteristics of auditors subject to

different experimental procedures were found26
. The subjects for which tape recorders were

used in the experimental manipulation did not have their CA designation, were younger, were

less likely ta consider English as their tirst language and had less work experience, when

compared with subjects for which tape recorders were not used.

26 Subsequent testing of the hypotheses did not reveal significant differences
between subjeets' responses across experimental procedures.
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Table 6.6. Descriptive Chancteristics by experimental procedure

Cbaracteristic with tape without
recorders taperecorders

Gender (percent male) 49 56

Average Age* 25 years 30 years

Average work experience in audit firm* 1.9 years 5.2 years

English as a first language (percent)* 87 94

CA designation (percent)* 0 54

DIT score 37.7 38.4

Years ofpost-secondary education completed 4.0 4.4

Total sample size 112 174

* Denotes that subject5' characteristics at difl'erent hierarchicallevels are
sigoifieantly differeot at or beyond p<O.05.
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7,0 EXPERIMENI RESULTS

This ehapter presents the results of the experiment described in Chapter 6. Most

hypotheses were investigated using a Repeated-Measures ANOVA desi~ the dependent

variables being repeated measures of subjects' levels of moral reasoning taken before (i.e.,

PRETEST) and after the experimental manipulation (i.e., POSTTEST)27. Table 7.1 describes

the means and standard deviations of the dependent variables for the levels ofprescriptive and

deliberative reasoning found in the study.

Table 7.1: Descriptive Statistics for Dependent Variables for Experimental Sampie

DEPENDENT PRETEST POSTIEST
VARIABLE

Mode Prescriptive Deliberative Prescriptive Deliberative

EXPERIMENTAL-Mean 32.6 26.6 37.0 22.0
Standard Deviation 12.7 13.4 14.1 13.0

n 90 90 90 90

CONTROL-Mean 32.2 26.3 32.4 26.5
Standard Deviation 11.4 15.1 13.9 15.1

n 52 54 52 54

TOTAL-Mean 32.4 26.6 35.3 23.6
Standard Deviation 12.2 14.0 14.1 13.9

n 142 144 142 144

27 PRETEST is a measure ofan auditor's response to the audit-specifie moral
dilemmas. It is measured as an auditor's P-score on the audit-specifie DIT before the
experimental manipulation takes place. POSTIEST is a measure ofan auditor's response
to the audit-specifie moral dilemmas after the experimental manipulation takes place. [t is
measured as an auditor's P-score on the audit-specifie DIT after the experimental
mampulation takes place.

93



7.1 BYPQmESIS li The Rclatiooship o(DIT S,ores to Moral Reasooing Scores

Hypothesis 1: An auditQr's level of moral developmeot will be positively associated with
bis Of ber level o( moral reasoning 00 auditiog dilemmas.

The tirst hypothesis examines the association between auditors ~ level of moral

development and their moral reasoning scores on auditing dilemmas. To test this hypothesis,

Pearson correlations ofauditors' DIT scores (DIT) and moral reasoning scores were computed

(measured before and after the experirnental manipulation, i.e., PRETEST and POSTIEST)

for both modes ofmoraI reasoning (i.e., Prescriptive and DehOerative). Support for Hypothesis

1 is suggested by significant, positive correlations between PRETEST and POSTTEST and

DIT. Table 7.2 presents the results ofthese correlations:

Table 7.2. CorrelatioDs of auditors' DIT score witb moral reasooing
scores

VARIABLES CORRELATED Prescriptive Deliberative
mode mode

PRETEST 0.37 0.48
(p-value) (0.00) (0.00)

n 142 144

POSITEST 0.28 0.32
(p-value) (0.00) (0.00)

n 142 144

Support for Hypothesis 1 was found (see Table 7.2). The results of the correlation

analyses show that there was a significant, positive relationship between the level of moral

development and the moral reasoning of auditors for both modes of moral reasoning (before

discussion: p=O.OO; after discussion: p=O.OO).
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7.2 HYPOTBESIS 2: Discussion and the [Cvjsjon to ,udilon' moral reasoning

Hypothesis 2: Discussion of an auditing dilemma willlead to a revisioD in an auditor's
level of moral reasoning.

To examine the effect ofdiscussion on auditors' moral reasoning directly, the second

hypothesis tests whether discussion resulted in a significant revision to auditors' moral

reasoning scores. The revision to auditors' moral reasoning scores was operationalized as the

absolute vaIue (i.e., ABSOLUTE_REVISION) ofthe difference between an auditor's moral

reasoning score taken before discussion from bis or her moral reasoning score after discussion

(i.e., absolute difference ofPOSTTEST less PRETEST).

A 2 (MODE) by 2 (LEVEL) by 3 (CONTEXT) by 9 (GROUP nested within MODE

by CONTEXT) ANOYA was used to test whether the change in moral reasoning scores of

auditors assigned ta the experimental conditions was different trom the change in moral

reasoning scores ofauditors assigned to the control condition. The first factor, MODE, was

a between-subjects' factor used ta identify ta which mode of moral reasoning subjects were

assigned (i.e., DELIBERATIVE=l or PRESCRIPTlVE=O). The second factor, LEVEL, was

a between-subjects' factor used ta assess the subjects' own level ofmoraI development (i.e.,

HIGHER=l or LOWER=O)2&. The third factor, CONTEXT, was a between-subjects' factor

used to identitY ta which experimental group auditors were assigned (i.e., LOW=O or HIGH=l

or CONTROL=2). The fourth factor, GROUP, was used to designate the various groups to

28 Subjects with levels of moral development above the median of their subsample
were designated as having a HIGHER level of moral development and subjects with levels
of moral development below the median of their subsample were designated as having a
LOWER level afmoraI development (i.e., IDGHER=l or LOWER=O). The significance of
the results of this analysis do not change when auditors are classified as higher or lower
based upon their level ofmoral development relative to others in the entire sample.
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which the subjects were assigned. GROUP was nested within MODE by CONTEXT29
•

Support for Hypothesis 2 required a significant finding for the factor CONTEXT.

Table 7.3 presents the results ofthis ANOVA

Table 7.3: ANOVA of the ABSOLUTE REVISION to moral reasonio2 scores

EFFECT Source ofVariation DF MS F p-vaJue

FACTORS WITHIN + RESmUAL 178 60

MODE 1 294 4.86 0.03

LEVEL 1 23 0.38 0.54

CONTEXT 2 295 2.44 0.09

GROUP within 48 72 1.18 0.18
CONTEXT by MODE

INTEBAC170NS LEVEL*MODE 1 21 0.35 0.56

CONTEXT *MODE 2 15 0.25 0.78

LEVEL * CONTEXT 2 53 0.87 0.42

LEVEL*CONTEXT* 2 201 3.33 0.04
MODE

LEVEL *GROUP
48 75 1.18 0.22

within CONTEXT by
MODE

Two significant effects are shown in Table 7.3, a significant effect of MODE (p=O.03)

and a significant three-way interaction of LEVEL by CONTEXT by MODE (p=O.04). The

significant effect of mode indicates that the absolute revision to auditors' level of prescriptive

reasoning (mean=IO.O) was greater than the absolute revision to auditors' level of deliberative

reasoning (mean=9.0). The three-way interaction will he discussed later on page 98.

29 This factor was included to rnaintain the necessary ANOVA assumption of
uncorrelated error variance.
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Table 7.3 also provides marginal support for Hypothesis 2 that social interaction results

in a revision ta auditors' moral reasoning (p=O.09). To examine the directional implications

ofthis result, Table 7.4 presents the resuIts of the mean ABSOLUTE_REVlS/ON to auditors'

moral reasoning scores arnong the three levels of CONTEXT (i.e.~ LOW discussion groups,

mGH discussion groups, and the CONTROL condition). As can he seen on Table 7.4, auditors

assigned ta the control condition had a smaller absolute revision to their moraI reasoning scores

when compared with auditors assigned to discussion groups.

Table 7.4: Mean ABSOLUTE REVISION accordin~ to CONTEXT

LOW mGH CONTROL
groups groups condition

ABSOLUTE_REVIS/ON 9.2 11.1 8.5
St. dey. 7.3 9.2 7.4

(n) (90) (90) (106)

Independent samples' t-tests were used to exanune whether the

ABSOLUTE_REVISIONs ta auditors' level of moral reasoning were significantly different

between CONTEXTs. As predicted, the ABSOLUTE_REVISION to auditors' level of moral

reasoning in HIGH discussion groups was significantly greater than the

ABSOLUTE_REVISION to auditors' level of moral reasoning assigned ta the CONTROL

condition (p=O.04)30. AIso as predieted~ the ABSOLUTE_REVISION ta auditors' level of

moral reasoning in LOW discussion groups was greater than that found in auditors' level of

moral reasoning assigned to the CONTROL condition; however, this latter difference did not

reach statistically significant levels (p=O.55).

30 Consistent with other statistical tests in this study, statistical significance of the t­
tests is two-tailed and obtained at p<O.OS and marginal significance is obtained at p<O.l o.
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Reca117that a significant three-way interaction of LEVEL by CONTEXT by MODE

also was found. Ta look at Hypothesis 2 more cioselY7 two separate ANOVAs (2 (LEVEL)

by 3 (CONTEXT) by 9 (GROUP nested within CONTEXT)] were used ta examine the effects

for each mode of moral reasoning. Table 7.S presents the results of the ANOVA that

investigates auditors' ABSOLUTE_REVISIONto their prescriptive reasoning scores.

Table 7.5: ANOVA of the ABSOLUTE_REVISION to prescriptive reasoning
scores

EFFECr Source ofVariation DF MS F p-value

FACTORS WITHIN + RESmUAL 88 63

LEVEL 1 0 0.00 0.99

CONTEXT 2 120 1.91 0.15

LEVEL-CONTEXT 2 212 3.38 0.04

LEVEL-GROUP 24 107 1.71 0.04
witbio CONTLXT

GROUP withirt 24 94 1.49 0.09
CONTEXT

Table 7.5 reports two significant effeets. The first effect is a significant two-way

interaction ofLEVEL by GROUP nested within CONTEXT (p=O.04). The significance ofthis

effect merely suggests that the influence of social interaction on the prescriptive reasoning of

group members at different levels of moral development varied between discussion groupS31.

31 Given that the discussion of the moral dilemmas was unique to each discussion
group, it appears reasonable that there is a differential effeet of discussion across groups.
The significance of this factor likely retlects a difference in DIT score between group
members assigned to a particular LEVEL of moral development across the various groups.
For instance, sorne ffiGHER auditors have very high DIT scores while sorne ffiGHER
auditors have only moderately high DIT scores. The converse also is true for auditors
c1assified as LOWER according to their DIT score.
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The second effect is a significant two-way interaction ofLEVEL by CONTEXT (p=O.04). The

significance of this factor suggests that the influence of social interaction on auditors'

prescriptive reasoning varied according to their level of moral development and the

experimental condition to which they were assigned. To look at this finding more closely,

Table 7.6 presents the meanABSOLUTE_REVISIONto auditors' prescriptive reasoning scores

according to their LEVEL ofmoral development and CONTEXT.

Table 7..6: Mean ABSOLUTE_REVISION to PRESCRIPTIVE
REASONING bl' LEVEL and CONTEXT

LOW mGH CONTROL
groups groups condition

Revision for HIGHER levels 12.2 9.9 11.0
st. dey. 11.9 8.9 10.2

(n) (9) (36) (26)

Revision for LOWER levels* 9.4 15.8 7.5
st. dey. 6.9 10.6 5.7

(n) (36) (9) (26)

*lower auditors significantly different between contexts at p=.0 1

Table 7.6 shows that the absolute revision ofprescriptive reasoning scores of auditors

at LOWER levels ofmoral development was significantly different across conditions (p=O.OI),

while the absolute revision of prescriptive reasoning scores ofauditors at filGHER levels of

moral development did not vary between conditions. Thus, support for Hypothesis 2 is found

for auditors ofLOWER levels of moral development assigned to the prescriptive mode32
•

32 In additio~ the results ofTable 7.6 also show that auditors in the minority in
discussion groups [i.e., InGHER (LOWER) auditors in LOW (HIGH) groups] changed
their level ofprescriptive reasoning more than auditors in the majority in discussion groups
[i.e., HIGHER (LOWER) auditors in mGH (LOW) groups].
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Table 7.7 presents the results of the ANOVA that investigates auditors7

ABSOLU1E_REVISION to theîr dehOerative reasoning scores. As can be seen in Table 7.77 the

results do not provide support for Hypothesis 2 as applied to auditors7 deliberative reasoning.

Table 7.7: ANOVA oftheABSOLUTE REVlSIONto deliberative reasoning scores

EFFECT Source of Variation DF MS F p-value

FACTORS WITHIN + RESIDUAL 90 58

LEVEL 1 44 0.76 0.39

CONTEXT 2 42 0.72 0.49

LEVEL*CONTEXT 2 40 0.69 0.50

LEVEL*GROUP within 24 43 0.74 0.67
CONTEXT

GROUP witbio CONTEXT 24 49 0.85 0.77

7.3 BYPOTBESIS 3: Convergence of ,oditon' moral reasoning

Hypothesis 3: The difference between an auditor's lever of moral reasoning and the
average level of moral reasooiog of bis or ber group will be smaUer afier group discussion
than before.

The third hypothesis evaluates whether the moral reasoning scores ofgroup members

converge toward the average moral reasoning scores of those with whom they discuss auditing

dilemmas. It was examined by assessing whether the absolute difference in moral reasonillg

scores between each group member and the average of bis or her discussion group is smaller

after group discussion than before. An auditor 7 s absolute ditference score, DIFFSCORE, is

calculated as the absolute difference between an auditor's moral reasoning score and the
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average moral reasoning score ofothers in his or her group33. A 2 (TIME) by 2 (MODE) by

2 (LEVEL) by 2 (CONTEXT) by 9 (GROUP nested within CONTEXT by MODE) ANOVA

was used to test whether auditors' DIFFSCORES decreased after group discussion.

The first factor ofthe ANOV~ TIME~ was a repeated-measure of individual auditors 7

DIFFSCORE before and after the experimental manipulation. With the exception of

CONTEXT, all other factors were identical to those employed in the ANOVA used to test

Hypothesis 2. In this analysis, CONTEXTwas a between-subjects' factor with orny!Wo levels

(i.e., LOW discussion group=O; HIGH discussion group=l). The individual control subjects

were not included in the analysis sinee the dependent variable assessed convergence to a group

average. Support for Hypothesis 3 required a significant finding for the factor TIME. Table

7.8 presents the results of this ANDVA.

33 The group average moral reasoning score may be calculated in two ways: 1) the
average moral reasoning score of all members of the group including the moral reasoning
score of the individual for whom DŒFSCORE is being calculated, or 2) the average moral
reasoning score ofothers in the group which excludes from the group average the moral
reasoning score of the group member for whom DIFFSCORE is being calculated. Both
methods were used and the results of the statistical analysis were similar regardless of the
method chosen.
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Table 7.8: ANOVA ofauditors' DIFFSCORES

EFFECT Source ofVariation DF MS F p-value

WlTHIN WITHIN + RESmUAL lOS 33
SlTBJECrS

TIME 1 2 0.05 0.S2

TIME * MODE 1 7 0.21 0.64

TIME*LEVEL 1 S 0.25 0.62

TIME * CONTEXT 1 1 0.02 0.S9

TIME*~(ODE*CONTEXT 1 2 0.06 0.81

Tll"E*LEVEL*CONTEXT 1
.,

0.09 0.76-'

TIME*MODE*LEVEL 1 57 1.76 0.19

TIME*MODE*LEVEL*CONTEXT 1 0 0.00 0.98

Tll"E*LEVEL*GROUP witbin 32 50 1.53 0.06
CONTEXT by MODE

TIME*GROUP within CONTEXT 32 63 1.93 0.01
byMODE

BE1WEEN WITHIN + RESIDUAL lOS 50
SlTBJECrS

MODE 1 25 0.49 0.49

CONTEXT 1 4 0.08 0.79

LEVEL 1 "Î 0.64 0.43-'-

MODE*CONTEXT 1 164 3.27 0.07

LEVEL* MODE 1 211 4.20 0.04

LEVEL*CONTEXT 1 284 5.65 0.02

LEVEL*CONTEXT*MODE 1 14 0.28 0.60

LEVEL*GROUP within 32 55 1.09 0.37
CONTEXT by MODE

GROUP within CONTEXT by 32 84 1.67 0.03
MODE

Four effects of statistical significance are reported in Table 7.S. The first effect is a
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significant two-way interaction of TIME by GROUP nested within CONTEXT by MODE

(p=O.Ol). The significance ofthis effect merely suggests that the influence of social interaction

on auditors' DIFFSCORES varied from group to group. The second effect is a significant

effect ofGROUP nested within CONTEXT (p=O.03). The significance ofthis etIect suggests

that auditors' DIFFSCORES varied from discussion group to discussion group. These effects

are related to factors included in the analysis to maintain the necessary ANOVA assumption

of an uncorrelated error variance.

The third effect is a significant two-way interaction ofLEVEL by MODE (p=O.04).

The significance of this etTect suggests that the DIFFSCORES of auditors at different levels

of moral development varied between the different modes of moral reasoning. The fourth

effect is a significant two-way interaction ofLEVEL by CONTEXT (p=O.02). The significance

of this effect suggests that the DIFFSCORES of auditors at different levels of moral

development varied across experimental conditions.

The results presented on Table 7.8 do not provide support for Hypothesis 3 as TIME

is not significant in the ANOVA (p=O.82).

7.4 HYPOTHESIS 4: Social Influence and Mode of Moral ReasQning

Hypothesis 4: The effect of discussion on auditors' level of presc:riptive reasooing will be
ditTereot from the etTect of discussion on auditors' level of deliberative reasooiog.

Hypothesis 4 examines whether the revision to auditors' prescriptive reasoning is

different from the revision to auditors' deliberative reasoning after social interaction. A 2

(TIME) by 2(MODE) by 2 (LEVEL) by 3 (CONTEXT) by 9 (GROUP nested within MODE
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by CONTEXT) ANOVA was used to test Hypothesis 4. The first factor of the ANOVA,

~ was a repeated-measure of individual auditors7 level of moral reasoning taken before

and after the experimental manipulation. AU other factors were identical to those employed in

the ANOYA used to test Hypothesis 2. Support for Hypothesis 4 required a signiticant finding

for TIME by CONTEXT by MODE. Table 7.9 presents the resuIts ofthis ANOVA.
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Table 7.9: ANOVAofauditors' PRETESTtoPOSITESTscores

EFFECT Source ofVariation DF MS F p-value

WITHIN WITHIN + RESIDUAL 178 68
SUB.lECTS

TIME 1 7 0.10 0.75

TIME * MODE 1 1121 16.38 0.00

TIME*LEVEL 1 224 3.27 0.07

TIME * CONTEXT 2 87 1.26 0.29

TIME*LEVEL*MODE 1 16 0.23 0.63

TIME*CONTEXT*MODE 2 423 6.17 0.00

TIME*LEVEL*CONTEXT 2 42 0.62 0.54

TIME*CONTEXT*LEVEL* 2 20 0.29 0.75
MODE

TIME*LEVEL*GROUP within 48 78 1.14 0.26
CONTEXTbyTIME

~IE*GROUPwithin 48 73 1.07 0.37
CONTEXT ~y MODE

BE7WEEN WITHIN + RESIDUAL 178 254
SUBJECrS

MODE 1 11487 45.14 0.00

LEVEL 1 7894 31.03 0.00

CONTEXT 2 183 0.72 0.49

LEVEL*MODE 1 395 1.55 0.22

CONTEXT * MODE 2 565 2.22 0.11

CONTEXT*LEVEL 2 42 0.17 0.85

LEVEL*CONTEXT*MODE 2 515 2.02 0.14

LEVEL*GROUP within 48 286 1.13 0.29
CONTEXT by MODE

GROUP within CONTEXT by 48 231 0.91 0.64
MODE
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Four significant effects are reported on Table 7.9. In particular, two signifiC2.I1t main

etfects ofMODE (p=O.OO) and LEVEL (p=O.OO) are identified. The significance of the etfect

of MODE suggests that auditors' moral reasoning scores varied according to the mode of

moral reasoning to which they were assigned. As shawn on Table 7.1, auditors' prescriptive

scores generally were higher than auditors' deliberative reasoning scores. The significance of

the effect of LEVEL suggests that auditors' moral reasoning scores varied according to

auditors' level ofmoral development. As shown on Table 7.2, auditors' moral reasoning scores

were positively correlated with their level of moral development; therefore, auditors at higher

(lower) levels ofmoral development generally had higher (lower) moral reasoning scores. The

significance of these two effects confirms that the design was weil implemented in the study.

In addition, two significant interactions are identified on Table 7.9. The first i5 a

significant two-way interaction ofMODE by TIME (p=O.OO) which suggests that the effect of

the experimental manipulation on auditors' moral reasoning varied significantly according to

their assigned mode of moral reasoning. This effect is qualified by a significant three-way

interaction of MODE by TIME by CONTEXT (p=O.OO). This result is consistent with

Hypothesis 4 and suggests that the influence ofdiscussion varied according to the experimental

condition to which auditors were assigned and depends upon whether it is prescriptive or

deliberative reasoning that is being considered. Further investigation of the effect of social

interaction on the prescriptive and deliberative reasoning of auditors is provided by the

examination of the fifth and sixth sets ofhypotheses, respectively.
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7.s THE FI". ft SET OF HYPQTHESES: Social interaction and Prescriptive reasonine

Hypotbesis Sa: The level ofprescriptive reason;ng of auditors who engage in discussion
of an auditing dilemma will increase.

Hypotbesis Sb: Discussion of an auditing dilemma will cause a greater increase in the
level ofprescriptive rellSoll;ng for auditon witb lower levels of moral development than
for auditors witb bigher levels of moral development.

The fifth set of hypotheses examines the influence of social interaction on the

prescriptive reasoning OfauditoTS. A 2(TIME) by 2(LEVEL) by 3(CONTEXT) by 9 (GROUP

nested within CONTEXT) ANOVA was used to test the fifth set ofhypotheses. Table 7.10

presents the results of this ANDVA.

Table 7.10: ANOVA of auditon' PRETEST 10 POSITEST scores for
PRESCRIPTIVE MODE

F.FFECT Source ofVariation DF MS F p-value

WlTHIN WITHIN + RESIDUAL 88 75
SllBJECTS

TIME 1 650 8.69 0.00

TIME*CONTEXT 2 381 2.39 0.01

TIME*LEVEL 1 179 5.10 0.13

TIME*CONTEXT*LEVEL 2 60 0.80 0.44

~E*LEVEL*GROUP 24 104 1.39 0.14
within CONTEXT

TIME*GROUP within 24 89 1.19 0.27
CONTEXT

BE1WEEN WITHlN + RESIDUAL 88 245
SllBJECTS

CONTEXT 2 464 9.66 0.16

LEVEL 1 2365 1.70 0.00

LEVEL* CONTEXT 2 464 1.90 0.19

LEVEL*GROUP within 24 415 0.99 0.48
CONTEXT

24 250 1.02 0.45
GROUP within CONTEXT
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Three significant effects are reported on Table 7.10. In particular, two significant main

etfects ofTIME (p=O.OO) and LEVEL (p=O.OO) are identified. The significance of the main

effeet of TIME indicates that auditors' prescriptive reasoning scores were higher after the

experimental manipulation (mean=35.3) than before (mean=32.4). The significance of the main

effect of LEVEL indicates that auditors' level of prescriptive reasoning was positively

correlated with their level of moral development. Thus, the significance of these two effects

confinns that the design was weil implemented in the study.

In additio~ the two-way interaction ofTIME by CONTEXT was significant (p=O.Ol).

The significance of tbis effect suggests that the influence of discussion on the prescriptive

reasoning of auditors varied according to the experimental condition to which they were

assigned. This effect is depicted in Table 7.11.

Table 7.11: Mean Increase in Prescriptive Reasoniog Scores for auditors according to
Experimental CONTEXT

EXPERIMENTAL lIME ~ ~ 1= QE p-value
CONDITION ~ Increase ~

HIGB PRETEST 32.2
DISCUSSION

GROUPS POSTIEST 39.1 +6.9 -3.58 44 0.00

LOW PRETEST 33.0
DISCUSSION

GROUPS POSTTEST 34.9 +1.9 -0.99 44 0.33

CONTROL PRETEST 32.3
CONDmON

POSTTEST 32.4 +0.1 -0.11 51 0.91

The results in Table 7.11 identify a statistically significant increase in the prescriptive

reasoning scores ofindividuals assigned ta the mGH discussion groups (p=O.OO). However,
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the increase in the prescriptive reasoning scores of auditors in LOW discussion groups was not

statistically significant and there was virtually no change in the level of prescriptive reasoning

of individuals assigned to the CONTROL condition. Thus, these results provide partial support

for Hypothesis Sa, as it appears that ooly the level of prescriptive reasoning of auditors

assigned to mGH discussion groups significantly increased with group discussion.

Support for Hypothesis Sb was not found.

7.6 THE slXm SET OF HYPQTIIESES: SociallnleractiOD and Deliberative Reasonio&

Hypothesis 6a: Auditors in high groups wiU inqeqse their level of deliberative reasoning
after discussion of an auditing düemma.

Hypothesis 6b: Auditors in low groups will tkqeqse their level of deliberative reasoning
aCter discussion of an auditing dilemma.

The sixth set of hypotheses examines the influence of social interaction on the

deliberative reasoning of auditors. A 2 (TIME) by 2 (LEVEL) by 3 (CONTEXT) by 9

(GROUP nested within CONTEXT) ANOVA was used to test Hypotheses 6a and 6b. Table

7.12 presents the results ofthis ANOVA.
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Table 7.12: ANOVA of PRETEST to POSTIEST scores for DELffiERATIVE
MODE

EFFECT Source of Variation DF MS F p-value

WlTHIN WITHIN + RESIDUAL 90 62
SUBJECTS

TIME 1 478 7.67 0.01

TIME*CONTEXT 2 127 2.04 0.14

TIME*LEVEL 1 61 0.97 0.33

TIME*LEVEL*CONTEXT 2 2 0.03 0.97

TIME*LEVEL*GROUP 24 53 0.84 0.67
within CONTEXT

TIME*GROUP within 24 58 0.92 0.57
CONTEXT

BETWEEN WITHIN + RESIDUAL 90 264
S(JBJECTS

CONTEXT 2 282 1.07 0.35

LEVEL 1 5944 22.53 0.00

LEVEL*CONTEXT 2 142 0.54 0.59

LEVEL*GROUP within 24 330 1.25 0.23
CONTEXT

GROUP within CONTEXT 24 212 0.81 0.72

Two significant main effects ofTIME (p=O.OI) and LEVEL (p--Q.OO) are identified in

Table 7.12. The significant effect of TIME indicates that auditors' deliberative reasoning

scores were lower after the experimental manipulation (mean=23.6) than before (mean=26.6).

The significance of the main effect of LEVEL indicates that auditors" levels of prescriptive

reasoning scores were positively correlated with their level of moral development. The

significance ofthese two effeets confirms that the design was weil irnplemented in the study.

Although the two-way interaction ofCONTEXT by TIME only approached accepted
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significant levels for deliberative reasoning (p=O.14), Table 7.1 shows an overall decrease in

auditors' level ofdebberative reasoning after the experimental manipulation. Thus.. to explore

further Hypotheses 6a and 6b, paired-samples t-tests ofthe means for the two-way interaction

ofCONTEXT by TIME for deliberative reasoning are presented in Table 7.13.

Table 7.13: DitTerence in deliberative reasoning scores over TIME by
experimeotai CONTEXT.

CONTEXT MEASURE ~ Chanse SU 1= D p-value
~ ~ E

81GB PRETEST 29.3
DISCUSSION -6.0 13.0 3.10 44 0.00

GROUP POSTTEST 23.3

LOW PRETEST 23.9
DISCUSSION -3.2 10.0 2. ]5 44 0.04

GROUP POSTTEST 20.7

CONTROL PRETEST 26.5
CONDmON +0.8 10.2 0.20 53 0.84

POSTTEST 27.3

As shown in Table 7.13, there was a significant decrease in the level of deliberative

reasoning ofauditors in both mGH and LOW discussion groups (i.e... mGH p=O.OO and LOW

p=O.04), but not for auditors assigned to the control condition. Thus, the results of the analysis

do provide support for Hypothesis 6b, as they show that the level of deliberative reasoning of

auditors in LOW groups declined after social interaction. Support for Hypothesis 6a was not

found. Indeed, discussion caused a decrease in the level of deliberative reasoning of auditors

assigned to both experimental discussion groups.

These results a1so clarify the three-way interaction of CONTEXT by MODE by TIME

in Table 7.9. As shown on Table 7.11, the prescriptive reasoning score ofauditors in HIGH
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groups increased with social interaction; however~ the prescriptive reasoning scores of auditors

in the individual control condition was not affected. As shown on Table 7. 13 ~ the deliberative

reasomng ofauditors decreased with social interaction; however, the deliberative reasorùng of

auditors in the individual control condition was not affected. Thus, the directional influence

ofsocial interaction on auditors~ level ofmoral reasoning appears to he a funetion of the mode

of moral reasoning used to resolve the moral dilemma. On the one band, discussion resulted

in auditors resolving audit-specifie moral dilemmas at a higher level of prescriptive reasonin~

particularly for auditors in HIGH groups. On the other hand~ discussion resulted in auditors

resolving audit-specifie moral dilemmas at a lower level of deliberative reasoning. Hence~ it

may be inferred from the findings of this study that mode (i.e., prescriptive or deliberative)

moderates the effect of social interaction on auditors' moral reasoning.
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8,0 DISCUSSION AND CONCLUSIONS

McNair (1991) argues that audit firms are exposing themselves to an excessive risk of

possible litigation by over-reliance on auditors' moraljudgments. However~ reliance on auditors'

moral judgments would not result in legal exp0 sure for audit finns if auditors consistently

adhered to high moral standards. To ensure that auditors' professional judgments consistently

comply with a high moral standard, an understanding ofauditors' moral reasoning processes

is required.

This study draws attention to the importance of social interaction for the moral

reasoning ofauditors and to further our understanding of how social interaction influences two

important components of the moral reasoning process of auditors: deliberative reasoning and

prescriptive reasoning. To this end, a DIT-like instrument was developed to measure the

deliberative and prescriptive reasoning of auditors. Furthennore, it used an experiment to

examine the influence of social interaction on both types of auditors' moral reasoning in a

situation carefully constructed ta emulate factors and conditions commonly encountered by

auditors. The statistical analysis necessitated the use of a large number of auditors in the

experiment. This large sarnple requirement facilitated the inclusion, in the experimental sample,

ofauditors with a wide range of auditing experience from a variety of hierarchical levels (with

the obvious exception of partners not being included). Also included in the experimental

sample were auditors from ail sizes of audit finns excepting for a very small audit finn (e.g.,

sole practitioners). Consequently, the findings ofthis study provide insight ioto the influence

of social interaction on the moral reasoning of a wide spectrum of Canadian auditors. The

contributions, implications and extensions of this research for existing theory and practice are

113



discussed below.

8.1 CONTRIBUTIONS

The study makes two significant contributions to our understanding of individuals'

moral decision process and auditors' professional judgment. First, this study facilitates a

eomparison of the prescriptive and deliberative reasoning processes of auditors through the

development of a DIT-like measure of their level of prescriptive and deliberative reasoning.

The results of the study indieate that auditors generally used a higher level ofprescriptive

reasoningto resolve audit-specifie moral dilemmas than the level ofdeliberative reasoning that

they used to resolve audit-specifie moral dilemmas. In addition, the results of the study also

show that the levels ofmoral reasoning auditors apply to realistic auditing dilemmas, although

related, are lower than their level of moral development. These results provide support for

Rest' s (1983) conception of additive cognitive structures and bis model of moral action by

providing evidence ofdifferences between the levels ofmoral rea.soning associated with various

components of the moral deeision process as described by Rest's model (i.e., moral

development, prescriptive reasoning and deliberative reasoning). Furthermore, these results

aiso provide support for Jones' (1991) issue-contingent model of moral deeision making by

showing that the issue-specifie factor ofmode is related to the level of moral reasoning auditors

use in the resolution ofmoral dilemmas.

Second, this study provides empirical evidence of the effect of social interaction on the

moral reasoning of auditors. The results ofthis study provide support for Trevino's (1986)

interactionist theory of moral decision making which suggests that social factors influence
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individuals' moral decisions. Consistent with Trevino's model, this study shows that mode and

the moral context jointIy influence the effect of social interaction on the resolution of moral

dilemmas. Furthermore, this study contributes to the growing body of knowledge that

investigates the effect of social influence on auditors' professional judgments by providing

insight into how discussion affects auditors' moral decision process. Thus, this study takes an

important tirst step in the development of a predictive model of auditors' moral judgment

through the identification ofthe directionai effects of discussion and moral context on various

components of auditors' moral decision process.

The findings of this study are of practica1 significance to public accounting finns in

their quest to increase the morality ofauditors, professional judgments. At a pragmatic level,

these findings show that the sociaI interaction does not always result in a professional judgment

ofhigher moral quality. Deliberative discussion of auditing dilemmas tends to result in the use

of less principled moral reasoning by auditors; therefore, deliberative discussion of auditing

dilemrnas should he avoided. Nevertheless, auditors should be encouraged to discuss auditing

diIemmas prescriptively, as prescriptive discussion tends to result in the use of more principled

moral reasoning by auditors. Tlùs particularly applies to situations where there are others of

high levels of moral development with whom to discuss moral dilemmas. Thus, the findings

of this study suggest that auditors should be careful about the level ofmoral development of

others with whom they discuss moral dilemmas and the mode they use in the discussion of

moral dilenunas. This conclusion should lead audit finns to consider how their organizational

structure, practices and procedures may be aItered to avoid deliberative discussion of moral

dilemmas, and to encourage prescriptive discussion ofmoral dilemmas particularly with others
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of high levels of moral development. For example, standardized working papers could use

prescriptive wording when auditors are asked to identify the moral issues that should be

discussed with others. Furthennore, audit tinns should aise consider including a criterion of

high moral capacity for the job requirements of positions involving a great deal of discussion

with others.

The significance of tbis study for the audit profession as a whole lies in its ability to

guide the goveming bodies in the identification ofalternative approaches ta encourage auditors

to adhere to high moral standards in their exercise of professional judgement. The audit

profession traditionally bas relied upon the use of codes of conduct to establish and impose a

rigorous moral standard upon its membership. However, codes ofconduct, although important,

are apparently not sufficient to ehminate the occurrence of moral transgressions by auditors.

An effective alternative approach ta the mitigation of moral transgressions by auditors may be

based upon the results ofthis study.

In particular, the results of this study suggest that the audit profession should

consciously adopt the objective ofensuring its members' level ofmoral cognition and level of

moral reasoning consistently adhere to a high moral standard. This study demonstrates that

it is possible to develop objective measures ofauditors' moral capacity and moral reasoning.

Thus, the audit profession should consider the adoption ofa minimum c08IÛtive moral standard

for entry ioto the audit profession. It May be inferred from the results of tbis study this

requirement, if appropriately implemented, should result in an overall increase in the moral

capacity ofauditors by deterring individuals of low levels of moral competence from entering

the audit profession. The results of tbis study also demonstrate that discussion, which is an
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integral part of auditors' professional judgment process, plays a crucial role to the

determination ofthe moral standard by which auditors resolve moral cfilemmas. Thus, the audit

profession should undertake to educate its membership ofthe importance and significance of

mode and moral context on discussion. Furthermore, the audit profession should undertake

to implement procedures that encourage its members to prescriptively discuss auditing and

accounting issues with a moral dimension and make auditors with high le'lels ofmoral capacity

easily accessible for confidential consultation ofmoral issues.

8.2 LIMITATIONS OF mE STUDY

A few caveats are in arder in interpreting the conclusions of the study. The tirst caveat

is with regard to the nature ofthe sample. A significant effort was made to obtain subjects with

a wide range of auditing experience on two dimensions: hierarchical level and type of audit

firm. Nevertheless, the applicability of the results of this study to types of auditors not

examined (e.g., audit partners and sole praetitioners) and to organizations that are not audit

tinns remains to be established.

The second caveat is with regard to the nature of the setting in which the study was

carried out. The nature ofthe experiment required the interaction ofa large number of auditors~

consequently, it was conducted during audit firms' training courses or during class time of

wüversity level auditing courses. Furthennore, discussion groups were stn1ctured to attempt

to emulate the range of moral contexts that may be encountered by auditors. However, the

elicitation ofa representative moral reasoning process ofauditors may have been hindered by

using locations and social contexts that are not representative of the location or context in
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which these decisions aCOJa1Iy are made. For instance, by design, the discussion groups included

auditors at similar hierarchica1 ranks; therefore, the results of the experiment May not apply to

situations where different hierarchicallevels are involved in group discussion. Accordingly,

additionaI work is required to assess to what extent the results ofthis study apply to the moral

reasoning ofauditors in the workplace.

The third caveat is with regard to the nature of the measures used to evaluate auditors'

moral reasoning. The experiment relied upon the use of newly developed measures of

prescriptive and deliberative reasoning of auditors that have not been widely tested. Further

work is necessary to give increased assurance of their accuracy in measuring the moral

reasoning ofauditors.

The fourth caveat is with regard to the modes of moral reasoning elicited in the

experirnental manipulations. The experirnenta1 instructions and procedures attempted to ensure

that a single mode ofmoral reasoning was elicited from a subject throughout the experiment.

Thus, tbis study did not examine the effect of social interaction on auditors' moral reasoning

when discussion of auditing dilemmas involved both modes of moral reasoning, either

sirnultaneously or consequently. Additional work is required to ascertain the effect of social

influence on auditors' moral reasoning when both modes of moral reasoning are involved.

Further investigation ofthe influence of mixed modes of moral reasoning May be of particular

interest to accounting-ethics researchers, as it is likely that auditors engage in both modes of

reasoning, and possibly bath modes ofdiscussion, in the resolution of auditing dilemmas in the

work place.
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8.3 POSSWLE EXTENSIONS

This study examines the prescriptive and deliberative moral reasoning process of

auditors and compares the effect of social interaction on both. Additional work is needed to

extend the examination to other components of auditors' decision processes, and to other

situations in wruch auditors, typically, exercise professional judgment. For example, an

empirical investigation of the association between an auditor's deliberative reasoning and his

or her moral actions MaY be the next logica1 step to take for the development of a predictive

model of auditors' moral decision process. As weIl, more practically motivated extensions to

the proposed research May attempt to ascertain whether the anticipated results of this study

apply to the moral decisions made by teams or groups ofaudito~or relate to the auditor-client

relationship and an auditor's ability ta withstand client pressure.

Additional work examining the longevity ofdifferent types of social influence on moraI

reasoning a1so is required. This examination potentially would contribute to our understanding

ofhow ta affect permanent changes in the levels ofmoraI reasoning ofauditors, and would be

of particular interest to those interested in educating and training public accountants.
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OPINIONS ABOUT PROBLEMS IN ACÇOUNTING FIRMS

This questionnaire examines your opinions about auditors'
professional judgments. lt is in three parts. The first part
presents six cases which are specifie to the accounting/audit
context. The second part presents cases which describe situations
that may occur in everyday life. The third part asks for sorne
descriptive information about yourself, your attitudes, and your
own behaviours. The questionnaire is completely anonymous and is
entirely voluntary. However, if you are interested in the results
of the questionnaire, you may provide an address on the last page
to receive a copy of the findings. Your cooperation and assistance
are greatly appreciated.

For the audit cases. we ask you to respond to these cases as if you
are an auditor conducting a peer or quality-control review. You
have been asked in your professional capacity to give your advice
to the accountant, described in the case, as to how he/she should
resolve this dilemma. He/she wants to know the ideal way in which
the described situation should be resolved. This individual has
come to you because you have no vested interest. Your response
should provide a description of what a professional accountant
ought to do ta resolve the described situation.

For the final three cases. we ask you ta describe how you would
advise the individual as ta what he/she ought to do to resolve the
described problem. Your response should reflect your opinion of
what is the "proper" or the "correct" way to respond to the
situation without considering the pressures that the described
individual faces.

There are no "right" or "wrong" answers to the questionnaire. The
cases have been carefully written ta encourage you to consider the
influence of different factors to your opinion. Once you finish one
case, please proceed immediately ta the next. Please do not go
back and change responses to cases that have already been
cornpleted.

Your assistance and cooperation are greatly appreciated.



Hp~e are an illustration case and sample questionnaire.

Simon Fellows is thinkinq about buyinq a house. He is married, in his early thirties, has two small
children, and earns an average incorne. No additions to his family are ?lanned. His family has two
cars and his wife works. Simon comes for yeu for advice as to whether he should buy a house.

Should Simon buy a house1 (Check one) "(es _CanOt decide No

In the proce•• o~ adYiaiftq 8~n whether or Dot he .hou~d buy the hou.e, you ..y consider many
d.if'f'er.nt issu•• to be 1JIIportant. Belo. i. a liat of .am. of' ~•• i ••ue•• on the l.ft-band aide
o~ each .tat4lDm1t check the apaoe wb:ich ~.t correllpOncia to the iIaportaDce you believe .boulc1 be
qiv.an ta t.M part1cu1ar conaicMrat1on. cror 1Datance, i~ you thiDk that .ta~nt '1 .hould be of
qr.at t.portance in 1MkJ.n.q a cMcJ.sion about buyinq a hou.e, check the apace on the .1.t't).

IM?ORTANCE:

Great Much Sorne Little ~e

X

X

~

X

X

:<

1. Whether Simon can afford a suitable house.
(Note in this example, the person t.alcing the
quest.ionnaire thought. that Simon should place
qrea~ weiqht on t.his consideration in reach~nq

his decision>.

2. Whet.her the furnace on the house was thermal
dynamic (Note ~hat if a state:nent. sounds l~ke

qibberish, nonsense or is no:. relevant. to ~he

question at. hand, mark it. of "no importance"j.

3. Whether Simon could st.ill ;0 on his a:u:'.Jal
golf vacat.ion.

4. Whether Simon' s wife want.s t.o buy a house
(Note in this s~~le, the person extend~nq :~~

ac1'.rice thought. cha:. Simor: sho~ld wei;ht ':~~S

c~nsideration very heavily> .

5. Whethe r Slt'.on could find a sui table hous-e
with~n walkinq distance to work.

rrcm the .1iat of c:on.1c1aratioDa abova, ••l.ct th. DOat import&nt to th. cM<:j..10n choice. Put th.
aUlliber of' the .cat ~rtant con.idarat1on on th. blank bes1~ -16:).t i.aIportAnt". Do .1ik••:.l •• for
YoU%' 2nd, 3rd and 4th -.o.t 1.IIIIportant choi.c.•.

Mote J.D thi. ~.1e, the top choioe. in tlU.. ~.1••il.1 cc.. from tho•• at&t.aant. that ..re
checJted. on the .1.~t-baDd. aicie--.tae-Dta '1 and '4 vere thouqht to be vary 1..III>ortant. In daci.ctinq
what i. the 8).t 1JIIportaDt, a per.on vowd reread. '1 and '4 anel theD pick ODe of th th. lDOat
t.portant, tbian put the oeber one _ -aecond ~t 1JIIportant", and 80 on). Statemant.5 of th.
Dezt higb••t i.IIport.aDoe (-.ach 1JIportaDce): tb.~fo~, '5 would be put be.ide the "third lDO.t
i.q)ortant" choice. Pin&lly, .ta~Dt .3 ... o~ th. nazt h1CJbeae iJaportaDce: t.h.r.fore, .3 would
be put ba.id.- the "fourth lDCI.t .i.-portaDt" choie::..

From the list above, select the four most important:

-.J-MOST IMPORTANT ......i...5ECOND MOST IMPORTANT ~ THIRD MOST IMPORTANT -.LFOURTH MOST !MPORTA......-:'



ALICe AND nm MC cClSPNfX

Alice is • senior auditor and a CA for a national CA fir.œ thae provides auditinq, tax and consultinq servlces.
~- fi~ has developed a packaqe called ehe ACME ACCOUNTING SYSTEM vhich is sold to the qeneral public as vell

he fi~ts clients. Alice is the audieor in charqe of the field vork on the ABC Company, Inc. audit. Duz~ng

the cour.e of thi. audit asslqnment, Alice i. asked ta evaluate the quallty control of the accountinq system
vhieh happens ta be the ACHE packaqe. ~iee uncovers several severe conerol weaknes,es in the ACHE syst~.

Sefore renderinq the mAnaqement leeter to ABC management, ~lce is tola by her boss to modify the neqatlve
comment. reqardinq the ACHE packaqe.

Sboulci Alice .-De! the ..n. J nt l.t~? f.CMck ODe)

___Should amena it __Cantt decide ___Should not amend it

In the preees. of advisinq Alice wbether or not she .hould &mend ehe management letter, you may eon'lder many
clifferent issue.. Belov 1. a List of some of these issues. Please indicate the importance of eaeh of ~he

follawinq considerations in your advice eo Alice.

IMPORTANCe'

Great Huch Some Litele No

~

1.Whether the weamesses in the Ac::::ME system ~y be
easily remedied by compensating controls.

2.What effect does Alice's refusal to 4mend the le~te=

have on the ABC company?

J.Whethe: ~ice'. Job may he threatened by her ref~al

to reVlse the leeeer.

4.Whether fair dellberation on the cilent', flnanc~al

posltion can predilect profe,slonal reputaClon.

5.What course of action is best for Alice's firm?

6.00es Alice have the rlqht to ~hIea~en the :eputa:10r.
of the f1..rm?

I.What 1. the value of L~ aud1.t in l1.eu of .ocie:y',
perspec~lve on ~ enterprl.e's worth?

8.00e. society expec~ that Alice', respor~lb~:~ty

exeends to other comp4nie~ ~lch :e11 upon he~ f~~'~

~oft....,.are?

9 .•~ether ABC :eally care~ abou~ Lnternal control c: ~~

chey really only WAn~ a clean audLt op~nl0n.

lO.Can Al1ce reVlse the le~~er L~d feel .he ~a~

ful!illed her re.ponslb11~ty to ABC COmpL~Y?

Il.Whether other part~e:s ln the flr.n support All~e's

b033' pOSl1:1on.

12 .What fae~ors are relevL~t in deteDnJ.nJ.nq All=e' s
professl0nal responsibility?

___MOST IMPORTANT _SECOND MOST IMPORTAN'I' _THIRO MOST IMPORT.A..V!" _FOtmTH MOST IMPOR'I'Am'



:msM MP CAMBRIDGE REAL EstAIE

S~an is a C.A. &nd the par~ner on the Cambridge Real Estate audit. lt is a privately eontrolled company and
ner fi~'s larqest client. The relat~~hip betveen Cambridqe and Susan'. tirs has seriously deter10rated over
the las~ tvo years, as has its profitability. A con~ent~ous issue has emerqed tram ~his year's annual aud.t.

! proposed .stim&te tor uncollectible receivables as included by manag..-nt on the financial .tat~nts lS
_.derst.ted by an amount Susan c:ons~ders m.aterial. The client ~s unvilling to budqe on t!u.s issue. The CEO of
Cambridqe feel. that it is merely a ditterenee ot profess~onAl opin~on reg&rdinq the adequacy of an estLmate.
He feel. ~hat his own staff has .peeialized knovledqe of the client tNse wt:Lieh renders their est1JUte of
collec~ab.lity=ore rel.&ble than estimates fo~ated by the audit staff. c.mbridqe needs & clean audit op~n~on

~n order to extend it l~ne of credit at the bank. Susan's f.rm hAS a .trong ctesire not ~o lose the cl.ent.

__Yes __Can't decide __No

In the proceas of advisi.D:,l su.an on ~tber or DOt sbe sbculd. co~ thi. i.~, yeN aay c:on.ai~ a&ZZY diff.rent
issue•. Below i. & l:i..t of sc:.. of tba•• :i..~•• Pl.... iMicate the ~r1:&Aoe of .aeh of the folloW1Dg
conaiciaz:atj,o=.a in your &I.'tv1c:e to SUsan.

IMPORTANCE:

Great Much Seme Little No
1.How other firms in
uneollectible receivable?

the industry estLmate

2. Whether the client' s position ",ould be cons~dered

reasonable by 4n lDdependent assessment and by society­
i.n-qeneral.

3. Whether Susan' s firm can .fford to lose lots most
important client.

4.Whether GAAP prevents Susan fram endorsinq her
client's professional Judqement.

5. Whether the essence of profess1.onal judqmen:
overwhe~ the advocat~on of ~somcrph~sm.

6.Whe~her Susan could cancede ~his issue and still feel
she has fulfilled ber profess~on&l respons1.b1.11cy.

7.Wha~ pos~tion will be taken by the o~her partner~ cf
~he f~rm?

B.Whether che threat from ~he client has sub3t&nce.

9. Whether the resul tinq f~nancial 3tatement3 ~~ lea=
ex~st~nq and potent~al users.

10. On vh&~ basis shoul.d d.ifferences of profess .:.ona:
oplon~on be acceptable?

Il.Doesn't society expe~ .ud~tors to e~ure c11ents de
not materially.misstate .sse~s.

12.Whe~her the bank is avare of the d.ifference c!
oplon~on.

MOST IKPORI'ANr _SECOND MOST IMPORTANr_ THIRD MOST D1POR'l'AN'I' _FOURTH MOST IMPORTANI'



BILL MD p9GOOD CONSTRUCTION

8ill is a seaff auditor and ~ for a small fir-œ ehae provides audit~nq serv~ces. The Presldent of the DoGood
Co~eruction Corporation is .earchinq for a Chief Financial Officer, and has asked Bill to recruit and ••lece
~ appropriate candidate. Bill ~s the -in-chaLqe- auditor on the DoGood engagement vh~eh is &mQDq the larqest

mose profitable Jobs for ~e fi~. 8ill truly believes that he can provide a valuable serv~ce to OoGood as
~.l as bis fi~ by perfor.œlnq the funetion. In addition, Bill already knavs an indiv~dual, a personal friend,
Who has the riqht qualificat~ons for th~s very ~ortane pos~tl0n.

Shoul.cl BilJ. ....i..t DoGood'. pr••idant? (a..cJt o~)

___Should assist hLœ ___Can • t decide ___Should not assist h~

In the process of advisinq Bill whether OL not he should assist OoGood's president, many different issues need
to be cons l.dered. Belov 1S & lise of seme of these issues. Please Uldicate the iJaporeance of eac:h of the
follawinq considerations in your advice to Bill.

IMPORTANCE·

GREAT HUeR SCIŒ LITTLE NO
l.Whether the client vill ot.herwise be able to fill the
posieion wtth a suitable cand~date.

2.Whether an employment
const~tutes 4 contlict of

referral
lnterest.

by an aud~tor

3.Whether employment referrals ouqht to be in the hand3
of a fev qreedy headhunters?

4.0oes tellinq h~s fr~end

COn3titute an infrlnqement
responsibllities?

the Job
of B1.1l's

1.S aV4liable
professl0nal

J'rea th. li. t abov., .e.lec:t ~ four lIIIO. t i..JIIpcreant :

S.Will havlnq a fr1.end as the controller prevent Bill
from makinq a fair assessment of the flr.œ'S financlal
posltion in the future?

é.Is asslstinq a valued el~ent AnY d~!ferent trom Bill
aceeptlnq the pos~tl0n h~elf?

1.Whether Bill's f1r.œ vould endorse hlS actl0ns.

8.l1hether Bill actolons a.re conSl.ste::.,: with GAAP and
G».5 •

9. What effect vill Bl.ll' 5 ref'.Jsal have on tlJ.~ fl.Ol.' ~

relatlonshlp wl.th the cllent?

10. Whether the professl.onal c:ode of conduct !orl:)l.d~

Bill trom perfo~nq the servl.c:e.

11.Would refusinq ta assist the presl.denc be conSl.stent
Wl.':h wha: Bill thinks i~ riqht?

12.Will tellinq his triecd the Job loS &val1able hurt
anyone?

_MOST IMPORTANT _SECOND HOST IMPORTAm" _THIRD MOST IMPOR'1'ANT _FOUR'I'H HOST IKPORTA.~



.lOHN NiD Tg roLPGW' AtlDIT

.• ~n is a ~ and the sen~or ~n charqe of the field vort for tvo leqally unrelated aud~t clients: the Foldqe=~

~.ny and Colby Corporatlon. Wh~le on the roldqers job, John leams that Colby ~s the only supplier of •
p~oduct that ~s cr~t~cal to the manutactur~nq of roldqers' fin.~ output. Colby ~s the only vendor ~n t~~

marketplace. The next day, John le.ms fram Colby's manaqament that they are qreatly increas~nq the pr~ce =:
thelr pr~mary products--and the nev pric~nq pol~cy can bankrupt Foldqers. John kn~s that Foldqers recent:y
considered the .Cqu~s4t~on of a small company ~n Asia that ~th same effort can redlrect its productlon :=
produce a product s~lar to the one made by Colhy. Hawever, the est~ted un~t cost was qreater than t~~

present (known and assumed stable) priees offered by Colhy. Based on thelr l~ted lnformation. Foldqers ~:
not serlo~ly consider the purchase of thls small company.

__'t'es __Can' t dec:i.d~ __No

Zn t!M proc.•• of advi.ainq John wbetbe~ or DDt ~ .hould cii.clo•• Colby' a plana to J'oldqara, yeu -.av cona1.d&=
aaDy d:i.ffar.at i..au.•. Salo. i.. a li.at of a~ of theae i..au.•• Pl..... iDdic.ate the iJaportanc. of eac:h of tbe
fol.lowi.cq conaidarationa iD yow: .avice ta John.

IMPORTANCE:

Great Much Some Little No

1.Does GAAS obliqe Jo~~ to mainta~n

confldent~ali.ty reqardles, o! Clrcu=3~ance?

2. Whet.her Calby lS avare of the potent.1.al
Folqers.

impac:.

J.Whether Foldqer, or Colby paid a larqer audi~ fee.

4. Whet.her Foldqers' rel~ance on a slnqle suppl1e= :~

dlsclosed ln the f1nanC.1.al stat~nts.

S.Whether cl~en:' con!ldent1all~Y lS a prelude
renderlnq of an aud1t oplnlon.

6. Whi::h ac:~on will cu.nuuze t.he overall poce::.':~~.:.

damage?

7.Whether the t:la:-<;ne: on the aud~~ will endorse J'c~~' ~

action".

9.Whether Jo~~'s aC~lons a:e accet:ltable accord~~;

~he profes31onal code of concuct.

lO.Whether che d~sclosure of con!ldent~al c 1
••-­

lnformat.1on v~ll prevent the flrM'S ab~llty to re~ce=

fair audlt assessments ~n ~he future.

11.What .1.3 the bas1.s for determ1.n~nq winch cl.l.~t~

Lntere.sts take .precedence?

12.Whether the reputat~on of t.he audit. profe.sslon w.l.~:

suffer lf Foldqers ;oes bankrupt.

From the 11st Above, please selec~ the fOUI mcsc ~ortant:

___Most Impo~ant. Second Kost Important Th~rd Most Import~t FoUIth Most ~ortanc



IQI NfP CORA LpqT~D

Bob is • br&nd new par~ner in a medium .ize audit fir.œ. Bob has ~nherited a substantive book of b~ines. as a
result ot: the unantieipated dœ.se of one of the f1rm' s fOUDders. In t:ae~, Bob has had the qood fo~une to have
b-'!n qranted the audit of the fina' a larqest and oldest client, Cora LiJ:Iùted, and i.ts 70 percent owned

:i.diary, Corinne Incorporated. Bob diacovers that Cora L~t.d has historlcally been charq1nq an exorbitant
~.laqement fee to Corinne Inearporated. Bob is eoncerned that the interests of the minori.~y shareholders of
Corinne Incorporated are mAterially eampromised by such an arr&nqemen~. In discusslons vlth the client, Bob
1eam3 that this procedure vas undertaken several years aqo upon the advice of his avn tirm's tax department.
lt is ~ed ~o boost Cora's e.rninqs to take advantaqe of slqnificant tax savinqs that vould otherwlse be lost
to Cora L~tea. Cora's manaqement is not amenable to losinq these ta% savinqs. They sub~t that because the
maqni~ude of all related par~y tr&nsactio~ beeveen Cora L~ted and Corlnne Incorporated are tully disclosea
in the published financial statemen~s, their present financial statements are, and have alvays been, i.n
compliance vith stated aeeountinq stand.r~.

__'tes __Can r t deeide __No

In the proe••• of adv1aiAg Bob OD wlMtbaz Ol: DOt he .bould. i.D,a:i..t that Cora diaclo•• tbe man-; nt t_ te
Con.zm.'. m.Dorit:y ~ldar., -.zzy cI:i.~~~t i.• .,.. Deecl to be conaidezecl. Belo" i. a li.t of .c=- of the••
i ••ue•• Pl.... Uxü.cat. the iJIportaDoe o~ each ot the ~ol.1.owi.Dq eonaide.r:aticma in your advica te Bob.

IMPORTANce:

Kueh Same Little No

1.Whe~er other partners in the firon vl11 endorse Bob's
po.sition.

2. I.s Bob prafessionally abl~qed ta a.sses.s the
reasonablenes.s af the manaqement fee?

J. Whether anybody really cares About GAA2 in thei~

efforts to exploit everyone else.

4.Doesn't GAAS require that client canfldent1al1ty be
mainta~ed, reqardless af Clr~tance?

S.What is the bas~s for determin~nq whieh snareholde:s'
~n~erests take preeeaence vnen ~hey confl~et?

6. Whac beneflts do audits ha·..e apa:t from society,
especially for ~nority shareholders?

7.Whether Co~a L~ted 1.1 expa~4nq l~self to a lav~u~t

fram ~nor~ty sharehalders?

8.Whether it i.s qener41ly accep~ed that the manaq~nt

fee between a.ssaelated f4rm3 lS used ta ml.n.l.m.l.:e t4X
liabil~ty.

9.What i.s best fa: the reput4tlan af Bob's fir.m.

10.Whether Bob is required to prateet the r~qhts of
~nority shareholders?

Il.Vhether ~e financial statements pravide Adequate
infoJ:matian so tha~ the reasonableness of the
management fee may be dete~ed.

12.What values are the ba.sis for governinq fa4r
diselosure when cammonly accepted reportinq eanVentlons
do not present 4 f1~'S operat4ans fairly?

__KOST IMPORTANt' _SECOND MOST IMPORTMn' __THIRD HOST IMPORl'AN'!' __FOUR'I'H HOST IMPORTAm"



~ex is ehe par~ner on ehe Lieele Rock Brevinq Company audie. Lieele Rock 8revinq Company is a wholly awned
subsid.iary of Biq Boulder Beer ManufaaurUlq. The aue:lie of L1.eele Rock Brevinq Cc::Iq)any proc:eecied 'Iienoue a niecn.

eneire audie of the 8~q Boulder cOn3olic1ated eneity is handled by c1ifterene offices of ~ex's fir.œ and
)_4rLnq campleeian. Neverebeless, Alex is troualed. Alex is avare ehae several sites of 8iq Boulder Beer have
not been vis~eed by audie seaff and, ehe soon to be released, cOn3olidated financial se.eemenes of Biq Boulder
do not shov ~t ehe planes ae ehese siees are oue of operation. The flnancial statements carry ehese plants at
eheir historie cose, subjec:e to normal depreciat10n provisions. Alex feel. ehae ehe assee vrite down
-impairment- of the unused plants cannot be dismissed as temporary or immaterial to the consolidated ent1ty.
These concems have been disCU3sed vith the aUd~t parener of the Biq Boulder Beer who has ~ndicated that thlS
issue is not Alex's concerne The senior partner of Alex's office also nas advis.d Alex that this matter 1S not
Alex's responsibility.

__Yes __can't decide

:In tJ:. p~. o~ aclYi.iDq Alec -t-tbar ~ .hCN1cl or .bcNld DDt JNr.ue tM i.~, -.ny cIi~~~Clt i • .,.. Deed to
~ OOQ.Ii~. Balow i. & li.t of .~ o~ tM•• i..'u.•. Pl.... iDd:i.cate tlw ~rtance o~ ea.ch of ~ ~ollorinq

conaiderationa in your advi.ce ta Alex.

IMPORTANCE:

GreAt Kuch Seme Litele No
1.Does s1qning the audit report for Little Rock have
an~hinq to do with the Big Boulder Issue?

2.Haw may thi. ~SSue affect Alex's reputat~on?

3. What 1. the pos ltlon of the m.a.naq1nq parener of
Alex's firm?

4.Vhetber Alex i5 a beer lover or prefer. Wlne to beer.

S.Is Alex professionally obllged to persue this matter
any fur~her?

6.Does soclety expec~ Alex to protect the r~ghts of
~norlt1 sharehclders?

7.Dces Alex' s soverelqnty
neqatlve response to ':he
consolidated enterpr~se?

ez:tend :0 ar~~culatl.nq a
partner-ln-charqe of the

l'ram. tha li. t abc:r.-., .e.lect the four D:)' t iJIportaDt :

8. HoW' will the reader of the f.l.nar.cl.3.1 statement be
affected by the d.l.sc:losure?

9.Whether the other partners are t~l.ng to pull rL~k en
Alex.

10. On \Ilhat bases should dl.!ferences of professlonal
opi~on he acceptable?

11.What ~s in the best interest of Alex's f.l.r.m?

12.Doe~ knowledqe of an overs.l.qht by others constltute
professional re3pons~bllity?

MOST IMPORTANT _SECOND HOST IMPORTANT _THIRD HOST nG'ORT~ __FOURI'H MOST IKPOR'!A..~

---END OF AUDITING CASE5---



For the Dext three cases, please :Lndicate what factors you assess
iz2diV'idua~s Qugbt ta consider ".hen resolving the described dilemma.

........ ... .. .... .. .. .....
HEINZ NiD tHE PRUG

In Eu%ope & woman vas near d.a~h trom a special kind of cancer. There vas one aruq ~ha~ doc~ors thouqh a1qh~

save her. tt vas a to~ of radium tha~ a druqqis~ in ~he same ~awn haa recen~ly d1scovered. The druq va3
expensive ~o make, bu~ ~he druqqls~ vas eharqinq ~en times wh.~ ~he aruq cos~ to make. He p&id $200 for the
rad1~ and charqea $2,000 for a small dose of ~he druq. The sick vom&n', husband, Heinz, vent ~o everyane he
knev ~o bo%row ~e mcney, bu~ he could only qe~ toqe~her abou~ Sl,OOO, vhich is half of whae i~ cost. He tola
~he druqqise ~ha~ ~s vife vas dy~q, and asked h~ ~o sell i~ cheaper or let ~ pay l.~er. 8u~ the druqqlSt
said, -No, l cliscovered t.he c1ruq and t'Ill qoinq to make money f~OID it. - 50 Heinz qo~ despera~e and beqan to th1nk
abou~ breakinq into ~he man's store ~o s~eal the druq for h~s vife.

Should Heinz steal the druq? (Check one)

__Should steal it

IMPORTANCE:

__can't decide __Should not steal it

GREJU' KOCH SCME LITTLE NO

~

From the list Above, select the four most important:

1.Vhe~her a cammunity'3 laws are q01nq ~o be upheld.

2.Isn'~ it only natural for & lovinq husbana to care sc
much for his wlfe that he'd steal.

J.Is Heinz ~ll1nq ta risk qettinq shot as a burqlat or
qo1.nq to jail for the chance that st.eal.lnq the druq
EUqht help?

4. Whether He.ln: is a professional wre5tler, or has
cons1derable 1nfluence wlth profess.lonal wrestlers.

S.Whether Heln: 15 stealinq for h~elf or aoinq th~5

solely to help someene else.

6.Whether the aruqq~st'5 riqhts to h~s ~nvent10n have
eo be respec:t.ea.

1. Whether the essence o! l1v~nq 1~ more encompass1nç
t.han the teDlUnatl.on of dYlnq, soc1ally, 4.0"'1:
ind.1.vl.dually.

8.Vhat values are qoinq to be t.he baS1S fer qove::1.n~

haw people act toward each other.

9.Whether the druqqlst is qoinq t.o be &llawed t.e hlde
behi.nd a 'Wortbiess 1&W' wn.l.ch only protects the • __..
anyhov.

10. Whether the law in this case is qett1nq ln the waï
of the most basl.c cla~ of ~y member of soc.lety.

11.Whether the druqqist deserves to be robbed for be~n;

so qreedy and cruel.

12. Would steal1.nq ln such a case br1nq about cere
total qood for t.he whole society or net?

Most J.mportant__ Second mcst uaportAnt__ TMrd mcst important Fourth most i.mporta."'1t__



Fred, a senior in hiqh school, vanted ta publish a mimeoqraphed nevspaper for students sa thae h. coulel express
many of his opinions. He wantecl to speak out the qovernment's posieion on Bosnia-Herzeqovina and ta speak out

inst some of the school' s rules, 11.ke the rule forb1dcl1nq boys ta vear earrlnqs. When Fred startecl his
~ .spaper, he askeel his principal for permission. The principal sale1 it veuld be all riqht if before every
publication Fred voulc1 tum in all his anicles for the principal' s approval. Fred .qreed &ncl turned 1n several
areicles for approval. The principal approved all of ~eœ and Fred published tvo issues of the paper in the next
two weeks. But the pr1ncipal hacl not expeceecl that Fred's n~paper voulcl recelve sa much attentlon. Students
Vl!re so excited by the paper that they beqan to orqani:e protests aqai.n3t the qovernlllll!nt, the earrinq requlation,
and other school rules. Anqry parents objected to Fred's opinions. They phonecl the pr1nclpal tellinq h1m that
the nevspaper V&S unpatriotic and shoulet noe De published. As a result of the risinq excltement, the princlpal
ordered Fred to stop publishinq. Re qave as a reason that Fred's actlvieies vere d1sruptive to the operation
of the school.

Should the principal step the newspaper7 (Check one)

__Should stop it

IMPORTANCE:

__can'e clecide __Shoulcl not stop it

GREAT MUCH SaŒ LI'n'LE NO

1. Is the princlpal more responsible ta the student or
ta ehe parents?

2.0id the pn.nc1.pal qive hu ward that the newspaper
could be published for a long tuœ, or elJ.d he Just
promise to approve the nevspaper one lssue at a time?

3.Vould ehe students start protestinq even mere if the
principal stopped the newspaper?

4.When the welfare of the school is thteatened, does
the principal have the rlght to qlve orders to
students?

S.Ooes the prJ.ftcipal have the freedom of speech to say
8 n0 8 in this case?

6. If the pr1.ncipal stopped ~he neW3paper would he be
preventlnq full dis~s~on of ~ortant probl~?

7. Whether the prlncJ.pal's order vould make Fred 10se
!aith ~n the pr~ncJ.pal.

8.1i'hether Fred vas re411y loyal t.o his school and
patriotlc ta ~s couctry.

9. Vhat effect would 3toppJ.nq the paper have on the
student's &ducatlon ~ cr~~ical ~hJ.nklnq and Judqments?

lO.Whether Fred va~ ~ AnY vay viola~inq the riqht.s of
others in publ~sh.1nq h..1..s own 0puuons.

11.Whethe~ the principal should be in!luenced by some
anqry pa~ents vhen it is the princ1.pal that kn0W3 bes:
wnat is qoinq on ~ t.he ..school.

12.Whether Fred vas U,S1l1q t.he nevspaper to st:.r up
hatred And di~conte~:.

Yrom the lJ.st of quest.1on3 &bave, select the four most ~ort&nt:

Most ~ortant _ Second most ~ort~~t____ ThJ.rd most Lmpo~~ant ___ F'ourt.h most J..eportant _



ISeAl!P PRISONE8

A man h&d been seneenced eo prison for 10 y.ara. Alter one year, hawever, he escaped trom prison, moved eo a
nrw area of ehe counery, and eoot on eh. nam. of Thompson. For eighe years he vertecl hard, and qradualiy he

ci enouqb .mey eo buy tus own business. He vas fair to his c::ustamers, qave his eqJioyees eop vaqes, and qave
aL-' of bis 0'Ift profits to charity. Then one day, Krs. Jones, an oid neighbour, recoqni%ed him a.s the man who
had e.sc.ped trom prison eiqhe years before, and whom ehe police had been look~nq for.

Shouid Hrs. Jones repore Kr. Thompson eo the police and have h~ sene back eo prlson? (Check one).

___Should report h~

IMPORTANCE:

__Cantt clecide __Should noe report him

GREAT MUCH SQŒ LITTLE NO

1.Hasn'e Mr. Thomp.son been qeed enouqh fer sueh a lonq
eime to prove he isn't • b.cl person?

2.Every eime sameone escapes punishment for a cr~e,

cloe.sn'e that J~t encourage mere cr~me?

3. W'ouldn' e we he beteer off vithoue pr~son.s and the
oppression of our leqal syste~?

4.Hasn'e ~. Thompson really paid his debt to soclecy?

5.Voulc:l society be faJ.l1nq whae Kr. Thomp.son should
fairly expece?

6.Whac benefits would prlson be apart from soclety,
especially for a charlt&ble man?

1.Haw could anyone be 50 cruel &nd heareles.s as to send
ML. Thompson to prison?

8. Vould i e be fal.r to all the prJ.soners who had to
serve out cheir full sentences lf ML. Thompson vas le~

o!f?

9.Was M:5. Jones a qood !:iencl of MI. Tho=pson?

lO.Wouldn't lt De a ci:l:en's ducy ~e repor~ an escaped
crl~nal, reqardless of the clrc~tances?

11.Haw would the ~ll of the people ~d the publlC qocd
best be ser"ed?

12.Would qOJ.nq ~o prJ.soc do ~~y qcod fo:: HI. ~hompscn

or protect anybody?

Fram the list of questions Above, selec~ ehe feuI mos~ ~or~Ant:

Second mcsc imporeant____ Tnird most importane __ Fourth lDOS t 1.1I:Iportan t _



3UPPLÇHENTAL pATA-P1C'3c çomp1Cçc .11 tbrcc parts

Part one: The tollowlnq are a number ot .tatements concern1nq personal att1tudes and tralts.
Read .ach item and lnd1cate by clrcllnq elther erue or t.lse how each 1tem pertain. to you
,er.onally.

1. ( TIr

2. ( TIF

3. ( TIF

4. ( TIF

5. ( TIF

6. ( T / F

".(T/F

8. ( TIF

Betare vot1nq, 1 thorouqhly lnvestiqate the quallflcattons of all the c.ndidates.

l never heslt.te to qo out of my way to help someone ln trouble.

lt is so~~t1mes hard for me to qo on wlth my work if I am not encouraqed.

1 have never lntensely disliked anyone.

On occasion l have had doubts about my ability to succeed in life.

1 sometimes teel resentful when l don't get my way.

l am always careful about my manner cf dresSe

My table manners at home are as geod as when l eat out in a restaurant.

9. ( TIF} If l could qet into a movie without pa'ling and be sure 1 was not seen l would
probably do it.

10. ( TIF) On a few occasions, 1 have given up d~ir.g something because l thouqht too 11~tle

of my ability.

11.( TIF 1 like te qossip at times.

12.( TIF) There have been times when l felt like rebellinq against people ln authority eve~

when l knew they we!e rignt.

13. ( TIF No matter who l'm talkinq ta, l'm always a çood listene:.

14. ( TIF I can r~embe: ·playing sick" te qet eut of someth~ng.

15. ( TIF There have been occasions when 1 toc~ advantaqe of sameene.

16. ( TIF l'm always willinq to a~t it when ~ make a mistake.

li. ( TIF l a1wa'ls ~ry to practice what l prea~~.

lB. ( TIF l den'~ find it particularly diffic~:~ to get along with loud mouthed, obnox~=~~

people.

19. ( TIF l somet~mes try to qet even rather than farqive and forqet.

20. ( TIF When l don't know something l donrt a~ all mind admittinq it.

21. ( TIF l ~ always courteous, even to people who are d~saqreeable.

22. ( TIF At t~s l have really insisted on havinq thinqs my own way.

23. ( T / F There have been occasions when l fel~ like smashing thinqs.

24. ( TIF l would never think of lettinq someone else be punished for my wrong-de~nqs.

25. ( TIF l neve: resent beinq asked to return a faveur.

26. ( TIF

27. ( T / F

28. ( TIF

29. ( TIF

30. ( TIF

l have never been irked when people expressed ideas very different from my c"~.

l never made a lonq trip without checkinq the safety of my ca:.

There have been t~es when l was quite Jealous of the qoad fortune of others.

l have aLmost never felt the urge to tell someone off.

l ~ sometLmes irritated by people w~o ask favour of me.



31. ( T / r

32. ( TIr

33. ( TIF

t have never felt thAt 1 wa. punlahed wlthout cause.

l .omet1mes thlnk when people have a mistortune they only qot What they desecVed.

I have never dellberately s&ld aomethln9 that hurt someone', teellnq••

Part two: Llsted below are a number of oplnions. Read e.ch lte~ and circle elther A or Q
depend1nq upon which most closely retlects your opinion on the topic.

l.a.Children qet into trouble because their parents punish them too mucha
b.The trouble with most children nowadays 15 that their parents are too easy with them.

2.a.Many of the unhappy thinqs in people" lives are partly due to bad luck.
b.People's misfortunes result trom the mistakes they make.

3.a.One ot the major reasons why we have wars is because people don't take enough interest in
pollt1cs.

b.There will always be wars, no matter how hard people try to prevent them.

4.a.ln the long run people get the respect they deserve in this world.
b.Untortunately, an individual's worth otten passes unrecoqn1zed no matter how hard he

t.ries.

S.a.The idea that teachers are unfair to st.udents is nonsense.
b.Most st.udents don't realize the extent to which their grades are influenced by accidental

happenings.

6.a.Without the riqht breaks one cannot be an effective leader.
b.Capable people who fail t.o become leaders have not taken advantage of their opport.unit.les.

Î.a.No matt.er how hard you try some people just don't like you.
b.People who can't. get others te like t.hem don't understand how t.o get a10ng with others.

8.a.Hered1ty plays the major rule in deter:dninq one's personality.
b.It is one's experlences in life which deter.nine what one is like.

9.a.I have often found that what is qoinq to happen will happen.
b.Trustinq to fate has never turned out as weIl for me as maklnq a decision to take a

definit.e course of action.

lC.a.In the case cf the well-prepared student there is rarely if ever such a thinq as an
unfair test..

b.Many tlmes exam questions ter.d te be 50 unrelated to course work t.hat s:udyir.g is really
useless.

ll.a.Becoming a succe55 is a matter of hard work, luck has lit.tle or nothing to do vith it.
b.Getting a good job depends mainly on being in the riqht place at. t.he rlght. time.

12.a.The average citizen can have an influence in government decisions.
b.This world is run by the few people in power, and there is not much the lit.tle quy can c:

about it.

l3.a.When l make plans, l am aLmost certain that l can make th~~ work.
b.It is not always wise te plan too far ahead because many t.h~nqs turn out. to be a matter

of good or bad fortune anyhow.

14.a.There are certain people who are just no 900d.
b.There i5 some good in everybody.

15.a.ln my case qet.ting what l want has Little or nothing to do with luck.
b.Many t~es we miqht just as well decide what ta do by fl~pping a coin.

16.a.Who gets to be the boss often depends on who was lucky enouqh t.a Ce in the right place
first.

b.Getting people ta do the rigtt. thinq depends upon ability, luck has litt le or r.othinq t:
do with it.



11 .••~ far as world Affairs are concerned, most of us are the victim3 of forces we can
nelther understand nor control.

b.By ta~inq an active part in political and social affalrs, the people can control world
ev-nts.

l&.a.HOst people don't reali:e the extent to which their lives are controlled by accidental
happenings.

b.There really is no such thlng as "luck".

19.a.One should always be willinq to admit mistakes.
b.It 1s usually best to cover up one's mistakes.

20.a.lt 15 hard to know whether or not a person really likes you.
b.How many !riends you have depends on how nice a per50n you are.

21.a.ln the long run the bad things that happen to use are balanced by the good one5.
b.Host misfortunes are the result of lack of ability, ignorance, la:lness, or all three.

22.a.With enough effort we can wipe out politieal corruption.
b.It is difficult for people to have much control over the things politicians do ln office.

23.a.Sometimes l cantt understand how teaehers arrive at the grades they give.
b.There is a direct connection between how hard 1 study and the grades l get.

24.a.A good leader expects people to decide for themselves what they should do.
b.A good leader makes it clear to everybody what their jobs are.

25.a.Hany times 1 teel that 1 have Little influence over the things that happen to me.
b.It is impossible for me to believe that chance or luck plays an important role in my

lite.

26.a.People are lonely because they dontt try to be triendly.
b.Therels not much use in trying too hard to please people, if they like you, they like

1.

21.a.There is too mueh emphasis on athletics in high school.
b.Team sports are an excellent way to build character.

28.a.What happens to me is my own doing.
b.Sometimes 1 feel that 1 don't have enough control ovec the direction my lite is takinq.

29.a.Most of the tLme 1 can't understand why politicians behave the way they do.
b.ln the long run the people are responsible for bad goverr~ent on a national as well as on

a local level.

l.?lasê itdicatë yeu: tÈte of birth: far

L.PIsse chêCk: Ka!: FwIa

3.?lase illdicate th~ num!:-ër cf 1=:s of university edllcati:n yeu !:ave ~leted:

4.rl=se irJi:ace 'p;! fd:S cf :ull-tima wcrk ex;erience lrcutd:-j ta tte llar:St y~rJ :__

S.Do yeu ::'Jn'ently verk in an amit fir; (Plase c:eck) 1e5_ io Y:ars

é.:Iease biicate t:= hi~h:st l:v:l you achieve-1 at a ;ublic acccunting fi:!:

St:ff: satier: S:;pervl5cr: !:na:er:__ Partter:

7,IIhat i5 y:tr motte: tœ;-~e: ::'~lish__ F!e!:C3 Ot~er

tIf Y':J vish to r~;iVE a fiaI C:i:y cf rte rêS~!S cf ~Hs st'lrW pl=c::s ~";r.r Y..,lT :", ...;; a"d :';';r::::: ,... .;,~ ;.~ ..; !of .;,;. -:~.• "'1' ~_. :_4... .. --.w._ .. .. 1. _ ..~ L.Q.A \J. 1.. :1 ~_:=,.

11'.a:i-YCil. yocr ::q:eraticn is aççredat:d.



Appendix B: Deliberative Accounting Instrument



OPINIONS ABOUT PROBLBMS IN ACCOQNTING FIEMS

This questionnaire examines your opinions about auditors'
professional judgments. It is in three parts. The first part
presents six cases which are specifie to the accounting/audit
context. The second part presents cases which describe situations
that may occur in everyday life. The third part asks for sorne
descriptive information about yourself, your attitudes, and your
own behaviours. The questionnaire is completely anonymous and is
entirely voluntary. However, if you are interested in the final
results of the questionnaire, there is a place on the last page 50
that you MaY be contacted directly by the researcher. Your
cooperation and assistance are greatly appreciated.

For the audit cases. we ask you to describe how you think the
auditor in the case~ respond to the dilemma given the pressure
that an auditor in an audit firm actually faces. Your response
should consider the pragmatics of the situation and reflect the
real-world considerations and compromises in which auditors engage.
We ask you to attempt to make your response as realistic as
possible, and if possible, taking into consideration the actual
actions and behaviour of auditors you knew in similar situations.
We ask that your assessment describe your perception of how
auditors WQuld actual1y resolve cases similar ta those described
in the questionnaire.

For the final three cases. we ask yeu to describe haw you would
advise the individual as what he/she ought ta do to resolve the
described problem. Yaur response should reflect yaur opinion of
what is the nproper" or the "correct" way to respond to the
situation without considering the pressures that the described
individual faces.

There are no I1right" or "wrong" answers to the questionnaire. The
cases have been carefully written to encourage you to consider the
influence of different factors to your opinion. Once you finish one
case, please proceed ~ediately to the next. Please do not go
back and change responses to cases that have already been
completed.

Your assistance and cooperation are greatly appreciated.



Appendix C: Prescriptive Premanipulation Instrument
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Your firm bas agreed ta incorporate my dissertation research, which examines the factors which
influence the resolution of ethical dilemmas by auditors, into this staff course. This research will
provide insight into how we, as accounting professionals, may ensure that our professional judgments
comply with ethical and legal requirements. The importance of auditors compliance with ethical and
legaI requirements bas been reinforced by recent legal Nlings against professional accounting firms
in Canada and the United States.

Your own participation involves two steps. The tirst step involves the completion ofthe attached
questionnaire which takes about 45 minutes. Please complete this questionnaire on an individual basis
as saon as it is convenient for you. This material is to be returned to the course administrator
9 a.m. Tuesday moming. Please do not discuss the contents of the questionnaire as it will he used
to facilitate your assignment for the second step of the research which will take place on Thursday
aftemoon.

Please rest assured that YOUf responses are anonymous..Although sorne identification is required for
research purposes, particular care has been taken to ensure that individual responses cannat be
identified by myself or by your firm.

Your participation is critical ta the completion of my doctoral dissertation. Thank-you for your
cooperation and assistance.

~~
LinCia Thome, CA
PhD Candidate
McGilI University



ILLUSTR-\TION

""""is rnaterial is designed to provide sorne insight into your perceptions of how ethical dilemmas are resolved in your
t.~dit finn and in everyday life. This is achieved through the analysis of your responses to the ethical dilemmas
described in severa! short case studies.

The case studies have been constructed 50 that there are no Itright" or '\vrong" responses. ~Iore important is an
understanding ofwhat factors are important to the resolution ofthese dilemmas. Accordingly, the ranking of the
four most important factors at the bottom ofeach case is the most cntical part of your response.

Once you finish one case, please proceed immediately to the neX!. Please, do not go back and change responses to
cases that have already been completed. Your assistance and cooperation are greatly appreciated.

Here are an illustration case and sampie response.

Simon Fellows is thinking about buying a house. He is married, in his early thirties, has two small children,
and eams an average incorne. No additions to his famiJy are planned. His family has two cars and his wife
works. Simon comes to you for advice as to whether to buy or not buy a house.

Should Simon buy a house? (Check one) X Yes _Can't decide _No

In the process ofadvising Simon whether or not to a house, you may consider many different issues to be important.
Below is a list of sorne of these issues. On the left-hand side of each statement check the space which best
corresponds to the importance you believe should be given to the particular consideration. (For instance, if YOll

.~ that staternent ## l should be ofgreat importance in making a decision about buying a house, check the space
un the left).

L"\fPORTAJ."J"CE:

Great Much Some: Little: No

X

X

X

X

1.Whether Simon c.:m :uTord :l suit::lble house. (Note: in this exm:tplc:. the
pason raking the qucstionn=rire thought th.:lt Simon should place grc3t ""eigbt
on this consickT:1tion in rc:IChing bis de:cision).

2.Whethc:r the fu.rnace on the house w~ thermal dyn.:smic (Nole: thaI if a
swcmc:nr sounds like gibberish. nonsense or is nol rele..·ant to the question al
band. mark il of-no" me:ming it is ofno imparunce).

3.Whethc:r Simon couId still go on bis annual goU· vac3lÏon.

~.~llether Simou's \l,'tlè wmts to buy a house.

From the list of considerations above, select the most important to the decision choice. Put the number of
the most important consideration on the blank beside "~[ost important". Do likewise for your 2nd, 3rd and
4th most important choice5. For example, the four mos! important items could be ranked as follows:

_1~Iost Important ..:LSecond Most Important 1. Third Most Important 2 Fourth NIost Important

/



Included in the questionnaire are sorne words and sentence that are not entirely c1ear or do not
make sense. Please mark these "no" of no importance and do not include them in your ranking
of the four most important factors.

Note in this example, the top choices will come from those statements that were checked on the
left-hand side-statements #1 and #4 were tbought to be very important. In deciding what is
the !l12ll important, a person would reread #1 and #4, then pick one of them as the most
importan~and then put the other one as "second most important". Statement #3 was of the
next highest importance; therefore, #3 would be put beside the" third most important" choice.
FinaUy, statement #2 was of the fourth highest importance; therefore, #2 would be put beside
the "fourth most important" choice.

Please, do not go back and change responses te cases that have already been completed. Once yeu
finish one case, please proceed immediately to the next. Your assistance and cooperation are greatly
appreciated.



ETHICAL DILE~fMASOF ACCOUNTANIS

We ask you to respond to the following four cases as you perceive the
accountant described in the case, ideally, ought to respond to the described
situation. It might help to think of yourself as a member of a professional
disciplinary committee whose role is to advise on the ideal way in which the
situation described in the case should be resolved. Accordingly, you have no
vested interest in the described situation. Your mandate is to identify the
four mas! important factors which, ideally, should be most important to the
ethical resolution of the described dilernrna.



ALICE Nm TH:: ABC CCMoANY

Alice is a senior auditor and a CA for a national CA fi~ that provides auditing, tax and consulting
services. The fir.m has developed a pac~age calLed the ACME ACCOUNTING SYSTEM which is sold :0 ~he

qeneral public as weIL as the fir.m's clients. ~ice is the auditor in charge of the field wo:~ on
the ABC Comp~~y, Inc. audit. Durinq the course of this audit assi~~nt, Alice is as~ed to evaluate
the quality control of the acco~~tinq system which happens to he the ACME packaqe. Alice uncovers
several severe control weaknesses in the ACMS system. ôefore renderinq the management let ter to ABC
manaqement, Alice is told by he: boss to modify the neqative comments reqardinq the ACME package.

IdeaJ.ly, should Alice amend the manaqement letter? (Check one)

___Should ~nd it Cantt decide Should not amend it

In the process of advising Alice whether or not she should amend the management le~ter, many ite~

need to be considered. Below is a List of some of these items. ~lease indicate the i~ortar.ce of eac~

of the followinq considerations:

~fPORTA~CE·

Much Some Little No

1.Whc:ther lbe weaknc:sscs in the ACME system may he e:lSily n:mcdicd br
compcns.ating controls.

2.Wouldn't a good employce d.:fer to hc:r supcrior's judgmcnt.

3.Whcther Alice's job may he thrcatenc:d br her refus31 to rc: ..isc the lc:nr:r.

4"Whcther Cair d.:liba:uion on the client'5 tin3nci:1l position C3Il pn:dilc:ct
proCcssional reputation.

5.v.~t is bcst Cor Alice' s fiml'!

6.Whc:ther or not Alice: h.1s a dutY to c:nsure: the: management lcner is
accur.lIc"!

7.What is the: potenti:ù ..-:duc of m indc:pcudcnt audit in lieu of sociccy's
cum:nt pc:rspcctive on an cnte:tprise·s ne:t \\orth'!

S.How is society bcst scr..-c:d?

9.Whether clients really C<Jre about intc:m.al control or ii ail thc:y r:vc:r rc:all~..
want is a clcan audit opinion.

lO"Would amending the: m.:magcmcnt [e:cter bc: consistent ""lth wh.;J.t Alice:
thinks is right?

11.Wbat action wouId Alicc's pc:cTS in the: audit Iirm c:xpc:ct her to makc"!

12.v."hat tàctors arc: rc:lc..-:mt in dctc:nnining Alicc's profcssional
rcsponsibility'!

From thr: list above. rank the tour items ofgrcatcst imporbnce: to an "ide31" responsc::

_MOST IMPORTANT _SECOND MOST ~lPORTA'IT_THIRO MOST L.'IœORTiÙ\lT _fOURnI MOST L.'vlPORTA.'IT



BILL N'fI) [)QGWOOD CONSTRUCTION

Bill is a staff3UdÎlOr and CA t'Or a sm:dl tïnn~ pro"idcs auditing scr.lccs. The Prl:sidcnt of the Dogwood Construction Corporation is SC3I'Ching for a Cmef
Fmancial Officcr. and w asked Bill to help recnùt and sclect an appropriate candidate. Bill is the -in-charge· auditor ou the Dogwood eng:Jgctncut wmch
is amoag the brgcst and most profitable jobs for the firm. Bill truly belie·.es that he can pro"l~ :1 ·.aluable service to Dogwood as wen as his firm by
perfomling the fimction. rn addition.. Bill a1read)' knows an indi..iduaL a pcrsona1 fÏiet1l'i who has the right qualifiQtÏons for this ...et)' imporunt position.

[deaUy, sbould Bill assise Dogwood's president'? (Check one)

_Should assist him _Can't deci~ _Should not assist him

rn theproccss ofammg Bill whether or not he should assist Dogwood's president. many dilfc:n:nt issues nccd to be consicL:red Below is a list ofsome of
thcsc issues. PIClSC indieate the importance ofeach of the follo""ing considerations:

D.lPORTANCE·

GREAT MUCH sorvŒ LITTLE NO

l.Wbat etTect '-'où! Bilrs refusai have on bis fum's relatioDShip "lth the
client?

2.Whether Bill bas the right ta assist a client in the selection :md rccruitmcut
of3 ChiefFmancia1 OtliCc:T'?

3.Wbethcr employment retèrn:ds ought to he in the bands on :1 few grccdy
headhunters'~

4.Does teUing bis friend the job is 3vailable constitute an infringement of
Bill's prolë:ssio~ rcsponsibilities?

S.Will hol..i.ng :1 friend as the conttoUcr pre"·ent Bill from making :1 lm
asscssment of the tïrm '5 firumcial position in the future'?

6.V4'bether Bill is overweight or~ :1 '-'oeakncss for tàst food.

7.Whethcr the audit panner of the Dogwood audit ~ill endorsc Bill' s actions.

8.Wouldn·t:1 good auditor refuse to assist Do~"ood's presidcur?

9.\'t'bat actions would Bill' s fricnd apcct him to take'?

lO.Would it he tm ta other clients ifBi1lassisted Dogwood's president?

Il.Would assisting the president in:my W:1Y violate the rights ofethers?

12.WouJd refusing ta assist the president he consistent \\ith ~hat Bill thinks
is righl?

From the list abo....e. r3I1k the four items ofgrcarest impart:mce ta :ln '4idcù" rcsponse:

_MOST IMPORTAr.'IT _SECOND MOST IMPORTANT _THIRD MOST ThilPORTANT _FOURTH MOST U\ItPORTANl'



BOB ,'\L'fi) CORA LIMIIED

Bob is a br:md ncw partna in a m~umme :mdit tirm. Bob bas inherited a subsUntive book of business as a result of the W13nticipaIc:d cL:mi.sc ofone of
the firm's foundcrs. In fuct. Bob~ bai th.: good fortune ta bave bccn gr.mted the audit ofthe firm's largest and o[dcst clien~ Cora Limited,. and its 70 percent
owned subsidiaIy, Corinne rncorporatcd Bob discovers tb3t COr:l Limitcd bas historically bcen cb3rging 3I1 exorbit:mt m3I13gc:mcnt fee to Corinne
Incorporar.cd Bob is conccmcd th:tt the i:nIcrests ofthe minorit}" sharcho[dcrs ofCorinne Inc:orporaIed 3te mareri:illy compromiscd by such an art:mg~cnt

In discussions '-"ith the client. Bob lc:uns tb.3t this procedure was undcTtaken sever::ù years ago upon the ad...ic:e ofhis o'-"u firm's t3."'C dcpartment It is uscd
to boost Cora's C3mÏngs ta cake ad~'ant3ge ofsignificant t3."'C savings that would othcrv.ise lx [ost to Cora Limited. COf3's maDagl:tIlet1t is not amc:u3ble to
losing these ta."'C sa..ings. The magnitude ofaIl reLated party tr:ms3ctiODS betwecn Cor:l Limited and Corinne rncorporaled are disc:loscd in the financi31
statcment as requircd by the ac:counting stand3rd. Cooscque:ntly, submits Cora's ~emen~ the fin.mci3l stat~cnts of Cora Limited and Corinne
lnc:orporated are fairly prcsentcd

IdeaU)', should Bob insist on separate disclosure oC the management fft by Cora Limited?

_Yes _Cm't decids: _No

ln the process of ad'ising Bob on ..hetber or not he should imist that Cora disclose the management (ft, mlluy diITerent issues nefli to be
considered. ~Iow is a lise of sorne of tbese issues. Plesse indicate the importance of each of the foUowing considerations:

IMPORTAJ.'lCE·

Great Much Some Little No
1.W'hether other partI1CTS in the ti.rm ....ill support Bob's position.

:!.Wou[d it he lm to the: t3.'< dep3rtmcnt if Bob did Dot insist that the:
ma:nagc:ment të:c he discloscd"?

3.\Vb.r:ther anybody n:ally cares about GAAP in their efforts to exploit
e'..eryone: elsc:.

~.\Vhether :1 retroaeti"'e adjustmc:nt to the tinancial stalc:mc:nts is rcquired.

5. '};"b.ether or Dot disclosure of the man01gemcnt ti:c: would bc:netit more
people tO:1 gre:ltr:r C::\."tc:nt"?

6.~b.:1t is the quir.rcsscnceofan :1udit:lpout trom dispLxc:mcnt. r:st=«i:Jlly lor
minority sb.:Irc:holdc:rs'?

7.Is Bob obligcd by protèssio03I stancbrds to assess the reasonablenc:ss of thr:
management ti:e?

8. \Vb.c:ther it is gc:nc:r:illy acc:cprc:d th.:1t tirms m3I1ÏpuIate the: amount of
managemcnt fces beN"ccn associatr:d companies to minimizc: thc:ir t:1.'<

liability.

9.~"b.at is the: financial imporunc:e of the Cora audit to Bob' s firm.

lO.Ooesu't Bob have:l protèssiOtl:l1 duty to proteet the rights ofmioority
sh.1reholdc:r3?

[ 1.WouId Bob's dr:cision lx consistent ~lth bis O'-"U pr:rsoual beliets'?

12.\Vb.Olt "'a1ue:s 3I'C thr: basis for govcming lm presentation whc:u spccilic
accounting st:md3rds do oot «:suit in full disclosure?

F.:o!:l. the lise above, ::ank the four icems of q:eatest i:npo::tan~e to ar"... ideal" response:

MOST !M?O?T.3.X!' s::cmm MOST IMPORTA:rr __r:·UP..o MOST !MPORTA.:-IT __FOURT:! MaS"!' IMPORT~~IT



JOHN kW THE FOLDERS' AUDIT

Jobn is a CA and the senior in charge of the field work tar two leg31Iy unrel3tcd audit clients: the: Folders Company and Cotby Corpor3tion. While on the
Foldcrs job,Jobn lc3ms that Cotby is the ocl)" supplier ofa product tb:1t is critiC3l ta the manutàcturing of Folders' fin:J.1 OUtpuL Cotby is the only vc:ndor in
the markc:tpiace. The llC(1 day. John lcams fiom Co1b}'s mamgcmc:nt that they are grcatly incrC3S'Ïng the price of their primary products-and the new pricing
p;>1icy can bankrupt Foldc:rs. John knows that Fotdtrs rcccndy consicL:red the acquisition ofa sm.:ill company in Asia that \lolth some etTort can rc:direct ils
production ta producc a product simiIar ta the one lll3dc by Coiby. H()\\"C\"Cr, the cstÏm3ted unit cast ....OlS grc3tC't' thm the present (knO\loU and assumed stable)
priees offem:l by Colby. Bascd on their limitcd information. Foldas did not seriously considct the: puœbase ofthis StD3ll company.

Id~Uy. shourd Jobo diKlose Colby's praDS to Folders? (Check ooc)

_Ycs _Can't dccide _No

In the~ of advisiog Jobn wbetber or oot he should disclose Colby's plaDS ta Forders. man)· differeDr items n~ ta be coasidered. Below is
a list of sorne oC these issues. Plesse indic:ate the importaDce of~ch of the foUowing coasideratioas:

~lPORTANCE'

Much Some Little No

Ils John obligcd ta maintlin client contidc:ntiality rc~dless ofcircum:»"t,:mce'!

2.Whe:thc:r the: partner on the audit \\il1 endorse John's actions.

3.VlÔ3t is bcst for the rcputation of John's firm?

4.\Vbether FoldcTs' rcIiance on a single supplier is discloscd in the tin.1ncial
statcments.

5.Whethc:r client confidcutiatity is the ultimate prelude: to the necessityof
rcndcriog ofan audit opinion.

6.Which course ofJCtion will bring about the grc3test good for :U1 society?

7.How will John 's actions he pcTCehied by othen in the audit firm:?

8.\VhethC't' the: Foldas Comp:my brought this upon it.sc:1f by relyiDg soldy
upon one supplit.'T.

9.Whctbc:r John 's actions go against rc:gulatory standards \\,ich respect to
insidc:r intormation.

10,\Vbat ...'31ues are the basis tor dctennining whic:h stakeholcL:r's interest
takes prccc:dcnce: when chey cont1ict'!

Il.Would John's action he consistent ""ith what he bdieves is just?

12.Wbethc:r the rcputation of the audit prolèssion will sutTc:r ifFolckrs goc:s
bankrupt.

From the tist above. r3D.k the four items ofg.rcatest import:mce to :In ·'idc:JJ.·' rc:sponsc::

_Most rmporbnt _Second Most Importmt _Third Most [mport:Jnt _FoUIth Most tmporunt



ETHICAL DILEi\'I~IASIN EVERYDAY LIEE

The purpose ofthis section is used to gain insight into the way you perceive
individuals resolve ethical decisions in everyday life. This section includes
three cases which describe ethical dilemmas that occur outside of the
workplace. For these three cases, we ask you to respond as you perceive the
individual described in the case should respond to the described situation.
It might help to think of your response as advice given to the described
individual as to how he/she ought to resolve hislher problem or dilemma.
He/she has requested your advice on the ideal way in which the situation
described in the case should he resolved. This individual wishes to do what
is best.



HEINZ AND THE DRUG
In Europe a woman was oear death froID a special kind of cancer. Tbere was one drug that doctors thougbt might sa"'e ber. It .'as
a fOnD of radium that a druggist in the same town had recently disco,,·ered. The drug was expensh'e ta make, but the druggi3t was
charging ten times what the drug cost to make. He paid 52000 for the radium and charged 520,000 for a small dose of the drug.
The sic:k woman's husband,He~went to eyeryone he knew to borrow the mone)', but he rould only get together about 510,000,
,,-bkb is baJfofwhat it cost. He told the druggÎ.5t that his "iCe was d}ing, and asked bim to seU it cheaper or let him pa}'later. But
the druggi3t said, "No, 1 disco"'ered the drug and l'm going to make mooey (rom it." So Heinz got desperate and began to tbink
about breaking into the man's store to steal the drug for his "ife.

Id~a1l)', should Heinz steal the drug? (Ch~k one) _Sbould ~"teal it_Can't d~ide_Shouldnot st~al it

lJ.',,{PORTANCE:

GREAT MUCH SOME LITTLE NO
1.Wbetha a community's laws are going to be uph~ld.

2.Isn't it only narural for a 10"IDg husband to care so much for bis \\ife
that he'd steaJ.

3.Is Heinz willing to risk getting shot as a burglar or going to jOli! for
the chance that stealing the drug mig.ht belp?

4.Whether Heinz is a prof~ioaal wrestler. or has considerabl~

influence \\;th proft:SSional \'\Tcstlers.

5.Whether Heinz is stealing for himself or daing titis solely ta help
someone cise.

6.\Vhetha the druggist's rig.bts to hi:; invention have to b~ respectc:d.

7.Whether the essence: of living is more encompassing than the
termination ofdymg. socially. and individually.

8. \\t'bat values are going ta b~ the basis for goveming how people: act
toward each othc:r.

9.Wb~ther the druggist is gaing to he allowed to hide behind a
worthIess law whicb ollly protects the rich anyhow.

10.'Nllether the Iaw in th.is case is getting in the way of the most basic
claim of any member of society.

Il.Whether the druggist deserves to he robbed for being so ~.
and cruel.

12. Would ste:ali.ng in such a case bring about more total good for the
whole society or not?

From th~ list above, rank the four items of greatest importance ta an -ideal" responsc::

Most important__ Second mast import3.nt__ Third most important__ Fourth most important__



NEWSPAPER

Fred, a senior in lügh sdloo~wanted to publi5h a mimeographed oewspaper for students 50 that he could express mao)· of his opinions.
le ",oanted ta speak out the gOl·ernment's position on Bosnia-Herzegovina and to speak out against sorne of the school's roles, like the

rule forbidding bo)·s to ""ear earring5. When Fred started his new5paper, he asked his principal for permission. The principal ,aid it
wouJd he aU rigbt if before el'ery publication Fred ",·ould tum in a1l bis articles for the prindpaI's approval. Fred agreed and turned
in ~"eral articles forapprol"aL The principal appro\'ed all ofthem and Fred publûhed h\"O issues of the paper in the oext two "·eeks.

But tbe principal had not expected that Fred', newspaper ,,·ould receiye 50 much attention. Students were 50 excited by the paper that
they began to organize protests against the gOl·emment, the earring regulation, and other school roles. Angry parents objected to
Fred's opinionJ. They phoned the principal telling bim tbat the newspaper was unpatriotic and sbould Dot be publûhed. As a result
of the rising excitemeD~ the principal ordered Fred to stop publisbing. He gave as a reasoD that Fred', aethities were disruptn'e to the
operation of the scbooL
Ideally. should the principal stop the newspa~r'? (Check one) _Should stop it _Can't d~ide _Should not stop

ll\-lPORTANCE:

GREAT MUCH SOME LITTLE NO
l.Is the principal more ~"Poasible to the students or to the parents?

2.Did the principal give bis ward that the: new$paper could be published
for il long time, or did he just promise to approve the new$paper ooe
issue al a lime'?

3.Would the studenlS start protQ~ing even more uthe principal stopped
the ne:wspaper'?

-l.Whc:n the weUàre: of the school is threatened. doc=s the principal have
the right to give ord~'TS to students?

5.Doc:s the principal bave:: the: fro::dom of~h [0 say "no" in this
case'?

6. [f the: principal stoppe:d the: oewspaper would he: be: prevenring full
discussion of important problc.-ms?

7,W'hether the principal':i ordc:r would make Fred lose faith in the:
principal.

8.Wbe:ther Fred was really loyal to his school and patriotic [0 his
country.

9.\Vhat effect would 5tOpping the paper have on the: students' education
in critical thinking and judgments?

IO.Wbether Fred was in any way violating the rig.hts of othc:rs in
publishing bis own opinions.

.......-----+------+-----+------;~-----;
Il.\Vhc:th~ the principal should be: influenced by seme: mgr)" parents
when il is the principal that knows bc:st wbat is going ou in the: schooL

12.Wbether Fred \'''as using the newspapc:r to stir up hacrcd and
disconten t.

rom the list above, rank the four itans of greatest importance to an "'idear' response:

Most important_ Second most important__ Third most important__ Fourth most împortant__



[SCAPED PRISON"ER

A man had been sentenced to prison for 10 yean. After one yeart bowe'·ert he escaped from prison, moved to a Dew area of tbe
COUDtr,', and took OD the Dame ofTbompson. For eight years he ,,·orked bard, and graduaUy he sa,,·ed eoough mone)· to bu)· his
0,,"11 business. He was fair to his ctutomers, ga'''e his employees top ""ages, and ga"·e Most of his o~u profits ta cham)'. Then one
daYt l\1rs. JODes, an oId neighbour, reœgnized hint as the man who had escaped from prison eigbt years before, and whom the police
&ad been looking for.

Idc:al1)·, should ~lrs. Jones report ~lr. Thompson to th~ police and have him sent back to prison? (Check on~)

_Should report him

ThtlPORTANCE:

_Can't decide _Should Qot report him

GREAT l\-fUCH SOME LITTLE NO

l.Hôb-n't ~[r. Thompson bo:n good enough for such a long rime: to
prove he b-n' t a bad persan?

2.Every time: someone: escapc:s pu.nishm~nl for a crim~, dCQ-n't that
just encourage more crime?

3.Wouldn't we be: better off ~;thoutprisons and the oppression of our
l~ga1 systems?

~.Hôb"U't ~. Thompson really paid his debt to society?

5.Would :iOCi~ly he: failing what Mc. Thompson should fairly expecl?

6.What hc:nefits would prison be: apart from society, ~lXCi311y for a
charitable: man?

7.Ho\\" could anyone: be: sa cruel and hc:artlc:ss as to sc:nd Mr.
Thompson to prison?

8.Would it be: fair ta aU the: prisonc:rs who had ta serve out the:ir full
sc:utences if ~[r. Thompson was let off'?

9.Was ~lrs. Jones a good fric:nd of~lr. Thompson?

IO.Wouldn·t it he: a citizen's dut)" to report an escaped criminaI,
regardIc:ss of the: circum::;tanœs?

Il.How would the: will of the: p~op(e: and the public good bc:st he:
saved?

12.Would going to prison do any good for Mr. Thompson or proteet
anybody?

From the list abo"e:, rank the: four it~ of grc:atest importance to an -ide:al" respon.se:

~{ost important_ ~ondm<b"1 important__ Third most important__ Fourth most important__



INDIVIDUAL PREFERENCES

~. 'following is used to gain insight into your personality, decision preferences and life-experience. Listed belo\v
éll ~ a number of opinions or personal attitudes. Read each item and circle either g or b. or true or false depending
upon which Most closely matches your opinion. Sometimes this will be the choice which you disagree ~ith least.
Nevertheless, be sure ta respond ta eaeh item and ooly once to each item.

I.a. Children get into trouble because their parents pUIÛsh them tao much.
b. The trouble with most children nowadays is that their parents are tao easy with them.

2.a. Many of the unhappy things in people's lives are partly due to bad luek.
b. People's ITÙsfortunes resuit from the mistakes they make.

3.a. One of the major reasons why we have wars is because people don't take enough interest in polities.
b. There will always be wars, no matter how hard people try to prevent them.

4.a. In the long run people get the respect they deserve in this world.
b. Unfortunately, an individual's worth often passes unrecognized no matter how hard he tries.

5.a. The idea that teachers are unfair to students is nonsense.
b. Most students don't realize the extent to which their grades are influenced by accidentaI happenings.

6.a. Without the right breaks one cannot be an effective leader.
b. Capable people who fail to become leaders have not taken advantage oftheir opportunities.

·I.a. No matter how hard you try sorne people just don't like you.
b. People who can't get others to like them don't understand how to get along with others.

8.a. Heredity plays the major rule in determining one's personality.
b. It is onels experiences in life which detenrune what one is like.

9.a. l have often found that what is going to happen will happen.
b. Trusting ta fate has never tumed out as weH for me as making a decision to take a definite course of action.

lO.a. In the case of the well-prepared student there is rarely if ever such a thing as an unfair test.
b. Many times exam questions tend to be 50 unrelated to course work that studying is really useless.

Il.a. Becoming a success is a matter of hard worle, luck has little or nothing to do with it.
b. Getting a good job depends mainly on being in the right place at the right time.

12.a. The average citizen can have an influence in government decisions.
b. This world is run by the few people in power, and there is not much the littie guy can do about it.

13.a. When l make plans, 1 am aImast certain that 1 can make them work.
b. It is not always wise to plan too far ahead because many things tum out to be a matter ofgood or bad fortune

anvhow.

14.a. There are certain people who are just no good.
b. There is sorne good in everybody.



15.a. In my case getting what 1 want bas little or nothing ta do with luck.
b. i\tfany times we might just as weIl decide what to do by flipping a coin.

Lv.a. \Vho gets to be the boss often depends on who was lucky enough ta be in the right place fust.
b. Getting people to do the right thing depends upon ability~ luck has little or nothing to do with it.

17. a. As far as world affairs are concerned, most of us are the victims of forces we can neither understand nor
control.

b. By taking an active part in political and social affairs, the people can control world events.

18.a. Most people don't realize the extent ta which their lives are contralled by accidentaI happenings.
b. There really is no such thing as "Iuck".

19.a. One should always be willing ta admit mistakes.
b. It is usually best to cover up one's mistakes.

20.a. It is hard to know whether or not a person really likes you.
b. How many mends you have depends on how nice a persan you are.

21. a. In the long run the bad things that happen to us are balanced by the good ones.
b. Most misfortunes are the result oflack of ability, ignorance, laziness, or all three.

22.a. \Vith enough effort we can wipe out political corruption.
b. It is difficult for people to have much control over the things politicians do in office.

L..J.a. Sometimes 1 cao't understand how teachers arrive at the grades they give.
b. There is a direct connection between how hard 1 study and the grades 1 get.

24.a. A good leader expects people to decide for themselves what they should do.
b. A good leader makes it clear to everybody what their jobs are.

25.a. Nlany times 1feel that 1 have little influence over the things that happen to me.
b. It is impossible for me ta believe that chance or luck plays an important raie in my life.

26.a. People are lonely because they don't try ta be friendly.
b. There's not much use in trying tao hard to please people, ifthey like you, they like you.

27.a. There is tao much emphasis on athletics in high school.
b. Team sports are an excellent way to build character.

28.a. \Vhat happens to me is my own doing.
b. Sometimes l feel that 1 don't have enough control over the direction my life is taking.

29.a. Most of the time 1 can't understand why politicians behave the way they do.
b. In the long run the people are responsible for bad government on a national as weil as on a local Ievel.

( T / F ) Before voting, 1 thoroughly investigate the qualifications of all the candidates.

31.( T / F ) r never hesitate to go out of my way to help someone in trouble.



32.( T / F ) It is sometirnes hard for me to go on with my work ifI am not encouraged.

-"' ( T / F ) l have never intensely disliked anyone.

34.( TIF) On occasion 1 have had doubts about my ability to succeed in life.

35.( T / F ) l sometimes feel resentful when 1 don't get my way.

36.( T / F ) l am always careful about my manner of dress.

37. ( TIF) My table manners at home are as good as when 1 eat out in a restaurant.

38.( T / F) IfI could get into a movie without paying and be sure l was not seen l would probably do it.

39.( TIF) On a few occasions, 1 have given up doing something because l thought too little ofmy ability.

40.( TIF) l like to gossip at times.

41.( T / F ) There have been rimes when l felt like rebelling against people in authority even when l knew they were
right.

42.( TIF) No matter who l'm taIking to, l'm always a good listener.

43.( TIF) l can remember "playing sick" to get out of something.

~-+.( TIF) There have been occasions when l took advantage ofsomeone.

45.( T / F ) l'm always willing to admit it when l make a mistake.

46.( T / F ) l always try to practice what r preach.

47.( T / F ) l don't find it particularly difficult to get a10ng 'h1th loud mouthed, obnoxious people.

48.( T / F ) 1 sometirnes try to get even rather than forgive and forget.

49.( T / F ) When l don't know something l don't at ail mind admitting it.

50.( T / F ) l am always courteous, even to people who are disagreeable.

51.( T / F ) At times l have really insisted on having things my own way.

52.( T / F ) There have been occasions when l felt like smashing things.

53. ( T / F ) l would never think of letting someone else be punished for my wrong-doings.

54.( T / F ) l never resent being asked to retum a favour.

55. ( T / F ) 1 have never been irked when people expressed ideas very different from my own.



56.( T / F) 1never made a long trip without checking the safety ofmy car.

:-...,. ( TIF) There have been times when 1 was quite jealous of the good fortune of others.

58.( T / F) 1 have aImost never felt the urge to tell someone of[

59.( TIF) 1 am sometirnes irritated by people who ask favour of me.

60.( T / F ) 1 have never felt that 1 was punished without cause.

61.( TIF) l sometirnes think when people have a misfortune they only got what they deserved.

62.( TIF) 1 have never deliberately said something that hurt someone's feelings.

You are almost dORe. Just these few more questions to answer.

l.a Please check the~ category which best describes your fonnal education:
__Undergraduate Degree in process
__Completed Undergraduate Degree
__Completed Undergraduate degree and Graduate Degree-in-progress

lb. Please indicate the number ofyears ofuniversity education you have completed-'-years.

le. Please identify the university you attended _

_. Year ofbirth: 3. Please check: ~1ale: Female:

4. Please indicate the nurnbers ofnan offull-time audit expf:nence _

5.Please indicate your current level in the firrn: Staff_ Senior:__ Supervisor:__ Manager:__

6a) Are you currently a CA? (please check) Yes No _
b) Ifapplicable, what year did you pass the U.F.E. (Year) _
c) Ifapplicable, please indicate in what year do you intend to write the V.F.E. (Year) __

7a) What language do you consider to he your mother tongue?
(Check) English Please specify ifother _

8a) Have you previously participated in this particular accounting research? Please circle: Yes No
b) If the answer to Sa is Yes, please indicate the extent ofyour previous involvement _



9. Your respanses to this questionnaire are to be used ta deterrnine your group assignment for a follow-up session
.t "t will oecur during tbis staff course. In arder ta maintain the anonymity ofyour responses and facilitate your
~.0UP assignment, please take care to comply with the foUowing steps.

Step 1: Write down the designated digits of the phone number that you phone the most in the space
provided (This Bumber sbould not be your work number) in the following space provided:

X __ -X- _..X-_
(For example, ifyou phone your home number the most and this number is 412.-98.97 you would 'Nrite down the

digits: X J. 2. - X 8. X 2., that is the digits 3 9 8 7 in the blank spaees above)

Step 2: \Vrite down the numher of situps you can do consecutively on a good day: _
(For example, ifyou ean do three sit-ups consecutively, you would write down the number 3 in the space above).

Step 3: \Vrite down a "password", that is unique to you, easy to recognize, that you can remember for the
duration of the staff course ------
(For example, if you were barn in Windsor and were using this as your password, you would write down:
\VINDSOR in the space above)

Step 4: Copy the infonnation already written down for steps 1, 2, 3 in the space provided at the bottom of
this page. This is your identification code: rive to seven digits (depending upon the number of situps) followed
by a password. For the example above, the identification code is 39873 Windsor.

- . 'ry gentJy rip the bottom portion of the page otT using your penciVpen as a straight edge.. Please he careful
Ilot to damage the rest of the page. Put this littIe paper in your driver's licence hehind your picture (or in
another location where it may be accessed at ail times during this staff course).

Step 5: Please return this completed questionnaire ioto its original envelope provided and seal it closed.
Hand it in at the designated time and place.

Thankyou for you cooperation.

(rip here)

step 1: _ step 2: _ step 3: _

(rip here)

My identification code is: ------------



Appendix D: Deliberative Premanipulation Instrument



ILLUSTRATION

This material is designed to provide sorne insight into your perceptions of how ethical dilemmas are
resolved in your audit finn and in everyday life. This is achieved through the analysis of your
responses to the ethical dilenunas described in severa! short case studies. The case studies have been
construeted 50 that there are no "right" or n\vrong" responses. More important is an understanding
ofwhat factors are important to the resolution of these dilemmas. Accordingly~ the ranking of the
four most important factors at the bottom of each case is the most critical part ofyour response.

Once you fuûsh one case~ please proceed irnmediately to the neX!. Please, do not go back and change
responses to cases that have already been completed. Your assistance and cooperation are greatly
appreciated.

Here are an illustration case and sarnple response.

Simon Fellows is thinking about buying a house. He is married, in his early tbirties, bas two
small children, and earns an average incorne. No additions to his family are planoed. His
family has two cars and his wife works. Will Simon buy or not buy a house.

Will Simon buy a house? (Cbeck one) X Yes _Cao't decide No

In the process of determining whether or not Simon will buy a house, you may consider many
different issues ta be important. Below is a list of sorne of these issues. On the left-hand side of each
statement check the space which best corresponds to the importance you believe Simon will give ta
the particular consideration. (For instance, if you think that statement #1 is ofgreat importance in
making a decision about buying a house, check the space on the left).

L.\1PORTAJ.~CE:

Great Much Some Linle No

X

X

X

X

1.Whether Simon can atTord 3 suitable house. (Note in this e~pie, the
p::tSOtl takIng the qucstiODIL1ire thought that Simon 'WlU place great wcight on
this consideration in re:u:hing bis decision).

2.Whether the fumace on the house ""-as then:nal dynamic (Note Ù13t if a
statemc:nt souncis like gibbcrish.. nooscn.se or is not relevant to the question al

h:md. mark it of-no" mcaning it is orna importance).

3.Whether Simon could still go on bis annual golf vacation.

4.Whether Simon's ..,ire wants to buya housc.

From the Iist of considerations above, select the most important to the decision choice. Put the oumber of
the most important consideration on the blank beside "l\'[ost important". Do likewise for your 2nd, 3rd and
4th most important choices. For example, the four most important items could be ranked as follows:

_1~Iost Important -4,.Second Most Important l Third lVlost Important 2 Fourth ~Iost Important



Included in the questionnaire are some words and sentence tbat are not entirely clear or do not
make sense. Please mark these "00" of no importance and do not include them in your ranking
of the four most important factors.

Note in this example, the top choices will come from those statements that were checked on the
left-band side-statemeots #1 and #4 were thought to be very important. In deciding wbat is
the m.2ll important, a person would reread #1 and #4, then pick one of them as the most
important, and then put the other one as "second most important". Statement #3 was of the
next highest importance; therefore, #3 would he put beside the "third most important" choice.
Finally, statement #2 was of the fourth highest importance; therefore, #2 would be put beside
the "fourth most important" cboice.

Please, do not go back and change responses to cases that have already been completed. Once you
fuùsh one case, please proceed immediately ta the next. YOUf assistance and cooperation are greatly
appreciated.



ETHICAL DILEM~1AS OF ACCOIMTANTS

We ask YOll to respond to the follo\ving four cases as you perceive the accountant described
in the case, realistical/y, wOllld actzlally respolld ta the described situation, taking into
consideration the pressures and tradeoffs that influence accountants' behaviours on the job.
1t might help to think of yourself as being on the same audit team as the accountant
described as the case. Accordingly, you are able to provide a pragmatic evaluation of the
four most important factors that \vould actually influence the accountants response to each
of the dilemmas. Please make your response as realistic as possible.



ALICE AND THE ABC COMPANY

Alice is a senior auditor ami a CA tbr a c.:ttional CA tirm that providcs auditing. ta:" and consulting SC[\1CCS. The firm bas developcd 3 package called
theAC~Œ ACCOUNIlNG SYSTEM wbich is soId ta the gencml public as weU as the firm's cüents. Alice is the auditor in charge of the field work
on the ABC Compmy, Inc. 3Udil During!he course oftbis audit assignment. Alice is askcd to ~-aluate the qU3lit). control oC the acc:ounting system
\'ohich~ ta he the ACME JXlCkage. AIic:c unco..-m 5e\-cœl5e\"CtC control weakncsscs in the ACME system. BeCore rendcring the m.:magement
lener to ABC II13D.3getneut. Alice is told by her boss to modify the negative comments regarding the AC~Œ package.

RealisticaUy, will Alice ameDd the management letter? (Check ODe) _Will amcnd it _Can't dccidc _Will not amcnd it

Alice \\in considcr many ditrcrcnt factors in a:rIi'ting at her dccision. Many ofthem ofa practical and a pragmatic nature. Bclow is a fist of seme
of thcse items. Plcasc indicate the importancc ofcach of the foUowing items to Alice's response:

u.-fPORTAl'CCE·

Great Much Some Little No

1.\Vhether the wcaknesscs in the ACME system may he e:lS'ily remedied br
compcnsating contrais.

2.WouIdn't a good cmploycc ds:fer to her supcrior'sjudgment

3.Whether Alice's job may bc threatencd by fler refusa! to revise the: lener.

4.Whether fair dcüberation on the clienfs financial position C3ll pn:diIec:t
profcssional reputation.

5.\\'113t is best for Aüce:'s tirm?

6.Whether or not Alice bas a dut}" to cnsurc the management lencr is accur3te?

7.\\bat is the potential value ofan indepcndcnt audit in lieu ofsociety's cwrent
perspective on an cntc:rprisc's net worth?

8.How is society bcst served?

9.Whethcr an] clients really~ about intert13l control issues or ifall theyever
rcally want is a clean audit opinion.

lO.Wouldamc:ncfing the m.:ID.1gcment lener he consistent with wbat Alice thinks
is right?

Il.Wh3t action wouId Alice' s pectS in the audit firm e:<pcct her to take?

12.'N'hat factors are relevant in dete:tmining Alice's profcssiooal responsibilit)°?

From the list aoo"'e, rank the four items ofgreatcst Împortmcc to a practic:ù.. realistic rcsponsc:

_MOST ThifPORTANT _SECOND MOST IMPORTAL'IT _THIRD MOST IMPORTAL'CT _FOURTH MOST ThrfPORTAL'IT



BILL AND QOGWOOD CONSTRUCTION

Bill is a sUffauditer and CA for a~ firm rhat prollidcs auditing services. Tbe President of the~,..ood Construction Corporation is se3rChing for a Chief
Fm:mcial Officcr, and bas asked Bill to hdp rccruit and select an appropri:lte C3Ddidate. Bill is the "in-ch3rge" auditor oa the Dogwood engagement which is among
the largcst andmost profitable jobs fOl' the firm.. Bill truly be6C\-es tb3t he cm pro\oidc a valuable service ta Dogwood as weU as bis firm br pcrtormïng the function.
In additio~Bill already knows an indi..idu3L a pctSOt13l friend.. \,,"ho bas the right qualifications for this very impotbnt position.

Re-alistically. wiD Bill usist Dogwood's president? (Check one) _\Vùl assist bim _Can't dccidc _Will Qat assist hi:m

Bill will considcrmany ctitfcrent factors En arri".ing at bis clecision. ~b:ny ofthcm ofa pl':JCticaJ and a pragmatic nature. Below is a list ofsome ofthc:se items. Please
indiC3te the importance ofeach of the foUowing items ta Bill's response:

IMPORTANCE:

GREAT MUCH SOME LITTLE NO
1.What eflèct \\lill Bill's rcfus..1l bave on bis firm's rcl.ationship "",th the client?

2.Whethc:r Bill bas the right ta assist a client in the selection and rccruitment of
a Chief FiŒmci31 Otlicer?

3.Wbether employment rcti:rr:ùs ought to he in the bands on a few grcedy
h~unters?

4.Docs tclling bis friend the job is available constitute an infringcment ofBill's
proti:ssion:d responsibilitics'!

S.\\'iIl ha..iog a friend as the controUer pre..-ent Bill from making a fait assessment
of the firm's tinanCÏ31 position in the future?

6. \'lhcther Bill is overweight or bas a weakncss for tàst food

7 _\Vbcther the audit panner of the Dogwood audit will endorsc Bill's actions.

8.Wouldn't a goodauditor refuse to assist Dogwood's president?

9.What actions would Bill's tnend e:-""PCCt bim ta uke'?

10.Would it he fair to other clienlS of the firm if Bill assisted Dog'-"-ood's
president?

11.Would assisting the president in any \',,"ay violate the rights ofothers'?

11.Would refusing to assist the president he consistent ""ith what Bill thinks is
right'?

From the: list ab<p..e, r:mk the four items ofgreatest importance ta a practiC3l realistic response:

_MOST IMPORTANT_SECOND MOST IMPORTAJ.'IT _ THIRD MOST [MPORTANT _FOURTH MOST L.\I1PORTAJ.'IT



BOB AND CORA LrMITED

Boo IS a br:md nl:\'" panner in3.mc:dium mc audit firm. Bob h.3s inheritc:d a substmtÏ\'c book ofbusiness as a resull of the unmtic:ipatc:d demi.se ofone of the tirm's
founders. ln faet. Bob bas had the gcod fomme to ha'we bcen grantcd the audit of the firm's largest and oIdcst cIic:nt. Cora Limitcd. and its 70 percent O\"ued
subsidiaIY, Corinne Incorpor:ùcd. Bob cli.sco';ers th:lt Cora Limitcd h.3s historically becn charging 3Il exorbitant m:magemcnt fce to Corinnc lnc:orporated. Bob is
conc:cmcd tint the mtcres1S ofthe minority sh3rehotdcrs ofCorinne lncorporatc:d 3.l'e tIl3teri:illy compromiscd br such an arrangement ln cli.scussioD.S \"ith the client.
Bob l=ns thar this procedure was undc:rtJken se-om)'CIrS aga upon the 3:hice of bis o,""u firm's l3.'C dcpartment [t is uscd to boost Cora's c:unings to tlke ad"·:mtagc
ofsigniticmt b.'C sa\ïngs tb3t would otheT'\'iise be [ost to COQ Limitcd. COr:l'S lD3Il38ement is not amcnable ta losing these ta" sa"ings. The magnitude ofall related
IXJr1Y tr:msactions hetwec:n COf3 Limitcd and Corinne Incorporntcd are disclosed in the financi31 statcmeuts as requin:d by the accounting stmd:lrd. Consequcntly,
submits Cora's management. the fin:mci31 st:ltements ofCora Limitcd and Corinne lncorporarcd are fairly prescnted.

Reali5ticaÜ)·. will Bob in.sist that Con Limite<! ~pl;lrately disclose the management fee? _Yes _Can't decide _No

Bob \\lU considcr m:m.y differcnt f3ctors in ri".ing aI bis &:cision. Mmy of them ofa practic.1l and a pragm:1tic nature. Below is a list ofseme of thcse items. ?lease
indic:ltc the importance ofeach of the foUo\\ing items to Bob's responsc::

Great Much Some UnIe No

1.Wllether ather partners in the finn \"ill support Bob's position.

2.'NouId il he fuir to the ta" d&:partmcnt ifBob did nat insist that the ~cmcnt
fee he disclosed'?

3.Wllether anybody rea1ly cares about GAAP in thcir ctloru to c~-ploit c\"eT)onc
elsc.

~.Whether a retrœctive adjustment to the~~ statc:ments isrc~

5.\Vhetherornotdiscl~-urc of the maD.1gement fcc wauld bc:nctit more p:opte to
a grcater extent?

6.\Vh.:1t is the quintessence of :ln audit 3p3ft from c!isplacemc:nr. especi:illy tor
minority shareholdc:rs?

7.Is Bob obliged to :lSSCSS the rC3S0n3bteness of the ~ement ti:c'!

8. \Vhcther it is gener3lly 3Ccc:pted that tirms manipul3te the amount of
~emc:ntfces betweeu 3Ssociatc:d companies to minimizc thcir b.x lUbility,

9.\\âat is the financial. importance of the COr:l audit to Bob's firm.

10.00csn't Bob ha"'e a duty to protc:ct the rights of minority shareholdcrs"?

Il.Would Bob's dc:cision he consistent with Ills O'""U pctSOnal beliefs?

12.What values are the l:asis for go·.eming f::ür presentation wben con\"c:ntion:U
reporting practices do not result in full disclosure?

From the list abc\"c. r:mk the tour items of gt'e:ltc:st import:lnce to a pt'3ctiC3L n::ilistic response:

_MOST ~rPORTAJ.'IT _SECOND ~fOST L.\.fPORTANT __THIRD MOST ThtfPORTANT __FOURTH MOST {;\(PORTANT



JOHN AND THE FOLDERS' AUDIT

JOWl is :l CA and the senior in charge of the field work for two leg:ùly unrelated:lUdit clicuts: the: Foldcrs Company and Colby Corporation. W'hile: on the: Foldcrs
job, John 1c:!mS tIm Colby is the: only supplier ofa product that is critical ta the manufacturing ofFoldcrs' final output. Colby is the: ooly vendar in the Imrketpbcc.
The next chy, John leams from Colb)"s Dl3I1:lgcmc:nt that they are grC3tly increasing the priee of their prim:J:ry products-and the: new pricing poliey can txmkrupt
Foldas.. John mo\\'S tbat Foldm rc:ecntly considcrcd the xquisition ofa SDl31l company in Asia~ \\l''Ïth some effort c;an redirect its production ta produce a product
S'imibr ta rh.c one made br CoIby. HowC'o"er. the esrimatcd unit cost "las gr.:ater th3n the pteSC1lt (kno,""u and assumcd stable) priees offered by Colby. Basc:d on thcir
ümited information. Foldcrs did not seriously consider the pUlCbase ofthis smal1 company.

ReaUstia1J)', will John disclose Colby's plans to Folders? (Check ODe) _Yes _Can't dcc:idc _No

Jobn will consider many di.trerent factcts in arri..ing al bis dccision. Many ofthem ofa practica1 and a pragmatic nature. Bclow is a list ofsome of these items. Pleasc
indiC3te: the import3ncc ofcach of the foUowlng items to John's respouse:

IMPORTANCE'

Much Some Little: No

1.Is John obliged to maint3in client confidenti:ility regardless of circumst:lnce?

2.Whether the partner on the audit will endorsc John's actions.

3"Wbat is best for the reputation ofJohn's firm?

.1.Vlhether Foldcrs- reliance on a single supplier is discloscd in the fin3llccl
staremcuts.

S.Whether client confidc:ntiality is the ultimate prelude: to the necessity of
rendcring an audit opinion.

6.Which course ofaction ""ill bring about the gre3test good tor aIl society?

7.How ....ill John's actions he p:rceh-ed by others in the audit fum?

8.\Vhether the folders Company brought chis upon itselfby rel~1ng soldy upon
oce supplier.

9.Whether John's actions ....ill contr.l..·cnc regulatory suncbrds \\ith respect ta
insida information.

1O.What values ~ the basis for dcten:niniog which client's intc:rest t:1kes
precedence whcn chey conilict"?

11.Would John's action he consistent with wh.:lt he bc:lie'..es is just?

l2.Whether the reputation of the audit profession 'w\ill suITer if Fol~ goc:s
bankrupt.

From the list abo-..c, r:mk the: tour items of grc:atc:st importance to a practicaL re:ilistic responsc:

_Most lmport3llt _Second Most lmport:mt _Third Most Import:mt _fourth Most lmportmt



Appendix E: Prescriptive Postmanipulation Instrument



Identification code---------
\Ve are now asking for you to redo the questionnaire which examines your own individual analysjs of the four

)unting cases you just revie\ved. \Ve ask you to record your response as you perceive the accountant described in
the case ideally should respond ta the ethical dilemma. It may help to think ofyour response as advice you, as a member
ofa professional disciplinary committee, give ta the accountant described in the case. Helshe has requested your guidance
on what is the Most ethical solution to hislher dilemma and whieh factors are mest eritieal for resolving the dilemma
while maintaining the highest standard of ethical eonduct.

The instructions for filling out this questionnaire have not changed from when you filled it out previously. They are
included for a reference.

The cases have been carefully \mtten to encourage you to consider what factors are important to the particular decision
choice. Be sure that every form is complete. Please, do not go back and change responses ta cases that have aIready been
completed.

Once you finish one case, please proceed immediately to the next. When ail four cases have been completed, place the
completed questionnaire into its original envelope. Your assistance and cooperation are greatly appreciated.



ILLUSTRATION

This material is designed ta provide sorne insight into your perceptions of how ethical dilemmas are
resolved in your audit firm and in everyday life. This is achieved through the analysis ofyour responses to
the ethical dilemmas descnbed in severa! short case studies. The case studies have been constructed 50 that
there are no "right lt or Itwrong" responses. More important is an understanding of what factors are
important to the resolution of these dilemmas. Accordingly, the ranking of the four most important factors
at the bottom ofeach case is the most critical part ofyour response.

Once you finish one case, please proceed immediately to the next. Please, do not go back and change
responses ta cases that have already been cornpleted. Your assistance and cooperation are greatly
appreciated.

Here are an illustration case and sample response.

Simon FeUows is thioking about buyiog a house. He is married, in his early thirties, has two small
children, and eams an average iocome. No additions to his family are planned. His family has two
cars and his wife works. Simon comes to you for advice as to whether to buy or not buy a bouse.

Sbould Simon buy a house? (Check one) XYes _Can't decide _No

In the process ofadvising Simon whether or not ta a house, you may consider many different issues to be
important. Below is a list ofsorne of these issues. On the left-hand side of each statement check the space
which best corresponds to the importance you believe should be given ta the particular consideration. CFor
instance, if you think that statement # 1 should be ofgreat importance in making a decision about buying
a house, check the space on the left).

IMPORTANCE:

Great Much Some Little No

X

X

X

X

l .WbetbCT Simon cm atTord a suitable house. (Note in this ex:xmplc. the
pctSOD L1kiDg the qucstiomuire thought tlm Simon should pb:e grCl1 wcight
on this c:onsida:ration in re3Ching bis decision).

2.Whether the furn:lce on the house was thc:rmaJ. dynamic (Note tlut if 3

stùcmc:D.t sounds like gibbcrish. nonsense or is not rclevomt ta the question al

band. mark it of-no" mcaning it is orno importance).

3.Whethcr Simon could still go on bis annual golf V3C:ltion.

4.Whethcr Simon'5 "'ue \1t"3nts to buy 3 house.

From the list of considerations above, select the most important to the decision choice. Put the number of
the most important consideration on the blank beside "~[ost important". Do Iikewise for your 2nd, 3rd and
4th most important choices. For example, the four most important items could be ranked as follows:

_1Most Important -i-Second Most Important l Third Most Important 2 Fourth Most Important



Included in the questionnaire are some words and sentence that are not entirely clear or do not
make sense. Please mark these "no" of no importance and do Dot indude them in your ranking
of the four most important factors.

Note in this eDlJlpl~ the top choices will come from those statements that were checked on the
left-hand side-statements #1 and #4 were thought to be very important. In deciding what is
the JWlll important, a person would reread #1 and #4, then pick one of them as the most
important, and then put the other one as "second most important". Statement #3 was of the
next higbest importance; therefore, #3 wouId be put beside the "third most important" cboice.
Finally, statement #2 was of the fourth highest importance; therefore, #2 would be put beside
the "fourth most important" choice.

Please, do not go back and change responses to cases that have aIready been completed. Once you
finish one case, please proceed immediately to the next. Your assistance and cooperation are greatly
appreciated.



We ask you ta respond ta the following four cases as you perceive the
accountant described in the case, ideally, ought to respond ta the described
situation. It might help to think of yourself as a member of a professional
disciplinary cornmittee \vhose raIe is ta advise on the ideal way in which the
situation described in the case should be resolved. Accordingly, you have no
vested interest in the described situation. Your mandate is ta identify the
four most important factors which, ideally, should he most important ta the
ethical resolution of the described dilemma.



ALICE NlP I:-:: MC C9MPôNX

Alice is a senior auditor and a CA for a national CA fir.m that provides auditinq, tL~ and consultinq
services. The fir.n has developed a packaqe called the ACHE ACCOUNTING SYS~~ which is sold to the
qeneral public as well as the firm's clients. Alice is the auditor in charqe of the field work on
the ABC Company, Inc. audit. Durinq the course of this audit assiqnment, Alice is asked to evaluate
the quality control of the accountinq system ~ich happens to be the ACME package. Alice uncovers
several severe control weaknesses in the ACME system. Before rendering the manaqement letter to ABC
management, Alice is told by her boss to modify the neqative comments regardinq the ACME packaqe.

IdeaI.ly, should Ali.ce amend the management lette.r? (Check one)

___Should aœend it Can't decide ___Should not amend it

In the process of advisinq Alice whether or not she should ~end the manaqement letter, Many items
need to be considered. Belaw is a list of some of these items. Please indicate the importance of each
of the followinq considerations:

U\.IlPORTANCE'

Much Some Little No

1.Whe:ther the wc:Jkncsscs in the ACME system lI13Y he e:JSÙy œmc:dicd by
compcnsating conttols.

2.Wouldn't:1 good employa: dcfcr ta her superior"s judgmcul

3.Whether Alicc's job EIl3Y he threatc:ned bo; her rcfUsa1 to re..;sc the: lencr.

4. \Vhether fair dclibcr.uion on the clientes fiDmci31 position c::m prt:diIcct
profcssional reputltion.

S.What is bcst for Alicc's firm?

6.Whethc:r or not Alicc bas :1 duty ta ensurc the: ~cmcnt lcrrer is
accur:ltc'?

7.~t is thc pltcnlÏ31 value of 3D. ind&:pcndcnt audit in licu of SCk.-icty·s
currcnt perspective on an cntc:rprisc's net worth?

S.How as society bcst sC'r'ied?

9.Whcthcr clients n:aUy C3rC about internal conttol or if all thc)" c:vc:r reaIIy
w:mt 15 :1 clc:m audit opinion.

lO.Would :m1cuding the tnan:1gement Ic:ttcr he consistent v.ith what Alicc
thinks as right?

11.Wh3t action would Alice"s pccrs in thc audit firm c:xpcct her ta makc?

12.What factors are relcv:mt in cktcrm.ining Alicc's profcssional
rcsponsibility?

From the list above:, romk the: tour items ofgrcatcst imporbnce ta an Uide:;ù" response:

_MOST IMPORTANT _SECOND MOST U'olPORTANT _THIRD MOST IMPORTANT _fOURrn MOST IMPORTANT



BILL AND POOWOOp CONSTRUCTION

Bill is a sratraudiror and CA for a SID3Il6rm th.1t pro..idcs aadting scr.iœs. Thc President of the Dogwood Coastruetion Corporation is searcbing tor a Chief
Fmanci31 Ot1icer, acd bas asked Bill ta help reenût and select an appropriatc candidate. Bill is the -in-chargc- auditor on the Dogwood eng:tgcmenl which
is among thc largest and most profitable jobs for thc firm. Bill truly bclieves that he C3n pro..;dc a w1U3b1c: scnicc ta Dogwood as ",-eU as his firm by
perfotming the functioa. In addition. Bill a1read)' knows an ïndh"idu.:Jl. a p:rsona1 friend. who bas thc right qualifications for this very important position.

IdeaUy. sbould DW usist Dogwood's praideDt? (Check one)

_Should assise bim _Cm't dccide _Should not assist him

ln~ process ofaâ.isiDg Bill whcthcr or not hc shauld 3SSÏst Dogwood's president. many ditTcreot issues necd ta he considcrcd. Bclow is a list ofsome of
thesc issues. Pleasc indiC3tc the importance ofcach ofthc tbllawing considcmtions:

IMPORTANCE'

GREAT MUCH SOME LITTLE NO
l.What cffect v..in Bill', rctùs:ll bave on bis firm's rebtianship v.ith the
clicnr?

2.Wbcthcr Bill boJs the right to assist :1 client in the selection :md rccruitmcnt
ofa ChiefFmancim Otliccr?

3.Whether emplo)ment retèrr31s ought ta he in thc bands on a tê:w grcedy
hC3dhuntcrs?

4.Dacs (cUing his ûiend the job is av:Wablc constitute an infringc:mcnl of
Bill"s protèssionnl rcsponsibilities?

5.Will ba..ing :1 ûicnd as the controUcr prc\o"ent Bill from making :1 t:
assessment ofthc fitm's tinancia1 position in thc future?

6.Whether Bill is ovcrwcight or b.:1s :1 w=kncss for f~t tbod.

7.Y/bdherthc3Udit p!rtI1Cr of the Dogwoodaudit "'in cndorsc Bill', xtians.

8.WauIdn't a good auditer refuse: ta assist Do~'ood's president"?

9.\'I'hat actions would Bill', friend c:xpcct him to l3ke?

IO.Would it be fair to other clients ifBill assisted Dogwood's president"?

Il.Would 3SSisting the presicL:nt in any \\ay violate the rights ofothers?

12.Would n:fusing to assist the president he consistent with wbat Bill thinks
is right?

From the list abo"'e, r:mk the four items ofgr=m:st importance to an uideal" response:

_MOST [MPQRT~~L _SECOND MOST IMPORTANT _TIIIRD MOST IMPORTANT _fOURTH MOST IMPORTANT



BOB AND CORA LIMIIED

Bob is a br:md new partner in a medium me audit firm. Bob bas inhcrited a substantive book ofbusincss as a result of the unanticipstcd &:mise ofone of
the tÏml's fOUDdcrs. In fact. Bob h:ts had the good fortuoc ta 1Jao--c bccn granrcd theaudit of the fian's largest and olckst clien~ Cora Limited. 3I1d iu 70 percent
owned subsidiary. Corinne Incorporatcd. Bob discovcrs tbat Cor:l Limited bas bistorically bccn cbmging an cxorbitmt m:magcmcut fcc to Corinne
fncorporaœd. Bob is ccmo:med tbal the iDlcrests ofthe minority shareholdcts ofCorinne Incorporated arc m.ateria1ly compromiscd by such 3D arr:mgcmcuL
In ciscussiDDs ~ith the client. Bob lc:ams that this proccduœ W85 undcrtakcu SC\-era1 )'e3rS ago upon the advice ofbis own firm's fa:( dqmtmcnL It is used
to boost Cora's camings to take advanrage of5'ignificant ta."t savlngs that \\'Ould othcr'\\Ï5c he lost ta Cora Limitc:cl Coras management is not amcnable ta
losing these b,"t saVÏI1gs. The magnitude of an reIated pmy tr3nS3Ctions hetween Cor:l Limitcd and Corinne lncorporatcd arc disc:losed in the tin:mcial
statcment as rcquircd by the accounting stmd.1rd. Conxqucntly. submits Cora"s ID3n38emcn~ the financia1 statemcnts of Cora Limitcd and Corinne
Inc:orporatcd arc faïrly prcscnted.

Ideally.5hould Bob insist on ~parat~disclosure of the managmteDt fee by Cora Lünited?

_Ycs _CanOt dccidc _No

ln the procns of advitiDg Bob 00 whether or not he should mist that Cora disclose the maoagemeot f~. maDY dirrer~Dt issues oefli to M
consid~ Below is SI Iist ofsome of thae issue5a PIe1I5e iodate che ûnpor1ance ofeacb of tbe foUowiDg considerations:

IMPORTANCE'

Much Some Little No

1.Whether other partncrs in the firm will support BobOs position.

2.Would it be: lm to the b,"t dcpartmcut if Bob did not insist th3t the:
managcmcut t'Cc be: discloscd?

3.Whcther anybody ~y carcs about GAAP in thcir etTorts to exploit
e.."Ct)'OUe: eise:.

4.Whcthcr a rctroaeti..-e adjustment to the tinancial sutemcnts is requircd.

S.Whe:ther or not disclosurc of the: rn.:m:JgeD1eut fcc: \\'ouJd bcnctit more
people ta a gre3ler extcut?

6.'N'bat is the quinressc:nce ofan audit 3pOlt from dispb:cmen~ espcc:iall)" tor
minority sb.areholdcrs?

7.Is Bob obtigcd by profession:d st:Indards ta asscss the: rcaso03blenc:ss of the
management t'Cc?

8.Whether it is geuerally acccpted th3t firms manipu1a1c the 3IDount of
management fces bct\\,ccu associatcd compenies to minimize thcir tL"t

liabùity.

9.What is the 6nancia1 importance of the Cora audit to Bobos firm.

1O.Doesn 't Bob have a professional duty ta protcct the rights of minority
sbarcholdcrs?

Il.WouJd BobOs decisioo bc consistent \\;lh. his o,,"u persona! belie:fs?

12.Wbat values are the basis for govcming f:Dr prc:sc:ntation when specifie
accounting stmdards do not result in full clisclosurc?

From che lise above, rank che four icems of qreacesc importance to an "idealW response:

___MOST IMPORT~VT _SECOND MOST IMPORTAN"l' 'rHIRD MOST IMPORTANT __FOURTH MOST L"tPORTANl'



JQHN AND nœ EOLDERS' AUDIT

John is a CAand the senior in c1ulrge of the field work for [wo lcgally unrdatcd audit clients: the Folders Compmy and Colby Catporation. \\1Wc: on the
FoJO:rs job. John lcam.s tbat Colby is the oaly supplier ofa product that is critical to the manufacturing ofFoldcrs' fin:ù output Colb)' is the only vendat in
the marketpIaœ. The~ day. John Icams fiom ColbYs~ tbat they arc grc:atly~ the pric:c of thcir primary praducts-and the new pric:ing
policy cm bankrupt Foldcrs. John kno\\o'S that Foldcrs n:c:ently c:onsidered the acquisition ofa smaIl company in Asia that \\ith some etTort C3D rcdirect its
prcducticn ta poducc a produd simiIar ro the 0I1C made by Colby. Ha\\o~'C'. the estimatcd unit c:ost was greater tb3n the present (kno\1lJll and assumcd st:1ble)
prices otTered by Colby. Basc:d on thc:ir Iimitcdinfomwi~ Foldcrs did aot scriously c:onsickr the purc:basc ofthis small company.

IdesUy, should Joha disclose Colby's pl.as to Folders? (Check one)

_Ycs _Canldecide _No

In die procas or adYising John wherh« or Dor he sbould disclose Colby's plaos to Folders, maay diff«ent items need ra be coosidered. Belo", ~
a list orsorne or tbac issues. Plnse iadicate the importance oresch or che foUowiag coasiderations:

rMPORTANCE:

Much Seme Little No

2.Whether the partner on the audit \\ill endorse John's actions.

3.Wbat is bcst for the rcputation ofJohn's firm?

4.Whether Folders' rcli:mce on a single supplier is discloscd in the fiDanci:l1
sUltcments.

S.Whethcr client c:oufidentiality is the uJtimate prelude to the neccssity of
rcudcring ofan audit opinion.

6.Whic:h course ofaction will brins about the grc3lcst good fof' aJl societ}1

7.How will John's acti011S he perc:civcd by others in the audit finn?

8.Whetha the Folders Company brought this upon itseU' by rc:lying saldy
upon one supplier.

9.Whcther John's actions go ag:Iinst ~ory st3Ddards \\-lm rcsp:ct to
insidcT infonnatioD.

1O.What ..-:Ùucs are the basis fot' determining wbien stakeholdcr's intcteSt
takcs pm:cdcac:c wnctl thcy eonllict?

11.Would John's action he consistent \\ith what he bcüe..'CS is just?

12.Whether the rcputation of the audit profession \\oiIl suffer ifFolders goes
b:mk:rupl

From the list above. rank the four items ofgreatcst import:mcc ta 3Il Uid.::lr rcsponsc:

_Most Imporbnt _Second Most Importmt _Tbird Most Important _Fourth Most Important



SESSION EVALUATION

The purpose ofthis evaluation is to capture your impressions ofthe realism of the cases and the topie.
If additional space is required, please do not hesitate to write on the back of this form.

1. Have you ever encountered a situation or situation (s) similar to the ones included in the case
material? Please describe.

2. \Vhat factor was most critical to YOUf resolution of the case studies? Did additional analysis (i.e.,
discussion or documentation) influence the priority this factor received?

3. How did additional analysis influence your evaluation of each of the cases? For example, was the
quality or degree of certainty with which you made decisions influeneed by your analysis?

4. Do you consider that your "analysis" was realistic? That is, was it representative ofdiscussion
you have had with colleagues or similar to documentation that you might make when encountering
problems on an audit?

5. On what types ofprofessional matters would you most likely consult with colleagues? Please give
examples.

Thankyou for your assistance and cooperation. You have now comp/ded the exercise. Please
return thisforln to its original enveJope and remain seatedfor the dehriefing.



Appendix F: Deliberative Postmanipulation Instrument



Identification code--------
are now asking for you to redo the questionnaire which examines your own individual analvsis of the four

accounting cases you just reviewed. We ask you to record your response as you perceive the accountant described in
the case actually would respond given the pressures and tradeofFs that occur during the course of an audit. Most
important is the identification ofthe factors which you believe are most critical to the practical resolution ofeach dilemma.
Please make your responses as realistic as possible taking ioto consideration the pragmatics of the situation faced by the
accountant.

The instructions for filling out this questionnaire have not changed trom when you filled it out previously. They are
included for a reference.

The cases have been carefully written to encourage you to consider what factors are important to the particular decision
choice. Be sure that every fonn is complete. Please, do not go back and change responses to cases that have already been
completed.

Once you finish one case, please proceed immediately to the neX!. When aIl four cases have been completed, place the
completed questionnaire into its original envelope. Your assistance and cooperation are greatly appreciated.

(
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