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ABSTRACT
Very little accounting research exists which investigates
specific decision tasks performed by audit committee members.

More

specifically, little research exists regarding the one decision task
which appears to be a primary duty of all audit committees -- the
decision task of selecting and/or evaluating the external auditor.
Since the auditor selection decision is basically an assessment of the
tradeoffs between audit quality and audit fees and the determination of
audit fees is straightforward, the current study focuses on the
assessment of audit quality.

The primary objectives of this research

project were (1) to identify those factors which affect audit quality,
(2) to investigate how those audit-quality factors correlate with audit

committee chairpersons' assessments of audit quality, and (3) to
determine whether audit committee chairpersons exhibit expert judgment
in their audit-quality assessments.

To meet these objectives a two-

phase study was conducted.
In the first phase of the study audit committee chairpersons
were asked to rate the impact various factors have on the quality of
auditing services.

Those factors identified in the first phase to have

the strongest impact on audit quality were then utilized in the second
phase to develop audit-quality scenarios.

The second phase of the study

consisted of requesting each audit committee respondent to assess audit
quality for 32 individual audit-quality scenarios.

Regression analysis

was employed in the second phase to represent the cognitive models of
xi

xii
the respondents.

The Judgmental Analysis (JAN) technique also was used

in the second phase to cluster the decision makers into the various
decison-making groups which exist.
The results of this two-phase study provided data regarding the
perceived impact of 15 audit-quality factors on audit quality and how the
most important of these audit-quality factors correlate with audit
committee chairpersons' audit-quality assessments.

The main conclusions

of the study were (1) team-specific factors have a stronger perceived
impact on audit quality than do firm-specific

factors~

(2) audit team

composition factors are perceived to be the most important determinants
of audit

quality~

and (3) consensus is not obtained regarding

audit-quality assessments.

CHAPTER I
INTRODUCTION
The use of corporate audit committees has increased dramatically in the past twenty years.

As late as 1960, only 30 percent of the

Fortune 500 companies had audit committees.

By 1978 over 90 percent of

the Fortune 500 companies had established corporate audit committees.
Much of this increase can be attributed to the recognition of audit
committees as a means by which corporate boards of directors can more
effectively discharge their responsibilities as overseers of management.
Not only has the use of corporate audit committees increased
significantly, but the duties typically assumed by these audit
committees also have expanded.

Early audit committees did little more

than accept the report of the independent auditor.

Today the duties of

the corporate audit committee range from reviewing and/or discussing
external audit activities to discussing the internal audit effort with
the company's internal auditor.
Although corporate audit committees may perform many tasks, the
one task that appears to be most responsible for the rapid increase in
the use of corporate audit committees is their participation in the
nomination or selection of the external auditor.
Auditors'

The Commission on

Responsibilities (AICPA, 1978) has stated that management

generally desires a "clean opinion"

~

the lowest possible price and

since the external auditor is supposed to give an independent assessment
1

2

of management's performance, management is not best suited to assess
the tradeoffs of price versus audit-quality decisions.

An audit

committee composed of outside directors, on the other hand, can be
objective (in fact and in appearance) when selecting the external
auditor and assessing the tradeoffs in price versus quality decisions.
Before the audit committee can select or evaluate the external
auditor, each member will have to assess the quality of the auditing
services likely to be provided.

Such an assessment is, however,

difficult to make (see AICPA, 1978, pp. 110-12).

All external auditors

warrant that their services will, at a minimum, satisfy generally
accepted auditing standards.

However, quality distinctions beyond that

minimum level are extremely difficult to make.

Even CPAs, with their

expert knowledge and audit training; could have difficulty assessing
audit quality on an ex ante basis.
Little is known about those factors

whi~h

audit committee

members perceive to affect audit quality and how audit committee members assess audit quality.

Deloitte, Haskins & Sells (DH&S, 1979) has

identified those factors which are perceived to affect the selection of
the external auditor.

But no study has investigated how a major factor

in thp. auditor-selection decision (audit quality) is judged.

Hence,

the primary purpose rr the current study is to investigate this aspect
of the auditor-selection decision.

The current study presents the

factors in more detail than the DH&S study and concentrates on their
effect on audit quality, which is a primary determinant of the selection
process.

To accomplish this goal, a two-phase study was performed in

3

which Fortune 500 audit committee chairpersons/members participated.
The first phase of the study was designed to identify the factors audit
committee chairpersons perceive to affect audit quality, while the
second phase was designed to determine how audit committee
chairpersons/members use those factors in assessing audit quality.
Research Objectives
The primary objectives of this research study are: (1) to
identify the factors which corporate audit committee chairpersons
perceive to affect audit quality. (2) to analyze the relationship
between the audit-quality judgments of the audit committee
chairpersons/members and audit-quality factors identified as having a
strong impact on audit quality. (3) to assess the expertise with which
audit

comm~ttee

members make these audit-quality judgments, and (4) to

identify the various cognitive strategies employed by audit committee
members.

A corollary objective of this study is to determine whether

audit partners can identify which audit-quality factors are important
to audit committee chairpersons.

The first phase of the study is

relevant to the first and corollary objectives. while the other three
objectives are the focus of the second phase of this study.

Since

consensus is a necessary condition (Einhorn, 1974, p. 563) of expertise,
I used the degree of agreement among the audit committee respondents to
determine whetiler they exhibit expert judgment in assessing audit
quality.

I employed a hierarchical clustering technique (JAN) to

determine the diversity of "decision-making groups" which exist for
this type of decision.

4

Methodolo]l
A random sample of 250 of the audit committee chairpersons of
the 1980 Fortune 500 companies were asked to participate in Phase I of
this study.

For purposes of comparison, five or six audit partners

from each of the "Big 8" auditing firm offices located in a large U.S.
city also were asked to participate in this phase of the study.

Given

a list of 15 audit-quality factors (eight of which were firm-specific
factors; seven of which were team-specific factors), the audit committee chairpersons and audit partners were asked to assign a value to
each of the factors ranging from 111 (no impact) to 151 (very strong
impact) indicative of their opinions regarding the impact of each factor on audit quality.

Those factors identified by the audit committee

chairpersons in the first phase to have a strong impact on audit quality
were then used in the second phase to develop the audit-quality
scenarios.
The remaining 250 audit committee chairpersons of the 1980
Fortune 500 companies were asked to participate in Phase II of this
study.

Each potential respondent was given a set of 32 short

audit-quality scenarios.

Each scenario described characteristics of an

auditing firm (based on the strong impact factors identified in Phase
I).

The respondents were asked to assign a value ranging from 111 (very

low degree of audit quality) to 151 (very high degree of audit quality)
to each of the 32 scenarios.

Regression analysis of variance (ANOVA)

procedures were then employed as a formal means of determining how the
audit committee chairpersons' judgments of audit quality changed as the
stimulus factors (information cues) were varied.

5

Summary of Findings
Several significant substantive empirical results were obtained
from this two-phase study.

From the first phase of the study,

identified eight factors which have at least a strong impact on audit
quality.

Team-specific factors dominated the list of factors with at

least a strong impact on audit quality.

One team-specific factor, the

level of partner and/or manager attention given to the audit, was
perceived by audit committee chairpersons to have the greatest impact
on audit quality.
The results of the second phase of the study support the
findings of the first phase of the study in that the second phase audit
committee chairpersons/members also identified audit team composition
factors to have a strong impact on audit quality.

The factor weighted

most heavily in the cognitive models in the second phase was the mix of
skills and depth of experience of the audit team members.

However, the

level of partner and/or manager attention given to the audit also was
weighted heavily in the respondents' cognitive models.

Each of these

factors was identified in the first phase of the study to have at least
a strong impact on audit quality.

Hence, one underlying commonality

among the various cognitive models was the relative importance of these
two factors.
From the second phase of the study, I found that audit committee chairpersons do not agree on the relative importance of the seven
audit-quality factors in assessing audit quality.
(groups of decision makers) exist.

Many cognitive models

Audit team composition factors were,

however, important to the majority of these decision makers.

6

Anticipated Contributions
I anticipate the contributions of this dissertation to be
fivefold.

First, the study documents the impact of various factors on

ex ante perceptions of the quality of auditing services to be provided.
Second, the study provides information regarding how audit
partners believe these audit-quality factors would be perceived by audit
committee chairpersons to impact on audit quality.

This comparison of

audit committee chairpersons' responses with audit partners' perceptions
of their responses permits assessment of the extent to which audit
partners are aware of those factors important to audit committees.
The third contribution of this dissertation is to provide
information regarding how audit committee chairpersons/members assess
audit quality.

By analyzing the relationship between audit-quality

judgments and the audit-quality

factors~

the study sheds light on how

the factors correlate with the assessment of the quality of auditing
services.
The fourth contribution of this dissertation is to provide
information on whether expert judgment is exhibited by audit committee
chairpersons/members in assessing audit quality.

As noted above, the

measure of expertise in this study is consensus.
The fifth and final contribution of this study is the
identification of the various cognitive strategies of audit committee
respondents regarding audit-quality assessments.

Identification of the

various cognitive strategies allows a measure of the degree of agreement
(consensus) among the audit committee respondents.

7

Overview of the Dissertation
The next chapter of this dissertation presents background
discussions of the development of the corporate audit committee, the
responsibilities of corporate audit committees, and a review of the
relevant literature on corporate audit committees.
the study is presented in Chapter III.

The methodology of

The two subsections describe the

methodology employed in each phase of the study.

Chapters IV and V

describe the data analysis relevant to each phase of the study.
Finally, Chapter VI presents caveats, conclusions, recommendations, and
suggestions for further research.

CHAPTER II
BACKGROUND
The task of the external auditor is to obtain and evaluate
1I • • •

evidence regarding assertions about economic actions and events to

ascertain the degree of correspondence between those assertions and
established criteria and ••• 11 to communicate

1I • • •

the results to

interested usersll (Silvoso, 1972, p. 18; ASOBAC, 1973, p. 2).

The need

for this task arises in part from the potential conflict between
management and the owners of the corporation and in part from the need
of other financial statement users (such as potential owners, creditors
and regulatory agencies) to know that financial statements present
fairly the financial operations of the corporation.

Hence, the task of

the external auditor is to determine that management has fulfilled its
fiduciary responsibility to owners and in doing so to assure that the
financial statements are presented in accordance with generally accepted accounting principles.
Since the auditor, in performing this task, attests to the
fairness of the financial statement representations made by management,
he is required to remain independent of said management.

Thus, the

selection and subsequent evaluation of the external auditor are critical
functions that must be performed responsibly and in a manner which does
not impair (in fact or in appearance) the independence of the external
auditor.

Historically, however, the selection of the external auditor
8
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has been solely a management responsibility, with ratification by
shareholders being a mere formality (Williams, 1977, p. 73).

Obviously,

this auditor selection process could have impaired the independence of
the external auditor.

Also, since this auditor selection process did

not involve corporate boards of directors in a meaningful way, it had
contributed to public skepticism regarding the degree of responsibility
with which corporate boards of directors discharge their duties as
representatives of owners.
The use of audit committees to perform the auditor
selection/evaluation tasks enhances the appearance of external auditor
independence.

In addition, involving audit committees in the auditor

selection process should help to reduce the public skepticism regarding
the manner in which corporate boards of directors discharge their
duties.

Thus, it is not surprising that independent corporate audit

committees are now required by New York Stock Exchange (NYSE) rules.
Corporate audit committees can be beneficial to corporate boards
of directors in several significant ways.

First, as mentioned above,

the corporate audit committee can strengthen the external auditor's
objectivity and thus, bolster independence by providing a means of
discussion of sensitive areas directly with the monitors of management
-- the corporate board of directors (SEC Commentary, 1972, p. 579).
Second, the corporate audit committee can provide boards of directors
with
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a vehicle by which the audit function may be translated to a

more constructive tool in the implementation of their responsibilities"
(Auerbach~ 1976, p. 22).

Finally, the utilization of a corporate audit

committee demonstrates that the board has taken prudent steps to monitor
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management's representations (SEC Commentary, 1972, p. 579).
The development of corporate audit committees is discussed in
the next section of this chapter, followed by a discussion of the
responsibilities of corporate audit committees.

The final section of

this chapter contains a discussion of relevant prior research.
The Development of Corporate Audit Committees
Although corporate audit committees certainly eXisted l before
1940, it was not until that year that the SEC began to publicly advocate their use.

Accounting Series Release No. 19 (ASR No. 19), issued

by the SEC in response to the McKesson & Robbins investigation, recommended the establishment of audit committees to enhance auditor independence.

In essence, ASR No. 19 recommended that a committee of non-

officer (outside) board members be formed to perform such duties as the
nomination of the external auditor and to arrange the details of the
audit engagement (Williams, 1977, p. 71).

Earlier in that same year

the NYSE issued a similar recommendation (Carey, 1953, p. 680).
For the next 20 to 30 years the subject of corporate audit
committees did not capture the attention of the accounting profession,
except for a ripple of interest exhibited in a Journal of Accountancy
editorial in late 1953 (Carey, 1953).

The major thrust of this

editorial, however, was not corporate audit committees, but how to
improve the commercial credit standing of a corporation.

The editorial

1.
Mautz & Neumann (1970a) discovered that at the time of
their study, one corporate audit committee had been in existence for
more than 100 years.
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disclosed that although some corporations formed audit committees in
response to ASR No. 19, the establishment of corporate audit committees
had not increased perceptibly in the years just prior to the editorial.
The editorial attributes the slow growth of corporate audit committees
to the scant publicity they had received up to that time (Carey, 1953,
p. 680).

Published interest in corporate audit committees then lay
dormant until the late 1960s, when the American Institute of Certified
Public Accountants (AICPA) Executive Committee issued a statement
recommending their use.

Essentially, these recommendations were the

same as those made by the SEC in ASR No. 19 in 1940, except that the
following duties of audit committees were identified:
1. Discuss with the auditors the scope of their examination with particular attention to areas where either the committee or the accountants believe special attention should be
directed. The audit committee would be authorized to have the
auditors perform such supplemental review or audits as it deemed
desirable.
2.
After the audit, review the financial statements and
auditors' report thereon with the auditors and determi ne
that they have received all the information and explanations
they requested.
3.
Invite the :luditors' recommendations regarding internal controls i;ii";Q other matters (AICPA, 1967, p. 10).
The AICPA Executive Committee also reported that audit committees could assist their full boards in financial and control matters and
also could strengthen the position of management by assuring
an independent review of the financial policies and operations of management (AICPA, 1967, p. 10). Although the AICPA and the SEC advocated
the use of corporate audit committees, Mautz & Neumann discovered
that as late as 1970 many corporations still had not employed audit
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committees (Mautz & Neumann, 1970a).
During the 1970s, however, corporate audit committees finally
gained the attention of the business world.

The SEC and the NYSE, for

example, both issued pronouncements in the early 19705 recommending
that independent corporate audit committees be established.

ASR No.

123, issued by the SEC on March 23, 1972 endorsed the use of corporate
audit committees much the same way ASR No. 19 had in 1940.

In its

White Paper, Recommendations and Comments on Financial Reporting to
Shareholders and Related Matters, issued in April of 1973, the NYSE
strongly recommended the formation of independent corporate audit
committees.

On December 20, 1974 the SEC issued ASR No. 165 requiring

the disclosure in proxies submitted to the SEC of the existence or
nonexistence of an audit committee and the composition of said committee if in existence.
In the late 1970s, both the House and the Senate branches of
the Federal Government recommended the establishment of corporate audit
committees.

In 1976, the Moss Committee (a subcommittee of the House

of Representatives) recommended that the SEC issue rules to ensure that:
(1) a majority of the board members be independent of management,
(2) the audit Gcmmittee

consi~t

of a majority of independent directors,

and (3) the audit committee have available to it independent expert
advisors.

In 1977, the Metcalf Committee (a subcommittee of the Senate)

recommended rules requiring the establishment of independent corporate
audit committees.

The Foreign Corrupt Practices Act of 1977 also has

be an influence on the development of corporate audit committees (The
Conference Board, 1979, p. 4).
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In early 1977, the establishment of a corporate audit committee
finally was made mandatory for NYSE companies.

Since July 1978 (the

effective date of the NYSE ruling) each domestic company listed on the
Exchange is required to designate an audit committee composed of
outside directors.
Issued in 1978, the Cohen Commission Report (The Commision on
Auditors l Responsibilities: Report, Conclusions, and Recommendations,
AICPA, 1978) also recommended the use of corporate audit committees to
maintain auditor independence.

The Commission believed that all those

concerned with internal and external auditing should take steps to
assure that boards actively exercise this opportunity.

Thus, by 1978

the formation and implementation of corporate audit committees was
immanent for many corporations.

Table 1 summarizes the major

pronouncements relating to audit committees dating from 1940 to 1978.
Duties of Corporate Audit Committees
The first official pronouncement recommending the use of
corporate audit committees (ASR No. 19, 1940) specified as duties of
the audit committee the nomination of the external auditor and the
arrangement of the details of the audit engagement.

Since then the

duties, responsibilities, and expectations of corporate audit committees have expanded significantly.

Those concerned with corporate

accountability expect more from corporate audit committee members than
a "rubber stamp" several times a year; corporate audit committee members
(and thus corporate audit committees) can reasonably

u •••

be expected to

assess and be satisfied with the corporation's entire disclosure system"
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Table 1
IMPORTANT PRONOUNCEMENTS REGARDING
INDEPENDENT AUDIT COMMITTEES
Year

Pronouncement

By Whom

1940

Accounting Series Release Number 19

SEC

1967

AICPA Executive Committee Statement

AICPA

1972

Accounting Series Release Number 123

SEC

1973

The White Paper

NYSE

1974

Accounting Series Release Number 165

SEC

1976

The Moss Committee Report

House of
Represent at i ves

1977

The Metcalf Report

Senate

1977

The Foreign Corrupt Practices Act

Federal
Government

1978

The Cohen Commission Report

AICPA

1978

NYSE Ruling

NYSE
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(Palmer, 1977, p. 77).

No longer are the duties of corporate audit

committees limited to just the tasks of nominating the external auditor
and arranging the details of the audit engagement.

A recent survey by

Coopers &Lybrand (1976) identified the following tasks as those most
commonly assumed by corporate audit committees today:
1.
Review the independent auditor's letter.
2.
Appoint or nominate the independent auditor and/or
participate in the establishment of audit fees.
3.
Discuss with the independent auditor, ~rior to the
audit, the scope of the audit engagement and, once the audit
is completed, review the findings of the audit.
4.
Discuss with the company's internal auditor the
adequacy of the internal audit effort.
Other duties of corporate audit committees recommended by Mautz &
Neumann (1970a) include the following:
1. Select and establish accounting policies.
2.
Review officers' expense accounts.
Provide the company's independent CPAs and its internal
3.
auditors with normal and easy access to the board of directors.
4.
Serve as an informed voice on the board of directors in
support of the financial and accounting departments of the
company.
Although, at a minimum, corporate audit committees generally aid in the
selection and/or evaluation of the external auditors, each corporate
board of directors specifies the various duties it expects its audit
committee to perform.

Corporate audit committees are deeply entrenched

in the corporate structure today and playa vital role in monitoring
the performance of management regarding financial and control matters.
Thus, study of the effective operation of corporate audit committees is
very important.

The next section of this chapter presents a review of

relevant research on corporate audit committees, much of it concerned
with the characteristics associated with the effectively operating
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corporate audit committee.
Prior Research
The focus of this section is the prior empirical research on
corporate audit committees.
in the late 1970s.

Much of this research has been conducted

Mautz & Neumann (1970a &1970b) pioneered the

research effort, but by the late 1970s several researchers had investigated: (1) the extent to which corporate audit committees were used,
(2) the "characteristics" of corporate audit committees, and (3) those
"characteristics" of effective corporate audit committees (Coopers &
Lybrand, 1976; Fried &Schiff, 1976; Mautz & Neumann, 1970a & b, 1977;
Robertson & Deakin, 1977; Grinaker et al., 1978; Finley et al., 1979;
McMahon et al., 1979; Deloitte, Haskins &Sells, 1979; The Conference
Board, 1979). Additionally, corporate audit committees have been the
subject of severa) pamphlets and brochures produced by CPA firms for
the use of their clients.

Corporate audit committee usage also was one

of the subjects addressed by the Cohen Commission in its 1978 report
(Commission on Auditors' Responsibilities: Report, Conclusions, and
Recommendations, AICPA, 1978, p. 106).
Mautz &Neumann (1970a &1970b)
Corporat~

Audit Committees (1970a), the first major empirical

study of corporate audit committees, was prompted in part by the
increasing effort to hold directors, business executives, and businessrelated professionals to higher standards of responsibility and
accountabi lity.

liThe Effective Corporate Audit Committee

ll

(1970b) is

based on the same research effort and reports the findings relating to
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the effective operations of corporate audit committees.
Mautz & Neumann mailed questionnaires to chief executive
officers (CEOs), nonofficer directors, independent CPAs, and internal
auditors requesting information about the existence of corporate audit
committees and the characteristics of those audit committees.

In

addition to these mail questionnaires, intensive interviews with
representatives from the SEC, the NYSE, business publications, and
investor groups were conducted by the researchers.
The researchers found that a properly formed and effectively
run corporate audit committee can assist directors, business executives
and business-related professionals in meeting their increased
responsibility and accountability,

Even though many benefits may ac-

crue to a corporation that has an effectively operating audit committee,
Mautz & Neumann discovered that only 32 percent of the respondent
corporations had established corporate audit committees (1970a, p. 14).
In addition, almost one-third of those corporations with established
audit committees had formed them within the previous five-year period
(1970b, p. 59).
Mautz & Neumann gathered information regarding those
characteristics which distinguished those firms which had corporate
audit committees from those firms which did not.

Specifically, larger

corporations (in terms of sales) had a greater percentage (69 percent)
of corporate audit committees than did smaller corporations (1970a, p.
13).

Mautz & Neumann also reported that financial institutions had the

greatest percentage (54 percent) of corporate audit committees while
wholesale and retail trade companies had the next highest percentage
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46 percent) (1970a, p. 14).
Information about the respondents' attitudes toward audit
committees also was requested by Mautz &Neumann.

Corporate manage-

ments viewed audit committees as a flexible, useful means of performing
a variety of duties, not just special-purpose groups who work only with
external auditors (1970b, p. 59).
corporate audit committees as a

CPAs questioned in this study viewed
valuable ally in pressing for
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desirable changes" (1970b, p. 60).

Moreover, the consensus of the

three groups directly concerned with external auditor independence
(CEOs, nonofficer directors, and CPAs) was that the corporate audit
committee opened up a channel for direct communication between the
external auditor and the board of directors and thereby, enhanced the
independence of the external auditor.
Surprisingly, the authors discovered that management did not
believe that membership on the audit committee required any special
skills or competence (1970b, p. 63).

Rather, their survey supports the

following conclusion: " ••. general awareness of the problems of corporate governance, analytical ability, the knack of posing discerning
questions, and persistence ll (1970b, p. 63) are the general skills
required of corporate audit committee members.
In almost every case in whi ch a corporate audit committee was
identified by the respondents as being successful, Mautz & Neumann
concluded that such success depended substantially upon the activity
and dedication of the leader of the corporate audit committee -- the
chairperson. Other essential characteristics of the successful
co~porate

audit committee reported by Mautz & Neumann are that (1) the
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corporate audit committee be composed of three to five nonofficer board
of directors members, (2) the members view their roles as more than just
receivers of the annual report and (3) the corporate audit committee be
allowed to meet with the external auditor without management present.
The Mautz & Neumann study provided much needed descriptive
information about the characteristics of audit committees, attitudes
toward audit committees, their duties or responsibilities, and the
attributes associated with effective operation.

Moreover, the Mautz &

Neumann study provided an impetus for additional research on audit
committees.
Coopers & Lybrand (1976)
Although this pamphlet is not primarily a research report, it
does report the findings of a Coopers & Lybrand (C&L) study of audit
committee practices based on a representative sample of C&L's clients.
The pamphlet was primarily designed, however to guide corporate boards
of directors in setting up effective audit committees.
The C&L survey revealed that the most frequently cited duty of
the corporate audit committee is the review of the external auditor's
management letter (65 percent).

Other prominent duties are (1) appoint-

ment or nomination of the independent auditor (60 percent), (2) meeting
with the company's financial officer to discuss implementing the
independent auditor's recommendations (48 percent), (3) meeting
with the independent auditor to discuss the scope of the engagement (43
percent), (4) discussing recent AICPA, SEC, and other regulatory agency
pronouncements and their impact on the company's financial statements
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(43 percent), and (5) discussing performance and staffing of accounting
and financial departments (43 percent).
Many of these duties cited by the audit committees surveyed by
C&l are the same as those recommended by Mautz & Neumann in their study
six years pri Ot'.

Thus, it appears that Mautz & Neumann I s recommended

duties had been implemented by many of the C&l respondents.
Fried & Schiff (1976)
Fried & Schiff studied the composition of the audit committees
of 204 of the Fortune 500 companies to evaluate whether or not corporate
audit committees are meeting their objectives.

Fried & Schiff reported

that the primary responsibility of corporate audit committees is to
review external and internal audit activities (p. 46).

Thus,"

audit

committees are supposed to provide a liaison between the board of
directors and the CPA leading to more reliable internal control and
greater participation of the outside directors in the financial reporting process" (p. 46).

Hence, Fried & Schiff concluded that the heavy

emphasis on audit activities indicates the need for the presence of
accountants on audit committees.

Their study revealed, however, that

very few members of audit committees have accounting backgrounds.
Fried &Schiff also found that, despite the recommendation by
the SEC in ASR No. 123 (i.e., that corporate audit committees be composed of outside directors), corporate officers represented approximately
15 percent of committee membership.

Finally, they reported that the

majority of outside members were drawn from banks and banking
organizations, industry, academia, and law.
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The major conclusion of the Fried &Schiff study is that the
objectives and duties of corporate audit committees
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argues for the

presence of professional accountants or former chief financial officers
on audit committees in large number

ll

(p. 48).

Given the absence of

such members, they question whether corporate audit committees can perform their functions at a higher level of competence than such functions were performed prior to the advent of audit committees.
Mautz & Neumann (1977)
Mautz &Neumann undertook their second major study of corporate
audit committees six years after their initial effort.

This update

involved the mailing of questionnaires to chief executive officers
(CEOs), corporate internal auditors, independent CPAs, and nonofficer
directors.

The objective of the study was to evaluate changes in the

usage, duties and effectiveness of corporate audit committees.

In

contrast to the findings of their earlier study (which revealed a 32
percent incidence of audit committees), Mautz & Neumann reported that
better than 86 percent of the responding companies had audit committees
(p. 11). They concluded, based on an Ernst &Ernst study conducted in
1975, that the SEC's ASR No. 165 (1974) and the NYSE's White Paper
(1973), both advocating the use of corporate audit committees, were
major causes of the establishment of corporate audit committees (p. 10).
Mautz & Neumann also studied various operating characteristics
of corporate audit committees.

They disclosed that the modal number of

members on corporate audit committees was three (approximately 44
percent) (p. 22).

Additionally, the most frequently cited term of
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membership was one year (approximately 70 percent), although some
companies offered ,unrestricted renewable memberships (p. 23).
Mautz &Neumann report that the effectiveness (as perceived by
the respondents) of corporate audit committees not only depends on the
composition of the committee, but also on two additional factors:
(1) the role the audit committee assumes with respect to management and
(2) the duties the committee adopts.

They asked the respondents what

they believed the role of an audit committee to be.
deal

There was a great

of agreement among the respondent groups regarding this question;

the most common response was that the audit committee should be an
advisor to management.
Mautz & Neumann also asked CEOs and corporate internal auditors
to rank the effectiveness of the r.orporate audit committees with which
they were associated.

Although there was a slight difference in the

rankings assigned by the CEOs and the internal auditors, the
functions performed most effectively included: (1) discussing problems
and experiences in completing the independent audit, (2) discussing the
scope and timing of the independent audit work, (3) discussing the
meaning and sinnificance of audited figures and notes thereto,
(4) discussing the effectiveness of internal control, (5) approving or
nominating the independent auditors, and (6) discussing the organization
and independence of internal auditors.
Mautz &Neumann requested essentially the same information of
nonofficer directors and independent CPAs by asking them which of the 28
possible functions listed were performed effectively by audit committees
with which they were associated.

Table 2 presents those functions cited
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by nonofficer directors and independent CPAs as being performed
effeectively by all committees with which they were associated.
The Mautz &Neumann study provided descriptive information about
the increased usage, duties and effectiveness of corporate audit
committees, as well as information about the expanding duties of
corporate audit committees.

Their study also indicated that CEOs,

internal auditors, independent CPAs, and nonofficer directors vary widely in their opinions regarding the ideal audit committee member, duties
audit committees should assume, and the functions that audit committees
perform best.
Robertson &Deakin (1977)
Robertson & Deakin investigated the expertise and sources of
expertise of corporate audit committee members.

They mailed

questionnaires to a random sample of NYSE company audit committee
members.

The major question addressed in the survey was "Whom would you

rely upon (if anyone) to assist you in discharging your own
responsibilities as an audit committee member?" (p.4).

Possible

responses were: (1) another audit committee member, (2) another outside
director, (3) company management not on the audit committee, (4) internal auditors, (5) company legal staff, (6) outside legal counsel,
(7) company's outside auditor, (8) another independent CPA, and (9) no
assistance needed.
The authors concentrated on how audit committee members actually
discharged their duties; they specifically requested that committee
members not respond in terms of who should provide the information.

24

Table 2

CORPORATE AUDIT COMMITTEE FUNCTIONS PERFORMED EFFECTIVELY-NONOFFICER DIRECTOR AND INDEPENDENT CPA RESPONSES
Corporate Audit Committee Functions
Discuss scope and timing of independent audit work
Approve or nominate independent auditors
Discuss problems and experience in completing
independent audit
Discuss meaning and significance of audited figures
and notes thereto
Discuss effectiveness of internal controls
Discuss adequacy of staffing for internal auditing
Discuss findings and recommendations with internal
auditors
Discuss adequacy of staffing for accounting and
financial responsibilities
Discuss organization and independence of internal
auditors
Discuss goals and plans, including nature and extent of
work, of internal audit function
Review accounting principles and practices followed by
company
Discuss effectiveness of procedures to prevent kickbacks,
conflicts of interest, political contributions, etc.
Discuss effectiveness of use and control of electronic
data processing equipment
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They believed that this approach best enabled them to focus on the substantive effectiveness of audit committee members.
Prior research had indicated that general business knowledge and
expertise, along with certain personal qualities (e.g., attitude of
committee chairman, willingness to ask probing questions, active support
of committee by management and independent auditors, etc.) are sufficient for audit committee membership.

The researchers surmised that the

dominant answer to the question posed would be "no one" if general
business knowledge were the only requirement for audit committee
membership.
Like Mautz &Neumann, Robertson & Deakin presented tasks for
their potential respondents to evaluate.

However, Robertson &Deakin

presented these tasks in more detail than Mautz

&Neumann. Robertson &

Deakin studied audit committee tasks in the following categories:
(1) financial statement and disclosure, (2) independent auditors'
examination and report, (3) the company's internal controls, (4) internal auditing, and (5) related to management activities.
To provide more useful data, Robertson &Deakin separated the
respondents into two groups: (1) management-experienced members and
(2) nonmanagement-experienced members.

For both groups, the authors re-

ported the dominant response was not "no one."

As a matter of fact, for

financial statement and disclosure tasks, they reported the
management-experienced committee members relied on the company's outside
auditor 82 to 96 percent of the time, while nonmanagement-experienced
members relied on the company's outside auditor 80 to 98 percent of the
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time.

However, task by task within this category these two groups did

not differ significantly.
For tasks relating to the independent auditors· examination and
report, committee members in both groups relied most heavily on the
assistance of the outside auditor (35 to 86 percent), while relying on
the assistance of company management personnel second most heavily.

The

only task for which few members of either group did not rely on the
outside auditor for assistance was that of evaluating (or reappointing)
the external auditor.

For this task, company management was relied on

most frequently for assistance.
Both management and nonmanagement experienced members sought
assistance from the external auditor frequently for tasks related to the
company·s internal controls (78 to 89 percent for the managementexperienced group; 79 to 90 percent for the nonmanagment-experienced
group).

Both groups of respondents also required the assistance of the

outside auditor frequently for tasks relating to internal auditing.
However, for tasks relating to the direct evaluation of internal audit
personnel, both groups sought assistance from the internal auditors.
Audit committee members most frequently sought assistance from
the independent auditor for tasks relating to management activities (53
to 93 percent by management-experienced members and 61 to 93 percent for
nonmanagement-experienced members) (p. 31).

The two groups differed

only slightly task by task within this category.
The results of this study indicate quite clearly that audit
committee members rely heavily on outside sources of expertise in
discharging their audit committee duties.

Both management-experienced
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and nonmanagement-experienced members rely on the assistance of the
independent auditor more frequently than the other sources of expertise,
but they also rely quite heavily on in-house (managment) expertise.
However, management-experienced members request the assistance of
in-house experts more frequently than do nonmanagement-experienced
members.

Based on the results of their study, Robertson & Deakin

conclude that audit committees have available to them
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most of the

instrumentalities for effectiveness -- time, organization, expertise and
independent-mindeness" (p. 35).
Grinaker et ale (1978); Finley et ale (1979); McMahon et al. (1979)
All three of the reports discussed herein relate to the same
research study.

This study was undertaken to obtain information about

the effectiveness of corporate audit committees.
Grinaker et ale (1978).

The principle objective of the first report was

to identify those characteristics associated with effective audit
committees.

Corollary objectives were: 11(1) to measure whether per-

ceived effectiveness and perceived relative presence of effectiveness
characteristics vary according to the position held by the respondent
••• and (2) to identify those characteristics which discriminate among
audit committees over varying degrees of perceived effectiveness" (p. 2).
The results of a pilot study conducted by the researchers prior
to the study described herein identified those issues that appear to be
important to audit committees.

These issues (shown in Table 3) tend to

cluster around what the researchers term activist and knowledge issues.
The researchers define activist issues as those issues either
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Table 3

ISSUES OF IMPORTANCE TO THE AUDIT COMMITTEE

1.

Performance appraisal and nomination of auditors.

2.

Auditing issues (e.g., scope of engagement, scope
limitations imposed by management, audit fees, and
conflicts between auditor and management over
application of accounting principles).

3.

Role and scope of the audit committee.

4.

Internal control issues (e.g., control weaknesses, auditor
recommendations for improvement, follow-up on
implementation of audit recommendations).

5.

Control issues especially related to management (e.g.,
conflicts of interest and sensitive transactions).

6.

Accounting issues (e.g., significant accounting adjustments,
changes in accounting principles, pronouncements of
authoritative bodies).

7.

Understanding the business (e.g., extraordinary transactions, fluctuations in operating accounts, contingencies,
interim financial reports).
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(1) deriving from the direct responsibilities assigned to the audft
committee, (2) involving potential conflicts requiring either decisions
or mediation by the audit committee, or (3) involving potential losses
from which the audit committee could be held responsible.

They define

knowledge issues as those issues either (1) involving the role, scope,
and responsibilities of the corporate audit committee, (2) involving
accounting and auditing, or (3) involving the understanding of the
business.
The

researchers gathered data about audit committee

effectiveness from chief executive officers (CEOs), chief financial
officers (CFOs), partners-in-charge -- external audit (PEAs), managers

internal auditing (MIAs) and members of the audit committee of

each of the corporations from which they received an initial response
from the CEO.

Their analysis was limited to corporations for which

they received a complete set of responses.

They considered a set of

responses complete if they were missing a response from only one of the
groups.

The researchers measured each audit committee's overall

effectiveness by the responses to the following six statements:
1. Beyond meeting legal or other regulatory requirements,
the audit committee serves an important need in this company.
2. The audit committee in this company is very effective.
3. The audit committee fulfills its responsibilities
effectively and efficiently.
4. The audit committee effectively fulfills its basic role
in the organization.
5. The performance of this audit committee is probably
better than most other audit committees.
6. Other audit committees would do well to use this audit
committee as a model. (p. 8).
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The respondents were requested to rate each of the above statements on
a six-point scale ranging from (1) completely agree to (6) completely
disagree.
In addition to rating the overall effectiveness of the audit
committee with which they were associated, the respondents also were
asked to rate specific effectiveness characteristics. The specific
characteristics rated were:
(1) Knowledge of matters which facilitate dealing with
activist issues.
(2) Support: of auditors by the audit committee; of the audit
committee by management and the board of directors.
(3) Working at the job: putting in sufficient time and
energy and, specifically, appraising the performance of those in
the audit function.
(4) Independence from management.
(5) Accessibility: of the audit committee to the auditors; of
the auditors to the audit committee.
(6) Authority I: to resolve conflict by making managementtype decisions.
(7) Authority II. to audit in any area.
(8) General influence.
(9) Mediator role.
(10) Represents management vs. the auditors.
(11) Influence, based on prestige.
(12) Avoidance of controversy.
Grinaker et ale focused on two major issues in this study.
First, they analyzed the differences in responses among the respondent
groups on ratings of (1) the overall audit committee effectiveness and
(2) the specific effectiveness characteristics.

Second, they

investigated the relationship between ratings of overall effectiveness
and the specific effectiveness characteristics.
Except for specific effectiveness characteristic (9), Grinaker
et ale reported that external and internal auditors consistently rated
the audit committee lower than did management (represented by CEOs and
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CFOs).

They report that these differences were significant for overall

effectiveness as well as for variables 1, 2, 3, 4, 5, 11, and 12
(p. 15).

Grinaker et ale also reported that internal auditors consistently rated the audit committee lower on all characteristics than did
the external auditors (p. 18).

Three possible explanations were

suggested to explain these results: (1) internal auditors have a less
defined relationship to the audit committee than do external auditors,
(2) internal auditors may have less natural access to the audit committee than do external auditors, and (3) because of the nature of the job,
internal auditors may be under a more constant tension with management
than external auditors (pp. 18-19).
The results of a correlation analysis indicate that for all
positions studied (CEO, CFO, MIA, PEA) characteristic (3) (working at
the job) was the dominant factor in explaining variation in perceptions
of overall effectiveness.

Characteristic (1), knowledge, also was a

useful explanatory factor for three of the four respondent groups (CEOs,
CFOs, and MIAs), although it was not of primary importance like
ch~~acteristic

(3).

Grinaker et al. concluded that the respondent groups who interact frequently with the audit committee rate audit committees differently and see different effectiveness characteristics as important.

The

only specific effectiveness characteristic that appeared to be an
important predictor of overall effectiveness for all respondent groups
was that of "working at the job."
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Finleyet ale (1979).

The primary objective of the second paper in this

series was to contribute to the goal of objectively measuring the
effectiveness of audit committees.

Hence, the researchers attempted to

measure the audit committee effectiveness not attributable to the
position held by the observer.

The basis for determining these objec-

tive measures of the results attributable to audit committees is the
comparison of the opinions of the different groups of observers (CEOs,
CFOs, PEAs, MIAs) who observed the same audit committee.
Finleyet ale describe two possible sources of a lack of objectivity indicated by differences in measurements among the observers.
One such source is called a 'role effect' by the researchers and is
" ••• caused by the perspective inherent in the positional role of the
observer" (p. 6).

The other source has been called 'individual effects'

and is caused by " •.• differences among individuals not systematically
related to the positional role of the observer" (p. 6).

Role effects

may be treated by balancing the selection of observers or adjusting the
observations while individual effects can only be overcome by increasing the observations -- this generally is not feasible.
Finley et ale analyzed the means of the four groups studied
(CEOs, CFOs, MIAs, and PEAs) to determine what effects position (group)
had on the mean ratings given to the audit committees.

For most of the

measurements, the means varied significantly by position.

In each case

where there was a significant difference, the order of the means from
highest to lowest were: CEO ratings> CFO ratings> PEA ratings> MIA
ratings.

Possible explanations for these results are: (1) management,

Darticularly CEOs, identify more strongly with the audit committee and
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(2) the internal auditor is more likely to be critical of the audit
committee because criticism of the performance of others is a necessary
part of his work.
Correlation analysis was used by Finley et al. to determine the
objectivity of measurement after allowing for positional (group)
effects. They reported that the measurements did possess some
objectivity, but that observer differences in perception accounted for
more variation than did actual audit committee differences.
For three of the measurements -- decision authority, access, and
general effectiveness -- the researchers reported high correlations
between observers which they believed indicates that substantial
objectivity was achieved.

The researchers believed that the high degree

of objectivity relating to the factor Idecision authority· is due to how
clearly defined this factor is.

They state " ••• it is possible for

committees clearly to have or clearly not to have such authority ••• 11 (p.
11).
Finally, Finley et ale reported a higher degree of inter-observer correlation for the accessibility measurement than for any other
measurement.

This indicates that the assessment of accessibility is not

related to anyone position or role (p. 12).

Perhaps,the most surpris-

ing result that Finley et ale reported was the high correlation for the
general effectiveness measurement since general effectiveness is an
inherently subjective measurement.
Finley et ale concluded that the results of this study
demonstrate the need to consider the objectivity of the opinion when
evaluating audit committee effectiveness.

Otherwise, biases relating to
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positions or roles of the observers can affect the results.
McMahon et ale (1979).

The purpose of the third paper in this series

was to analyze the relationship between conflict resolution styles and
measures of audit committee effectiveness as perceived by the four
groups studied (CEOs, CFOs, PEAs, and MIAs).

Conflict resolution

styles, as defined by McMahon et al., relate to the assertiveness and
cooperativeness of the audit committee.

The researchers used the

Thomas-Kilman Conflict Mode Instrument to perform this analysis (p. 5).
The Thomas-Kilman Conflict Mode Instrument describes five orientations
toward conflict resulution which are a function of the party's
assertiveness and cooperativeness: (1) competitiveness (forcing), (2)
collaborative (problem solving), (3) splitting the

differenc~

(compromising), (4) withdrawal (avoiding), and (5) appeasement
(accommodating) (p. 3).

The respondents were given pairs af statements

describing conflict resolution styles and were instructed to choose
which one of the pairs most closely described the conflict resolut.ion
style of the audit committee with which they were associated.
For all groups, the conflict resolution styles of avoiding,
compromising, and accommodating were negatively related to the measures
of audit committee effectiveness.

On the other hand, the conflict

resolution styles of forcing and problem-solving were generally
positively associated with the effectiveness measures.

There appeared

to be consensus among the respondent groups that the most effective
styles were strong and assertive singularly or in combination with a
high degree of cooperativeness.
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Although there was some agreement among the various respondent
groups, each group varied sonewhat in its selection of conflict
resolution styles.

The CEOs positively associated the forcing style

with the four effectiveness criteria of knowledge, working at the job,
independence, and overall effectiveness.

On the other hand, CEOs per-

ceived nonassertiveness, represented by the avoiding and accommodating
styles, to be negatively related to four of the effectiveness measures
(knowledge, support, working at the job, and overall effectiveness)
(p. 9).

CEOs seemed to associate assertiveness with effective audit

committees and nonassertiveness with noneffective audit committees.
The other management group, the CFOs, responded in a similar
manner to the CEOs, except their views were much stronger.

For this

group, assertiveness was positively associated with all of the
effectiveness measures, while nonassertiveness was negatively associated with all of the effectiveness measures (p. II).
Like CEOs, the MIAs associated the avoiding and accommodating
styles with ineffectiveness.

MIAs demonstrate much stronger positive

relationships for the problem-solving style when compared to the forcing
style than did the CFOs.

The researchers concluded that this finding

may indicate that MIAs view

1I • • •

the internal audit function as one of

identifying rather than solving problems

ll

{po

II}.

The views of the PEAs were not as strong as those of CFOs and
MIAs.

However, PEAs also associated assertiveness with effectiveness

and nonassertiveness with ineffectiveness.

For this group, the forc-

ing style is much more clearly associated with effectiveness than the
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problem-solving style (p. 13).
As noted above, it appears that for all groups studied by
McMahon et al., the forcing and problem-solving styles were generally
associated with measures of effectiveness, while the avoiding,
compromising and accommodating styles were negatively associated with
measures of audit committee effectiveness.

Also, the consensus appears

to be that the most effective audit committees are strong and assertive,
singularly or in combination with a high degree of cooperativeness.
Oeloitte, Haskins & Sells (1979)
In this booklet, intended to aid Deloitte, Haskins & Sells
(DH&S) clients in the formation and effective operation of audit
committees, DH&S summarize the results of various surveys, including
their own.

DH&S reports on the qualifications and composition of audit

committees, the appointment of audit committee members, and the duties
commonly performed by audit committees.
The combined results of the various surveys indicate that greater than 50 percent of the audit committees have three members (including
the chairman).

The percentage of audit committees with greater than

three members tapers off dramatically, with approximately 15 percent
reporting an audit committee size of four members, just over 10 percent
reporting five members, and approximately 10 percent reporting six
members (p. 7).
DH&S reported that the backgrounds of audit committee members
surveyed were quite diverse; although some audit committee members had
financial or banking backgrounds, many others had backgrounds in law,
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industry, science, engineering and academia.

However, DH&S recommended

that some of the members on each audit committee have a solid knowledge
of financial matters and that the majority of committee members consist
of outside directors (p. 7).
One of the functions most often cited as a duty of audit
committees is the nomination or selection of the external auditor.

DH&S

reported their findings of those factors that audit committee members
and corporate financial officers believe to be important external auditor selection factors.

Technical competence was the most important

selection factor for both the audit committee members group and the
corporate financial officers group (77 percent and 70 percent,
respectively)(p.14).

Reputation of the external auditing firm and

quality of work followed technical competence in importance (61 percent
and 60 percent, respectively, for reputation of the firm and 57 percent
and 50 percent, respectively, for quality of work) (p. 14).
The Conference Board (1979)
The Conference Board sent questionnaires, covering many aspects
of the working procedures and makeup of corporate audit committees, to
628 businesses consisting of manufacturing firms, financial institutions, and nonmanufacturing firms.

In addition to these questionnaires,

personal interviews were conducted with audit committee members, audit
committee chairmen, and corporate executives.

The findings of this

study were centered on the various aspects of corporate audit committees including the audit committee's move to the forefront, the
relationship of the audit committee with internal and external auditors,
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procedures of audit committees, and the size and membership of audit
committees.
The relationship of the audit committee to the external auditor
was analyzed extensively by The Conference Board.

Based on the written

statements of the functions of the audit committees in 100 companies, a
clear picture of those tasks relating to the external auditor which are
most often assigned to corporate audit committees emerged. The tasks
which appeared in the majority of these statements were: (1) recommending (or approving) the audit firm to be engaged (appeared in 80 percent
of the statements), (2) reviewing the results of the audit (and
management's response to the auditors' suggestions) (appeared in 74
percent of the statements), and (3) reviewing (or approving) the scope
of the audit that is to be performed (appeared in 71 percent of the
statements). The traditional role of the audit committee appears to
consist of these three tasks (p. 14).

The Conference Board also reports

that 89 percent of the surveyed firms indicated that their firm's audit
committee had as a task some form of participation in the selection or
recommendation of the external auditor (p. 14).
Although the selection (or approval) of the audit firm to be
engaged appearerl as the duty most often cited in the written statements
(80 percent) and appeared to be an important factor to the mail survey
respondents, changing auditors appears to be quite uncommon.

Only five

percent of the respondent companies (31 respondents) had changed auditors within the previous three years.

It appears that the duty of

selection of the external auditor might more appropriately be termed the
decision of whether or not to retain the current external auditor.
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Upon review of the written statements of the audit committee
duties, the researchers report that only 31 of the 100 statements listed
as a duty of the audit committee the review or determination of the audit fee.

In most of these 31 statements (all

o~t

six) the function was

to review the fees or give them a preliminary stamp of approval (p. 28).
Out of the 100 written documents describing audit committee
duties, 78 make reference to internal auditing (p. 32).

But the

researchers report that the committee's role in relation to the internal
auditing function, as expressed in these statements, varies widely.

The

most frequently cited internal auditing duty or responsibility was to
review the auditing system itself, or the procedures to effect it (p.
32).
The Conference Board also studied audit committee operations.
For example, many (30 percent) of the companies reported that their
committee met three times a year.

Two meetings per year was the second

most popular schedule (26 percent).
The issues of who attends the audit committee meetings, who
takes the minutes of the meetings, and whether or not the audit committee reports to the full board were also studied by The Conference Board.
Generally, audit committees follow the practice of meeting with whoever
needs to confer with them, although the need to meet separately with the
external auditor is recognized (p. 45).

Most often (in ?76 of the 612

companies) the corporate secretary is the one assigned the duty of taking minutes of audit committee meetings, even though the corporate
secretary is not generally a member of the audit committee (po 47).
About 97 percent of the audit committee respondents r'eport at least once
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a year to the full board formally, however, reporting to the full board
twice a year was the most frequent response (p. 46).
The last two areas addressed by The Conference Board in this
study were those of committee size and membership.

The most commonly

reported audit committee size was three members (50 percent of the
respondent companies reported this size committee), except for the
financial institutions who reported a median committee size of four
members (po 50).
The Conference Board reported that corporate audit committee
membership is becoming increasingly independent.
show that 98 percent of the

re~·,pondet1t

Their figures for 1978

committees had no members who

were also employees of the company (p. 50).
The Conference Board also obtained useful information regarding
the backgrounds and qualifications of members.

It appears that direc-

tors with financial backgrounds are not the predominate group represented on corporate audit committees.

Although audit committees seem to be

preoccupied with accounting and financial matters, most respondents did
not feel that a director need have a professional financial or accounting background to qualify for audit committee membership (p. 53).
The results of this study indicate that it is not the
professional expertise of the committee member that is most important,
but rather his personal characteristics.

Several characteristics

frequently mentioned as aiding effective corporate audit committee
operations are an inquiring frame of mind, the ability to maintain an
independent point of view, and being able to spend the time required to
do the job right (pp. 53-54).
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Concluding Remarks Regarding Prior Research
Many of the studies described in this chapter focused primarily
on gathering descriptive information regarding audit committees and their
effectiveness (Mautz & Neumann (1970a&b), Coopers & Lybrand (1976), Fried
& Schiff (1976), Mautz & Neumann (1977), Grinaker et ale (1978), Finley
et ale (1979), McMahon et ale (1979), and The Conference Board (1979».
In particular, data have been provided about the structure of audit
committees, their roles in corporate governance, how they operate and how
effectively they operate.

Two of the studies (Robertson & Deakin (1979)

and DH&S (1979») described in this chapter addressed specific
decision-making tasks performed by audit committees.
The Robertson & Deakin study focused on the expertise and
sources of expertise of audit committee members for the various
decision-making tasks they face.

They concluded from this research

effort that audit committee members rely on assistance from external
auditors and management for many of their deCision-making tasks.
The DH&S study, on the other hand, concentrated on identifying
those audit-firm attr'ibutes which affect the external auditor selection
task.

This task basically consists of considering the tradeoffs between

audit quality and audit fees.

The determination of audit fees is quite

straightforward; however, the determination of audit quality is not so
straightforward.

The assessment of audit quality is necessary before

the auditor selection/evaluation task may be performed.
The current study narrows the focus of both of the studies
discussed above.

Unlike the Robertson & Deakin study (which investigat-

ed various decision tasks and how well audit committees accomplished
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these tasks), the current study concentrates on one decision task and
how well it is accomplished by audit committee chairpersons.

Unlike the

DH&S study (which focused on the auditor selection task), the current
study focuses on one aspect of the auditor selection/evaluation task -the assessment of the quality of auditing services.

The purpose of the

current study is to further research in the area of audit committee
member expertise and to identify factors which affect audit quality
(which in turn affects the auditor-selection/evaluation decision).
Incentive for the study of audit-quality assessment is twofold.
One, an increasing number of audit committees cite the external auditor
selection/evaluation task as one of their primary duties.

As a matter

of fact, many of the studies described in this chapter credit the auditor selection/evaluation decision as being partially responsible for the
rapid growth of corporate audit committees in recent years.

Two, very

little accounting research exists which investigates how audit committees make the important decisions which face them.

More specifically,

no research exists regarding the assessment of audit quality by audit
committees or whether audit committee members are expert judges of audit
quality.
The current study is the first study which focuses on how
effectively audit committee chairpersons accomplish the task of assessing audit quality.

Ilowever, before this decision task could be

evaluated, identification of those factors which impact on audit quality
was necessary.
study.

This was the primary objective of the first phase of the

A corollary objective of the first phase of the study was to

determine whether audit partners could identify which audit-quality
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factors would be important to audit committee chairpersons. The primary
objectives of the second phase of the study were: (1) to analyze the
relationship between the audit-quality judgments of the audit committee
chairpersons/members and the audit-quality factors identified as having
a strong impact on audit quality, (2) to determine the expertise with
which audit committee chairpersons/members make these audit-quality
decisions, and (3) to identify the various cognitive strategies of audit
committee members.
The specific research questions addressed in this study are:
(1) What audit-quality factors are perceived to be important to audit
committee chairpersons in assessing audit quality? (2) Do audit partners
know which factors are important to audit committee chairpersons?
(3) How do audit committee chairpersons/members correlate these factors
with audit quality in assessing the quality of auditing services?
(4) Are audit committee chairpersons expert judges of audit quality?
(5) From a policy standpoint, should the people currently serving on
audit committees be making this decision? and (6) Is the extent of the
agreement regarding audit-quality assessments related to the size of the
company and/or its industry classification? The methodology designed to
meet these objectives and answer these research questions is described
in the next chapter.
described separately.

The methodology for each phase of the study is

CHAPTER III
METHODOLOGY
To answer the research questions posed in Chapter II, I
performed a two-part study.

The objective of the first part was to

identify those factors perceived by relevant parties (primarily, audit
committee chairpersons; secondarily, audit partners) to affect audit
quality.

The objective of the second part of this study was to analyze

the relationship between audit-quality judgments (the criterion
variable) and the audit-quality factors (the information cue set)
perceived by audit committee chairpersons in the first phase to have a
significant impact on audit quality.

The participants in both phases

of the study were the chairpersons of the audit committees of the 1980
Fortune 500 companies and, for the first phase, several audit partners
from the "Big 8" CPA firms.
To meet the objectives stated in Chapter I, both phases of the
study required the elicitation of judgments from the audit committee
chairpersons/members 2 • When judgments are elicited, caution should be
used, since one prevalent psychological finding is that subjects have
difficulty in applying the judgmental policies they wish to implement
(Dawes & Corrigan, 1974).

However, decision makers have been found to

2.
In the second phase of this study, several of the
respondents were not the chairpersons of their corporate audit
committee, thus, the designation "audit committee chairpersons/members"
is used to describe respondents to the second phase. Full details are
provided in the description of the Phase II methodology.
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be reasonably proficient at analyzing the importance of various cues
(which is what the audit committee chairpersons were asked to do in the
first phase of this study).

On the other hand, in complex situations,

their information processing skills have been found to be quite limited
(the task in the second phase of this study could be considered
complex)3.

Details about the subjects, the research instruments, the

data collection procedures and the data analysis methods for both
phases of this research study are presented below.

Each phase is

discussed separately.
Phase I
The primary objective of Phase I (as stated previously) was to
identify those factors perceived by audit committee chairpersons to
affect audit quality.

The factors perceived to be the most important

were then manipulated to develop the audit-quality scenarios studied
during the second phase of this study.
3. A great deal of research has been conducted regarding how people make decisions under conditions of uncertainty. Slovic, Fischhoff,
& Lichtenstein (1977) and Einhorn & Hogarth (1981), have conducted
comprehensive reviews of the subject, while Tversky &Kahneman (1974)
have described some of the most common human information processing
biases. Emergent from this body of research is the major conclusion
that errors in human judgment are often systematic rather than random
and that normative decision rules are generally lacking from most
people's intuition. In the current study, these systematic biases
could result in the under- or over-estimation of the impact of the.
audit-quality factors and/or the assessment of audit quality. The
effects of these biases cannot be determined in the current study since
the audit committee respondents were not asked separately how they
would weight the factors in their cognitive models. Thus, there is
nothing with which to compare the actual weightings.
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The Subjects
Two sets of subjects participated in the first phase of the
study: (1) a random sample of 250 of the audit committee chairpersons
of the 1980 Fortune 500 companies and (2) a nonrandom sample of audit
partners taken from "Big 8" CPA firms located in a large U;S. city.
The audit partners were "selected" for participation based upon
availability and willingness to participate.
Audit committee chairpersons were asked to participate in this
phase of the study to identify their ex ante perceptions of the impact
of various audit firm and audit team factors on the quality of auditing
services.

Contact with the audit committee chairpersons was made

through the chief executive officer of each company who was asked to
forward the research instrument to the audit committee chairperson.
Audit partners also were asked to participate in this phase of the
study to investigate the extent to which they are aware of those factors perceived to be important to audit committees.

Contact with the

audit partners was made both through telephone conversations and mail
correspondence with the audit partner in charge of each of the "Big 8"
CPA firms located in Houston, Texas.
The Research Instrument
The research instrument for Phase I of the study consisted of:
(1) a cover letter, which introduced the research project and briefly
described each participant's role in the study, (2) a one-page
description of the background of the study and overview of the
questionnaire, (3) a one-page series of demographic questions, and
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(4) the one-page audit-quality questionnaire (see Appendix A).

Also

enclosed in the mailing was a letter addressed to the chief executive
officer (CEO) of the corporation requesting his/her cooperation in
forwarding the materials to the audit committee chairperson. The next
three sections describe the development and the design of the research
instrument.
Development of the Research Instrument.

I made numerous revisions to

the research instrument before the final format exhibited in Appendix A
was reached.

The factor list itself was increased from the initial

five factors suggested by the literature to the 15 factors listed in
the final form of the research instrument.
Since the focal point of the research study was the judgments
of audit committee chairpersons about the factors they believed to
impact on audit quality, the first step in the development of the
questionnaire was to identify the factor list.

Hence, I read auditing

texts and discussed the issue with auditing faculty and practitioners
in order to prepare a complete list.
The first set of questionnaire instructions requested that the
subj2cts allocate 100 points among the factors listed in the
questionnaire.

This allocation system was employed because it elicits

the relative factor weights.

The first pretest of tne research

instrument was conducted at the University of Houston in early July,
1980, when several accounting faculty helped revise the factor list and
made comments on the use of the allocation system to assign relative
weights to the factors.

The factor list was revised and the
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questionnaire instructions were simplified based upon the pretest
feedback.
The second pretest was conducted several weeks later, followed by
the first pilot study.

As a result of these two tests, I modified the

presentation of the factor list slightly and tentatively adopted the
Likert scale (Simon, 1978) to rate the factors.

Another test was

conducted to determine whether the Likert scales or the 100-point
allocation system would be easier for subjects to use in rating the
factors.

The feedback obtained from these tests confirmed the

appropriateness of the Likert scale.
A second pilot study was conducted in early September.

Based

upon the comments received from the second pilot study, I decided that
the research instrument was ready for use in the study being conducted.
One-half of the Fortune 500 companies were to participate in
each phase of the study.

Hence, in late September the research

instrument was mailed to a random sample of 250 of the audit committee
chairpersons of the 1980 Fortune 500 companies.

In early January, 1981

the same questionnaire was mai led to partners of each of the "Big 8"
CPA firms to investigate whether audit partners could identify the
impact these factors have on audit committee chairpersons' judgments of
audit qual ity.
Design of the Background Page.

The design of the background page of

the research instrument reflects the researcher's interest in the responses of only those audit committee chairpersons whose duties include
the nomination of the external auditor and/or evaluation of his work.
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Since the determination of audit quality is necessary to perform these
two duties, only those audit committee chairpersons who perform such
duties were requested to complete the questionnaire.

Those who do not

participate in the nomination and/or evaluation of the external auditor
were instructed to return the questionnaire unanswered.
The rest of the background page was designed to provide the
audit committee chairpersons with sufficient information to maintain
their interest in the study and to orient them to the two pages of the
questionnaire that followed.

As an incentive to participate, the

subjects were offered a summary of the results of the study.
Design of the Demographic

Quest~on

Page.

The demographic questions

were designed to obtain background information about the participants
responding to Phase I of the study.

Information was requested about

the participant's length of service on audit committees, the frequency
of audit committee meetings, the frequency of the external auditor's
attendance at meetings of the audit committee, whether there is a line
of communication between the external auditor and the audit committee,
and whether the participant is an officer of the company whose audit
committee he chairs.
Design of the Audit-Quality Questionnaire.

The questionnaire

instructions were designed to give the participants concise,
to-the-point instructions on how they were to complete the
questionnaire.

The instructions alsn were designed to give the

participants basic data from which to work so that no assumptions would
be necessary to complete the questionnaire.
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The scale, ranging from "very strong impact" (5) to "no impact"
(1) is an adaptation of the commonly-used Likert scales (Simon, 1978).
The subjects were asked to use this scale in assigning values to the
various factors listed in the research instrument.

Such a scale enables

the respondents to rate each factor independently of other factors.
The descriptions of the

~udit-quality

factors were as concise as

was possible without eliminating vital information that could cause the
subjects to make simplifying assumptions.

If the subjects must qualify

their answers or make assumptions, the results of the study could lack
necessary validity.

To enable the subjects to list any factors they

believed were important which were not already listed several blank
spaces were provided.

This reduced the possibility that an important

factor would be overlooked.
The order in which the factors and the scenarios were presented
could possibly affect the responses to the questionnaire.

For example,

when subjects are untrained for the experimental task they are to
perform, learning biases could affect the results.

As they perform the

task they learn their role better and their latter responses may be more
reflective of their judgments than their earlier responses.

In order to

combat the effects of learning biases on the overall results, the order
in which the factors were presented was randomly varied.
Primacy and recency effects also are perpetrated by the order in
which factors and scenarios are presented.

Primacy is evident when the

subject places more emphasis on the first factors than on the latter
factors.

Recency, on the other hand, is evident by the subject placing
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more emphasis on the latter factors than on the former factors.

The

effects of primacy and recency biases can be reduced or eliminated by
randomly varying the order in which factors and/or cases appear.

To

mitigate the probability of order effects (e.g., primacy, recency), ten
different sets of the questionnaire were prepared and used in the
study.

All ten sets contained the same questions but the order of the

questions was randomized.
Data Collection Procedures
Each of the 250 audit committee chairpersons were mailed (by
way of the chief executive officer of the corporations on whose audit
committee they chair 4 ) research materials consisting of: (1) a cover
letter, (2) questionnaire instructions, (3) a set of demographic
questions, and (4) the audit-quality questionnaire.

The cover letter

introduced the audit committee chairpersons to the research project and
solicited their cooperation in completing the questionnaire.
Although much has been written questioning the use of mail
questionnaires, they are, at times, the only means a researcher can
reasonably use to obtain needed data.

In the current study, the

prospective subjects were so widely dispersed geographically that the
4. It was necessary to contact the audit committee chairpersons through the chief executive officers of the corporations on whose
audit committees they serve because many audit committee chairpersons
are not identified in annual reports, 10-Ks, or proxy statements. A
letter addressed to the chief executive officer described the research
project and stressed the importance of his/her cooperation in forwarding the materials to the audit committee chairperson. Each chief
executive officer also was asked to return a stamped, self-addressed
postcard to the researcher indicating the name and address of the audit
committee chairperson to enable the researcher to correspond directly
with him/her.
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cost and effort required to obtain the information by methods other
than the mails would have been prohibitive.

Some precautions were

employed, however, to reduce the risks associated with this method.
Several researchers have studied the various methods of securing survey responses (e.g., Dillman, 1972 &1978; Robin, 1965; Roeher,
1963; Champion &Sear, 1969).

Many of these methods, which are design-

ed to increase the response rate of mail surveys, were implemented in
the current study and are described below.
Dillman's "Total Design Method" (TOM) approach (Dillman, 1978,
p. 162) was used as a guide to secure a high response to this study.
The TOM approach espouses that potential respondents be convinced that
a problem exists and that their response is necessary to help solve the
problem. The design of both the letter to the chief executive officer
(CEO) and to the audit committee chairperson followed this basic TOM
approach.

In both letters the potential respondents were made aware

that information was lacking regarding audit committees and that their
cooperation in the study was important.
Personalization also is espoused by the TOM approach and others
(Roeher, 1963; Robin, 1965; Champion &Sear, 1969; Dillman, 1972) as a
very effective method of securing mail survey responses.

There are

many ways to personalize the mail contact with potential respondents.
One such method, a personal salutation on the cover letter, was used in
the current study on the letter addressed to the CEO (Robin, p. 27).
U~fortunatelv~.

however, it was not possible to have a

p~rsonal

salutation on the cover letter to the audit committee chairperson (the
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names and addresses of the audit committee chairperson5 were unavailable to the researcher at the time that the letter was prepared).
Personalization was obtained through other means in the contact
with the audit committee chairpersons.

The return envelopes were

individually stamped, self-addressed envelopes, which it is reported
are returned more frequently than metered mail envelopes (Roeher, 1963,
p. 300; Champion &Sear, 1969, p. 336).

The cover letters were printed

on high-quality bond letterhead paper to give the appearance of
personally typed letters on letterhead, which often yields higher
returns (Roeher, }_963 , p. 300).

Once the name and address of the audit

committee chairperson was obtained through the CEO, the follow-up
contact with the audit committee chairperson was personalized.
The design of the research instrument itself is of extreme
importance in obtaining a high response rate.

The length of the

questionnaire is a critical factor in obtaining responses; generally
the shorter the research instrument, the more frequently it is returned
(Champion &Sear, 1969, p. 336).

The questionnaire in the first phase

of this study consisted of only three pages and the subjects were told
that only 15 minutes would be required to complete the materials.
The mailing date also is of importance for maximizing
responses.

Dillman (1978, p. 180) claims that avoiding holidays and

using a mailing date early in the week aids in getting the materials to
the potential respondents in the same week they are dated even if they
must be forwarded.

If the materials are mailed later in the week there

may be a period of one entire week between the date on the cover letter
and the date the potential respondents receive the letter.

This may
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indicate to the potential respondents that the letters were not mailed
in a timely manner, which could lead them to disregard the study.
Dillman claims that mailing on Tuesday is possibly the best because
Mondays are often flooded with weekend mail.

The initial contact and

the follow-up contacts for Phase I of this study were all mailed on
Tuesdays and holidays were avoided.
Planned follow-up also is associated with maximizing the
response rate of mail surveys (Robin, 1965, p. 27; Dillman, 1978, p.
180). Although I did not follow the entire TDM approach with respect
to follow-up, I did model the method employed herein after the TOM
approach.

In particular, the design of the follow-up materials and the

time intervals between mailings espoused by the TDM approach (timely
follow-up, second request for response emphasizing importance of
response, etc.) were used as guidelines for this study.

The follow-up

letter (with another questionnaire enclosed) was mailed two weeks after
the first
work.

quest~onnaire

to allow time fer the forwarding process to

If a postcard was not received back from the CEO with the name

and address of the audit committee chairperson, the follow-up materials
were mailed to the CEO with a second request that he please forward
them.

This follow-up letter stressed even more strongly than the

initial contact the need to receive a response from the audit committee
chairperson.

If the postcard was received back from the CEO, the

follow-up letter and materials were mailed directly to the audit
committee chairperson, with the letter stressing the importance of
his/her response.
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I contacted the audit partners who participated in the first
phase of the study by telephone and the mails.

The audit

partner-in-charge of each office of the IIBig 811 firms located in
Houston, Texas was contacted and asked to arrange for five or six audit
partners to respond to the questionnaire.

All eight offices contacted

agreed to provide audit partners for the study.

The questionnaires

were then mailed to the audit partner-in-charge of each office with a
cover letter addressed to him further explaining the research.

A cover

letter also was attached to each of the questionnaires explaining to
the audit partners their roles in the study.
Non-response bias is a problem faced by all mail survey
researchers.

Non-respondents may differ systematically from

respondents, thus, causing a bias in the results and limiting the
generalizabilityof the results of the study (Hackler &Burgette, 1973,
p. 476).

Interpretation of the data must be made with care when the

response rate is low.

Both motivational and behavioral differences

should be considered if possible when interpreting the data (Donald,
1960, p. 100). The ideal situation would be to determine how the
respondents and the non-respondents differ.

One method which attempts

to determine how respondents and non-respondents differ is to analyze
differences between early respondents and late respondents (the
assumption being that late respondents are similar to non-respondents
motivationally and behaviorally) (Oppenheimer, 1966).

This method was

employed for the first phase of this study and is described in Chapter

IV.
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Data Analysis Procedures
Both parametric and nonparametric data analysis procedures were
used to analyze the results of both the audit committee chairpersons'
responses and the audit partners' responses.

To determine if there

were significant differences in the mean responses for the 15 factors
listed in the questionnaire, I conducted a one-way ANOVA which produced
an overall F-statistic (SPSS, 1975, pp. 422-33).

In addition to the

overall F-statistic, all possible a priori contrasts were tested to
identify which individual factors differed from one another and several
a posteriori contrast tests were conducted to tabulate differences
(SPSS, 1975, pp. 426-28). The a posteriori contrast tests conducted
included the LSD procedure (at the .01 level of significance), the
Duncan procedure (at the .05 level), the Student-Newman-Keuls (SNK)
procedure (at the .05 level), and the Scheffe procedure (at the .05
level).
A Kruskall-Wallis (K-W) one-way ANOVA (non-parametic) test also
was conducted since the homogeneity assumption underlying the parametric test described above was violated (NPAR, SPSS, pp. 40-41).

Relat-

ing to the K-W test, the individual differences among the factors also
were analyzed (Gibbons, 1976, pp. 181-83). Several Biomedical Computer
(BMD) Programs also were run to obtain and verify some of the
descriptive statistics (BMDP, 1979).
Phase 11
The objective of Phase II of this study was to analyze the
relationship between audit-quality judgments (the criterion variable)
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and the audit-quality factors (the information cue set) perceived by
the audit committee chairpersons in the first phase to have a
significant impact on audit quality.

In doing so, measurement of the

expertise with which audit committee members make audit-quality
judgments was obtained.

Phase II consisted of an audit-quality scenar-

io questionnaire mailed to the remaining 250 audit committee chairpersons of the 1980 Fortune 500 companies.

These audit committee

chairpersons were asked to assess the quality of the auditing services
which could be expected to be provided by an auditing firm given a short
description of the practices of that firm (see Appendix B for the
complete questionnaire).
The Subjects
The potential subjects for the second phase of the study were
the remaining 250 audit committee chairpersons of the 1980 Fortune 500
companies.
The Research Instrument
The research instrument for Phase II of the study consisted of:
(1) a cover letter and (2) a multi-part questionnaire.

The cover

letter for this phase of the study was similar to the cover letter for
the first phase which described the role of each participant and
introduced him/her to the study.

The first page of the questionnaire

assured the participant that a minimum amount of time was required to
complete the questionnaire, posed a preliminary question and provided
space for the subject to indicate whether he/she wanted to receive a
summary of the results of the study.

Page two of the questionnaire for
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the second phase was the same demographic question page that was used
in the questionnaire for the first phase of the study.

The third page

of the questionnaire provided background information about the study
and instructions for completing the questionnaire which followed.
Pages four through seven completed the questionnaire by presenting the
thirty-two audit-quality scenarios (see below for description).
Development of the Research Instrument.

The research instrument was

revised numerous times before the final format shown in Appendix B was
developed.

The format of the demographic page remained essentially the

same as that for the first phase of this study.
The major issues associated with the development of this
questionnaire centered around how to phrase the presentation of the
factors (the final form presents them as questions on a checklist
assumed by the respondents to be their checklist) and how to dichotomize these factors into a yes/no situation.

The first attempt at the

development of this questionnaire was made in late January, 1981 after
the responses to the first phase of this study were analyzed.

Once the

factors which were to appear in the audit-quality scenarios were
identified, the issue of how to present them in both positive and
negative degrees arose.
The first attempt to present these factors in such a manner was
to embed each factor in a positive or negative statement.

After

developing such statements for each of the seven factors, several
faculty members at the University of Houston Central Campus were asked
to comment on them.

Based upon their comments, I decided it would be
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difficult, if not impossible, to develop semantically opposite
statements and still maintain realism in the factor statements.

Thus,

another method was developed in which the statements appeared as
questions with yes/no responses.

These yes/no responses were

pre-encoded for each scenario to appear like a checklist.

This format

also was pretested and was found to offer a strict dichotomy of the
positive and negative degrees of the factor statements.
Another issue in the development of the questionnaire was how
to present the scenarios in a concise manner.

The audit-quality

scenarios first appeared two to a page, which made the questionnaire
appear extremely long.

Using photocopy reduction, it was possible to

increase the number of scenarios per page to eight and to present the
entire questionnaire in only seven pages.
In the middle of March the current form of the audit-quality
scenario questionnaire was ready for its final pretesting.

Several

bankers in the Houston area were asked to fill out the
audit-quality questionnaire and to comment on the research instrument
itself.

These bankers believed that the questionnaire was easy to

understand and that it could be completed in a timely fashion.

Hence,

the audit-quality questionnaire was ready for distribution and on March
24, 1981 it was mailed to the 250 audit committee chairpersons chosen
to participate in this phase of the study.
Design of the Demographic Questionnaire.

The demographic questionnaire

for the second phase of the study ;s of the same design as the
demographic questionnaire for the first phase of the study.

The

60

questions were designed to obtain background information about the
participants responding to Phase II of the study.
Design of the Audit-Quality Scenarios and Instructions.

The

questionnaire instructions for the second phase of this study were
designed to give the participants background information on the purpose
of the study and concise instructions
study.

describi~g

their role in the

The instruction page also contained a description of the gene-

ral characteristics of the auditing firms to be presented in the audit
quality scenarios.
The scale, ranging from livery high degree of audit quality" (5)
to "very low degree of audit quality" (1) again is an adaptation of the
commonly-used Likert scales (Simon, 1978).

The subjects were asked to

use this scale in assessing the quality of the auditing services that
an auditing firm would be expected to provide, given a short description of the major practices of that firm.
The audit-quality scenarios consisted of a checklist composed
of seven questions about the auditing firms' major practices.

These

seven questions capture the essence of the seven factors judged to be
most important by the audit committee chairpersons who responded to the
first phase of this study.

The seven questions were: (1) Will the

audit team have the mix of skills and depth of experience to meet the
company's requirements?, (2) Will the audit team plan and conduct its
work in a well-organized and efficient manner?, (3) Will a sufficient
level of partner and manager attention be given to the audit?, (4) Will
the audit team be up-to-date on technical matters?, (5) Will the audit
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team reflect a high degree of independence from management?, (6) Will
the audit team communicate adequately with management?, and (7) Will
the audit team communicate adequately with the audit committee? The
possible responses to each of these questions (already filled out by
the researcher for each scenario) were 'yes' and 'no l , with the
operational definition of 'yes' and 'no' responses described on each
page that the scenarios appeared.

The operational definition of a

'yes' response is that the auditing firm possesses above average to
exceptional degrees of that attribute; the operational definition of a
'no' response is that the auditing firm possesses below average to
average degrees of the attribute.
Given the above operational definitions for 'yes' and Inol
responses, each scenario was presented as a checklist of 'yes' and Ino '
responses (see Appendix B).

The audit-quality scale was presented be-

low each scenario for the respondent to circle the degree of audit
quality he/she believed the auditing firm described in the scenario
should be expected to provide.

There are 128 possible combinations of

the audit-quality scenarios given the seven questions asked; therefore,
four sets of audit-quality questionnaires with 32 scenarios each were
mailed to the 250 audit committee chairpersons of the 1980 Fortune 500
companies chosen to participate in this phase of the study.

Each audit

committee chairperson was requested to complete one set of auditquality scenarios.
Primacy, recency and learning biases also could affect the results of the second phase of this study.

To combat the effects of

learning biases on the overall results, the order in which the scenarios
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were presented was randomized.

To combat the effects of primacy and

recency biases, the order in which the factors were presented was varied randomly and the scenarios were randomly varied.
Data Collection Procedures
I elicited the responses of the remaining 250 audit committee
chairpersons of the 1980 Fortune 500 companies for the second phase of
this study.

Each audit committee chairperson was first mailed (by way

of the CEO of the corporation on whose audit committee he serves as
chair) one packet of the research materials which included: (1) the
cover letter, (2) the return, self-addressed, stamped envelope, and
(3) the questionnaire (i.e., the demographic questions and the auditquality questionnaire).

The CEO was asked to return a stamped, self-

addressed postcard indicating the name and address of the audit committee chairperson.

The follow-up reminders were then mailed directly

to the audit committee chairperson for those whose names and addresses
were received.

If a postcard was not received from the CEO, the remin-

der was mailed to the CEO urging that he forward the research materials.
Because of the relatively low response to the first mailing and
the follow-up reminder (many CEOs did not forward the materials), an
alternative means of contact with the audit committee chairpersons was
employed.

I attempted to obtain the names and addresses of the audit

committee chairpersons or at least a member of the audit committee
through a review of the most recent proxy statements of the corporations for which a response had not been received.
93 names and addresses using this procedure.

I was able to obtain

These 93 audit committee
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chairpersons/members were then mailed the questionnaire along with a
cover letter addressed to the audit committee chairperson or the audit
committee member.

The demographic questions were revised to address

the audit committee member where needed.
The justification for the use of the mails to contact these
audit committee chairpersons/members was discussed in the description
of the data collection procedures for Phase I.

Briefly, the use of the

mails appeared to be the only method whereby I could obtain the desired
information without incurring the exhorbitant costs associated with
other methods (e.g., telephone contact, personal interview) of data
collection.

The TDM approach (espoused by Dillman, 1978) also was

followed as closely as possible for Phase II of this study.
Data Analysis Procedures
The focus of the data analysis for this second phase of the
current research study is an analysis of the relationship between the
criterion variable (audit-quality judgments) and the information cue
set (the reduced set of audit-quality factors).

The primary objective

is to determine whether the people serving on corporate audit committees exhibit characteristics of expert judgment.
a gauge of expertise.
the use of

consensu~

Consensus was used as

The next subsection of this chapter describes
to measure expertise.

The two subsections

following the discussion of consensus describe linear regression
analysis and the hierarchical clustering routine used to identify the
various cognitive strategies of the audit committee members,
respectively.
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Consensus as a Measure of Expert Judgment.

Several researchers have

investigated the degree of consensus exhibited by financial experts
(primarily auditors) regarding financial tasks.

Corless (1972) and

Felix (1976) evaluated auditors' abilities to quantify their subjective
beliefs in the form of prior probability distributions concerning the
quality of an internal control system.

Both studies reported

significant differences across auditors in their assessments of
probability distributions.

The degree of consensus among auditors in

assessing the number of audit hours needed to audit accounts receivable
was studied by Joyce (1976).
auditors.

He reported little agreement among the

Weber (1978) examined auditors' judgments of an overall

internal control reliability.

He also found a low degree of agreement

among the auditors in the study.
In contrast to the above studies, two researchers have found a
high degree of consensus among financial experts.

Ashton (1974) found

a high degree of consensus among auditors in his study of auditors'
internal control judgments.

Joyce (1976) suggests, however, that

Ashton's findings of a high degree of consensus could have been a
consequence of the relative ease of Ashton's experimental task.
Recently, however, Zimmer (1981) also reported a high degree of
consensus among loan officers in predicting bankruptcy from five
financial ratios.

Thus, it appears that the consensus findings to date

have been largely task-specific.
In the above studies (as with the current study), consensus can
be defended as a criterion for evaluating judgments by an appeal to reasonableness.

In fact, Einhorn (1974, p. 563) proposes that consensus
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is a necessary condition of expert judgment.

Joyce (1976) reasoned

that if there exists a common core of knowledge germaine to auditing,
and if the education, certification and training process auditors
undergo is successful in imparting that knowledge, one would expect to
find agreement among the judgments of different auditors in the same
audit situation.

In the current study, one could expect that audit

committee chairpersons should reach agreement given the same
audit-quality situation.
One caution to using this measure of expert judgment should be
noted.

If consensus is reached regarding audit-quality judgments, it

does not necessarily indicate that the respondents are expert judges;
it only indicates that a necessary condition of expert judgment is met.
However, if agreement is not reached regarding audit-quality judgments,
it clearly indicates that the audit committee respondents do not possess this necessary condition of expert judgment and thus, are not
expert judges of audit quality.
Linear Regression Analysis.

Brunswik (1955) was one of the earliest

advocates of the concept of studying decision makers in experiments
which are representative of their usual environments.

He developed the

lens model (BLM) to specify the structure of situational variables in
realistic experiments.

The BLM (see Figure 1), which uses a set of

multiple regression equations to model the interaction between the
decision maker and his environment, can be a valuable tool for
conceptualizing the judgment process (Slovic &Lichtenstein, 1971, p.
20).
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Relationships on each side of the lens model are typically
depicted by multiple linear regression equations.

The basic elements

of the BLM are the criterion value (Ye), the stimulus dimensions (cues)
(Xi), and the subject response (Y s ).

The left-hand side, which repre-

sents the environment, can be summarized by the following equation:
A

Ye

= bleXel

+ b2e Xe2 + ••• + bkeXek

Where:
A

Ye

= the audit quality predicted by the best fitting linear model of
the available cues

= the regression coefficients

bie

Xei = variables (cues used to predict the criterion variable (Y e ),
i.e., the actual audit quality)
Similar relationships exist on the right-hand side of the BLM, wherein
the decision maker's judgments are modeled.
A

Ys

= blsXsl

In equation form:

+ b2sXs2 + ••• + bksXsk + e

Where:
A

Ys = the best linear prediction of the decision-maker's estimate of
audit quality
bis

= the regression coefficients

Xsi = variables (cues used to predict audit quality)

= error term

e

Given the above set of regression equations, several important
correlation coefficients might be calculated for the current study:
Re

A

= the environmental predictability index (rYeY e ). It represents

the extent to which the actual audit quality (Y e ) can be predicted from

Figure 1
",

THE BRUNSWIK LENS MODEL
Information

Environment

(I

Criterion
Value
= Ye
/I

Re=rYeYe

-

rel

,,,-...
""
"

Predicted
Criterion
Value
= Ye

-

_

Xl _

-

X2 -

re2

rs2

-...

'-

"

"

-...

/'

Xn

/'

Subject
Response
= Ys

/'

.,/

/'

-... Achixvement Index
ra=rYeYs
---

"

-'/\

' - Rs= rYsYs
Response
Linearity

rrt:dictedl
Subject
Response
= Ys

)1

/I

I
/

Matching Index

-...

I

/I

ra=rYeYs

rm=rYeYs

-...

rsn
/'

/I. /I

-...

-

rsl

1 ; - - - - . .1

-... ren

Environmental
Predictabi 1ity

'"

_

Decision Maker

/'

ro=rYeYs
Optimality Index

'"

'-l

68

the available cues.

This index is not applicable to the current study

since actual audit quality cannot be determined.
A

Rs = the response linearity index (rYsYs).

It represents the extent

to which a linear model can predict the decision-maker's responses
regarding audit quality.
ra = the achievement index.

This represents the correlation between

the subject's response, Ys , and the actual value, Yeo

This index also

is not applicable to the current study since actual audit quality cannot be determined.
rm = the matching index.

This represents the correlation between the
.

A

best prediction of the criterion varlable, Ye, and the best linear
A

prediction of the individuals' responses, Ys.
A

ra

=

the correlation between the model of man's decision-making
A

process (Y s ) and the actual audit quality (Y e ).
ro

= the optimality index. It represents the correlation between the

subject's response (Y s ) and the best fitting model of the environment
A

(Y e ).

This takes into consideration the fact that Ye is usually not

perfectly predictable from a given set of cues.
The current study is restricted to an analysis of the
relationships on the right-hand side of the BLM (since actual audit
quality cannot be determined). Thus, only the relationships regarding
the subjects' responses are of importance to the second phase of this
study.
Initially, I studied two regression models.

One, the full

model, included the seven original factors and all two-way
interactions.

The other, the reduced model, included only the seven
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original factors.

The reduced model was as follows:
+ b7X7 + e

Where
Y = audit-quality judgments
a = intercept
bi= relative weights of the factors
Xi= 0, when response to the factor question is Ino"
= 1, when the response to the factor question is 'yes l
e = error term
The full model was as follows:
Y = a + b1X1 + b2X2 + ••• +b7X7 +b13 X13 + ••• + b23X23 + •.• +
b34X34 + ••• + b45X45 + ••• + b56X56 + ••• + b67X67 + e
Where
Y = audit-quality judgments
a = intercept
bi= relative weights of the factors
Xi= 0, when response to factor question is Inol
= 1, when response to factor question is Iyes l
bij= relative weight of the factor produced by the interaction
of factor ; with factor j
X;j= 0, when product of response to factor
zero

= 1,

when product of response to factor

and factor j is
and factor j is one

e = error term
These two models were compared to determine if the full model provided
significantly more information than the reduced model.
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The model which appeared to be the best model was then used for
the remainder of the data analysis, including an assessment of the
relative importance of each of the seven original variables and an
assessment of the degree of consensus among the audit committee
respondents.

An overall F-statistic was calculated to test for

consensus.
The JAN Technigue.

In addition to determining whether there was

consensus among the audit committee respondents, I used the Judgmental
Analysis Technique (JAN) (Christal, 1963)5 in this phase of the study
to sequentially cluster the response models.

The JAN technique clus-

ters the subjects· cognitive models based upon their similarity
represented by their individual linear regression equations (Wright,
1977, p. 685).

Thus, in a sense, the degree of homogeneity for this

sample of audit committee respondents could be identified.

The

procedure minimizes at each stage in the process, the change in the
squared composite multiple correlation defined as:
Rc 2 = SSreg1(n1) + SSre~2(n2) + ••• + SSregl-~(nl-m)
SStota11 + S tota12 + ••• + SStota 1
where 1 is the initial number of regression equations (subjects·
cognitive models), m is the number of iterations completed and l-m is
the number of groups (Wright, 1977, p. 685).
5. The JAN technique, developed by Bottenberg &Christal (1961),
has been used in human resource research for more than 20 years. It was
developed for Air Force research purposes at the Computational Sciences
Division, Air Force Human Resources Laboratory located at Brooks Air
Force Base in Texas (Gott, 1978).
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The primary feature of the JAN technique is the information
provided at each stage of the clustering routine.

The JAN technique

minimizes the change in the regression sum of squares when two
previously separate groups (equations) are combined to make a single
equation.

At each stage, all possible combinations of clusters will be

compared and the combination which results in the smallest change in
the squared composite multiple correlation is selected for combination
at that stage (Wright, 1977, p. 685).
The major assumptions of the JAN technique are: (1) the number
of cases which were used to compute the equations is the same for all
equations and (2) the predictor means and standard deviations are the
same for all equations.

The first requirement is met by having all of

the respondents answer the same number of cases (which I did in this
study).

The second requirement is met by having the subjects respond

to the same cases (which was not done in the current study).

Although

it was impossible to satisfy the second assumption in this study, I
tested whether the clustering routine was performing as it should even
though this assumption was violated.

Using the F-test (which does not

require predictor means and standard deviations to be the same), all
possible combinations of clusters were tested for the stage at which
the clustering routine indicated it was not beneficial to cluster
further.

These tests verified that, indeed, at that stage, it would

not be beneficial to cluster further.

Thus, I believe the violation of

the second assumption does not seriously affect the results obtained
from the clustering routine.

CHAPTER IV
DATA ANALYSIS - PHASE I
The results of the first phase of this study are presented in
this chapter.

First, the responses of audit committee chairpersons are

presented and discussed.

An explanation of how these data were used to

develop the audit-quality scenarios for the second phase of the study
also is provided.

Subsequently, the audit partners' responses are

presented, discussed and compared with the audit committee chairpersons' responses.
Audit Committee Chairpersons' Responses
Descriptiye Data.

The response rate from audit committee chairpersons

was 32.4 percent (81 out of the 250 audit committee chairpersons to
whom the questionnaire was mailed).

The 32.4 percent response rate is

comparable to the response rates achieved by other researchers using
mail questionnaires to study audit committees.

For example, Robertson

& Deakin (1977) reported a 23.5 percent response rate, Grinaker et al.
(1978) a 12.5 percent response rate to their first mailing to chief
executive officers and a 43 percent response rate to the questionnaires
based on the responses to their first mailing, and Mautz &Neumann

(1977) reported response rates ranging from 13 percent (nonofficer
directors) to 46 percent (independent CPAs) depending upon the
respondent group.
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In addition to completing the audit-quality questionnaire, the
audit committee chairpersons were asked to provide descriptive
information regarding the operating characteristics of the audit
committee for which they serve as audit committee chairpersons.

A

summary of the descriptive questions asked and the audit committee
chairpersons' responses is presented in Table 4.
As is indicated by the responses to the first two questions,
the respondents had considerable experience with the operations of
corporate audit committees.

The mean number of years served on the

audit committee they serve as chair is over five years; while the mean
number of years served on other audit committees is over six years.
The average years of service on the current audit committee
reported in this study (5.6 years) is slightly higher than the length
of service (four years) reported by the audit committee members studied
by Robertson &Deakin (1977).

The data indicate that most audit com-

mittee members serve more than one year even though the ordinary term
of service on audit committees is only one year (Mautz &Neumann,
1977).

The extensive experience with corporate audit committees

reported by the respondents indicates that they were knowledgeable of
those audit committee duties which require they be able to judge audit
quality.

Thus, their responses should be representative of audit

committee members experienced in assessing audit quality.
The average number of meetings per year reported by the audit
committee respondents was approximately four.

This average is slightly

higher than that reported previously (Robertson &Deakin (1977) two to
four; The Conference Board (1979) four per year for financial companies
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Table 4
PHASE I
DEMOGRAPHIC INFORMATION
REQUESTED

1.
2.
3.

4.

5.

6.

Question Asked

Mean
Response

Range of
Responses

Number of
Responses

How long have you served on this
audit committee?

5.6 years

0-15 years

80

How long have you served on other
6.4 years
audit committees?

0-30 years

73

How often does this audit committee
meet per year?
3.7/year

2-11 years

81

How often does the external auditor
atter.d audit committee meetings? 3.1/year

1-11 yedrs

81

Are you an officer of the company
for which you serve as an audit
committee member?
Does the external auditor communicate
openly and directly with the audit
committee?

Most Frequent
Response

Percentage
of Responses

No

97.5% (78 of

Yes

98.8% (79 of

80)

80)
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and three per year for companies in other industries; Mautz &Neumann
(1977) two to three).

This difference in average number of meetings

per year could be explained by an expansion of audit committee duties.
In order to discharge their duties as fiduciary agents for the owners
of the companies on whose audit committee they serve, the audit
committee members and full boards may feel it is now necessary to meet
more often than previously reported.
The attendance of the external auditor at these audit committee
meetings is of interest to those associated with audit committees
because it is indicative of the degree of interaction between the
external auditor and the audit committee.

Such interaction between

these two parties is critical for an effective audit and for the
effective operation of the audit committee.

In the current study, the

data show that the external auditor attends almost all of the meetings
(at least 75 percent of the meetings).

This finding is consistent with

that reported by Robertson &Deakin (1977).

A great number of the

respondents (almost 99 percent) indicated that they have open and direct lines of communication with the external auditor.
The information gathered in this study regarding the
independence of the audit committee members is consistent with the SEC
rule requiring that the audit committee be composed primarily of outside directors.

Of the respondents to this phase of the study, 97.5

percent responded that they were not officers of the company for which
they serve as an audit committee chairperson.

The Conference Board al-

so found that 88 percent of the respondents in its study believed their
audit committees were sufficiently independent. Thus, it appears that
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the present and prior studies confirm that current operating audit
committees are independent as required by the SEC ruling.
As noted in Chapter III, the consistency of the responses of
early respondents versus late respondents (used as surrogates for
non-respondents) was investigated to test for non-response bias.
A finding of no significant differences indicates that the two groups
are similar and thus, supports the conclusion that the results of the
study are not seriously affected by non-response bias.

The Hotelling's

T2 test comparing the responses of both groups regarding all 15 factors
was 22.64 9 which indicates no significant differences between the groups
regarding the 15 factors.

Thus, I conclude that the survey was not

seriously affected by non-response bias.
Analysis of Audit Committee Chairpersons I Responses. The major focus
of this phase of the study was to elicit the perceptions of audit
committee chairpersons about those factors which impact on audit
quality.

The audit committee chairpersons were asked to respond using

a scale ranging from "l" (no impact) to "5" (very strong impact) to
rate the 15 factors listed in the research instrument contained in
Appendix A.

Their mean responses for each of the factors and the

interpretations of these responses are shown in Table 5.

None of the

respondents indicated that the questionnaire was difficult to complete
and very few added factors to the list (these will be discussed later).
Hence, the factor list presented to the participants appears to have
been clear and complete.

Table 5
,"

AUDIT COMMITTEE CHAIRPERSONS'
RESPONSES AND THEIR AUDIT-QUALITY CORRELATES
Audit Factors
1.

2.

3.
4.

5.
6.
7.
8.
9.
10.
11.
12.
13.
14.
15.

Audit team rotation
Mix of skills and depth of experience
of audit team
Communication between audit team
and management
Planning and conducting of audit
team work
Quality control procedures of the
audit firm
Locations and sizes of audit firm offices
Litigation the audit firm has been involved
in
Provisions to keep the auditors up-to-date
on technical matters
The relative significance of total
professional fees paid to the audit firm
The recentness and outcome of peer review
Communication between the audit team and
the audit committee
The level of partner/manager attention
given to the audit
Regulatory agency expertise of the audit
firm
The independence exhibited by the audit
team members
The overall reputation of the audit firm

Averages

Audit Qualitl Correlates

Number of
Responses

3.2

Moderate Impact

81

4.2

Strong Impact

80

4.3

Strong Impact

81

4.4

Strong Impact

81

4.1
3.4

Strong Impact
Moderate Impact

79
77

2.5

Slight Impact

79

4.2

Strong Impact

79

2.0
2.2

Slight Impact
Slight Impact

80
74

4.1

Strong Impact

81

4.6

Strong to Very Strong Impact

80

3.9

Moderate to Strong Impact

79

4.3
3.8

Strong Impact
Moderate to Strong Impact

81
81

....

......
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Both the oneway ANOVA and the Kruskall-Wallis (K-W) oneway
analysis of variance statistics indicate that there are significant
differences in the average values of the 15 factors.

The F-statistic

was 62.75, with 14 degrees of freedom between groups and 1,178 degrees
of freedom within groups, which is significant at any probability
level.

The Chi-square statistic for the K-W test (corrected for ties)

was 458.51, which also is significant at any level.
The results of the oneway ANOVA must be read with a great deal
of caution since the Cochran1s C and Bartletts-Box F tests for
homogeneity of variances indicated that the variances were
heterogeneous.

To overcome the violation of this assumption of the

oneway ANOVA, I used separate variance estimates to compute the
t-statistics for the 105 mean value contrasts (see Table 6).

Table 6

indicates (with an 11*11) that many factor means are significantly
different from each other.

According to Table 6, all of the factors'

means differed significantly from at least six of the means of the other
14 factors.

Two of the factors (1 and 9) differed significantly from as

many as 13 of the remaining 14 factors.

Hence, the factors were

perceived by the audit committee chairpersons to have different impacts
on audit quality.
Because of the violation of the homogeneity of variance
assumption, I also conducted pairwise contrasts using the non-parametric
K-W test (see Gibbons, 1976, p. 182).

The differences in median

rankings are presented in Table 7, with an 11*" indicating those factors
which showed a significant difference in median responses.

The results

,f'

Table 6

AUDIT COMMITTEE CHAIRPERSONS'
T-STATISTICS
USING SEPARATE VARIANCE ESTIMATES
FOR CONTRASTS OF THE 15 FACTORS

(*differences significant at the .01 level)
Factor 1
1
2 -6.62*
3 -7.53*
4 -8.37*
5 -5.61*
6 -0.65
7 4.61*
8 -6.81*
9 7.40*
10 6.34*
11 -5.55*
12-10.07*
13 -3.98*
14 -6.77*
15 -3.39*

2

3

4

5

-0.76
-1.33
0.90
5.17*
11.36*
-0.02
14.76*
13.74*
1.02
-3.13*
2.61*
-0.39
2.66*

-0.55
1.67
5.90*
12.37*
0.76
15.96*
14.95*
1.79
-2.43
3.43*
0.33
3.39*

2.26
6.52*
13.37*
1.36
17.24*
16.21*
2.40
-2.04
4.11*
0.84
3.98*

4.32*
10.26*
-0.95
13.50*
12.48*
0.10
-3.99*
1.67
-1.24
1.81

6

7

4.82*
-5.29*-11.64*
7.32* 2.51*
6.36* 1.41
-4.26*-10.24*
-7.95*-15.07*
-2.88* -8.64*
-5.36*-11.38*
-2.45 -7.74*

8

9

10

15.16*
14.13* -1.18
1.07 -13.49*-12.48*
-3.24*-19.13*-18.13*
2.71*-11.75*-10.72*
-0.38 -14.67*-13.67*
2.74*-10.55* -9.57*

11

12

13

-4.16*
1.58 5.86*
-1.36 2.55 -2.89
1.73 5.52* 0.29

14

2.93*

-...J
1.0

."

Table 7
AUDIT COMMITTEE CHAIRPERSONS'
DIFFERENCES IN MEAN RANKINGS
USING KRUSKALL-WALLIS STATISTICS
FOR CONTRASTS OF THE 15 FACTORS
(*differences significant at the .05 level)

Factor 1

2

3

4

5

6

7

8

9

10

11

12

13

14

1

2
3
4
5
6
7
8
9
10
11
12
13
14
15

285.78*
315.40* 29.62
331.69* 45.91 16.29
247.05* 38.73 68.35 84.64
49.29 236.49*266.11*282.40*197.76*
171.81*457.59*487.21*503.50*418.86*221.10*
282.98* 2.80 32.42 48.71 35.93 233.69*454.79*
251.56*537.34*566.96*583.25*498.61*300.85* 79.75 534.54*
227.34*513.12*542.74*559.03*474.39*276.63* 55.53 510.32* 24.22
241.25* 44.53 74.15 90.44 5.80 191.96*413.06* 41.73 492.81*468.59*
404.27*118.49 88.87 72.58 157.22 354.98*576.08*121.29 655.83*631.61*163.02*
170.32*115.46 145.08 161.37* 76.73 121.03 342.13*112.66 421.88*397.66* 70.93 233.95*
310.16* 24.38 5.24 21.53 63.11 260.87*481.97* 27.18 561.72*537.50* 68.91 94.11 139.84
170.90*114.88 144.50 160.79* 76.15 121.61 342.71*112.08 422.46*398.24* 70.35 233.37* 0.58 139.26

~
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presented in Table 7 (non-parametric results) are partially consistent
with the parametric test results presented in Table 6.
The average values (mean or median) of several of the factors
appear to consistently vary from the average values of most of the
other factors.

These particular factors (1, 6, 7, 9, and 10) are those

factors rated by the audit committee chairpersons as having either
slight or moderate impact on audit quality.

None of the other factors

showed such consistent results in the two contrast tests.
Results of the multiple range tests (a posteriori contrast
tests) performed in conjunction with the oneway ANOVA appear to support
the results of the a priori contrasts presented in Tables 6 and 7.
Both the LSD and the Duncan procedures (SPSS, 1975, pp. 427-28) grouped
the four factors with the highest means together (factors 3, 4, 12, and

14).

The Student-Newman-Keuls (SNK) procedure (SPSS, 1975, p. 428)

allowed two more factors into this grouping (factors 2 and 8) and the
Scheffe procedure (SPSS, 1975, p. 428) could not distinguish (in terms
of pairs of groups significantly different at the .05 level of
significance) among the factors 2, 3, 4, 5, 8, 11, and 14, with factor

12 showing the most differences.

All of the multiple range procedures

were conducted at the .05 leve1 of significance except the LSD procedure which was conducted at the .01 level of significance.
An analysis of Table 5 indicates that 12 of the original 15
factors were perceived to have at least a moderate impact on audit
quality.

It is, perhaps, not surprising to discover that the factor

which appears to be most critical in judging audit quality is "the level
of partner and/or manager attention given to the audit" (mean response,
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4.58)~

a team-specific factor.

It is logical to assume that if the

partner and/or manager on an audit is attentive to the
quality attributes also will be present.

audit~

the other

For example, high levels of

partner attention are associated with better planning and conducting of
the audit team effort.

Although less partner attention does not

necessarily lead to poor planning and conduct of the

audit~

the audit

committee chairpersons apparently perceived this to be the case.
Partners and managers have a great deal of control over how the audit
is
the

conducted~
audit~

including, for example, control over who is assigned to

who is pl aced in charge of the audit at the audit staff

level and final approval responsibility for development of the audit
program.
Other factors perceived to have a strong impact on audit quality
(all having mean responses over 4.0) were factors 2, 3, 4,
14 (see Table 5).
(2,

3~ 4~ 11~

and

5~

8, 11 and

Five of these seven factors are team-specific factors
14)~

while only two of them are firm-specific factors

(5 and 8).
Two of the team-specific factors perceived to have a strong
impact on audit quality (lithe mix of skills and depth of experience of
the audit team" and lithe manner in which the audit team plans and
conducts its work") relate to the functioning and makeup of the audit
team.

The mix of skills and depth of experience of the audit team,

which is an audit team composition factor, should be well-matched to
the difficulty of the audit.

Thus, it is not surprising that the audit

committee chairpersons perceived this factor to have a strong impact on
audit qual ity.
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The manner in which the audit team plans and conducts its work
also was perceived by the audit committee chairpersons to have a strong
impact on audit quality.

One aspect of a quality audit is that it be

planned well and conducted in such a manner that a thorough and complete audit is performed in a timely fashion.

Thus, the audit committee

chairpersons recognized this factor's strong impact on audit quality.
The independence exhibited by audit team members is the third
of the team-specific factors perceived to have a strong impact on audit
quality.

However, this independence at the audit team level is

perceived to have a significantly stronger impact on audit quality than
the potential independence problems which could arise from, for example,
very large audit fees.

Obviously, the audit committee chairpersons

believed that independence relating to audit fees on a firm-wide basis
was not as critical as independence at the audit team level.

This is

understandable since even the loss of a large audit client would not
significantly affect the large national CPA firm, while, on the other
hand, the partner-in-charge of a large client audit which is lost might
not fair so well.

Thus, it appears to be critical to the perceived

quality of an audit that audit team members (including partners) exhibit a high degree of independence.
The responses to this questionnaire indicate that communication
is perceived to be associated with audit quality by the audit committee
chairpersons.

An interesting result is that the audit committee

chairpersons perceived communication between the external auditor and
management to have a slightly greater impact on audit quality than
communication between the external auditor and the audit committee.

The
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difference between the mean values of these two factors, however, was
not statistically significant.

This may indicate that the audit

committee chairpersons believed that more communication was associated
with a better quality audit, but is not by itself likely to cause a
high quality audit.
The two firm-specific factors which were identified as having a
strong impact on audit quality were: (1) the quality control procedures
of the audit firm and (2) the provisions made by the audit firm to keep
its auditors up-to-date on technical matters.

The quality control

procedures of the auditing firm falls into the same impact category as
the manner in which the audit team plans and conducts its work.

The

manner in which the audit team plans and conducts its work could be
viewed as a specific case of quality control procedures of an auditing
firm.

For example, one quality control procedure could be to assure

that the audit is properly planned and conducted.

If the auditing firm

institutes such quality control procedures, the proper planning and
conducting of the audit should follow.
An audit team which has not kept up-to-date on technical matters which could affect the auditee possibly would not perform a high
quality audit.

Thus, the audit committee chairpersons perceived the

factor relating to the provisions a firm makes to keep its auditors
up-to-date on technical matters as having a strong impact on audit
quality.
Two factors were perceived to have a moderate to strong impact
on audit quality.

The regulatory agency expertise and the overall

reputation of the audit firm both were perceived to have a moderate to
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strong impact on audit quality.

The audit committee chairpersons

apparently assumed that any of the large national CPA firms would have
at least a minimum of such expertise available.

Finally, most large,

national CPA firms have at least a good overall reputation. Thus,
although regulatory agency expertise and the overall reputation of the
CPA firm certainly were important to the audit committee chairpersons,
they were not as important as the audit-specific factors discussed
above.
Two factors were perceived to have a moderate impact on audit
quality: (1) audit team rotation and (2) the locations and sizes of
audit firm offices.

It is curious that audit team rotation would be

perceived to have only a moderate impact on audit quality, while the
independence exhibited by audit team members, which audit team rotation
should facilitate, was perceived to have a strong impact on audit
quality.

One possible explanation for this inconsistency is that audit

committee chairpersons possibly do not recognize that audit team
rotation is designed to enhance independence. Alternatively, the
appearance of independence may be more important to the audit committee
chairpersons.
It also seems curious that the locations and sizes of audit
firm offices would be perceived to only have a moderate impact on audit
quality.

It would seem that the quality of the audit would depend

largely upon whether the personnel were available and at the right
locations to perform the audit.

Apparently, this factor was not

perceived to affect audit quality strongly, however, it possibly would
affect the auditor selection decision.
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The three factors which audit committee chairpersons perceived
to have the least impact on audit quality were: (1) the litigation the
audit firm has been involved in (mean

respon~e,

2.5), (2) the

relative significance of the total professional fees paid to the audit
firm (mean response, 2.0) and (3) the recentness and outcome of peer
review (mean response, 2.2).
It is surprising that the amount of litigation the auditing
firm has been involved in (which could clearly be a good gauge of audit
quality) is perceived by the audit committee chairpersons to have only
a slight impact on audit quality.

However, one respondent indicated

that the type of litigation the firm had been involved in was of
importance before he could rate the impact that this factor would have
on audit quality.

For example, if the litigation involved audit fees

rather than the substance of the audit, it would not be an indication
of poor quality audits.

Thus, a possible explanation for the perceived

slight impact this factor has on audit quality hinges on the type of
litigation, rather than the mere fact the auditing firm has been
involved in litigation.

This indicates, unfortunately, a potential

case/design problem which should caution conclusions about the impact
of this factor on audit quality.
The relative significance of total professional fees paid to
the auditing firm also was perceived by the audit committee chairpersons to have slight

impac~

on audit quality.

The one other factor

relating to auditor independence ("independence exhibited by audit team
members") received a much higher rating (mean response, 4.3) indicating
that it had a strong impact on audit quality.

It is possible that the
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audit committee chairpersons are not concerned with the lack of
independence which stems from this factor.

Alternatively, they may

believe that the significance of total professional fees would never be
so great as to impair independence (in fact or in appearance) at the
firm-wide level.

Even a General Motors audit, for example, would not

be so significant as to impair the independence of a large national CPA
firm.

However, as mentioned before, the independence of the individual

audit team members (especially the audit partner) appears to be a much
more critical factor in assessing audit quality.
The last factor which was perceived to have "slight impact" on
audit quality was the recentness and outcome of the peer review.
Some of the audit committee chairpersons may not understand the scope
and depth of a peer review.

Audit committee chairpersons may not

realize that a peer review is essentially an lIaudit" of the auditing
firm's representations of their policies and procedures as contained in
their quality control document and that quality reviews are "••• an
integral element of the membership for the SEC practice firms and the
private companies practice firms sections of the AICPA's division for
firms" (Robertson, 1979, p. 368).

Thus, the recentness and outcome of

a peer review may be perceived to have little impact on audit quality
due to little awareness of what is involved in a peer review.
As mentioned before, very few factors were added to the existent list of factors which might have an impact on audit quality.
However, three respondents added a factor relating to the audit firm's/
audit team's familiarity or experience in the auditee's industry and/or
the same with the specific auditee.

Two of the respondents added a
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factor to the list relating to the caliber and experience of the audit
staff.

I believe the essence of these factors to have been captured in

factors 2, 4, 8, and 13 already present in the factor list.
Conclusions Regarding Audit Committee Chairperson Responses.

The fac-

tor list provided for the audit committee chairpersons consisted of
eight firm-specific factors and seven audit team-specific factors.
Factors 1, 2, 3, 4, 11, 12 and 14 were considered team-specific factors,
while factors 5, 6, 7, 8, 9, 10, 13 and 15 were considered firm-specific factors.

More than one-half of the 15 factors listed (eight) were

perceived to have at least a strong impact on audit-quality.

Of these

eight factor"s, six were team-specific and the other two were
firm-specific.
The two firm-specific factors perceived to have at least a
strong impact on audit quality were: (1) provisions to keep the auditors up-to-date on technical matters and (2) quality control procedures
of the audit firm.

The six team-specific factors perceived to have at

least a strong impact on audit quality were: (1) the mix of skills and
depth of experience of the audit team members, (2) the communication
between the audit team and management, (3) the proper planning and
conducting of the audit team work, (4) the communication between the
audit team and the audit committee, (5) the level of partner and/or
manager attention given to the audit and (6) the independence exhibited
by the audit team members.
Although there were approximately the same number of
team-specific (seven) and firm-specific (eight) factors listed, the
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audit committee chairpersons perceived more of the team-specific
factors than the firm-specific factors to have at least a strong impact
on audit quality.

An important finding of this study is, thus, that

team-specific factors were perceived to have a greater impact on audit
quality than firm-specific factors.

Ironically, team-specific factors

are harder to determine on an ex ante basis than firm-specific factors.
Although the level of partner and/or manager attention given to
the audit was perceived to have the strongest impact on audit-quality,
its mean ranking was not statistically different from several of the
other highly ranked factors.

Hence, no single factor can determine the

perc€ived quality of auditing services provided by an auditing firm.
Audit Partners' Responses
Descriptive Data.

The rate of response from the audit partners was 83

percent (40 out of 48 audit partners surveyed).

This response rate is

quite high due to the personal telephone contact I established with an
audit partner from each of the offices of the "Big 8" CPA firms located
in Houston t Texas.
Analysis of Audit Partners' Responses.

The audit partners surveyed in

this phase of the study were provided the same audit-quality
questionnaire as the audit committee chairpersons.

They were t however,

asked to respond to the questionnaire as they believed audit committee
chairpersons would respond.

This approach was taken to determine

whether audit partners could predict those factors which audit committee chairpersons perceive to impact on audit quality.

Since audit
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committees are in the position of selecting/evaluating auditing firms,
it is important for audit partners to know what factors audit committees consider in this process.
The average responses of the audit partners and their
audit-quality correlates are presented in Table 8.

None of the audit

partners indicated that the questionnaire was difficult to complete and
very few added factors to the list.

Of the 15 factors listed, the

audit partners perceived that audit committee chairpersons would believe ten of the factors to have at least a moderate impact on audit
quality.

Recall that the audit committee chairpersons perceived 12

factors to have at least a moderate impact on audit quality.
The same parametric and nonparametric statistical tests were
used to analyze the audit partners' responses as were used to analyze
the audit committee chairpersons' responses.

Both the oneway ANOVA and

the K-W oneway analysis of variance indicate that there were significant differences in the average values of the judgments made by the
audit partners regarding the 15 factors.

The F-statistic was 31.44

with 14 degrees of freedom between groups and 585 degrees of freedom
within groups. This F-statistic is significant at the .01 level of
significance.

The Chi-square statistic (corrected for ties) for the

K-W test was 253.81, which also is significant at the .01 level of
significance.
As with the results of the oneway ANOVA for the audit committee
chairpersons, the results of the oneway ANOVA for the audit partners
must be read with caution since the Cochran's C and Bartletts-Box F
tests for homogeneity of variance indicate heterogeneity.

Hence, one

Table 8

",

AUDIT PARTNERS'
RESPONSES AND THEIR AUDIT QUALITY CORRELATES
Audit Factors
1.
2.
3.
4.
5.

6.
7.

8.
9.
100

11..
12.

13.
14.
15.

Audit team rotation
Mix of skills and depth of experience
of audit team
Communication between audit team
and management
Planning and conducting of audit
team work
Quality control procedures of the
audit firm
Locations and sizes of audit firm offices
Litigation the audit firm has been involved
in
Provisions to keep the auditors up-to-date
on technical matters
The relative significance of total
professional fees paid to the audit firm
The recentness and outcome of peer review
Communication between the audit team and
the audit committee
The level of partner/manager attention
given to the audit
Regulatory agency expertise of the audit
firm
The independence exhibited by the audit
team members
The overall reputation of the audit firm

Averages

Audit Quality Correlates

2.4

Slight Impact

4.3

Strong Impact

4.4

Strong Impact

4.3

Strong Impact

3.3
3.1

Moderate Impact
Moderate Impact

2.3

Slight Impact

3.4

Moderate Impact

1.9
2.2

None to Slight Impact
Slight Impact

3.5

Moderate to Strong Impact

4.5

Strong to Very Strong Impact
Moderate to Strong Impact

3.6
"

3.4
2.9

Moderate Impact
Slight to Moderate Impact
1.0
I-'
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of the underlying assumptions of the oneway ANOVA was violated and I
used separate variance estimates to compute the t-statistics for the
105 value contrasts (see Table 9).

According to Table 9, the means of

all of the factors when contrasted with each of the means of the other
factors differed significantly from at least seven of the other 14
factors.

Factors 1 and 9 differed significantly from 12 of the other

14 factors.

Factors 2, 3, 4, and 10 followed closely behind by

differing significantly from eleven of the other 14 factors.
Contrasts also were calculated using the non-parametric K-W
tests (see Gibbons, 1976, p. 182).

Table 10 presents the differences

in the median values with an 11*" indicating those factors which showed
a significant difference in median values.

The non-parametric test

results appear to be generally consistent with the parametric test
results presented in Table 9.
The audit partners did believe that the audit committee
chairpersons would perceive one factor (i.e., the relative significance
of total professional fees paid to the auditing firm) to have "no impact to slight impact" on audit quality, which the audit committee
chairpersons did not perceive so.

However, the audit partners assessed

correctly which factor the audit committee chairpersons would perceive
to have the strongest impact on audit quality.

That factor is the

level of partner and/or manager attention given to the audit (mean
response of audit partners, 4.5).
Other factors which the audit partners believed audit committee
chairpersons would perceive to have a strong impact on audit quality
were: (1) the mix of skills and depth of experience of the audit team

Table 9

,,'

AUD IT PARTNERS I
T-STATISTICS
USING SEPARATE VARIANCE ESTIMATES
FOR CONTRASTS OF THE 15 FACTORS
(*differences significant at the .01 level)

Factor 1

2

3

4

-0.66
-0.14
4.72*
6.65*
9.17*
4.21*
14.95*
10.92*
3.31*
-1.65
3.79*
4.09*
6.25*

0.45
5.37*
7.56*
9.96*
4.88*
16.51*
11.92*
3.87*
-1.06
4.56*
4.71*
6.90*

4.57*
6.29*
8.79*
4.07*
13.75*
10.32*
3.26*
-1.33
3.63*
3.97*

5

6

7

8

9

10

11

12

13

14

1

2-10.64*
3-11.73*
4 -9.99*
5 -4.06*
6 -3.65*
7 0.22
8 -4.91*
9 2.73*
10 0.83
11 -4.86*
12-12.52*
13 -6.34*
14 -4.56*
15 -2.19

6.04~'

0.88
3.81*
-0.61
6.68*
4.64*
-0.94
-6.08*
-1.44
-0.49
1.52

-3.36*
-1.61 -4.53*
6.72* 2.07
4.29* 0.52
-1.87 -4.56*
-8.38*-10.63*
-2.67* -5.67*
-1.41 -4.26*
0.84 -2.16

7.72*
5.47* -1.67
-0.39 -7.35* -5.39*
-5.62*-17.35*-12.66*
-0.81 -9.71* -6.86*
0.10 -7.18* -5.12*
2.15 -4.54* -2.82*

-4.53*
-0.31 5.41*
0.47 5.41*
2.36 7.56*

0.88
3.05* 1.98

1.0
W

Table 10
AUDIT PARTNERS I

,r

DIFFERENCES IN MEAN RANKINGS
USING KRUSKALL-WALLIS STATISTICS
FOR CONTRASTS OF THE 15 FACTORS
(*differences significant at the .05 level)
Factor 1

2

3

4

5

6

7

8

9

10

11

12

13

14

1

2
3
4
5
6
7
8
9
10
11
12
13
14
15

262.52*
276.98* 14.46
266.16* 3.64 14.46
123.59*138.93*153.39*142.56*
95.28 167.24*181.70*170.88* 28.31
0.74 261.78*276.24*265.42*122.85* 94.54
144.41*118.11*132.57*121.75* 20.82 49.13 143.67*
58.11 320.85*335.31*324.49*181.92*153.61* 59.07 202.74*
17.36 279.88*294.34*283.52*140.95*112.64 18.10 161.77* 40.97
158.71*103.81 118.27*107.45 35.12 63.43 157.97* 14.30 217.04*176.07*
298.28* 35.76 21.30 32.12 174.69*203.00*297.54*153.87*356.61*315.64*139.56*
167.62* 94.90 109.36 98.54 44.03 72.34 166.88* 23.21 225.95*184.98* 8.91 130.66*
141.95*120.57*135.03*124.21* 18.36 46.67 141.21* 2.46 200.28*159.31* 16.76 156.33* 25.67
74.30 188.22*202.68*191.86* 49.29 20.98 73.56 70.11 132.63* 91.66 84.41 223.98 93.32 67.65

It)
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(mean response, 4.3), (2) the communication between the audit team and
management (mean response, 4.4), and (3) the planning and conducting of
the audit team work (mean response, 4.3).

Audit partners apparently

believed that audit committee

would recognize such factors

chairpe~sons

as necessary to the obtainment of a high quality audit.
Although the audit partners believed that the audit committee
chairpersons would perceive the communication between the audit team
and management to have a strong impact on audit quality, they did not
judge the communication between the audit team and the audit committee
to be as important to audit committee chairpersons.

The differences in

the mean responses of the audit partners for these two factors was
statistically significant at the .01 level (see Table 9, factors 3 and
11).

It appears that the audit partners believed that

th~

audit

committee chairpersons would perceive communication between the audit
team and management to be more important than communication between the
audit team and the audit committee.
The audit partners believed five factors would be perceived by
the audit committee chairpersons to have "moderate impact"

O!1

audit

qual ity and one factor to have "moderate to strong impact ll on audit
quality.

The five factors they believed would be perceived to have

moderate impact on audit quality were factors 5, 6, 8, 11, and 12.
The one factor that they believed would be perceived to have moderate
to strong impact on audit quality was factor 13.
These judgments that the factors would be perceived by audit
committee chairpersons to have only a moderate impact on audit quality
may be due to the fact that the audit partners believed that audit
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committee chairpersons may have little ability to determine if the
auditing firm possesses the factor or follows the specific practice
described.

Factors 5, 8 and 12 may not be as readily determinable as,

say, factors 6 and 11.

To determine what practices the auditing firm

follows in relation to factors 5 and 8, the audit committee chairperson
must rely on the representations made by the auditing firm.

The level

of independence of the audit team members may be determined somewhat
more directly through discussions with management if the auditing firm
is the current auditor, but the audit committee chairperson must still
rely on inference if the auditing firm is not the

cu~rent

auditor.

The communication between the audit team and the audit
committee, on the other hand, can be more objectively determined.

It

appears that audit partners believe that audit comnittee chairpersons
perceive communication between the audit committee and the audit team
to have only moderate impact on audit quality.

Apparently, the audit

partners surveyed believed that audit committee chairpersons would
perceive communication with management to have a much stronger impact
on audit quality than communication with the audit committee.
The locations and sizes of the auditing firm offices, which also can be objectively determined, were believed to be perceived by
audit committee chairpersons to have a moderate impact on audit
quality.

It appears that audit partners do not believe that audit

committee chairpersons would consider this factor strongly in assessing
audit quality.
The regulatory agency expertise of the auditing firm was
believed by the audit partners to be perceived by audit committee
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chairpersons to have moderate to strong impact on audit quality.

Audit

partners apparently do not believe audit committee chairpersons would
be concerned with regulatory agency expertise when assessing audit
quality.
Those factors the audit partners believed to be perceived by
audit committee chairpersons to have slight impact on audit quality
include factors 1, 7, and 10. One other factor, factor 15, was believed by the audit partners to be perceived by audit committee
chairpersons to have slight to moderate impact on audit quality.
It is possible that audit partners believed that the audit
committee chairpersons would not perceive these factors to have a direct impact on the quality of auditing services.

The quality of

auditing services possibly do not depend upon these factors.

For

example, a good quality audit can be provided without the implementation of audit team rotation.

Litigation, depending on the type, also

might have little effect on the quality of auditing services. The
overall reputation of the firm, while it might have an impact on audit
quality, possibly would not be considered by audit committee
chairpersons to be a cause of audit quality.

The recentness and out-

come of a peer review would be an indicator of the quality of auditing
services, however, it, in and of itself, possibly would not be percei ved to cause audit quality.
Conclusions Regarding Audit Partners' Responses.

The audit partner

respondents believed only four factors would be perceived to have at
least a strong impact on audit quality by the audit committee
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chairpersons: (1) the level of partner and/or manager attention given
to the audit, (2) the communi cat i on between the audit team and
management, (3) the proper planning and conducting of the audit team
work, and (4) the mix of skills and depth of experience of audit team
members.

Each of these four factors is a team-specific factor.
The audit partner respondents did not judge any of the

firm-specific factors to have at least a strong impact on
audit quality.

This possibly would be a surprising resuit if the audit

partners had responded to the questionnaires as themselves (recall,
they responded as they believed audit committee chairpersons would
respond).

However, since the audit partners responded to the ques-

tionnaires as they believed audit committee chairpersons would, this
result indicates the audit partners believe that audit committee
chairpersons do not distinguish among large national CPA firms on the
basis of firm-wide policies.

Rather the audit partners believe it is

the audit team or team-specific factors that audit committee chairpersons consider to distinguish among the CPA firms regarding audit
quality.

However, team-specific factors are the hardest to determine

on an ex ante basis.
As discussed previously, team-specific factors appear to have
a more direct impact on audit quality than do firm-specific factors.
Thus, it is not surprising that the audit partners rated more
team-specific factors to have a stronger impact on audit quality than
firm-specific factors.
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Audit Partners I Responses versus Audit Committee Chairpersons I Responses
The major purpose of including the audit partners in this phase
of the study was to permit an evaluation of how well audit partners
know what factors audit committee chairpersons perceive to impact on
audit quality.

Audit partners and audit committees must work together

to ensure that a quality audit is provided.

Thus, an analysis of their

similarities or differences in opinion provides useful information to
both groups on how to ensure a quality audit.
Hotelling's T2 test (Tatsuoka, 1971, p. 81; BMDP, 1979, pp.
776-77) was conducted to obtain an overall F-statistic indicating the
differences in the means (for all 15 factors) between the two groups.
One drawback of using Hotelling's T2 test (or any test for overall
differences) is that any complete set of responses (one respondent, 15
factors rated) which has a missing value or values (the respondent did
not rate one.or more of the factors) for any of the variables (factors)
is not considered in the analysis.

For example, if a respondent did

not rate one factor, none of his responses would be used in the analysis of mean differences.

Of the 81 audit committee chairperson

respondents, only 68 were considered in the overall analysis of the
differences in the mean responses of the two groups because 13 of the
audit committee chairpersons did not rate one or more of the factors
listed.

All of the audit partners surveyed did rate all of the factors

listed, therefore, all of their responses were considered in the overall analysis.
The F-statistic derived from Hotelling's T2 test was 5.13,
with 15 and 91 degrees of freedom, which was significant at the .01
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level of significance.

This indicates that there were significant

differences ;n the opinions of these two groups regarding at least one
of these audit quality factors.

Hotelling's T2 test also provided

information regarding the individual factors on which these two groups
differed significantly.

Those factors for which the test showed a

significant difference are: (1) audit team rotation (factor 1), (2) the
quality control procedures of the audit firm (factor 5), (3) the
provisions made by the audit firm to keep its auditors up-to-date on
technical matters (factor 8), (4) the independence exhibited by audit
team members (factor 14), and (5) the overall reputation of the audit
firm (factor 15).
In addition to the use of Hotelling's T2 test, oneway ANOVA
tests and K-W tests were conducted to compare the responses of the two
groups regarding each of the 15 factors.

These tests were conducted to

determine the differences between the two groups regarding each of the
15 factors using all of the responses for each factor.
The results of the oneway ANOVA test (SPSS, 1975, p. 422)
comparisons are presented in Table 11.

The oneway ANOVA test results

for factors 1, 5, 8, 14, and 15 confirm the results of Hotelling's T2
test.

However, the Hotelling's T2 test did not show a significant

difference for factor 11 (the communication between the audit team and
the audit committee) as did the oneway ANOVA test.

This is possibly

due to the elimination of 13 of the audit committee chairpersons'
responses in conducting Hotelling's T2 test, which obviously altered the
mean significantly for factor 11.
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Table 11
ONEWAY ANOVA
COMPARISON OF AUDIT PARTNERS' RESPONSES
WITH AUDIT COMMITTEE CHAIRPERSONS' RESPONSE
(*differences significant at the .01 level)

Factor

Mean Response
Partners

Mean Response
Chair~ersons

F-Ratio

F-Probabilitl

1

2.4

3.2

21.56

0.00*

2

4.3

4.2

0.16

0.69

3

4.4

4.3

0.22

0.64

4

4.3

4.4

0.25

0.62

5

3.3

4.1

18.31

0.00*

6

3.1

3.4

1.62

0.21

7

2.3

2.5

0.56

0.45

8

3.4

4.2

21.29

0.00*

9

1.9

2.0

1.16

0.28

10

2.2

2.2

0.09

0.77

11

3.5

4.1

7.78

0.01*

12

4.5

4.6

0.17

0.68

13

3.6

3.9

2.00

0.16

14

3.4

4.3

20.37

0.00*

15

2.9

3.8

17.66

0.00*
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The results of the K-W oneway analysis of variance (NPAR, SPSS,
1977, pp. 40-42) tests are presented in Table 12. The K-W test also
confirms Hotelling's T2 test results that there were significant
differenc~s

15.

between these two groups regarding factors 1, 4, 8, 14, and

Thus, both of the additional tests performed (the oneway ANOVA and

the K-W tests) support the conclusion that there were significant
differences in the judgments of audit partners versus the judgments of
audit committee chairpersons regarding the above-mentioned five factors.
In each of the comparisons of the judgments of these two groups
regarding these five factors the average response of the audit partners
was consistently lower than the average response of the audit committee
chairpersons.

The audit partner respondents apparently believed that

the audit committee chairpersons would perceive that each of these
factors would have less impact on audit quality than the audit committee chairpersons actually did.

As a matter of fact, there were only

two of the 15 factors (( 1) the mi x of sk i 11 s and depth of experi ence of
the audit team and (2) the communication between the audit team and
management) of which the audit partners judged the factor to have more
impact on perceived audit quality than did the audit committee
chairpersons.
Although the audit partners perceived these five factors to
have less impact on audit quality than did the audit committee
chairpersons, the differences in the mean responses of these two groups
regarding these five factors might not be material.

One possible

explanation is that the audit partner respondents actually did perceive
these factors to have less impact on audit quality than did the audit
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Tab le 12

KRUSKALL-WALLIS ANALYSIS
COMPARISON OF AUDIT PARTNERS' RESPONSES
WITH AUDIT COMMITTEE CHAIRPERSONS' RESPONSES
(*differences significant at the .01 level)

Factor

Chi-Square
(Corrected for Ties)

S; gnifi cance

1

19.66

0.00*

2

0.03

0.87

3

0.03

0.86

4

0.00

0.96

5

14.48

0.00*

6

1.80

0.18

7

0.87

0.35

8

15.89

0.00*

9

0.47

0.50

10

0.16

0.69

11

5.39

0.02

12

0.17

0.68

13

1.99

0.16

14

17.11

0.00*

15

14.22

0.00*
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committee chairpersons.
factors and

thus~

Two of these five factors are firm-specific

have an indirect impact on audit quality.

partners may have considered this in their jUdgments.

The audit

The overall

reputation of the auditing firm and the provisions made to keep its
auditors up-to-date on technical matters both have an indirect impact
on the quality of auditing services provided because they are
firm-specific factors.

For example, whether the auditing firm makes

provisions to keep its auditors up-to-date on technical matters does not
ensure that they are up-to-date on technical matters.

On the other

hand, the auditors might be up-to-date on technical matters even though
there is no firm-wide policy to aid the auditors.
Audit team rotation, the manner in which the audit team plans
and conducts its

work~

and the independence exhibited by the audit team

members all are team-specific factors and thus, have a more direct
impact on audit quality.

Even though these factors have a direct im-

pact on audit quality. the audit partner respondents consistently rated
them as having less perceived impact on audit quality than did the audit
committee chairpersons.

This is possibly because the audit partners

realize the difficulty of assessing the impact of these factors on an
ex ante basis.
Another possible explanation for the significant differences in
the mean ratings of these five factors is that audit partners believed
that audit committee chairpersons would judge these factors as less
important than the audit committee chairpersons actually did.

In other

words, in responding to the survey as they were requested to do, they
underestimated the responses of the audit committee chairpersons
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concerning these five factors.

The audit partners' responses did not

significantly differ from the audit committee chairpersons' on ten of
the 15 factors; thus, one can conclude they were good judges of the
audit committee chairpersons' responses.
Development of Phase II Audit-Quality Scenarios
Based upon the data analysis presented above, audit-quality
scenarios were developed for the second phase of the study using those
factors perceived by audit committee chairpersons to have the greatest
impact on audit quality.

Those factors perceived to have slight impact

on audit quality (factors 7, 9 and 10) were not considered further.
The four factors (factors 1, 6, 13 and 15) which showed moderate impact
(1 and 6) or moderate to strong impact (13 and 15) on audit quality
were used in the second phase of the study to describe the general
characteristics of the auditing firms described in the scenarios.

The

audit committee chairpersons/members in the second phase were asked to
assume the auditing firms possessed favorable quantities of these four
factors.

Seven of the factors perceived to have strong to very strong

impact on audit quality (factors 2, 3, 4, 8, 11, 12, and 14) were chosen to be varied in the audit-quality scenarios in the second phase.
Another factor, the quality control procedures of the audit firm, also
was perceived to have a strong impact on audit quality.

Since factor 4

(the manner in which the audit team plans and conducts its work) is a
specific example of the quality control procedures of the audit firm,
decided not to include the latter in the scenarios.
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Concluding Remarks
Audit committee chairpersons perceived eight of the 15 factors
to have at least a strong impact on audit quality.
factors, only two were firm-specific factors.

Of these eight

This result indicates

that team-specific factors are perceived by audit committee chairpersons to have a stronger impact on audit quality than firm-specific
factors.
One team-specific factor, the level of partner and/or manager
attention given to the audit, was perceived by the audit committee
chairpersons to have the strongest influence on audit quality.

This

particular factor relates directly to the composition of the audit team
and its influence on the quality of auditing services.

Based on this

result and the fact that team-specific factors were perceived to have
more influence on the quality of auditing services, I conclude that
audit committee chairpersons perceive the "who" aspects of the audit to
be more important than the "what II aspects.
Audit partners also considered the "who" aspects of the audit
to be more important to audit committee chairpersons than the "what
aspects in assessing audit quality.

II

The four factors the audit part-

ners believed would be perceived by the audit committee chairpersons to
have at least a strong impact on audit quality were team-specific
factors.

Thus, it appears that the audit partners believed that audit

committee chairpersons would consider audit team aspects to be more
important than audit firm aspects.
Quite consistently, the audit partners believed most of the
factors would have a lower perceived impact on audit quality than they
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did.

It appears that the audit partners underrated the impact audit

committee chairpersons would perceive these factors to have on audit
quality.
The audit partners were, on the whole, fairly good judges of
the audit committee chairpersons' perceptions of audit quality.

Their

responses were not significantly different from those of the audit
committee chairpersons on ten of the 15 factors.

For the five factors

for which there was a significant difference, the two groups may not
attach the same descriptors.
In conclusion, team-specific factors, especially audit team
composition factors, appear to have the greatest perceived impact on
audit quality.

This result is somewhat curious since many team-

specific factors' would be difficult to determine on an ex ante basis.
Thus, it would be difficult to use these factors in the auditor
selection process.

They could be utilized, however, in the evaluation

of the current auditor.

CHAPTER V
DATA ANALYSIS - PHASE II
The results of the second phase of this study are presented in
this chapter.

First, a discussion of the responses to the descriptive

questions is presented.

Second, the models of audit quality judges

(decision makers) studied in this phase are presented and discussed.
Third, the relative importance of the factors in determining audit
quality as specified by the judges is presented.

Fourth, the expertness

of the audit-quality judges is analyzed and finally, a discussion of the
clustering of the decision makers into decision-making groups is
presented.
Descriptive Data
In Phase II of this study audit committee chairpersons/members 6
were asked to respond to 32 audit-quality scenarios.

Because of the

length of the second questionnaire (seven pages), the response rate was
lower than to Phase I.

Although 36 responses out of the 250

questionnaires mailed were received, only 31 responses (12.4 percent)
were usable.

Many potential respondents, however, did not have the

opportunity to respond because many CEOs did not forward the research
6. Due to the length of the questionnaire, many CEOs did not
forward the research materials. It was then necessary to obtain the
names of audit committee chairpersons or members from the most recent
proxy statements. Many of these did not identify the audit committee
chairpersons, so it was necessary to mail the research materials to one
member of each audit committee.
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materials to the chairperson of their audit committee.

Although the

response rate to the second phase is lower than that of the first phase
of this study, it is still not significantly lower than the response
rates of other studies in this area, which range from 12.5 percent
(Grinaker et al., 1978) to 46 percent (Mautz & Neumann, 1977).
In addition to responding to the audit-quality scenarios, the
audit committee chairpersons/members were asked to provide the same
descriptive information as the Phase I audit committee chairpersons
regarding the operating characteristics of the audit committees on
which they serve.

A summary of the responses to these questions is pre-

sented in Table 13.
As is indicated by the mean responses to the first two
questions, all of the respondents to the second phase also have had
considerable experience with the operations of corporate audit
committees.

The mean number of years experience on the current audit

committee is over five years, while, the mean number of years experience on other audit committees is ov,er four years.
The results of the t-test conducted to determine if there were
any significant differences in the response of the Phase II respondents
versus the Phase I respondents regarding these two questions indicate
that there were no significant differences in their mean responses.
Thus, it can be concluded that these two groups are similar in the
amount of audit committee experience they possess.
The average number of meetings per year reported by the Phase
II respondents was approximately four.

This mean response was not

significantly different from the mean response of the Phase I subjects.
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Table 13
PHASE II
DEMOGRAPHIC INFORMATION
REQUESTED
Question Asked

Mean
Response

Range of Number of
Responses Responses

1.

How long have you served on this
audit committee?

5.1 years 1-10 years

31

2.

How long have you served on other
audit committees?
4.9 years 0-20 years

28

3.

How often does this audit committee
mt::et per year?
3.7 /year

2-6/year

31

4.

How often does the external auditor
attend audit committee meetings? 3.3/year

2-5.5/year

31

Most Frequent Percentage
of Responses
Response
5.

6.

Are you an officer of the company
for which you serve as an audit
committee member?
Does the external auditor communicate
openly and directly with the audit
committee?

No

90% (27 of 30)

Yes

100% (31 of 3J.)
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Thus, both groups of respondents attend approximately the same number
of meetings per year.
The mean response of the Phase II respondents regarding external auditor attendance at audit committee meetings also was almost all
of the meetings (at least 75 percent of the meetings).

There was not a

significant difference in the mean responses of the Phase II versus the
Phase I respondents regarding this aspect of audit committee
operations.

The respondents to Phase II also indicated that they had

open and direct lines of communication with the external auditor.
The majority (90 percent) of the respondents to Phase II
indicated that they were not officers of the corporation on whose audit
committe they serve.

This response is consistent with and not

significantly different from the responses of the Phase I respondents.
Thus, it appears that most current operating audit committees are
independent as required by the 1978 SEC ruling.
In summary, the two groups of audit committee respondents did
not differ significantly in their responses to any of the demographic
questions asked. Thus, I conclude that the two groups were similar in
their corporate audit committee experience and were representative of
corporate audit committee members.
Models of Audit-Quality Judges
As described in Chapter III, two models (the full model, assuming two-way interactions and a reduced model, assuming no interactions)
were developed to analyze the responses to this audit-quality questionnaire.

To test whether two-way interactions were significant, the
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following null hypothesis was posited:
H1: There are no significant two-way interactions.
To test this hypothesis the full model and the reduced model were
compared using the F-statistic (Ward &Jennings, 1973, p. 293):
F

=

(gr-gf)/dfl
qf/df2

where:
qf = Error sum of squares (ESS) in the full model
qr

ESS in the reduced model

dfl = number of restrictions (dfl=21)
df2 = N - P = 960
The F-statistic per the above computation is 1.85, which is not
significant at the .01 level of significance.
the two-way interactions are insignificant.

Hence, it appears that
Based upon the above, I

used the seven-variable model portrayed below to analyze the results of
Phase II of the study:

where:

= the intercept
bi = the rel at ive wei ght of th ith variable
Xi = 0, when the response to the factor question is Inol
ao

1, when the response to the factor question is Iyes l
e

= the error term
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The factor questions are as follows:
Factor Question 1: Will the audit team have the mix of skills
and depth of experience to meet the company's
requirements?
Factor Question 2: Will the audit team plan and conduct its
work in a well-organized and efficient
manner?
Factor Question 3: Will a sufficient level of partner and
manager attention be given to the audit?
Factor Question 4: Will the audit team be up-to-date on
technical matters?
Factor Question 5: Will the audit team exhibit a high degree of
independence from management?
Factor Question 6: Will the audit team communicate adequately
with management?
Factor Question 7: Will the audit team communicate adequately
with the audit committee?
The statistics for the seven-variable model are given in Table
14 and are discussed in the next section of this chapter.
Relative Importance of Factors in Determining Audit Quality
Before analyzing the statistics for the seven-variable model
and the importance of each factor in the model, I examined each individual respondent's cognitive model to identify the factors which appeared most frequently as the most important factor in each regression
equation.

The most important factor is defined as that factor which

contributed the most to the R2 of each individual's cognitive model.
The histogram developed from this analysis is shown in Figure 2. As is
exhibited by Figure 2, factor 1 (the mix of skills and depth of
experience to meet the company's requirements) and factor 3 {the
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Table 14
REGRESSION DATA FOR THE
SEVEN-VARIABLE MODEL
Statistics for the Seven-Variable Model
Squared Multiple Correlation
Multiple Correlation
Adjusted Squared Multiple Correlation
Residual Mean Square
Standard Error of Estimate
F-Statistic
Numerator Degrees of Freedom
Denominator Degrees of Freedom
Significance

Variable Name

0.45516
0.67465
0.45127
0.52970
0.72781
117.07
7

981

o

Regression Standard
Two-Tail
TError Statistic Significance
Coefficient

Mix of skills and depth
of experience of audit
team

0.69099

0.04633

14.91

0

Proper planning and
conducting of audit
team work

0.44505

0.04636

9.60

0

The level of partner and
manager attention

0.59972

0.04634

12.94

0

Whether the audit team
is up-to-date

0.42386

0.04632

9.15

0

The degree of independence
exhibited by audit team

0.41592

0.04635

8.97

0

The adequatp. communication
of the audit team with
management

0.38258

0.04635

8.26

0

The adequate communication
of the audit team with the
audit committee

0.40016

0.04632

8.64

0

Figure 2
FREQUENCY RANKING OF
MOST IMPORTANT FACTOR

",

Frequency
8

7
6

5
4
3
2
1

Factor

1

2

3

4

5

6

7

<.n

:.\
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sufficient level of partner and manager attention given to the audit)
appear almost twice as often as any of the other factors as the most
important factor in determining audit quality.

Additional analysis of

which factors appeared most often as the second most important factor
indicates that factor 1 was chosen most often as the second most
important variable for those who did not believe it was the most
important variable.

These two factors relate primarily to the

composition of the audit team from the highest personnel level (partner
and manager) down to the audit team member level (staff and
supervisors).

Factor 1 encompasses the level of skill and amount of

experience of all of the audit team members, while factor 3 encompasses
the amount of time and effort the partner and manager will devote to
the audit.
composition.

Thus, both factors are important determinants of audit team
The majority of the audit committee respondents chose

these two factors as the most important and second most important
factors in assessing audit quality.

Apparently, many of the audit

committee ,respondents believed that the composition of the audit team
is extremely important in determining audit quality.
The next highest frequency ranking of the factors as most
important were four (factors 2 and 6) and three (factors 5 and 7).
These four factors relate specifically to the operations of the audit.
Two of the factors (factors 6 and 7) relate to the level of
communication of the audit team with the management and audit committee
of the auditee.

Factors 2 and 5 re1ate more specifically to how the

audit is conducted.

Factor 2 encompasses the organization and

efficiency of the operations of the audit.

On the other hand, factor 5
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relates to the independence exhibited by the audit team members in
conducting the audit.

Thus, certain aspects of the manner in which the

audit is conducted and the level of communication between the audit
team and the relevant auditee parties appear to be the most important
factors to the majority of those audit committee respondents who did
not rank audit team composition factors as the most important.
Only one respondent ranked factor 4, whether the audit team is
up-to-date on technical matters, as the most important factor.

Although

this factor would appear to be important in assessing audit quality, it
is apparent that the majority of the audit committee respondents did
not believe it was the most important factor.

This factor, although it

does affect the quality of auditing services, is not perceived to impact as directly on audit quality as the other six factors discussed
above.

It relates more to the specific knowledge the audit team mem-

bers possess regarding technical matters.
The statistics regarding the average regression equation of all
31 respondents support the conclusion that the composition of the audit
team (represented by factors 1 and 3) was perceived to have a strong
influence on audit quality.

These two factors had the highest

regression weights and the most significant t-statistics.

The ranking

of the factors based on their regression weights is: 1, 3, 2, 4, 5, 7,
and 6.
A review of the regression coefficients and t-statistics in
Table 14 suggests that all of the variables add significant descriptive
benefit to the regression equation.

All of the variables have high

t-statistics, which indicates a high degree of descriptive benefit.

An
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IIAll Possible Subsets" regression program (BMDP, 1979, pp. 418-36) was
used to identify the 'best' subset of predictor variables given the
seven variables described earlier.

Based on this analysis, the

seven-variable model is the 'best' model of the decision-makers.
The squared multiple correlation (R2) of 0.46 indicates that
these seven variables explain slightly less than half of the variation
in the audit-quality judgments.

However, this R2 was significant at

the less than .01 significance level, which indicates that these seven
variables describe a significant portion of the variation in
audit-quality judgments.
Expert Judgment (j-i Audit Committee Resrondents
As discussed in Chapter IV, I used a test of consensus among
the audit committee respondents regarding their audit-quality assessments to determine whether they possessed this necessary condition of
expert judgment. To test for consensus, the following hypothesis was
posited:
H2:

There is no d~sagreement among the audit committee
respondents regarding audit-quality judgments.

To test this hypothesis the following F-statistic was used (Ward &
Jennings, 1973, p. 293):
F=

{gr - gf)/dfl
qf/df2

where:
qf

= Error sum of squares (ESS) within groups

qr

~

Total ESS
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df1 = Pi (df1=248)
df2 = N - Pi = 741
The F-statistic per the above computation is 1.77, which is
significant

~

the less than .01 significance level.

Thus, I can re-

ject the null hypothesis and conclude that there is a significant
difference among the audit committee respondents regarding auditquality jUdgments.

That is, the audit committee respondents apparently

do not agree on the relative importance of the determinants of audit
quality.
The above result does not necessarily imply that the audit
committee respondents are performing their tasks inadequately.

Recall,

several prior studies (Mautz & Neumann, 1970a, 1970b, and 1977;
Robertson & Deakin, 1977; The Conference Board, 1979) have indicated
that a general business background is the only requirement for audit
committee membership and that audit committee members have available
to them sufficient expertise to make the decisions necessary to perform
their duties as audit committee members.

Thus, one might conclude that

it is not expected that corporate audit committee members possess
intrinsically the necessary expertise to make audit-quality judgments.
However, it would be beneficial to know how the audit committee
respondents disagree (i.e., on which factors do the various decision
makers rely in making audit-quality judgments).

The next section

~f

this chapter describes the sequential clustering of the audit comnittee
respondents into various decision-making groups.

From this analysis I

can identify the different cognitive models used and possibly determine
why there exists different cognitive models.
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Clustering of Audit Committee Respondents
Given the above analysis, I have concluded that the audit
committee respondents do not agree on audit-quality judgments.

Al-

though the audit committee respondents as a whole do not reach consensus on audit-quality judgments, there may be various subgroups of
decision makers who do agree on judgments regarding audit quality.
As discussed in Chapter III, I used the JAN technique (Christal,
1963; Wright, 1977) to cluster the decision makers based on their
cognitive models represented by their individual regression equations.
This analysis facilitates identification of the various types of
decision-making models.

It also allows analysis of whether the size of

the company or its industry classification has any bearing on the
differences in the cognitive models.
Table 15 summarizes the iterative stages of the clustering
routine.

In Table 15, Rc 2 identifies the squared multiple correlation

of the regressions at that stage,

Rc 2 identifies the change in the

squared multiple correlation of the regressions from the last stage
identified to the current stage,

Rc2/Rc2 XI00 identifies the percen-

tage change in the squared multiple correlation, Subjects identifies
the subjects in each decision-making group (each line of numbers
represents a group) and Stage Number identifies the stage at which the
clustering routine is (starting with Stage 31, which has 31 individual
regressions -- no clustering has been performed).
The F-statistic for the move from Stage 16 to Stage 15 was 3.65
(df=8, 864), which is significant at the less than .01 significance
level.

This implies that there is a substantial reduction in the
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Tab le 15
CLUSTERING OF COGNITIVE MODELS -JAN RESULTS
(% change specification of judgment variable)
(adapted from Wright, 1977)
Stage
Number

R,.2

-'-

6. Rc 2

(~Rc2/Rc2)X1001

31
20

0.7978
0.7727

0.0251

3.24834

19

0.7688

0.0039

0.507284

18

0.7639

0.0049

0.641445

17

0.7605

0.0034

0.447074

16

0.7566

0.0039

0.515464

15

0.7484

0.0082

1.095671

1

0.4589

0.2895

38.6825

Subjects
31 individual clusters
15, 20, 21
5,31,25,27, 11
13, 14, 30
4, 26
6, 7,19
15 single member clusters
10, 15, 20, 21
5, 31, 25, 27, 11
13, 14, 30
4, 26
6, 7, 19
14 single member clusters
10, 15, 20, 21
1, 5, 31, 25, 27, 11
13, 14, 30
4, 26
6,7,19
13 single member clusters
10, 15, 20, 21
1, 5, 31, 25, 27, 11
13, 14, 30
4, 26
6, 7, 19
18, 22
11 s i ngl e member clusters
10, 15, 20, 21
1, 5, 31, 25, 27, 11
13, 14, 30
4, 26
6, 7, 19
18, 22
16, 23
9 single member clusters
10,15, 20, 21
1, 5, 31, 25, 27, 11
13, 14, 30
4, 26
6,7,19,16,23
18, 22
9 single member clusters
one overall cluster
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information provided by the combination made at that stage (i.e., it
would not be beneficial to cluster any further than to Stage 16).

At

Stage 16 there are seven groups of decision rr:akers (two or more decision makers in each group) and nine single member groups.

Each group

with two or more members is composed of decision makers with similar
cognitive models represented by their regression equations.
The results of this analysis indicate that there is a wide
diversity of decision-making models in use among the audit committee
respondents.

Accordingly, it appears that there does not exist a com-

mon body of thought regarding audit quality.

The number of members in

each decision-making group is small (one group (Group 2) has six
members, one group (Group 1) has four members, (two groups (Groups 3
and 5) have three members each, and three groups (Groups 4, 6, and 7)
have two members each).

The cognitive models of each of these groups

and the nine single members were examined to determine if there was any
reason for the similarities or differences in their cognitive models.
In examining these groups, little information was available regarding
the companies these audit committee chairpersons were associated with
other than industry classification and size.

Not enough information

was gathered regarding the individual audit committee chairpersons to
determine if personality characteristics were related to their cognitive models.
The statistics for Group 1, which has four members, are shown
in Table 16.

The SIC industry classifications for this group include

two companies from the chemicals and ally industry, one from the
petroleum refining industry and one from the primary metals industry.
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Table 16
REGRESSION DATA FOR
GROUP 1
Statistics for Group 1
Squared Multiple Correlation
Multiple Correlation
Residual Mean Square
Standard Error of Estimate
F-Statistic
Numerator Degrees of Freedom
Denominator Degrees of Freedom
Significance

Var i ab 1e Name

0.6930
0.8325
0.3310
0.5756
38.695
7
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o

Regression Standard
Two-Tail
TError Statistic Significance
Coefficient

Mix of skills and depth
of experience of audit
team

0.67205

0.104

6.45

0

Proper planning and
conducting of audit
team work

0.50222

0.106

4.75

0

The level of partner and
manager attention

0.58727

0.103

5.73

0

Whether the audit team
is up-to-date

0.50153

0.102

4.91

0

The degree of independence
exhibited by audit team

0.37706

0.102

3.68

0

The adequate cOll1Tlun i cat i on
of the audit team with
management

0.74061

0.104

7.12

0

The adequate commun i cat i on
of the audit team with the
audit committee

0.73826

0.103

7.15

0
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Other than the two companies from the chemicals and ally industry, the
only common bond among these companies is that their primary business
is a product, not a service. This is not a strong bond, since many
companies in other groups also deal with products.

The companies

represented by this group of audit committee respondents cannot be
clustered on the basis of their relative rankings in the Fortune 500
either.
Given the regression coefficients and t-statistics in Table 16,
one can see that communication is very important to these decision
makers.

Both communication with management and with the audit commit-

tee appear to be weighted more heavily than the other five factors.
The two factors which comprise audit team composition also appear to be
quite important to this group of decision makers.

This second result

is consistent with the initial analysis of all the audit committee
chairpersons/members in this study.
The statistics for Group 2, which has six members, are shown in
Table 17.

The members in this group all represent diverse SIC

industries and diverse Fortune 500 rankings.

Other than that two

members of this group represent companies which deal with
transportation, there does not appear to be a common industry among the
decision makers.
In reviewing the regression coefficients and the t-statistics
in Table 17, the communication of the audit team with the audit
committee emerges as the most important factor in this cognitive model.
Audit team composition, represented by factors 1 and 3, appears to be
very important in assessing audit quality for this group of decision
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Table 17
REGRESSION DATA FOR
GROUP 2
Statistics for Group 2
0.5031
0.7093
0.3890
0.6236
26.615

Squared Multiple Correlation
Multiple Correlation
Residual Mean Square
Standard Error of Estimate
F-Statistic
Numerator Degrees of Freedom
Denominator Degrees of Freedom
Significance

Vari able Name

7

184

o

Regression Standard
Two-Tai 1
TError Statistic Significance
Coefficient

Mix of skills and depth
of experience of audit
team

0.51673

0.091

5.66

0

Proper planning and
conducting of audit
team work

0.18083

0.091

2.00

0.048

The level of partner and
manager attention

0.47072

0.092

5.13

0

Whether the audit team
is up-to-date

0.35277

0.091

3.90

0

The degree of independence
exhibited by audit team

0.47591

0.091

5.23

0

The adequate communication
of the audit team with
management

0.43436

0.091

4.80

0

The adequate communication
of the audit team with the
audit committee

0.55631

0.091

6.14

0
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makers.

Independence also is among the variables weighted heavily by

this group.
The statistics for Group 3, which is composed of three members,
are shown in Table 18.

Two of the members of this group are audit

committee chairpersons/members for companies which primarily produce
business machines and computers.
which manufactures drugs.

The other member represents a company

None of these companies are similar in their

Fortune 500 rankings.
Given the regression coefficients and t-statistics in Table 18,
the communication of the audit team with the audit committee appears to
be the most important factor in assessing audit quality for this group.
In addition to the communication with the audit committee it appears
that the mix of skills and depth of experience of the audit team and
whether the audit team is up-to-date are important factors in asseSSing
audit quality to this group of audit committee respondents.

However,

communication with management does not appear to be important to this
group of audit committee respondents.
It is interesting to note that the regression weight associated
with the independence exhoibited by audit team members is negative,
which indicates an inverse relationship between this factor and audit
quality.

Apparently, this group of audit committee respondents does

not believe the independence factor to be positively related to audit
quality at all.
The statistics for Group 4 are shown in Table 19.

This group

is composed of two audit committee respondents from two diverse
industries and Fortune 500 rankings.
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Table 18
REGRESSION DATA FOR
GROUP 3
Statistics for Group 3
Squared Multiple Correlation
Multiple Correlation
Residua'i Mean Square
Standard Error of Estimate
F-Statistic
Numerator Degrees of Freedom
Denominator Degrees of Freedom
Significance

Variable Name

Regression
Coefficient

0.4635
0.6808
0.2300
0.4791
10.86
7

88

o

Standard
Two-Tai 1
TError Statistic Significance

Mix of skills and depth
of experience of audit
team

0.35161

0.099

3.56

0.001

Proper planning and
conducting of audit
team work

0.30887

0.100

3.10

0.003

The level of partner and
manager attention

0.27464

0.100

2.74

0.007

Whether the audit team
is up-to-date

0.33321

0.099

3.36

0.001

The degree of independence
exhibited by audit team
-0.10660

0.098

-1.08

0.281

The adequate communication
of the audit team with
management

0.16492

0.132

1.68

0.098

The adequate communication
of the audit team with the
audit committee

0.46634

0.100

4.68

0
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Table 19
REGRESSION DATA FOR
GROUP 4
Statistics for Group 4
Squared Multiple Correlation
Multiple Correlation
Residual Mean Square
Standard Error of Estimate
F-Statistic
Numerator Degrees of Freedom
Denominator Degrees of Freedom
Signifi cance

Variable Name

0.6637
0.8147
0.3530
0.5945

15.79
7

56

o

Regression Standard
Two-Tai 1
TError Statistic Significance
Coefficient

Mix of skills and depth
of experience of audit
team

0.88978

0.162

5.48

0

Proper planning and
conducting of audit
team work

0.72291

0.159

4.55

0

The level of partner and
manager attention

0.84912

0.158

5.38

0

Whether the audit team
is up-to-date

0.54874

0.151

3.64

0.001

The degree of independence
exhibited by audit team

0.27349

0.153

1.78

0.080

The adequate communication
of the audit team with
management

0.51461

0.155

3.32

0.002

The adequate communication
of the audit team with the
audit committee

0.29558

0.171

1.73

0.089
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As shown by the regression weights and the t-statistics in
Table 19, the composition of the audit team, represented by factors 1
and 3, appears to be very important to this group of audit committee
respondents.

The proper planning and conducting of audit team work al-

so appears to be an important determinant of audit quality to this
group of audit committee respondents.
The statistics for Group 5 are shown in Table 20.

This group

of audit committee respondents is composed of three members representing diverse industries and Fortune 500 rankings.
In reviewing the regression coefficients and t-statistics in
Table 20, once again the composition of the audit team, represented by
factors 1 and 3, appears to be the most important determinant of audit
quality to this group of decision makers.

In addition, whether the

audit team is up-to-date and the planning and conducting of audit team
work appear to be relatively important determinants of audit quality to
this group.
Table 21 presents the statistics for Group 6, which is composed
of two members in diverse industries.

These two companies also are not

similarly ranked in the Fortune 500.
The most important factor to these audit committee respondents,
given the regression coefficients and t-statistics in Table 21, appears
to be the independence exhibited by the audit team members.

The next

most important attribute of the external auditing firm to these decision makers is audit team composition as represented by factors 1 ar.d
3.

Communication does not appear to contribute significantly to the

cognitive model of these audit committee respondents.

It is
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Table 20
REGRESSION DATA FOR
GROUP 5
Statistics for Group 5
Squared Multiple Correlation
Multiple Correlation
Residual Mean Square
Standard Error of Estimate
F-Statistic
Numerator Degrees of Freedom
Denominator Degrees of Freedom
Significance

Var i ab 1e Name

Regression
Coefficient

0.6669
0.8166
0.3840
0.6199
24.31
7
85

o

Standard
Two-Tai 1
TError Statistic Significance

Mix of sk i 11 s and depth
of experience of audit
team

0.79100

0.133

5.97

0

Proper planning and
conducting of audit
team work

0.52352

0.135

3.88

0

The level of partner and
manager attention

0.92092

0.135

6.84

0

Whether the audit team
is up-to-date

0.57988

0.130

4.45

0

The degree of independence
exhibited by audit team

0.40293

0.139

2.91

0.005

The adequate communication
of the audit team with
management

0.35377

0.135

2.63

0.010

The adequate communi cat i on
of the audit team with the
audit committee

0.33869

0.145

2.34

0.022
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Table 21
REGRESSION DATA FOR
GROUP 6
Statistics for Group 6
Squared Multiple Correlation
Multiple Correlation
Residual Mean Square
Standard Error of Estimate
F-Statistic
Numerator Degrees of Freedom
Denominator Degrees of Freedom
Significance

Vari ab le Name

0.6635
0.8145
0.2870
0.5357
15.77
7

56

o

Regression Standard
Two-Tai 1
TError Statistic Si9nificance
Coefficient

Mix of skills and depth
of experience of audit
team

0.71245

0.138

5.15

0

Proper planning and
conducting of audit
team work

0.29340

0.139

2.11

0.040

The level of partner and
manager attention

0.64025

0.142

4.52

0

-0.13862

0.140

-0.99

The degree of independence
exhibited by audit team

0.81714

0.138

5.94

0

The adequate communication
of the audit team with
management

0.14078

0.149

0.95

0.347

The adequate communication
of the audit team with the
audit committee

0.02925

0.144

0.20

0.840

Whether the audit team
is up-to-date

0.325
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interesting to note that whether the audit team is up-to-date appears
to have an inverse relationship with the audit quality judgments for
this group.
Table 22 presents the statistics for Group 7, which is also
composed of two members.

These two members represent companies from

two diverse industries and Fortune 500 rankings.
The regression coefficients and t-statistics presented in Table
22 indicate that the mix of skills and depth of experience of the audit
team (which relates to audit team composition) is the most important
determinant of audit quality to these audit committee respondents.
Whether the audit

teru~ i~

up-to-date follows closely behind as an

important determinant of audit

qu~lity.

Communication, both with

management and with the audit committee, appears to be the least
important consideration to this group of decision makers.

As a matter

of fact, communication of the audit team with management has a negative
regression coefficient, which indicates an inverse relationship of this
factor with audit quality.

This result implies that, to this group,

communication with management is negatively associated with the quality
of auditing services.
The above analysis provides information regarding the diversity
of the audit-quality decision-making models.

However, the analysis of

industry classifications and size of company did not provide any insight into why these groups differ in their cognitive models.

This

analysis does provide insight into how widely diversified the cognitive
models of the audit committee decision makers are.
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Table 22
REGRESSION DATA FOR
GROUP 7
Statistics for Group 7
Squared Multiple Correlation
Multiple Correlation
Residual Mean Square
Standard Error of Estimate
F-Statistic
Numerator Degrees of Freedom
Denominator Degrees of Freedom
Significance

Variable Name

0.5603
0.7485
0.4350
0.6597
10.195
7

56

o

Regression Standard
Two-Ta; 1
TError Statistic Significance
Coefficient

Mix of skills and depth
of experience of audit
team

0.91651

0.172

5.34

0

Proper planning and
conducting of audit
team work

0.67972

0.177

3.85

0

The level of partner and
manager attention

0.36667

0.168

2.18

0.034

Whether the audit team
is up-to-date

0.80453

0.167

4.81

0

The degree of independence
exhibited by audit team

0.52595

0.168

3.12

0.003

The adequate communication
of the audit team with
management

-0.03711

0.173

-8.22

0.831

The adequate communication
of the audit team with the
audit committee

0.33747

0.170

1.99

0.052
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The one result which this analysis supports is that the
composition of the audit team appears to be very important to most of
the audit committee respondents.

For all but two of the groups whose

cognitive models were analyzed (Groups 1, 2, 4, 5, and 6), the two
factors which relate to audit team composition (factors 1 nnd 3) appear
among those factors weighted most heavily in their regression
equations.

For Group 7, factor 1 was the most important factor, but

factor 3 did not appear among the most important factors.

Thus, for

the majority of the groups studied some aspect of audit team composition was perceived to have a material effect on audit quality.
Concluding Remarks
A seven-variable model consisting of the seven original factors
studied was used for the analysis of the Phase II responses.

Based

upon a comparison of the seven-variable model with the full rnodel (which
included all two-way interactions), I ',ncluded that two-way
interactions were not significant and thus, the seven-variable model
was the best model to use for further analysis.
An analysis of the relative importance of the factors in
assessing audit quality indicates that audit team composition
(represented by factors 1 and 3) is the most important attribute of the
external auditing firm in assessing audit quality.

Thus, it is the

people assigned to perform the audit who have significant impact on
perceived audit quality.

However, as noted before, team-specific

factors, such as audit team composition, would be difficult to assess
on an ex ante basis.

By meeting with the partner-in-charge of the
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auditing firm, the audit committee might be able to predict the level
of audit team composition, but would not know whether it was adequate
until after the audit was performed.
The analysis of the responses to Phase II indicates that the
audit committee respondents do not agree in their assessments of audit
quality.

Based upon this analysis, I conclude that the audit committee

respondents do not

~x~ibit

expert judgment in their audit-quality

decisions.
Using the JAN technique (Christal, 1963) to cluster decision
makers based upon the similarity of their cognitive models as
represented by their regression equations, the degree to which the
decision makers differ in their audit-quality judgments was determined.
The results of this sequential clustering routine indicate a great deal
of diversity exists in the number of decision-making models.

Hence,

one might conclude that there is no common body of thought regarding
the determination of audit quality or that audit committee chairpersons
are not privy to this common body of thought if it does exist.

However,

several factors appeared to be important in the majority of the
decision-making models.

For example, audit team composition appeared

to be important to the majority of the audit committee respondents.
Thus, conclusions and recommendations can be made based upon the average responses of the audit committee chairpersons.

CHAPTER VI
CAVEATS, CONCLUSIONS, RECOMMENDATIONS AND FURTHER RESEARCH
Caveats
The generalizability of the results of this study may be limited
by several factors.

First, an assumption that all the CPA firms were

large national CPA firms was made to ease the task for the audit
committee respondents.

This assumption might limit the generalizability

of the results, however, I believe that large national CPA firms would
most likely be the auditors of the Fortune 500 companies who were the
focal point of the study.

In addition, the population of large national

CPA firms is a significant population in and of itself.

Thus, I believe

this assumption is justified.
Second, as with all sample surveys, certain biases may arise.
One such b'i as is that of non-response.

Non-respondents may differ from

respondents both motivationally and behaviorally.

A test for

non-response bias for the first phase indicated no non-response bias.
The second type of bias which could result is the bias created by having
no control over who fills out the questionnaire.

Several of the

respondents to this questionnaire indicated that they were not the audit
committee chairperson; thus, their responses were not used.
Third, only Fortune 500 audit committee chairpersons were asked
to participate in this study.

Thus, the results may not be

generalizable to the population of all audit committee chairpersons.
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However, Fortune 500 audit committee chairpersons are a significant
population in and of themselves.
Fourth, the audit partners chosen to participate in this study
were not a random sample of all audit partners; they all were chosen
from "Big 8" CPA firms located in Houston, Texas.

However, there is no

evidence to indicate that the audit partner respondents differ from
other audit partners in any way.
Fifth, the factor list was limited to fifteen factors which
were easily and readily identified.
list was incomplete.

The possibility exists that this

Since few additions were made to the list,

however, I believe the most important factors appeared on the list and
that this should not seriously affect the results of the study.
Sixth, the response rates of the audit committee chairpersons
to both phases of this study were not particularly high.

Thus, the

responses may not be as representative of all audit committee
chairpersons as I would like.
Conclusions
The two-phase study described in this dissertation was conducted to determine which factors audit committee chairpersons perceive to
affect audit quality and to determine how these factors are used by
audit committee chairpersons/members to assess audit quality.

The first

phase of the study provided information regarding the perceived impact
of audit quality factors, while the second phase provided information
regarding how audit-quality factors (perceived to have the strongest
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impact in Phase I) were used by the Phase II respondents to assess
audit qual ity.
The substantive empirical results obtained from the first phase
of the study are:
Of the 15 factors listed, eight were perceived to have at
1.
least a strong impact on audit quality.
2. The level of partner and/or manager attention given to the
audit is the most critical factor affecting audit quality
according to the audit committee chairpersons.
3.
Although the level of partner and/or manager attention
given to the audit has the strongest impact on audit quality,
its mean ranking did not differ significantly from several of
the other factors. Thus, no single factor determines the
perceived quality of auditing services provided by an auditing
firm.
4.
Team-specific factors are considered more often by audit
committee chairpersons as important determinants of audit
quality. Of the eight factors perceived to have at least a
strong impact on audit quality, six were team-specific factors.
5.

Audit partners were re 1at i ve ly good judges of audit
chairpersons' perceptions regarding audit quality.
Their responses were not significantly different from those of
the audit committee chairpersons regarding ten of the 15
factors. There were statistically significant differences
regarding the other five factors.
(r~mittee

6.
Audit partners consistently judged that the factors
would be perceived by audit committee chairpersons to have
lesser impact on audit quality than did the audit committee
chairpersons. In fact, the audit partners believed only two
factors would be perceived to have greater impact than the
audit committee chairpersons actually did perceive them to
have, however, the differences were not significant between
the groups.
Several conclusions can be drawn from the above results.

First,

no single attribute of an external auditing firm can be said to
determine the quality of auditing services provided by that firm.

The

results of the first phase of this study indicate that eight factors
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were perceived to be of primary concern to the audit committee
respondents as factors which strongly affect audit quality.
As discussed previously, the eight factors which were perceived
by audit committee respondents to have at least a strong impact on
audit quality were: (1) the provisions to keep auditors up-to-date on
technical matters, (2) the quality control procedures of the audit firm,
(3) the mix of skills and depth of experience of the audit team members,
(4) the communication between the audit team and management, (5) the
proper planning and conducting of the audit team work, (6) the
communication between the audit team and the audit committee, (7) the
level of partner and/or manager attention given to the audit, and
(8) the independence exhibited by the audit team members.

Of these

eight factors, the first two are firm-specific factors and the other six
are team-specific factors.

Thus, second, it appears that team-specific

factors are of greater concern than firm-specific factors to audit
committee chairpersons when assessing the quality of auditing services
provided by an external auditing firm.
Third, the level of partner and/or manager attention given to
the audit. which is an audit team composition attribute, is perceived
by audit committee chairpersons to be the factor which impacts most
strongly on audit quality.

Thus, the personnel at higher functional

levels on any given audit can be perceived to strongly affect the audit
quality provided by that particular external auditing firm.
Fourth, audit partners themselves do not believe that audit
committee chairpersons perceive firm-specific factors to impact as
strongly as team-specific factors on the quality of auditing services
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provided. Thus, it appears that even audit partners do not believe
that firm-specific attributes are considered by audit committees in
evaluating the audit quality provided by external auditing firms.
Rather, it is the attributes of the individual audit teams, or the
people, which contribute most to perceptions of audit quality.
Fifth, audit partners were relatively good judges of the
attributes audit committee chairpersons would perceive to impact on
audit quality.

Their judgments were not significantly different from

the audit committee chairpersons on ten of the 15 factors (2/3).

On

only five of the 15 factors did the judgments of these two groups differ significantly.

Although there was a statistically significant

difference in the responses of these two groups regarding the importance of these five factors, the differences might be attributable to
differences in perceptions regarding the classification of the factors.
In other words, it might only indicate that they disagree on the
definition of the various classification categories, not that they would
necessarily reach different conclusions given a certain situation.
Sixth, for 13 of the 15 factors, audit partners consistently
believed the impact these factors would be perceived by audit committee
chairpersons to have on audit quality to be lower than the audit
committee chairpersons actually did perceive them.

This indicates that

audit partners do not believe that these factors would be as important
in assessing audit quality as they apparently are to the audit
committee chairpersons.
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Finally, I conclude from the first phase of the study that
there are many factors which could impact on audit quality. Some of
the attributes, if not possessed by the external auditing firm, would
not reduce the quality of the auditing services significantly; while,
others, if not possessed by the external auditing firm, would reduce the
quality of the auditing services

drastic~lly.

Those factors which would

significantly affect the quality of auditing services were identified in
the first phase of this study and were listed previously in this
chapter. The second phase of this study used these important
audit-quality attributes to determine the relationship between
audit-quality attributes (factors) and audit-quality judgments.
The substantive empirical results obtained from the second
phase of the study are:
1. The seven variables perceived to have at least a strong
impact on audit quality in Phase I explain slightly less than
one-half of the variation in audit-quality judgments.
2. Audit team composition is perceived by the majority of
audit committee chairpersons/membelAs to be extremely important
in assessing the quality of auditing services.
3. The audit committee respondents do not reach consensus
regarding the relative importance of the factors in determining audit quality.
4.
There appears to exist a diverse range of decision-making
models among the audit committee respondents regarding the
assessment of audit quality.
Several conclusions can be drawn from the above results.

First,

the reduced set of aud it-qua 1ity factors exp 1a; ns on ly aport i on of the
variation in the audit-quality judgments.

This result is not

surprising; only the most important factors were used in this analysis.
Since one can expect that some of the variation ;n audit-quality
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judgments may be random (because they are subjective in nature, not
objective), it is not surprising that these seven factors did not
explain more of the variation in audit-quality judgments.
Second, audit team composition, represented by the mix of
skills and depth of experience of the audit team and the partner and/or
manager attention given to the audit, is perceived to be the most
important attribute of the external auditing firm when assessing audit
quality.

Both of the factors which represent audit team composition

were weighted heavily in the majority of the cognitive models
(regression equations) of the individual audit committee respondents.
The importance of this conclusion will be discussed in the next section
of this chapter.
Since the audit committee respondents do not reach consensus
regarding audit-quality judgments, I conclude that they do not possess
this necessary condition of expertise.

In other

words~

the audit

committee respondents are not expert judges of audit quality.

However,

this does not imply that they are not qualified to make judgments
regarding the selection and/or evaluation of the external auditor,
which requires judgment regarding audit quality.

The assessment of au-

dit quality on an ex ante basis is a very difficult task.

Thus, the

process of assessing the quality of auditing services before they are
performed could be difficult for those most experienced in determining
audit quality -- the audit partners who must determine whether an audit
meets their firm's quality limits.
Since it is very difficult to make audit-quality judgments, it
is not surprising that so many different cognitive models exist.
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Although there are many different decision-making groups, there appear
to be some underlying commonalities among the cognitive models.

One

such commonality is that at least one aspect of the composition of t.he
audit team appears to be of importance in assessing audit quality for
all of the decision makers.

This indicates that the audit team itself

is of primary concern to audit committee chairpersons/members when
assessing the quality of auditing services.

Another commonality,

although not as strong, is that, except in a few cases, communication
with management and/or the audit committee is of primary concern in
assessing audit quality.
In final analysis, I conclude from Phase II of this study that,
although the seven factors tested are important determinants of
audit quality, the assessment of audit quality depends on many factors.
Many different decision-making models exist, which indicates a lack of
agreement among the audit committee respondents regarding audit-quality
distinctions.

However, I can conclude that, in general, certain fac-

tors appear to be more important to the assessment of audit quality.
The average responses provide information regarding the most popular
opinion regarding which audit-quality attributes are most often
considered in assessing the quality of auditing services.

However, the

question arises as to whether these audit-quality factors which are
perceived to affect audit quality are the right factors to consider
when assessing audit quality on an ex ante basis.

I propose that many

of the factors perceived to have the most impact on audit quality are
not the right factors to consider in the assessment of audit quality on
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an ex ante basis.

This will be discussed in my recommendations to audit

committee members.
Recommendations
The information provided by this study should be useful to both
audit committee members and external auditing firms.

For newly formed

and existing audit committees, the results of this study can provide
information regarding which factors are perceived by other audit
committees to be important audit-qual ity determinants and whictl factors
should be considered in assessing audit quality on an ex ante basis.
For external auditing firms, information is provided regarding which
attributes they should emphasize when bidding for an audit.
Recommendations for Audit Committee Members
Given the results to this study, audit committee members now
have information regarding the perceived importance of various factors
in assessing audit quality.

They have information regarding how their

contempories on other audit committees perceive various external
auditing firm attributes to affect the quality of auditing services to
be provided.
The results of this study indicate that audit committees
perceive team-specific factors to have a stronger impact on the quality
of auditing services.

However true this may be, audit committee

members must realize that the assessment of audit quality on an ex ante
basis would be difficult if more emphasis was placed on team-specific
factors than firm-specific factors.

The determination of team-specific

..... _,..
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attributes on an ex ante basis is much more difficult than the
determination of firm-specific attributes on an ex ante basis.

It

would take a particular skill to be able to assess team-specific attributes on an ex ante basis given the information with which audit committees are privy to before the performance of the audit.

I doubt that

this particular skill, which requires some supernatural ability to see
into the future, is even possessed by audit partners who must constantly assess the quality of auditing services being provided by their firm.
Perceptions of audit quality were most strongly affected by the
composition of the audit team.

Thus, in the e\!aluation of audit

quality, the audit committee should choose that auditing firm which it
perceives will provide it with the audit team desired.

Since the only

contact with the audit team before the auditing firm has been selected
is generally a meeting with the audit partner and/or manager to be in
charge of the audit, the audit committee should make this meeeting work
for it.

The audit committee sholild ask and expect answers to all

questions it might have regarding the firm-specific and team-specific
attributes it considers to be important indicators of audit quality.
Audit committee members must rely on the representations made by the
audit partners and/or managers regarding team-specific attributes, but
can verify that the representations made regarding firm-specific
attributes are true by analyzing the auditing firm's practices.
Recommendations for External Auditors
The most important implication of this research for the external
auditing firm is the information provided regarding the importance of
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audit team composition.

This study indicates that the personnel on the

audit team are very important to audit committee chairpersons in
assessing the services an external auditing firm might provide.

Thus 9

external auditing firms should emphasize this attribute of their
auditing firm.
External auditing firms should review their policies regarding
how the audit team is selected to determine if they are adequately
meeting the requirements of their auditees.

Since the composition of

the audit team appears to be most important to audit committee
chairpersons/members, this aspect of the audit should be chosen with
care and presented with emphasis when bidding for a particular audit.
There are two components to audit team composition the external
auditing firm should be concerned with: (1) the mix of skills and depth
of experience of the audit team members and (2) the level of partner
and manager attention given to the audit.

The results of this study

indicate that the mix of skills and depth of experience of the audit
team members 9 on the average 9 was more important to audit committee
chairpersons/members. Thus, it appears that choosing the audit team on
the basis of skill and experience level is critical to providing the
right team for the audit.
The level of partner and manager attention given to the audit9
on the average, was the second most important determinant of audit
quality to the audit committee chairpersons/members.

This indicates

that the scheduling of the audit partner and manager assigned to an
audit should consider the amount of time they can devote to the audit.
It is very important that the time available for the audit should be
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emphasized when bidding for an audit.

Overloading a partner or manager

could result in a perceived poor quality audit even though all other
aspects of the audit are adequate.
Another recommendation to external auditing firms is to
emphasize audit team-specific aspects when bidding for an audit.
External auditing firms should emphasize the various qualities their
personnel possess rather than the overall firm qualities.

It is the

difference in the way their personnel plan, conduct, communicate and,
in general, portray themselves that impact on audit committee
chairpersons/members· perceptions of audit quality.

Thus, the major

thrust of the results of this study for external auditing firms is that
they should emphasize the who aspects of their firms rather than the
what aspects.
Further Research
Much more can be done in this area to provide information
regarding the assessment of audit quality and thus, the selection and/
or evaluation of the external auditing firm.

First, the first phase of

this study could be expanded to include more than just Fortune 500 audit committee chairpersons and to include a random sample of audit
partners to better determine their assessment of the factors which
affect audit quality.

In addition, it would be interesting to deter-

mine what factors are important to small businesses in choosing an
external auditor.

A comparison of the perceptions of small clients

with large clients regarding audit quality would provide information
for external auditors to better prepare for different size audits.
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Second, more demographic information is needed to determine why
there were so many different decision-making models in the second phase
of this study.

I propose a replication of the study whereby more

information would be provided to determine some commonality among the
decision makers within each decision-making group.

This would provide

external auditing firms with a means of determining how to approach
each audit to emphasize the qualities each type of audit committee
might seek.
Third, it would be useful to have audit partners complete the
questionnaire to the second phase of the study to determine if they
agree among themselves and if they agree with audit committee
chairpersons/members on the relative importance of the audit-quality
factors in assessing audit quality.

It would also be useful to

determine if different decision-making models exist for the audit
partners and if these decision-making models are firm-specific or have
other commonalities.
Fourth and finally, another expansion of the study would involve
requesting that the audit committee chairperson and the audit partner
for specific companies complete the same audit-quality questionnaire to
determine if there is agreement between these two parties.

Knowing what

the differences in opinion are could help to bridge the gap between
these two groups regarding audit-quality judgments.

APPENDIX A

University of Houston
Central Campus
Houston. Texas 77004
Department of Accountancy and Taxation
College of Business Administration
7131749-3913

March 24, 1981

Dear Audit Committee Chairperson:
t am currently doing research on audit committee members' perceptions
regarding the quality of auditing services. I am writing to you to
ask for your assistance in completing this research. Only 20 - 30
minutes of your time will be required to complete the enclosed questionna ire.

The study is designed to elicit your perceptions of the degree of
audit quality which could be expected from an external auditing firm
given a short description of the practices of that firm. More expI !cit instructions are provided i.n the body of the questionnai"re.
~ ~tQmpp.d, self-addressed envelope is enclosed for your convenience.
The quest ion.la i ras have been numbered for purposes of control; however,
your name will not be associated with your responses. Please be assured
that all responses will be kept completely confidential. I.f you should
wish to obtain a summary of the results of the study, please fill out
the address information requested on the questionnaire.
Thank you for your participation in the study.

Sincerely,

Mary Sinclair Schroeder
Assistant Professor, Accounting
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PRELIMINARY QUESTION
Is the nomination of the external auditor or the evaluation of his work
one of the duties of the audit committee of which you are a member?
Yes
No---'"
,\ If the answer given. to this question is "No", disregard the following questionnaire and return this page in the enclosed envelope.
BACKGROUND
The duties of the audit committee often include the selection and the
evaluation of the ""ork of the external auditing firm. During the process
of selecting the external auditing firm, the audit committee (and consequently, each of its members) must determine which external auditin~ firm
wi II provide the best quality audit. Other factors, such as cost and the
potential for performing other non-audit services, affect the selection
of the external auditing firm, but the anticipated qual ity of the audit
must be an important consideration in both the selection and the evaluation of the external auditing firm. The following questionnaire is designed to determine those factors audit committee chairpersons believe
to be most important in judging audit quality~.
QUESTIONNAIRE DESC?IPTION
The first part of this questionnaire is designed to provide the researcher with some general information about your participation on audit
committees. The second part will elicit your responses regarding those
factors you consider to impact on audit qual ity. Please do not neglect
to answer the background infnrmation questions; it is an integral
part of the audit quality questionnaire.

c::JCheCk this box and provide address information below if you
wish to receive a summary of the results of the stUdy.

151

BACKGROUND INFORMATION:
1.

How long have you served on this audit committee? Answer__________ (years).
Other audit committees? Answer

- - - - - (yea rs) .

2.

Are yl"l!J. an officer of the company for which you serve as an audit
committee member? Answer

-----

3.

How often does this audit committee meet per year? Answer__________

4.

Does the external auditor communicate openly and directly with the
audit committee? Answer__________

5.

How often does the external auditor attend audit committee meetings?
Answer
(per year).

Other Comments:

2
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QUESTIONNAIRE INSTRUCTIONS:
For the factors listed below, you may assume that the auditing firms
are large national CPA firms. Using the scale presented below, rate each
of the factors listed in terms of how strongly you believe they impact on
audit quality. Impact, as used in this study, refers to any effect (positive or negative) that the factor may have on audit quality. If you believe that a factor has no impact (either positive or negative) on audit
quality, you should assign it a value of "1". On the other hand, if you
bel ieve a factor has a very strong impact (either positive or negative)
on audit quality, you should assign it a value of "5". Blank spaces
have been provided for you to list any factors you believe may impact
on audit quality that have not already been listed. Please read all of
the factors before assigning any values.
SCALE:
Very Strong
Impact

5

Strong
Impact
4

Moderate
Impac.t
3

5 light

Impact

No
Impact

2

1

FACTORS WHICH MAY IMPACT ON AUDIT QUALITY:
The provIsion the audit firm makes for the rotation of audit team
members on an audit engagement ..................................... _ _
The level of partner and manager attention given to the audit ........ , .. _ _
The expertise of the audit firm regarding regulatory agency matters ..... _____
The degree of communication between the audit team and management •...... _ _
The degree of independence exhibited by audit team members .............. _____
The manner in which the audit team plans and conducts its work .....•.... _____
The extent to which the audit firm has been involved in litigation ...•.. _____
The locations and sizes of domestic and/or overseas offices of the
audit firm ....••.............•..........•.•.•..••..•..•••.•........
The deg ree uf commun i cad on between the aud it team and the aud it
commi t tee •........•..••....•••.••....•. , ... , •.............••...•.•. ____
The provisions made by the audit firm to keep its auditors up-to-date
on technical matters ..•.......•.•.......••......•.......•.......... _____
The recentness and outcome of peer review (quality control review by
another audit firm) of the audit firm ...•.•...•••••.........•......
The significance of total professional fees to be paid to tne audit
firm relative to the total gross revenues or the audit firm •••.•..•
The overall reputation of the audit firm ..........................•.••..
The mix of skills and depth of experience the audit team possesses •..... _____
The quality control procedures of the audit firm ..............••.••..... _____
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APPENDIX B

THE UNIVERSITY OF ARIZONA
T U C SON,

A RI Z 0 N A

8S721

COLLEGE OF BUSINESS AND
PUBLIC ADMINISTRATION
DEPAaTMENT OP ACCOUHTlNO

September 2, 1980

Dear Audit Committee Chairperson:
I am currently doing research on corporate audit committees under the
supervision of Professors Don Vickrey and Ira Solomon of the University
of Arl.zona. I am writing to you to ask for your assistance in completIng this research.
The study is designed to elicit your perceptions of the factors an
auditing firm pos~esses that impact on audit quality. Your role in
this study is to take a few minutes to fill out the enclosed questionnaire. A stamped, self-addressed envelope is enclosed for your convenience.
Your responses will be kept completely confidential. The questionnaires have been numbered for purposes of control; however, your
name will not be associated with your responses. If you should
wish to obtain a summary of the results of the study, please indicate 50 and fill out the address information requested on the questionnaire.
Thank you for your participation in the study.

Sincerely,

~!~
Ph.D. Candidate
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AUDIT QUALITY
QUESTIONNAI~E

The purpose of this questionnaire is to el icit your opinions about
the qual ity of the services of an external auditing firm. When analyzed,
these data should render useful information regarding decisions about audit
quality.
All of your responses to this questionnaire will be kept strictly
CONFIDENTIAL. Data will be analyzed only after aggregation.
It should take only 20-30 minutes of your time to complete this questionnaire. Thank you for facilitating my study of corporate audit committees.

PRELIMINARY QUESTION
Is the selection of the external auditing firm or the evaluation of its
work one of the duties of the audit committee of which you are a member?
Yes_ __
No
If the answer given to this question is "No", please disregard the
following questionnaire and return it in the enclosed pre-stamped, selfaddressed envelope.

Please fill out the address information below if you should 1ike to
receive a summary of the results of this study.
NAME :_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ __
ADDRESS: ___________________________________

University of Houston
Central Campus
Houston. Texas 77004

Department of Accountancy and Taxation
College of Business Administration
7131749-3913
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Background Questions:
Please answer the following questions which pertain to the operation of the
audit committee which you chair.
1.

How long have you served on this audit committee? Answer__________ (years).
Other audit committees? Answer__________ (years).

2.

Are you an officer of the company for which you serve as audit committee
chairperson? Answer__________

3.

How often does this audit committee meet per yeer? Answer__________

4.

Does the external auditor communicate openly and directly with the audit
committee? Answer__________

5.

How often does the external auditor attend audit committee meetings?
Answer
(per year).

Other Comments:

Page 2
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QUESTIONNAIRE INSTRUCTIONS:
Introduction: The duties of the audit committee often include selecting the
external auditor and evaluating the quality of the services provided. During
the selection process, the audit committee (and consequently, each of its
members) must determine the quality of the auditing services that the firm
might provide. Other factors, such as cost and the availability of other
non-audit services, may affect the ultimate selection of the external auditing
firm, but the quality of the audit itself must be an important consideration
in both the selection and evaluation of the external auditing firm. The
focus of this study is audit quality (i .e., the quality of auditing services
~).

Instructions: The following pages present 32 short scenarios. In addition
to the general characteristics described below which you should assume are
possessed by all of the auditing firms, each scenario describes the major
distinguishing practices of each auditing firm. Using the scale provided
below and reproduced in each scenario, your role is to indicate your belief
(by Circling the appropriate level) abou~ the degree of audit quality that
each aud i t i ng firm is like I y to p rov i de. I f you shou I d be I i eve tha t the
auditing firm is likely to provide a very low degree of audit quality, you
should assign it a value of "1". On the other hand, if you should believe
that the auditing firm is likely to provide an audit with a very high degree
of audit quality, you should assign it a value of "5".
Scale of Audit Qual ity Ratings:
Very High
Degree

High
Degree

5

4

Moderate
Degree

3

Low
Degree

Very Low
Degree

2

I

Description of Audit Quality Scenarios: For each of the scenarios appearing
on the following four pages, assume that you (the audit committee chairperson)
have just met with representatives of the external auditing firm described
therein. You are now trying to determine the quality of the services this
firm can be expected to provide to the corporation on whose audit committee
you serve. Remember, each auditing firm possesses the general characteristics
listed below. Hence, you have filled out the checklist in each scenario
according to your judgment of the external auditing firm'S practices.
~

Characteristics of Auditing Firms: The following assumptions may be
made regarding the auditing firms described in the scenarios:
(1) All are large national CPA firms.
(2) All have reasonable overall reputations.
(3) All have sufficient expertise regarding regulatory agency matters to
meet the needs of the corporation on whose audit committee you serve.
(4) The sizes and locations of domestic and/or overseas offices are
are sufficient to meet the needs of your corporation.
(5) All provide for adequate rotation of audit team members.

The audit quality scenarios begin on the next page.
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I MPORTAtlT:

In these scenarios a "Yes" response on the checklist Indicates your Judgment that the
auditing fl rm possesses above average to exceptional degrees of the factor, while a
"No" response Indicates your Judgment that the auditing firm possesses below average
to average degrees of the factor.
Scenario 1 Scenario
Scenario 3 Scenario ,.

Checkll st:
I.
2.
).
~.

5.
6.

7.

Yes I No

Ves I No

Yes

Yes

Yes I No

Yes I No

es I Hoi IVes I No

Audit
Quail tv
Is:

Audit
Quail tv
Is:

Audit
Qual I ty
Is:

Audit
Quail tv
Is:

Audit
Qual I tv
Is:

Audit
Qua 11 ty
15:

Quail ty
Is:

Audit
Quality
Is:

Very HIgh

Very High

Very High

Very High

Very High

Very HIg~.

Very High

Very High

5

5

5

5

5

5

5

5

,.

High

,.

High

,.

High

,.

High

High

,.

,.

High

HIgh

Au~lt

,.

,.

High

Hoderate

Hoderate

Hoderate

Hoderate

Hoderate

Hoderate

Hoderate

Moderate

3

3

3

3

3

3

3

3

Low

Low
2

Low

Low

Low

low

Low

Low

2

2

2

2

2

2

2
II>

Scenario 6 Scenario 7 Scenario 8

Will the audl t team have the mix of skills and depth
of experience to meet the company's requIrements?
WI II the audit team plan and conduct Its work In a
well-organized and efficient manner?
Will a sufficient level of partner and manager
attention be given to the audit?
Will the audl t team be up-to-date on technical
matters?
Will the audit team exhibit a high degree of
Independence from management?
Will the audl t team communicate adequately with
management?
Will the audl t team communicate adequately wi th
the audit co1\1ll1 ttee?

PLEASE CIRCLE THE APPROPRIATE RESPONSE TO INDICATE
THE DEGREE OF AUD I T QUALI TV YOU BEll EVE THE AUD I11 NG
FIRM IS LIKELY TO PROVIDE.
.

..,
'""

Scenario 5

Very low
I

Very low
1

Very low
1

Very low
1

Very low
1

Very low
1

Very low
I

Very low
1

.....

<.J'1

"-..I

",

IMPORTANT:

In these scenarios a "Yes" response 0,1 the checklist Indicates your Judg ..,ent that the
auditing fl rm possesses above averag2 to exceptional degrees of the factor. while a
"No" response Indicates your Judgment that the auditing fl rm passesses below average
to average degrees of the factor.
.cenarlo 9 Scenario 10 Scenario 11 Scenario 12 Scenario 13 Scenario 1~ Scenario 15 Scenario 16
Yes

Checklist:
Will the audl t team have the mix of skills and depth
of experIence ta meet the company's requlren..:nts?
Will the audit team plan and conduct Its work In a
well-organized and efficient manner?
Will a sufficient level of partner and manager
attention be given to the audit?
Will the audit team be up-ta-date on technical
matters?
Wi II the audl t team exhlbl t a high degree of
I ndependence from management?
Wi II the audit team communicate adequately with
management?
\/111 the audit team communicate adequately IIlth
the aucllt committee?

1.

2.

3.
~.

5.
6.
7.

V
Audl t
Quail ty
Is:

Audl t
Quail ty
Is:

Audit
Quai I ty
Is:

Audit
Quality
Is:

Audl t

Very High
5

Very High

Very High

Very High

5

5

5

High

High

High

High

"

"

"

"

Hoderate

,

Moderate

3

3

3

3

Law
2

Low
2

Low
2

Low

. Very Low
1

Very Low
1

Very Low
I

Audl t
Quality
15:

PLEASE CIRCLE THE APPROPRIATE RESPONSE TO IND I CATE
THE DEGREE OF AUDIT QUAL ITY YOU BEll EVE THE AUDITI NG
FIRM IS LIKELY TO PROVIDE.
.

Very High

5

Hoderate

~""

..

No

Moderate

Hoderate

3

3

3

Low

Low

Low

2

2

2

Low
2

Very Low
1

Very Low
1

Very Low
1

Very Low
1

High

4

Audl t
Qual i ty
Is:

Audit
Qual i ty
Is:

Very Hlgto

Very High

Very High

5

5

Qu~llty

Is:

High

"

Hoderate

High

"

Hoderate

5
High

"

Hoderate

2
Very Low
I

......

U1

CO

,I'

IMPORTANT:

In these scenarios a "Yes" response on the check I 1st Indicates your judgment that the
auditing firm possesses above average to exceptional degrees of the factor, while a
"No". response Indicates your Judgment that the auditing firm possesses below av~rage
to average degrees of the factor.
Scenario 17 Scenario 18 Scenario 19 Scenario 20 Scenario 21 Seenari022 Seenari023 Scenarl024

Checklist:
I.

Yes I No

Yes I No

Yes I No

Yes I No

Yes I No

Yes

Audit
Quality
Is:

Audit
Quail ty
Is:

Audit
Quality
Is:

Audit
Quail ty
Is:

Audit
Quality
Is:

Audit
Quality
Is:

Audit
Qua II ty
Is:

Audit
Qual i ty
Is:

Very High
5

Very High

:;

Very High
5

Very High
5

Very High
5

Very HI91:
5

Very Hi gh
5

Very High
5

High

High

High

High

High
4

High
4

High
4

High
4

Will the audit team have the mix of skills and depth
of experience to meet the company's requirements?
Will the audit team plan and conduct Its work In a
well-organized and efficient manner7
Will a sufficient level of partner and manager
attention be given to the audit?
Will the audit team be up-to-date on technical
matters?
Will the audit team exhibit a high degree of
Independence from management?
Will the audit team communicate adequately with
management?
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the audl t comml ttee?
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~LEASE CIRCLE THE APPROP~IATE RESPONSE TO INDICATE
THE DEGREE OF AUDIT QUALITY YOU BELIEVE THE AUDITING
FIRH IS LIKELY TO PROVIDE.

lj

."

.

'"'"
'"

lj

lj

lj

No

es

No

Yes I No

Moderate

Moderate

Hoderate

Hoderate

Hoderate

Moderate

Hoderate

3

3

3

3

3

3

3

3

Low

Low

low

2

2

Low
2

tow
2

low
2

low

2

Low
2

Very Low
I

Very low
I

Very low

Very low

Very low

Very low

Very low

Very low

I

I

I

I

I

Moderate

2
I

~

U1

\0

1

",

IHPORTANT:

In these scenarios a "Yes" response on the checklist Indicates your judgment that the
auditing firm possesses above average to exceptional degrees of the factor, while a
"No" response Indicates your Judgment that the auditing firm possesses below average
to average degrees of the factor.
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