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NEGOTIATIONS OVER ACCOUNTING ISSUES:  THE CONGRUENCY OF 

AUDIT PARTNER AND CHIEF FINANCIAL OFFICER RECALLS

Summary

Much of what takes place in auditor client management negotiations occurs in unobservable settings and normally does not result in publicly available archival records.  Recent research has increasingly attempted to probe issues relating to accounting negotiations in part due to recent events in the financial world.  Gibbins, Salterio and Webb (GSW) 2001 modeled the auditor-client management negotiation setting and gathered data from audit partners about their recalls of negotiations.  In this paper, we collected data from CFOs and compared the congruency of CFOs’ negotiation recalls to those of GSW’s auditors for all elements and features that were common across the two parties’ perspectives.  The results show largely congruent recall and only limited divergences in recall of common elements and features.  Specifically, we show a high level of congruency across CFOs and audit partners in the type of issues negotiated, parties involved in resolving the issue and the elements making up the negotiation process, including agreement on the relative importance of various common accounting contextual features.  The analysis of the common accounting contextual features suggests that certain contextual features are consistently important across large numbers of negotiations, whether viewed from the audit partner’s or the CFO’s perspective and hence may warrant future study.  Finally, the comparative analysis allows us to identify certain common elements and contextual features that may influence both audit partners and CFOs to consider the accounting negotiation setting as mainly distributive (win-lose).    
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NEGOTIATIONS OVER ACCOUNTING ISSUES:  THE CONGRUENCY OF 

AUDIT PARTNER AND CHIEF FINANCIAL OFFICER RECALLS

Introduction

Auditing standards (AU 110 2003; ISA 120 2003), economic models (Zhang 1999), experimental market tests of such models (Dopuch et al. 1989), and audit textbooks (Messier 2003) generally portray the auditor-client management relationship as one in which the auditor’s role is to accept or reject management’s reporting, rather than seeking to modify it.  Recent negotiation research takes the view that if there is a difference in opinion between the auditor and client management about the client’s reporting, both parties are likely to be motivated to resolve the difference (Gibbins, Salterio and Webb (2001) (GSW henceforth).  Most academic research on these generally non-observable auditor-client management disagreements is based on inferences drawn from auditor changes (e.g. Smith 1986), which are likely to be the most extreme cases of failed negotiations.

In the current anxiety over possible corporate misbehavior in financial reporting, legislators, regulators, the popular press and others are questioning whether auditors are making appropriate judgments over controversial accounting items that are the subject of such negotiations (Schuetze 1994; Levitt 1998, 2002; Brown 1999; Sarbanes-Oxley Act 2002; Bazerman et al. 2002; Bandler and Maremont 2002; Dugan et al. 2002). Ongoing academic interest in this area is demonstrated by other recent studies examining the auditor-client management relationship (Trotman et al. 2005; Beattie et al. 2004).  Cases to help prepare students for the rigors of negotiation with clients are appearing (Kleinman and Palmon 2000; Johnstone and Muzatko 2002; Wright et al. 2001).  Research has also shown that auditors waive the majority of proposed adjustments to the financial statements, implying some success by client management in convincing the auditor of the client’s position, although the results have not been linked explicitly to negotiation (Wright and Wright 1997; Nelson et al. 2002).

The key contribution of this paper is to provide evidence about whether chief financial officers (CFOs) and audit partners recall negotiations between the two parties the same way.  If the recalls are different, then it would suggest that the two sides’ memories, and hence their mental models of negotiations (Choy and King, 2005, Genter and Stevens, 1983, Rickheit and Sichelschmidt 1999), are different. Any difference in these recalls of CFOs and audit partners also may suggest potential modifications to the GSW model of negotiation. 

We report results based on the comparison of the common items in two field questionnaires: one completed by the GSW audit partners and the second by the CFOs and equivalent client officers in our study.
 We find largely congruent recalls by the audit partners and CFOs of issue types and parties in the negotiations, and that both audit partners and CFOs saw negotiation as a process of persuading the other party to adopt the favoured position or agreeing on some position between the two initial positions, rather than as an opportunity to develop new solutions to the advantage of both.  They saw similar central roles for accounting standards and accounting expertise.  More surprisingly, both groups saw the client audit committee as almost entirely peripheral, and reported that in many cases, audit committee members were not even notified that negotiations had taken place, despite the materiality of the issues identified.  Thus, in general it appears that audit partners and CFOs have a similar mental model of negotiations.

Comparison of the CFO data with the comparable audit partner data also shows intriguing differences in interpretation of some similar elements and features of the auditor-client management negotiation process.  The importance of prior negotiations and perceptions of the CFOs’ accounting staff’s expertise varied, with the audit partner emphasizing prior negotiations more than CFOs and CFOs giving their accounting expertise higher ratings than the audit partners did.  Furthermore, the audit partner was aware of a list of potential issues to be negotiated whereas the CFOs perceived the issue to be a “one off,” not part of a broader set of potential accounting issues. Other findings indicate that CFOs thought, not only that they have more accounting expertise than the audit partners did, but that they also understood the business better.  Hence, while the elements and features may be common, how the negotiations are framed by the parties is different.  Basic research in negotiations suggests that these differences in frames can affect both negotiation strategies and outcomes (Galinsky 2000; Galinsky and Moskowitz 2000; Galinsky and Mussweiler 2001; Neale and Bazerman 1983, 1985).

This paper proceeds as follows.  First we summarize the GSW model’s fundamental components, as it is the basis we use for all the comparisions between the audit partners and the CFO recalls.  We state this paper’s four research questions and then we briefly describe the comparative data sources and provide summary demographic information about both groups of respondents that indicates successful identification of appropriate participants in both data sources.  Next, we present our comparisons of the CFOs’ and audit partners’ recalls, concluding with implications for our understanding of and future research into the auditor-client management negotiation setting from both the consistencies and inconsistencies in recalls. Throughout this results section and the conclusions section, we relate our findings to academic accounting negotiation research that has been published since GSW.  Our conclusions include a discussion of the implications for practice and research suggested by the comparative analysis.

The GSW Auditor-Client Management Negotiation Model

GSW’s model of auditor-client negotiation over the client’s accounting had six fundamental elements.  Figure 1, taken from GSW, indicates the six elements that are the central focus of the model and for which the data in common to both audit partners and CFOs were gathered.  Below, we summarize these six model elements following the numbering scheme in Figure 1:

Insert Figure 1 about here please

1. Antecedents.  Antecedent conditions, based on the parties’ history, knowledge and relationship, including any past negotiations and their outcomes, may influence the current negotiation. 

2. Accounting issue.  The negotiation is over some issue(s) involving the client’s financial statements, triggered by an event originating with the auditor or the client management or resulting from external changes (e.g., a new standard).

3. Negotiation process.  GSW identified four parts to this process and one overarching process dynamic:

(1) At the start and during the negotiation, the parties have, develop, and/or exchange information related to the issue, each party’s interests and preferences, and the range of potential accounting outcomes and their consequences.  
(2) Both parties make some assessment of the issue:  framing and analyzing it, gathering further information if thought necessary, and determining each party’s position on the issue, in contemplation of perceived consequences.  This assessment determines the nature of the discussion, or the choice (perhaps after initial discussion) of one side or the other to take a unilateral action such as a concession (e.g. management’s agreeing to make adjustments to statements, or the auditor’s “passing” on a potential adjustment). 

(3) Some interpersonal (two-way) interaction must occur in a negotiation.  Discussion, be it a face-to-face meeting or over the phone or other electronic media, is central to negotiation.

(4) Identification or generation of possible financial reporting results, such as potential solutions to the accounting and/or disclosure issue, is important both from the general perspective of informing the negotiators and from the specific accounting/disclosure setting, where determining what is possible may demand considerable accounting expertise and creativity.  In common with the basic research on negotiation (Pruitt and Carnvale 1993), the model characterized negotiated outcomes as “distributive” (choosing among a set of outcomes that the parties differentially prefer, so that one party wins and the other loses, or neither party is satisfied), or “integrative” (generating one or more outcomes that leave both parties feeling better off).

(5)  The negotiation process is fluid.  The process does not necessarily happen in any fixed order once both parties realize they are in a negotiation.  For example, various discussions could progressively clarify the negotiation issue or either party’s assessment of its significance.

4. Accounting outcome.  The outcome is the end of the formal accounting negotiation.  There can be agreement on one of the originally preferred financial reporting outcomes; mutual agreement, which may include concessions by either party; no agreement; or development of a new solution. 

5. Consequences.  The financial reporting result (e.g. the technical accounting), whether settled or not, is often not of ultimate interest to client management (and occasionally the audit partner). Instead, it may be seen as instrumental to consequences such as managers achieving higher reported income so as to qualify for bonuses, or the audit firm being reappointed, resigning, or being replaced by management. 

6. Context.  Building off the general understanding that context is essential to accounting research in general (Libby and Luft 1993) and to accounting negotiation in particular (GSW; Beattie et al. 2000, 2001), GSW proposed that auditor-client negotiation is context-specific and investigated potentially important contextual features to the negotiation process, noting that the contextual features can influence process elements and that process elements can influence which contextual features are given higher profiles.  Thus, the GSW model described the contextual features as associated with the process, not as causal.  Contextual features were grouped into the three categories shown at the bottom of Figure 1.  Those in the primarily external group are not under the direct control of either party, at least in the current negotiation; the primarily interpersonal (auditor-client management) factors concern the roles of key players in both organizations and their desires about how to develop relationships and manage them; and the primarily parties capabilities group refers to the set of expertise, knowledge and skills that each party brings to the negotiation and their perceptions of the other side’s expertise, knowledge and skills.  
Research Questions

Our research questions focus on the comparisions of the negotiation recalls by the audit partners and CFOs of the common elements and features of auditor-client management negotiation identified by the GSW model:

A. Did the CFOs and audit partners report the importance of the six elements of the negotiation process the same way?

B. How does the relative importance of contextual features compare between the audit partners and the CFOs?

C. Do the consistencies in recalls suggest a more parsimonious description of the common elements and features in auditor-client management negotiation for better understanding and future research in this setting?

D. Do the inconsistencies in recalls change our understanding or impact future research of the auditor-client management negotiation setting?  

Field Questionnaire Design and Administration

Summary of Questionnaire Designs: Audit Partners and CFOs

Both GSW and our study used experiential questionnaires, which required respondents to choose an auditor-client disagreement they had experienced and describe it in depth (Flanagan 1954; Huber and Power 1985, Gibbins and Qu, 2004).  To allow for the possibility that a respondent has not experienced such a situation, early exits from the questionnaires were available.
  After choosing their own example, respondents were asked to state why they had chosen it and to describe the features that made it appropriate.  The main part of the questionnaire required respondents to answer a series of mostly structured questions about their chosen example.

Both questionnaires were extensively pretested, with revisions made at each stage. GSW’s pretesting involved four accounting PhD students, an audit manager and six audit partners (who did not participate in the final study) from Big 6 firms.  Similarly, our pretesting involved five CFOs (who did not participate in the final study), seven members of the Committee on Corporate Reporting of the Financial Executives Institute Canada (FEI Canada) and an additional eleven members of the same committee who reviewed it and approved it for use with their membership. 

The audit partner questionnaire used by the GSW audit partners was developed from GSW’s accounting negotiation process model (Figure 1) and the accounting contextual factors.  All questions and contextual features were from the audit partner’s perspective.  Our CFO questionnaire development began with the audit partner questionnaire, which was adapted to the CFO setting by examining the general management literature, the sparse research on the CFO in other disciplines and in-depth interviews with nine CFOs.  Our interviews with CFOs and verbal protocol analyses of the five CFOs who completed the questionnaire indicated that the CFOs would provide more details about the negotiation they had selected to discuss as compared to the audit partners.  Thus, the CFO questionnaire elicited more detailed information about the issue and more extensive information about the process of negotiating the resolution than the GSW questionnaire did.  The CFO questionnaire also elicited more detailed information about key board and audit committee characteristics given that the CFO is explicitly embedded in a different set of accountability relationships than the audit partner.  In the end, the CFO questionnaire was substantially more detailed than the GSW audit questionnaire; 34 questions versus 22 questions in GSW, and encompassing 2830 words over eight pages versus 1879 words over six pages in GSW.

In addition to the CFO questionnaire being more detailed, there were other differences between the two questionnaires.  Our pretesting with CFOs revealed pejorative associations with the term “negotiation” that GSW’s auditors did not have.  Hence, we substituted the definition of negotiation provided to the audit partners in GSW for the term “negotiation” in the CFO questionnaire.  The CFO participants were told “ ‘Difficult’ here means that there was an initial difference of opinion between you or your staff and your organization’s external auditors about the appropriate accounting and/or disclosure.” whereas the audit partners were told “L.H., from public accounting firm W&X, is on the way to a meeting with audit client RT Inc., to discuss an accounting issue that has arisen.  The meeting is being held because the auditor and the client have different views about how to handle the issue in RT’s financial statements and disclosures.   L.H. has considered the process to be a negotiation, including the upcoming meeting.”  However, both questionnaires began with the same circumstance critical to negotiation:  an initial auditor-client difference. Given the lack of the label “negotiation” in our CFO questionnaire, evidence of similarity between the CFOs’ and audit partners’ responses should be considered more robust than if the term had been used. 

Among the GSW questionnaire’s 29 accounting contextual features there were six features that were audit partner specific (e.g., client inherent risk, relationships within the audit firm).  The CFO questionnaire included 30 accounting contextual features of which seven were CFO/management specific (e.g., competence of our partner).  Hence we have 23 common features, 18 whose wording is identical on both questionnaires (e.g., accounting and disclosure standards, audit firm’s accounting expertise) and five common features that were asked of both groups but using slightly different wording to suit the respondents’ circumstances (e.g., the audit partner was asked about past relationship with client firm whereas the CFO was asked about past relationship with audit firm).  Thus, while we focus on comparing the overlap in the two questionnaires employing common questions asked about GSW’s negotiation model, there is much additional audit partner specific analyses in GSW and CFO-specific analyses in Gibbins et al. (2004).

Comparative Data Sources

In GSW’s audit partner study, 93 audit partners were recruited by contact people from each of the six major international accounting firms’ Canadian head offices (the then “Big 5” plus a sixth international firm).  The contacts distributed and collected the sealed materials for the researchers.  In our study, 101 CFOs or equivalents from the FEI Canada members’ subset of CFOs and equivalents responded.  This questionnaire was mailed and sponsored by the Committee on Corporate Reporting of FEI Canada.  The comparisons of the CFOs to the GSW audit partners are based on the 70 CFOs who provided a negotiation example.
 
Both sets of respondents were senior people.  The respondents had a median of more than twenty years of business experience (67% of audit partners and 64% of CFOs), a university education, and a professional accounting designation (100% of audit partners and over 90% of CFOs).  100% of the audit partners audited either public companies or large private companies. Nearly 90% were engagement partners and thus responsible for client relationships; the rest held consulting, technical or managing positions in their firms.  The CFOs were drawn from similar company demographics except that about 25% of the CFO’s worked for not-for-profit organizations or in self-described subsidiaries of public companies, smaller public companies or large private companies.
  Hence, overall the two groups of respondents appear to be similarly positioned to comment on accounting negotiation.

As might be expected, the audit partners reported experiencing negotiations more frequently than CFOs, no doubt due to the average audit partner having approximately 20 clients at a time (Ashton 1991) and the CFO negotiating for only one organization at a time. Furthermore, our CFO sample was collected in June/July of 2002, whereas the GSW audit partner sample was collected in May/June 1997.  We know of no theoretical reason to suggest that the substance of accounting negotiation would change due to the passage of time.  The frequency of negotiation might change due to external events such as scandals (Gunz and Salterio 2004) or accounting standards changes (e.g., Future Income Taxes), but this comparison is not about accounting negotiation incidence but rather the substance of accounting negotiation.  If these accounting scandals or changes in standards would have influenced audit partners to respond differently in 2002, it would make it less likely that the CFOs’ recalls would be congruent with those of audit partners from 1997.
 

Research Question A - Comparative Analysis of Parties’ Recalls of Common Model Elements 

We now analyse the common subsets of the GSW and CFO data by comparing the two respondent groups recalls according to the six common GSW model elements (Figure 1) in order to investigate the first research question.  
Antecedents.  87% (88%) of the CFO (audit partner) examples involved auditor-client relationships three or more years old, so there potentially was a negotiation history in both samples’ negotiation examples.  Both groups agreed that the history of negotiations was moderately important to the example negotiation (on a 1 to 5 scale, CFOs’ mean rating was 3.0; audit partners’ was 3.9).  The audit partners thought past history was significantly more important than the CFOs did (use of “significant(ly)” in this section means a p value < 0.05, two tailed t-test).

Accounting issue.  The most frequently-given reasons for choosing the negotiation examples were the same in both groups:  difference in auditor-client preferences, materiality/significance of the issue, judgment and complexity, and external rules and regulations.
  Both groups cited the first two most frequently, CFOs more frequently cited the third, and the audit partners more frequently cited the fourth.  The examples were recent: 39% of the CFOs (37% of the audit partners) chose an example that occurred within the last six months, and 86% of the CFO examples (83% of the audit partner examples) were from within the previous two years.  Table 1 tabulates the responses to common questions about the issue. 

Insert Table 1 about here


Most of the respondents’ examples had numerous accounting implications.  The top three were common across the two groups: 77% of CFOs’ (75% of audit partners’) examples involved income measurement, 69% (71%) involved balance sheet valuation, and 70% (47%) involved footnote and other disclosures (marginally significantly different in frequency for CFO and audit partner examples, but still third most common).



A majority of each group chose examples where they first identified the issue.  60% of the CFO examples were identified by the client management, and 59% of the audit partner examples were identified by the auditors.  Both groups chose issues that were material in the current and/or future years, and at least one party was surprised by the issue in 50% and 41% of the examples for CFOs and audit partners, respectively.

Negotiation process.  Like the tendency to choose examples they said they had identified, both groups tended to see themselves as important to the issue resolution, but they also reported each other’s considerable involvement.  Table 2 tabulates the responses to common questions about process.  The CFOs said they were involved 81% of the time, while the audit partners reported the CFO was involved 96% of the time.  The CFOs said their staff was involved in 79% of the examples, whereas the audit partners viewed the involvement of the CFOs’ staff to be significantly less, although still substantial (56% of the time).  Similarly, the audit partners reported the engagement partner as involved in 100% and the audit manager in 68% of their examples, and the CFOs reported the engagement partner as involved in 94% and the audit manager in 83% of their examples. 

Insert Table 2 about here



Related to this, the CFOs saw involvement in the negotiation process by the board/audit committee in 27% of the examples (the audit partners reported board and audit committee involvement in 40% of their examples).  Although these rates of involvement are not significantly different, we would expect the rate reported by the CFOs five years later than the audit partners to be higher than the audit partners’ rate, not lower, given the increased emphasis on audit committees in the late 1990’s by regulators worldwide (TSE 1999). The audit partners reported significantly more involvement by technical partners (100%) than the CFOs did (50%). There is little evidence of opinion shopping:  both CFOs and audit partners reported that another audit firm was involved in less than 10% of the examples.



There was also consistency in reports of the length of time taken to resolve the issue. Few issues were resolved right away:  CFOs reported 34% (38% of audit partners) of the negotiations took days, 40% (43%) took weeks, and 26% (19%) took months or longer. Furthermore, the initial assessment process led both parties to similar views as to the acceptability of the available alternatives.  47% of CFOs’ (48% of audit partners’) examples initially appeared to have a range of mutually acceptable outcomes.  17% of CFOs (14% of audit partners) were prepared to look for a new solution and 27% of CFOs (37% of audit partners) felt they had to persuade the other party that their original position should be accepted.  Both parties entered the process wanting a mutually acceptable agreement (over 60% of the time).

Accounting outcome.  Table 3 tabulates responses to questions in common about outcome and consequences.  Both CFOs and audit partners reported their original position was accepted about one third of the time (34% versus 32%).  The CFOs reported accepting the auditor’s original position 19% of the time whereas audit partners reported they accepted the CFO’s position 4% of the time.  Interestingly, both respondent groups were also apt to choose issues that did not result in one of the original positions.  For example, the outcome was often between the initial positions (CFOs 26% and audit partners 41%) or a new solution generated during the negotiation process (CFOs 17% of CFOs’ and audit partners 16%).  Only one CFO example and one audit partner example ended without agreement. 

Both groups’ responses indicated that the outcome was predominantly distributive (where the negotiations related to attempts to get one party to agree with the other or to split the difference between the two original positions), with 79% of CFO accounting outcomes and 77% of audit partner accounting outcomes falling into the distributive category (i.e., one party “won or lost”).
  The audit partners saw other issues as being settled in the same negotiation significantly more often (41%) than the CFOs did (19%). 

Insert Table 3 about here
Consequences.  Both groups reported that a clean/unqualified audit opinion was given (87% of CFOs’ examples and 96% of audit partners’) and that the auditor was reappointed (90% and 83%).  The issue would frequently be revisited again in the future (41% of CFO and 49% of audit partners) possibly leading to future negotiations.

Research Question B Comparative Analysis of Parties’ Recalls of Common Accounting Contextual Features

We compare the 23 common contextual features that had either identical wording across the two settings (18) or highly similar wording (5).  The ratings from both groups are set out in Table 4. The five reworded features are shown with both audit partner and CFO wordings.

Insert Table 4 about here

Table 4 displays considerable consistency in views as to what are important and unimportant features.  However, nearly every feature was rated as “highly important” by at least one CFO and one audit partner and “not important at all” by at least one CFO and one audit partner.  Hence, the context varied across examples in both groups.  The two most important features rated by the audit partners were among the four most important features rated by the CFOs (compare bolded items in Table 4).
  Among the least important features, seven out of the ten rated as unimportant by the CFOs were unimportant to the the audit partners (compare italicized items in Table 1).
  However, the actual rating values of the other three features rated unimportant by CFOs did not significantly differ from the audit partners’ importance rating  values, even though these three features are considered to be moderately important to audit partners and unimportant to the CFOs, using our classification criteria (see footnotes 8, 9 and Table 4).

Consistency of responses is shown by a high degree of association in the importance ratings of the CFOs and audit partners (correlation of 0.74 in the means, p < 0.0001, and 0.60 in the standard deviations, p < 0.002).  Indeed, among all 23 features, only two (client organization’s accounting expertise and relationship with audit partner/client service considerations) were rated as significantly more important by CFOs than by audit partners (p < 0.05 after adjusting for multiple comparisons), and none was rated as less important. The latter feature’s wording revision might have accounted for its difference (“relationship with audit partner” versus “client service considerations”), leaving only one clear difference in the 23 features: the client organization’s accounting expertise.  Maybe not surprisingly, the CFOs rated their organization’s accounting expertise higher than the audit partners did.  

Summary of the Evaluation of Both Parties’ Recalls of the Common Elements and Features 

Overall, our comparisons show a high degree of agreement between the audit partners’ and CFOs’ recalls about the fundamental elements of the auditor-client management negotiation process and the key accounting contextual features.  Indeed, the particular values for many of the common elements and features observed were also closely matched, including such central elements as length of auditor-client relationship, accounting implications involved, length of time for the negotiation, amount of desire to reach agreement, outcome relative to initial position, and consequences for the auditor-client relationship.

We also note four areas of agreement that we think are of broader importance.  First, both samples reported relatively low involvement by the audit committees in overseeing these highly material accounting negotiations.  This finding is consistent with research reporting low levels of audit committee financial reporting oversight (Cohen et al. 2002) and regulators’ beliefs (Levitt 2002).  Second, the high desire of both parties to reach agreement is consistent with the Antle and Nalebuff (1991) analytical model’s central assumption.  Third, despite concerns expressed in the literature (Cushing 1999; Krishnan and Stephens 1995), there is little evidence of client opinion shopping (less than 10% of the examples in areas where one would most likely find opinion shopping to occur).  Finally, the high degree of overall agreement between the two samples on the importance of the various common accounting contextual features is remarkable, as is the agreement on the classification of these common features as important and unimportant to most negotiations.

Research Question C:  Implications of the Analysis of Consistent Recalls on the Common Elements and Features of Auditor-Client Management Negotiation

The third research question addresses whether the comparative analysis suggests any modifications and elaborations to our understanding and description of the common elements and features of auditor-client management negotiation.  The generally high level of agreement between the audit partners’ and CFOs’ recalls on the fundamental elements of auditor-client management negotiation indicates that these elements can be used to guide research into understanding negotiations at the element category level.  The comparative results also indicate how the values of such elements might be set experimentally or anticipated empirically.  For example, experimental study of auditor-client negotiation could draw on our findings when setting the case materials and the manipulations. Specific information that could be included depending on the purpose of the study is as follows: (1) the prior relationship (length of the auditor-client relationship; history of past negotiations); (2) a description of the issue (how it arose, the accounting implications, whether a party was surprised); (3) the process of resolving the issue (the fluidity of the process; the parties involved; the length of time to resolve the issue); (4) outcomes (whether an outcome was reached; distributive versus integrative); and (5) consequences (type of opinion given; impact on future relationship).

In the area of contextual features, the comparative analysis indicates that relatively few specific contextual features are typically important to all negotiations.  These more important features include the role of accounting standards, the level of expertise on both sides of the negotiation, and the relationship between the two parties (both historical and current).  Hence, in experimental research, one would expect that these important features should be included  while the other features which prior research posited might have a main effect could be ignored, assigned a similar value across all treatments and/or considered as candidates for interactions with the more important features. 

For example, Ng and Tan (2003) examine the interactive effects of one of the empirically less important features (but a normatively important feature), audit committees, with one of the most important features, accounting standards.  They find that effective audit committees only have an impact on auditor judgments about negotiation outcomes when there are no authoritative accounting standards.  Our comparative analysis also suggests reducing the apparent complexity of the model’s common contextual features and facilitates the experimental designs for study in this area.

Research Question D:  Implications of the Analysis of Inconsistent Recalls on Our Understanding of the Accounting Negotiation Setting
In light of the rather overwhelming agreement found in the comparative analysis, we now examine the limited inconsistencies in recalls by common GSW model element to determine how they might impact understanding and study of auditor-client management negotiation. Below we also examine other inconsistencies not captured by the common elements and features.

Antecedents.  Two antecedent factors, the client organization’s accounting expertise and the state of the relationship between the two parties, were rated as having a significantly greater importance to the negotiated resolution for the CFOs.  A CFO’s confidence in the accounting staff and how strongly he/she perceives the relationship between the auditors and the company may impact how readily the CFO accepts the auditors’ research and proposed resolution.  The ability to correctly understand the perspective of your opponent (Neale and Bazerman 1983) is valuable in reaching integrative (win-win) negotiation outcomes (Pruitt and Carnevale 1993, Neale and Bazerman 1991).  On the other hand, audit partners believed the client specific negotiation history is significantly more important to the resolution of the issue than CFOs believed.  As these two antecedent conditions are differentially important to the negotiating parties, those studying auditor-client management negotiations should not expect CFOs and audit partners to have symmetrical interpretations of or the same degree of emphasis on these aspects of the negotiation.

Accounting issue. The types of issues discussed, although similar overall, show some differences in detail.  The audit partners were significantly more likely to select issues that related to external rules and regulations.  The CFOs were more apt to select issues they described as involving judgment.  This difference in recalls parallels the finding by Nelson et al. (2002) where auditors reported that they insist on more adjustments when standards are “precise” (in Nelson et al.’s terms) than when judgment is involved.  This finding is also consistent with the suggestion that standards are helpful to auditors as they reduce the demand on judgment (Nelson 2003).



Respondents were also significantly more likely to select issues they had identified first.  These recall differences could be attributed to biases that alter participant memories either by restructuring similar events or negotiators storing negotiation examples in memory selectively (Thompson 1995).  It may also be that whoever discovers the issue first may, as in the generic negotiation research (Oskamp 1971), have an advantage in the negotiation process.  If the latter is true, then the respondents have self-selected to discuss issues in which they may have had an initial advantage resulting in greater reported success rates for their own position.

Negotiation process.  Two thirds of the audit partners saw their example’s issue as being just one of a larger set of client specific issues, whereas the same proportion of CFOs saw their example’s issue as the sole issue to be settled in the negotiation.  As both sets of respondents were cued with references to “the issue(s),” these significantly differential recalls are consistent with the audit partners keeping track more carefully than the CFOs about the ongoing set of issues that are present in the client’s accounting.  Also, it may indicate that although the audit partner sees many issues, only the one issue that the audit partner feels can be best supported when dealing with aggressive client management is selected.



Although the parties believed that their positions, arguments and strategies were transparent and that they kept the other side informed, it appears as though at least the process of developing each side’s positions and arguments may not have been as transparent to the other as they both thought (Gilovich et al. 1998).  For example, the CFOs indicated that significantly more client management staff was involved in the negotiations than the audit partners did.  Conversely, the audit partners indicated that significantly more audit staff was involved than the CFOs did.  The significant difference in the reported involvement of national office technical accounting consultants (100% versus 50% for audit partners and CFOs, respectively) in the negotiations suggests such consultations may be revealed for strategic purposes by the auditor.  Generic negotiation research suggests that the perception of more actors in the negotiation has consequences for the strategies and outcomes of negotiations (Kim 1997; Weingart et al. 1993; Benton and Druckman 1974).  In particular, the difference in CFO and auditor recalls about involvement of national office experts could reflect negotiation tactics undertaken by the audit partner via the tactic of an appeal to expertise (Ziegler et al. 2002; Stevenson and Over 2001; DeBono and Harnish 1988; Pallak et al. 1983; Petty and Cacioppo 1981), which was used by the audit partners in only 50% of their negotiations.  

Outcomes and consequences.  Audit partners reported their original positions were accepted in roughly one third of their examples whereas in less than 5% of their examples they reported that the client’s original position was adopted.  CFOs acknowledged in 19% of their examples that the auditor’s original position was adopted but claimed that in more than one third of the cases, the CFO’s original position was accepted.  

  Other Inconsistencies Not Captured by the Common Elements and Features

The consistent recalls to the common questions in the CFO questionnaire and the GSW audit partner questionnaire provide evidence of the descriptive validity of the negotiation setting as portrayed by prior research.  However, even with the high degree of recall congruency, there are several differences that are suggestive of differences in how auditors and client management frame the negotiations.  First, there is the difference in recalls as to whether multiple issues exist at the time of negotiation.  CFOs viewed the negotiation as dealing with one issue only and therefore saw the outcome as being necessarily of a win-lose nature.  The audit partners were more likely to view the negotiated issue as part of an overall set of issues that might require negotiation. However, audit partners were no more likely than management to see the potential for gains from integrative negotiations and outcomes.
  

Second, audit partners were more sensitive to the client-specific negotiation history than the client CFOs appeared to be.  The CFOs were more focused on the general quality of the relationship.  These latter differences in recalls suggest the issue context is framed differently for the two parties, as some of the factors that the audit partner and the CFO concentrate on in negotiation preparation are different.  The generic negotiation literature suggests that how an issue is framed by a negotiator significantly affects all aspects of the negotiation (Neale and Bazerman 1983,1985; De Dreum et al. 1994; Galinsky 2000; Galinsky and Moskowitz 2000; Galinsky and Mussweiler 2001).  

Third, the significant differences in the types of outcomes recalled (i.e. parties’ differences in recalling issues that “they won”) suggests that outcomes may act as salient cues in memory retrieval and thus lead the party to more readily choose an example with a “pleasant or happy” outcome (Jones et al. 1997).  Hence, methods that do not depend on recall, such as archival or experimental approaches, should probably be used in future examination of these issues.

Summary of the Implications of the Analyses of the Consistencies and Inconsistencies of the Recalls 

Our analyses related to research questions C and D indicate that our current understanding of auditor-client management negotiation has been upheld by the congruency in the recalls of the audit partners and CFOs.  This high level of congruency and consistency indicates that the memories and mental models of negotiation of both sides of the negotiation process are similar.  Thus, our findings suggest that the GSW model elements and features in common between the audit partner and the CFO need only minor modifications and elaborations. These minor revisions that allow for better understanding and study of auditor-client management negotiaton include:  focusing the contextual features on the more important features to all negotiations; considering the other less-important features as candidates for interaction with these main features; and identifying framing differences which may affect the negotiation process.

Practice and Research Implications and Conclusion
Practice Implications

Several implications for practice flow from this comparative analysis.  First, audit partners, in general, have to lead the negotiation process if there is a desire to find “win-win” or integrated issue resolutions.  CFOs seem to be unaware of the existence of other potential issues, and as integrative solutions in the generic negotiation literature often involve other issues (Pruitt and Carnevale 1993), the initiative seems to lie with the auditor.  

Second, negotiation training for auditors should reflect the likelihood that the client CFO is not looking for an integrative solution, at least not via an “expanding the agenda” strategy of adding issues in an attempt to make both parties better off (Bottom and Studt 1993; Fisher and Ury 1981).  This perspective is contrary to the ideal that most parties desire a “win-win” solution and the only problem is to find it (Fisher and Ury 1981).  Our comparative analysis shows that CFOs and audit partners ordinarily concentrate on convincing the other party to accept their position.  Hence, negotiation training for audit partners should concentrate on tactics that result in good outcomes for the audit partner under distributive negotiations, and/or on how to move from the distributive negotiations to integrative negotiations, whenever a potential integrative outcome exists.
  

Third, generic negotiation research has shown that one’s ability to understand the opponent’s perspective is often the key to reaching a good outcome for oneself during negotiations (Neale and Bazerman 1983).  This perspective-taking ability is also very useful in reaching a “win-win” or integrative solution (Pruitt and Carnevale 1993; Neale and Bazerman 1991).  Our comparative analysis draws attention to the fact that antecedent features the audit partners and CFOs concentrate on are different, especially the features that relate to the past history of negotiation and the state of the auditor client relationship.  Furthermore, the audit partner assumes that he/she has more industry knowledge (not just accounting knowledge) than client management when entering negotiation.  Thus, auditors may also need to be trained to understand that the CFOs’ perspective is a single-issue frame to negotiations and that the CFO believes that his/her accounting staff’s accounting competence is higher than what the auditor believes.  Hence, if integrative negotiation training is to be used to improve the perspective taking ability of audit partners, the training could focus on understanding the antecedent factors and providing awareness about the differences in beliefs regarding client accounting (Trotman et al, 2005).  

Future Research
In addition to corroborating and clarifying our understanding of auditor-client management negotiation, this comparative analysis suggests some directions for future research.  Future research into the effects of differences in the parties’ perceptions of who is involved in the negotiation, be it at a lower level staff position or at a higher level of national office technical partner, can shed light on whether the presence of additional actors and/or an appeal to expertise is more likely to affect auditor and CFO negotiation strategies, judgments and outcomes.  The current comparison allows us to look at both sides of the negotiations, however, the two samples were not describing the same issues.  Future research might investigate the perceptions of the process of resolving a difficult accounting issue from the same audit partner and CFO pairings that naturally occur, and ideally about the same issue.  This type of study, although difficult to set up and likely resulting in small sample sizes, would allow us to better understand the dyadic (i.e. paired) nature of the negotiation and the ebbs and flows of the negotiation process.  We also might learn from these types of studies that different types of strategies work for different pairings of audit partners and CFOs as well as types of relationships. 

Further study of the accounting contextual features is also warranted.  A better understanding of why specific contextual features appear to be more important than others is necessary.  Experimental studies that manipulate these important contextual features will help researchers understand how these features impact the negotiation process, which in turn should guide practitioners in how to deal with these more common and important negotiation features. A better understanding of why some contextual features that are posited to be important to negotiation (e.g., the audit committee’s role and data collection costs) but are not perceived to be so by audit partners and CFOs is also necessary, and provides another opportunity for further research.  The other contextual features that are not important across many negotiations may also be likely candidate features that interact with the features rated as important to near all negotiations (see Ng and Tan (2003) as an example for accounting standards and the audit committee).  Finally, the GSW model posits that the contextual features are grouped into three distinct categories: primarily external conditions and constraints, primarily interpersonal context and primarily parties’ capabilities.  Future study could determine whether these groupings are appropriate.

Another potential direction is to investigate whether the changes to audit committee mandates following the Sarbanes-Oxley Act of 2002 (which was passed into law several weeks after our data collection) and similar initiatives in other countries affect the relative importance of audit committees to negotiations.  Based on their reported low levels of involvement in these highly material issues as reported by both sides five years apart, it is possible that these legal changes and economic climate changes will motivate audit committees to be active participants in the negotiation instead of passive recipients of negotiation outcomes.  The Sarbanes-Oxley Act requires audit partners to report to the audit committee whenever their preferred position was not adopted in favour of an acceptable GAAP position desired by management; hence, this may be another negotiating tactic that may give the auditor additional bargaining power and is worthy of further study. 

Finally, there is archival evidence that negotiations can lead to inappropriate accounting being allowed in audited financial statements (e.g., SEC 1993), and clients do remove their auditors as a result of failed attempts to negotiate a mutually accepted agreement (Krishnan 1994; Amernic and Dunlop 1993; Dhaliwal et al. 1993; Spriet 1988; Smith 1988; Smith 1986; McConnell 1984; Chow and Rice 1982).  Our comparison of the two questionnaires’ reported consequences to Canadian archival data showed no evidence of greater than normal auditor turnover for either the CFOs’ or the audit partners’ reported negotiations (although perhaps the normal rate of auditor turnover may be linked to problematic negotiations but that has not been documented).  Future research could investigate whether these types of negotiations in fact do lead to inappropriate accounting and auditor turnover.

Concluding Comments

The conclusions we draw from the comparison of the two questionnaires share a common problem: we asked respondents to select their own examples.  Self-selection may have biased the issues chosen toward negotiations where outcomes were at least satisfactory to the respondents and hence may not be reflective of all negotiations.  However, our analysis indicates that a majority of the issues selected by both sides did not result in the respondent’s original position.

The questionnaires followed, for all matters reported in this paper, the original GSW theoretical framework; hence, the results are informed by theory, but we do not test it.  However, a recent experimental paper tests hypotheses that are based, at least in part, on this model.  Trotman et al. (2005) provided their audit partner and manager subjects with a common negotiation case but with three different foci on our process model’s key elements.  One treatment focused partners on the consequences for client needs by asking them to think about the negotiation outcome from the CFO’s perspective prior to the actual experimental negotiation, one treatment had the auditor “role play” a different negotiation as if the auditor was the CFO prior to the actual experimental negotiation, and the third condition had no interventions prior to the actual experimental negotiation.  Trotman et al (2005) hypothesized and found that auditors in the role-playing condition achieved the largest negotiated adjustment.  We believe that this experiment demonstrates that auditors who are sensitized to more elements and features in the GSW model from the perspective of the CFO outperformed auditors who were focused on only one part of the GSW model (i.e. the CFO’s outcomes) as well as those who were not sensitized to any element of the GSW model.

To conclude, this paper reveals that there are substantial similarities in auditor and CFO recalls and mental models about negotiation experiences, suggests that there are potential differences in emphasis in how each party constructs an analysis and decision frame based on a common set of negotiation elements and features, and shows substantial agreement about contextual features that are relatively more important to all negotiations.  The comparative analysis provides support for the GSW claim that the common elements and features of their accounting-specific negotiation model are generalizable to all parties to the negotiation.  The comparative analysis undertaken has practical implications for audit partners as well as suggesting numerous avenues for further research to better understand the dynamics of this important interaction between auditors and client management.
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Figure 1 

The GSW Negotiation Model Labelled to Specify Six Fundamental Elementsa

Accounting adaptation of basic negotiation setting
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 a The six elements circled above are (see text for more details):  

1 Antecedents:  conditions relating to past history that may influence the negotiation. 

2 Accounting issue:  issues arising from the client’s financial statements.  

3 Negotiation process: includes information exchange, assessments, bargaining and possible outcomes.
4 Accounting outcome: the technical accounting resolution of the issue(s).  

5 Consequences: the effects of the issue outcome on various actors in the negotiation.  

6 Context: Accounting specific features that are important to the negotiation process and resolution.

Table 1

Comparisons between CFO Negotiation Examples and Audit Partner Examples:

Common Questions about Issue Identification, Implications, Materiality & Prior Knowledge

CFOs (n=70)
         Audit Partners (n=93)

Responses

    Responses 


        Total        %
      Total
       %     

1.  Who identified the issue in the first place?:


Organization/Client management
42
60%
21
23%
 
External auditors, during the audit
21
30 
46
49

External auditors, separately from the audit
7
10 
9
10


Other
-
-
11
12


Question not answered 
- 
-     
6  
6             


70
100%
93
100%
2.  Accounting/ disclosure implications of the issue:


Income measurement

54

77%
70
75%


Balance sheet valuation

48

69
66
71


Footnote disclosure   

28

40
33
35


Other disclosure (e.g. MD&A)

21

30
11
12


Other (e.g. tax, legal, business event)

46

66
46
49




197

226


3.  Materiality of the issue:








Material by itself in current year


18
26%
38
41 %



Material by itself in current and future years

31
44
49
53



Material by itself in future years


6
9
3
3




Material in other ways



11
13
-
-

   Not material 



4   
8   
 3   
3  





70
100%
93
100%



4.  Was the issue a surprise?

No one was surprised


35
50%
55
59%


Auditor was surprised, not organization/client
11
16
8
9


Organization/client was surprised, not auditor
15
21
11
12


Both organization and auditor were surprised
9
13
11
12


Other


-  
-     
8
9




70
100%
93
100%



Table 2

Comparisons between CFO Negotiation Examples and Audit Partner Examples:  Common Questions about Parties Involved, Duration of Negotiation, and Beliefs About Outcomes

    CFOs   (n=70)
         Audit Partners (n=93)

Responses

    Responses 


      Total        %
      Total
       %     

1. Organization/client personnel involved in resolving the issue:

CFO
57
81%
89
96%

Accounting staff
55
79 
52
56

CEO
35
50 
55
59


Audit committee
18
26
37
40


Others 
51
73
33  
35        


216 

266
2. Audit firm’s personnel involved in resolving the issue:


Engagement partner

66

94%
93
100%


Manager

58

83
63
68


Consulting or technical partner   

35

50
93
100


Managing partner

15

21
17
18


Staff

11

16
10
11


Other

24

34
27
29




209

303


3.  Other audit firm(s) involved:


5  
7
9  
10


4.  Length of time to resolve the issue:

Days or shorter


24
34%
35
38%


Weeks


28
40
40
43


Months and longer


18
26
18
19




70
100%
93
100%



5.  Beliefs about possible outcomes when the issue arose:

There was a range of mutually acceptable within



which agreement likely could be found

33
47%
45
48%


No mutually acceptable outcomes were apparent, therefore:


· The organization/auditor was prepared to work to 



develop a new solution that would be mutually acceptable








12
17
13
14

· The organization/auditor needed to persuade 



other parties that its position was the only acceptable one





  


19
27
34
37


Other belief about outcome(s)

6
9
-
-


Question not answered


-   
-   
1
1     








70
100%
93
100%



Table 3

Comparisons between CFO Negotiation Examples and Audit Partner Examples: Common Questions about Resolution, Disposition of Other Issues and Overall Audit Results

    CFOs (n=70)
         Audit Partners (n=93)

Responses

    Responses 


     Total        %
      Total
       %     

1. The resolution of the issue:

Agreement:




On organization’s/client’s original position
24
34%
4
4%


On auditor’s original position
13
19 
30
32


Somewhere between the original positions
18
26 
38
41



On a new solution generated in negotiation
12
17

15
16


No agreement
1
1
1
1


Other outcome
-
-
3
3


Question not answered 
2  
3   
2  
2          


 70 
100%
93
       100%

2. Overall audit results:








Financial statements received a clean opinion
61
87%
89
96 %



Audit firm was reappointed for the next year

63 
90
77 
83


Issue(s) to be considered again in future years
29
41
46
49




3. Disposition of other issues:


Other prior issue(s) were settled

6

9%
19
20%


Other prior issue(s) were not settled

7

10
24
26


Other issue(s) were raised and settled   

7

10
20
21


Other issue(s) were raised and not settled

3

4
8
9


No other issue(s) involved

45

64
30
32


Question not answered

2  

3   
-  
-  



70


101


Table 4

Comparisons between CFO Negotiation Examples and Audit Partner Examples: Questions 

about the 23 Common Accounting Contextual Features’ Importancea



 CFO Respondents (n=70)
Audit Partner Respondents (n=93)




"Importance” Overall            "Importance” Overall




Mode
Mean
SD
Mode
Mean
SD

External Conditions and Constraints

Accounting and disclosure standards 
4
3.96
0.88
4
4.04
0.78

Auditor’s power to qualify audit report 
1&2
2.86
1.5
2
2.86
1.10

Ethical considerations
1&4
2.77
1.38
2
2.71
1.24

Auditing standards
1&3&4
2.70
1.28
4
3.03
1.30

Industry practices 
1&3
2.68
1.29
4
3.12
1.33

Owner/investor considerations 
1
2.34
1.46
4
3.21
1.30

Time pressure 
1
2.14
1.26
3
2.76
1.06

Securities or exchange regulations
1
1.96
1.31
1&4
3.04
1.47

Legal considerations
1
1.94
1.15
1
2.33
1.25

Reporting or filing deadline 
1
1.83
1.14
3
2.54
1.18

Creditor/lender considerations
1
1.73
1.08
2
2.40
1.28

Tax considerations
1
1.71
1.18
1
1.65
0.79

Interpersonal Context

Relationship with audit partner

     (client service considerations)
4
3.47
0.94
3
2.87
1.06
Organization’s business reputation
4
3.4
1.13
4
2.97
0.99

Past relationship with auditor (with client)
4
3.09
1.19
4
3.15
0.96

Organization’s CEO (dominant client CEO)
1
2.43
1.3
2&3
2.93
1.14

Organization’s audit committee 
1
2.25
1.2
2
2.61
1.22

Parties’ Capabilities
Organization’s accounting expertise
4
3.89
0.86
4
2.96
 0.97
Audit firm’s accounting expertise
4
3.66
0.87
4
3.60
 1.05

Organization’s negotiation expertise

       (audit firm’s)
3
3.24
0.98
3
3.14
 0.93

Size of the organization (of audit firm)
2
2.5
1.13
1
1.92
 1.08

Organization’s size relative to audit firm
1
1.76
1.03
1
1.89
 0.89

Cost of problem-solving & data-gathering 
1
1.7
0.87
1
1.82
 0.86

a In each of the three categories (from Figure 1), responses are in order of mean importance to the CFOs.  Respondents rated the importance of each feature to their chosen negotiation example on a 5-point scale with points None, Low, Moderate, High and Essential.  Those points are designated 1, 2, 3, 4 and 5 for purposes of statistics reported above.  Features in bold are significantly (p = 0.05 or lower) above the scale mid-point of 3 and reported as “high/essential” by more than 50% of respondents. Both parametric (simple t-tests) and non-parametric (Wilcoxon signed-rank test and sign test) statistical tests were employed (adjusted for multiple comparisons) and the results do not differ. Features in italics are significantly (p = 0.05 or lower) below the scale mid-point of 3 and reported as “low/none” by more than 50% of respondents. Both parametric (simple t-tests) and non-parametric (Wilcoxon signed-rank test and sign test) statistical tests were employed (adjusted for multiple comparisons) and the results do not differ.





















A. Three-element process model
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� The CFO data in this paper are a subset of the data collected as part of a larger research program that examines audit partners’ and CFOs’ accounting negotiations. Gibbins, McCracken and Salterio (2004) use the development process for the CFO questionnaire in addition to another subset of the questionnaire data to report on the CFO perspective, focusing on how the GSW model of the auditor-client management negotiation setting had to be enhanced in order to bring in elements and features that are unique to the CFO perspective (e.g., accountability to CEO, image management).  GSW provides similar evidence about elements and features that are unique to the audit partner perspective (e.g., client inherent risk, auditor ligitation risk).  Hence, this paper compares CFOs’ and auditors’ views on the elements and features of negotiations that are common to both sides of the negotiation table.


�  None of the audit partners chose the early exit, while 30% of CFOs did.  Only 18% of CFOs reported never experiencing an accounting/disclosure disagreement with their auditor, and some of the other early exits appeared to be because the CFO had not experienced such a situation in their current position or organization.


� We undertook tests similar to those documented in GSW to ensure non-response bias and representativeness of the sample. 


� The CFO results did not significantly differ by including or excluding the 25% of CFOs that worked for not-for-profit organizations or in self-described subsidiaries of public companies, smaller public companies, or large private companies. Furthermore, the overall CFO data set collected was subject to the same series of tests as the GSW data was for organization size effects based on total revenue and total assets split at the median value, as well as for type of audit firm (the then Big Five versus all others). After adjusting for multiple comparisons within each item, we found only two size related effects: (a) who was thought to understand GAAP better (auditor or organization), for smaller companies based on total revenue, and (b) whether a consulting partner of the audit firm was involved in issue resolution, for larger companies based on total assets.


� One of the authors asked five audit partners “Has the tenor of negotiations with clients changed in recent times?”  None of the audit partners evidenced any sensitivity to use of the term “negotiation” and none of them had been involved in any previous stages of GSW as far as we are able to determine. However, there is some evidence that the US accounting scandals did not have as great an impact on the financial reporting milieu in Canada (McKenna 2002).  


� In depth discussion of the issues is not possible given that the GSW auditors did not discuss the issues in detail due to their concerns about client confidentiality, which was discovered during pretesting. For a thorough discussion of the types of issues the CFOs discussed, refer to Gibbins et al. (2004).


� There are accounting negotiations where “splitting the initial difference” is not an option, i.e. disclose or to not disclose.  However, even in that situation, there is an ability to “split the difference” by making the disclosure relatively more or less transparent.


� To determine “significantly more important,” the following process was used. Features in bold are significantly above the scale mid-point (3) and reported as “high/essential” by more than 50% of respondents. Both parametric (simple t-tests) and non-parametric (Wilcoxon signed-rank test and sign test) statistical tests were employed (adjusted for multiple comparisons) to test for significance, and the results do not differ. 


� To determine “significantly less important,” the following process was used.  Features in italics are significantly below the scale mid-point (3) and reported as “low/none” by more than 50% of respondents. Both parametric (simple t-tests) and non-parametric (Wilcoxon signed-rank test and sign test) statistical tests were employed (adjusted for multiple comparisons) to test for significance, and the results do not differ.


� When designing the questionnaires, care was taken to ensure unbiased responses and also to provide opportunities for differences or inconsistencies to arise in the responses. A cued recall method of soliciting negotiations where the outcome was an integrative solution probably would have resulted in more examples of “win-win” negotiations. However, our results, based on an unbiased questionnaire, indicate that most of the time, respondents do not recall an integrative outcome. 


� In the audit setting, there may well be situations that occur where only distributive negotiation is possible.  This is due to one of the unique accounting contextual features of this setting, the presence of a large body of rules and standards that act to restrict the choice set in some instances.  For example, while a win-win solution might be to revalue all assets to market value (both upward and downward), that solution is proscribed for many assets on the balance sheet and is almost always proscribed for upward revalution.
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C. Associations between process and   context
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B. Categories of accounting contextual features
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