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AN EXAMINATION OF FACTORS AFFECTING EXTERNAL AND INTERNAL WHISTLE-BLOWING BY AUDITORS

Abstract

Near and Miceli (1995) suggest that internal and external whistle-blowing may be initiated by different triggers, which include organizational climate and the relative power of those involved. We use an experimental approach to study auditors’ likelihood to report a potential wrongdoing to the managing partner of the auditing firm (internal to the auditing firm) and the client’s board of directors (external to the auditing firm), in principle-based and rule-based organizational climates. As predicted, we find that auditors are more likely to whistle-blow internally than externally and they are more likely to whistle-blow in a principle-based compared to a rule-based organizational climate. Furthermore, auditors are more likely to whistle-blow on a less powerful wrongdoer compared to a more powerful wrongdoer, but only if the complaint recipient is within the organization. The paper concludes with a discussion on the implications of these findings for theory and practice.
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AN EXAMINATION OF FACTORS AFFECTING EXTERNAL AND INTERNAL WHISTLE-BLOWING BY AUDITORS

INTRODUCTION
Alleged wrongdoings by corporate executives abound after the recent accounting scandals involving Enron and WorldCom among others, where several corporate executives were found guilty of wrongdoing and in one case one individual was sentenced to a jail term of 23 years. In both Enron’s and WorldCom’s cases, corporate executives internal to the corporation blew the whistle on their superiors - Sherron Watkins of Enron and Cynthia Cooper of WorldCom. Nevertheless, many others “in the know” did not blow the whistle, including many individuals employed by Enron and many auditors employed by Andersen (Enron’s auditor). The lack of auditors’ willingness to blow the whistle is particularly troublesome given auditors’ prescribed role as whistle-blowers (Gaa 1992).  In fact, evidence produced by the prosecution showed that on the instructions of the partner-in-charge, certain Andersen audit managers encouraged other auditors and Enron employees to dispose of evidence concerning Enron (Toffler and Reingold 2003).
 
Whistle-blowing is “the disclosure by organization members (former or current) of illegal, immoral, or illegitimate practices under the control of their employers, to persons or organizations that may be able to effect action” (Miceli and Near 1992, 4). Research on whistle-blowing is timely and important given the increasing pressure on public accounting firms and their clients to provide appropriate mechanisms to facilitate effective whistle-blowing. For example, Section 301 of the Sarbanes-Oxley Act 2002 amends section 10A of the Securities Exchange Act of 1934 in a way that promotes effective whistle-blowing.
 Under the Act, audit committees must establish procedures for the treatment of complaints regarding accounting, internal accounting controls or auditing matters. Such procedures may legitimize whistle-blowing and emphasize the importance of formal channels for resolving complaints, which may in turn encourage auditors (and other employees) to whistle-blow. 

Nevertheless, our empirical knowledge of what encourages and/or inhibits auditors’ whistle-blowing is limited at best.  Although scare, previous audit research has identified the importance of both individual characteristics and organizational factors in influencing auditors’ tendency to whistle-blow (Arnold and Ponemon 1991; Hooks et al. 1994; Finn 1995; Lord and DeZoort, 2001).
  To increase our understanding of how to promote auditors’ whistle-blowing, our study considers the effects of three factors on auditors’ intentions to whistle-blow on wrongdoings specifically observed during the course of an audit. First, we consider the complaint recipient; in this case, internal versus external whistle-blowing options, that is, auditors’ intentions to whistle-blow internally compared to their intention to whistle-blow externally. Organizations prefer to see whistle-blowing about valid allegations pass through internal channels so that wrong doings can be corrected and prevented in the future, and so that the organization’s “dirty linen” is not aired in public (Near and Miceli 1985). As a result, there may be more pressure to internally whistle-blow than to externally whistle-blow. Accordingly, we consider the relative intentions of auditors to report a potential wrongdoing to an internal complaint recipient compared to their intention of reporting the matter to an external complaint recipient. 

Second, we consider the effect of rule-based versus principle-based organizational climates. Rule-based organizational climates are those that reinforce the necessity to comply with detailed rules and the law while principle-based organizational climates are those that reinforce the need to apply overall principles in ethical decisions. The literature suggests that the emphasis an organization places on rules or principles influences the ethicality of individuals’ decisions:  individuals make “better” ethical decisions in principle-based organizational climates than in rule-based organizational climates (Dillard and Yuthas 2002; Victor and Cullen 1998). However, to date there is little research on the effect of these organizational climates on individuals’, and more specifically on auditors’, intention to whistle-blow. Our paper adds to the limited literature by examining the intention of auditors to whistle-blow in rule-based relative to principle-based organizational climates. This is especially important as public accounting firms tend to be organized along rules rather than principles and the increased pressure for public accounting firms to adopt more principle based climates.

Third, we consider the importance of the relative power of the wrongdoer to auditors’ intention to whistle-blow. Near and Miceli (1995) argue that while less powerful employees are sometimes involved in wrongdoing, overwhelmingly, it is the senior, and consequently the more powerful, employees who commit acts of greatest harm to their organization and to society. For example, extremely powerful individuals at Enron approved the publication of misleading financial information, and apart from Sherron Watkins, the employees did not blow the whistle on them. Similarly, alleged wrongdoing at WorldCom, Sunbeam, and Tyco International involved very powerful individuals including the CEO. Accordingly, our study examines whether an auditor’s intention to report a wrongdoing is influenced by the power of the wrongdoer involved in the transgression. Finally, given that our research is one of the first to examine both personal and situational factors on whistle-blowing, we also examine whether there is a significant interaction effect between personal and situational factors on auditors’ whistle-blowing intentions.

We provided audit professionals with case materials that included a wrongdoing which involved a weakness in internal control discovered during the audit, which gave rise to an opportunity to commit fraud by a member of the client’s organization. The weakness was covered up by a senior member of the audit team, who chose to not report the matter and, when the weakness was raised by another member of the audit team, warned the other audit team member not to report the matter. This is a wrongdoing because auditing standards require that material weaknesses in internal control be communicated to the client. We find that, consistent with our hypotheses, there is a significant relation between an auditor’s intention to whistle-blow and the three factors examined in this study. First, auditors are more likely to whistle-blow internally than externally. Second, auditors are more likely to whistle-blow in a principle-based organizational climate compared to a rule-based organizational climate. Third, auditors are more likely to whistle-blow on a less powerful wrongdoer compared a more powerful wrongdoer, but only if the complaint recipient is within the organization. Fourth, we find no significant interaction effect between organizational climate and power of the wrongdoer on both internal and external whistle-blowing.

This paper is organized as follows. First, we develop four hypotheses to predict the association for each of the factors and an auditor’s intention to whistle-blow. Second, we present our experimental design. Third, we report the results and, finally, we discuss the implications of our findings, and future research opportunities.

HYPOTHESIS DEVELOPMENT

The development of our hypotheses is based on Near and Miceli’s (1995) work on effective whistle-blowing. Near and Miceli’s model (see Figure 1) identifies several factors that affect an individual’s likelihood of whistle-blowing. They propose five primary factors that could influence effective whistle-blowing. The first three factors are personal variables (i.e., they pertain to the whistle-blower, complaint recipient and wrongdoer): (1) characteristics of the whistle-blower; (2) characteristics of the complaint recipient; and (3) characteristics of the wrongdoer. The other two factors are situational variables that relate to the nature of the wrongdoing and the organizational setting: (4) characteristics of the wrongdoing; and (5) characteristics of the organization. 

[Insert Figure 1 about here]

These factors are supported by change theories (organization change and resistance to change) and power theories (external control of the organizations, value congruence with managers, power relationships among groups and individuals, and power bases of the whistle-blower). Table 1 provides a summary of their model including the variables in their model and the propositions generated from their model.  Near and Miceli consider whistle-blowing to be the end result of a decision making process, and subject to several influences as perceived by the potential whistle-blower. Individuals who observe wrongdoing are more likely to whistle-blow if they believe their whistle-blowing will be effective. Near and Miceli argue that a whistle-blower attempts to exert power to change the behaviour of some member(s) of the organization in such a way as to terminate the wrongdoing. While we rely on Near and Miceli’s model as a basis for understanding auditors’ tendency to whistle-blow, we are able only to examine only a sub-set of their model in this study. 

[Insert Table 1 about here]

Although many different factors are encompassed under Near and Miceli’s (1995) model, sample size and experimental resources limit our investigation to three that we believe to be particularly pertinent to auditor whistle-blowing.  First, we examine the complaint recipient, in this case internal versus external whistle-blowing opportunities that considers whether auditors are likely to report the transgression internally - to their organization, or externally - outside their organization. Evidence from the Enron scandal shows that Sherron Watkins initially reported the wrongdoing to Enron’s CEO Ken Lay and was ignored by him (Watkins 2003). We address the question, which situational/personal factors tend to encourage auditors to report internally and externally? Second, we examine the characteristics of an organization and ask whether organizational climate supportive of whistle-blowing would influence auditors’ intention to whistle-blow. In particular, we consider the rule-based versus the principle-based organizational climate. We do this for three reasons:  1) large organizations including Andersen and Enron are often characterized as bureaucratic and rule-based (Toffler and Reingold 2003; Raghavan et al. 2002; Shafer et al. 2002), 2) the increased emphasis on principle-based organizations in the accounting profession; and 3) participants in our pilot-tests consider this to be an important factor to whistle-blowing. Third, we investigate relative power of the wrong-doer within the organization. Examples from Enron and Andersen show that apart from the two individuals cited above, no one else in these two large organizations blew the whistle on the actions of powerful wrongdoers they observed and our pilot-testing identified this factor as important to the inhibition of the auditor.

Internal versus external whistle-blowing
Whistle-blowing in the business context may be classified as internal or external (Near and Miceli 1995). Internal whistle-blowing is the reporting of wrongdoing to sources within the organization that can bring about change. Internal whistle-blowing occurs when the transgression is reported to parties outside the chain of command, but inside the organization. This may include the board of directors, the audit committee, and a senior officer such as the chief executive officer or designated complaint recipient within the organization (Finn 1995)
. External whistle-blowing occurs when the complaint recipient is outside of the organization, for example, law enforcement agencies and regulators, professional bodies, external “watch dog” organizations and interest groups, and the media (c.f., Near and Miceli 1995).
 

In most cases, whistle-blowing is a two-stage process or progression. The whistle-blower first reports the wrongdoing internally. If the matter is not resolved to the whistle-blower’s satisfaction, then s/he may decide to report the matter externally. Nevertheless, sometimes the whistle-blower may decide to report the wrongdoing to an external party right at the outset. This might occur, for example, if the whistle-blower perceived that the matter would not receive an appropriate response if reported internally, and that the only way to secure an appropriate response is to report the matter to an external party. 

In Near and Miceli’s (1995) model, the characteristics of the wrongdoing and the characteristics of the organization interact to affect the whistle-blower’s use of external channels. While internal reporting may include both illegal acts and wrongdoings that are not illegal, external reporting appears to be confined to only illegal acts. This is because society has put in place various agencies as recipients of complaints of illegal acts (Miceli et al. 1991). Regardless of the location of the complaint recipient, the whistle-blower is exposed to potential retaliation for his/her action (Miceli and Near 1992). 

In addition, Miceli and Near (1992) report that the form and type of retaliation may differ for internal and external whistle-blowing. This may be because unlike external whistle-blowing, internal whistle-blowing allows the organization the opportunity to address and correct problems before they become worse, and subsequently, prevent potential scandals that may embarrass and negatively impact the organization (Barnett 1992). Thus, internal whistle-blowing may be considered to be a demonstration of loyalty and commitment to the organization (Somers and Casal 1994). This gives rise to our first hypothesis:

H1
Auditors are more likely to whistle-blow internally than externally.

Rule-based versus principle-based organizational climate


Another important influence on individuals’ tendency to whistle-blow is the prevailing climate within an organization (Miceli and Near, 1992). The importance of organizational climate to auditors’ whistle-blowing is suggested by Dillard and Yuthas (2002) who report that organizational climate has the ability to affect organizational members’ ethical decision making process and whistle-blowing is a subset of ethical decision making. Additional support for this relationship is provided by Jones (1991) who suggests that factors such as organizational culture, organizational environment, organizational moral atmosphere, and organizational authority “are likely to play a role in moral decision making and behavior at two points: establishing moral intent and engaging in moral behavior” (391). For example, at Enron, there was a strong corporate culture of toeing the line and adhering to the way things were done (Toffler and Reingold 2003). An application and integration of these theoretical perspectives suggests that critical to their intention to whistle-blow is the nature of the organizational climate under which they operate. 

More specific to auditors, Dillard and Yuthas (2002) identify an important aspect of organizational climates as principle-based versus rule-based. On the one hand, principle-based climates convey to members the necessity of following general principles in the formulation of professional judgment (Dillard and Yuthas 2002), which in turn results in the individual taking more responsibility for their decision-making and more “ethical” decision outcomes. On the other hand, a rule-based climate emphasizes conformity to the rules and the law, whereas a principle-based climate has broadly formulated rules that permit interpretation by and communication between organizational members (Dillard and Yuthas 2002). The authority structure of a rule-based organization is likely to be more bureaucratic than a principle-based organization (Dillard and Yuthas 2002) and the greater the bureaucracy, the less responsible are individuals for ethical outcomes and the less likely would individuals whistle-blow (Miceli and Near 1992; Near and Miceli 1995; Weinstein, 1979). Furthermore, Weinstein (1979) argues that bureaucracies respond more negatively to whistle-blowing than other organizations because whistle-blowing represents a challenge to the authority structure that is the basis of the bureaucracy.
 Therefore, rule-based organizational climates are more likely to be undermined by whistle-blowing than principle-based organizational climates.

We argue that the extent to which an organization reinforces rules versus principles is a key influence on auditors’ ethical behavior of which whistle-blowing is a subset (c.f., Finn 1995; Near and Miceli 1995). On the one hand, in a rule-based organizational climate, auditors take less responsibility for ethical decision-making; therefore, their intention to whistle-blow would be lower than in a principle-based climate. On the other hand, in a principle-based climate, auditors’ retain responsibility for the definition and exercise of their own ethical behavior. Therefore, auditors are more likely to blow the whistle in a principle-based than in a rule-based climate because principle-based organizations are more receptive to the whistle-blowers compared to rule-based organizations.
 Based on the above arguments, we hypothesize the following:

H2
Auditors in a rule-based climate are less likely to whistle-blow relative to auditors in a principle-based climate.

Power of the wrongdoer

In the recent debacles involving Andersen, allegations have been made that individuals at the highest level of the organization had been involved in the cover up of Enron’s transgressions. Shredding and wholesale destruction of Enron work papers by Andersen staff was undertaken in Andersen’s Houston office.
 These transgressions were sanctioned by the organization.
 The popular press (see, for example, Forbes, March 2002 issue) has argued that the high level of involvement of Andersen personnel inhibited their staff from whistle-blowing.

Near and Miceli (1995) identify the importance of power of the wrongdoer to auditors’ intention to whistle-blow. Power is defined as the ability of an individual to overcome resistance in bringing about his/her desired objective or result without the use of coercion, physical force, or other negative connotations that is implied by the word (Near and Miceli 1995). Power is normally associated with high status individuals because low status individuals can be easily replaced (Near and Miceli 1986). High status individuals are powerful because of certain desirable attributes that they bring to the organization. For example, high status auditors may have technical or management skills, they may be in control of valuable resources, or they may have influence over the careers of other organizational members (Near and Miceli 1995).
Powerful status is not only reflected in hierarchical position but also in the degree to which auditors are considered to be central and critical to the organization (Perry 1993). Power has a direct effect on whether the organization will protect them or sanction them (Near and Miceli 1995). Historical evidence shows that when an internal audit partner warned other Andersen partners in 1999 that Enron’s accounting practices were too aggressive; the in-charge partner of Enron’s audit together with Enron executives had him removed from Enron’s audit (Manor and Yates 2002). 

Individuals may be less likely to whistle-blow on powerful others for several reasons:  1) because they fear retaliation from these individuals (Ryan and Oestreich 1991), 2) because the organization is dependent upon the wrongdoer for its resources, and/or 3) because the consequences associated with exposing the individual may be more significant (Miceli et al. 1991). For example, internal auditors may be reluctant to report high-level wrongdoing such as release of questionable financial information because of the seriousness of the consequences that would be incurred (Arnold and Ponemon 1991). Consequently, we hypothesize as follows:

H3
Auditors are more likely to whistle-blow on a less powerful wrongdoer compared to a more powerful wrongdoer.

Interaction between organizational climate and power of the wrongdoer

Whistle-blowers may have greater success with their actions in a principle-based organizational climate than in a rule-based climate. The open environment created by a principle-based organizational climate is perceived to be more nurturing of dissenting opinions compared to a rule-based climate. Because of this, whistle-blowers may be less intimidated by a powerful wrongdoer and may report wrongdoing by him/her just as they would wrongdoing by a less powerful wrongdoer knowing that the organization would protect them from retaliation from the wrongdoer. In other words, auditors who are subject to the rule-based climate are more likely to report a less powerful wrongdoer compared to a more powerful wrongdoer whereas auditors in the principle-based climate will report wrongdoing regardless.

H4
There is a significant interaction effect between organizational climate and power of the wrongdoer on auditors’ likelihood to whistle-blow.

METHOD

The Andersen, Enron, and WorldCom scandals raised many questions regarding auditor responsibility, culpability, and ethical behavior. Consequently, our study examines the whistle-blowing intentions of auditors using case materials that were based on an actual, but disguised, audit case. To test our variables of interest, case materials, and manipulations, we carried out three pilot-tests. First, two research assistants responded to our draft questionnaire to ensure that the case materials, variables of interest, and manipulations capture our objectives. Second, we revised our questionnaires based on their responses and the revised questionnaire was administered to 48 final year accounting majors attending an auditing course to test our case materials and the variables we were investigating.
 After a second revision to our questionnaire, it was further tested on 74 audit professionals. The final questionnaire is a result of revisions made subsequent to this third pilot-test.
Participants

Our final experiment involved 96 audit professionals attending a national accounting training program. This allowed us to isolate variation that may have otherwise been attributable to differences in employers and/or type of employment than the factors under investigation. All participants had audit experience and worked for auditing firms. There was one incomplete response, and this resulted in 95 (38 males and 57 females) useable responses. The average (SD) age of respondents was 24.1 (3.0) years. Descriptive data are shown in Table 2.

 [Insert Table 2 about here]

Experimental design

The experiment is a 2 (rule-based and principle-based organizational climate) by 2 (power of the wrongdoer – less powerful and more powerful) between-subjects full factorial design, with a within-subject comparison for internal versus external whistle-blowing. The experimental materials included a general description of the purpose of the experiment (which was to study decision making by auditors) and provided an assurance of confidentiality. The participants were randomly assigned to one of the four treatment groups.

The experimental task comprised an audit vignette that was divided into two parts. In the first part, auditor participants were asked to read the “organizational climate condition” description and initial the document after reading it (see below). In the second part, all participants were presented with a case containing information about a recent audit assignment. Participants were required to take the role of an auditor (the inferior) who had been assigned to the audit of a client.

The case involves a wrongdoing by the partner-in-charge (the superior) of the audit.
 The auditor brought to his superior’s attention the existence of a serious weakness in the client’s internal control system
 that would allow fraud
 to be committed by the client. The superior refuses to bring the weakness to the attention of the client’s board of directors because of a personal association with a member of the client staff.
 The superior warns the inferior not to follow up on the matter. An excerpt from the case materials is shown below.

Because of your experience in auditing organizations of a similar nature, you are assigned to audit the museum’s acquisition section. Acquisitions form the major part of the museum’s annual budget. From your review of LMMA’s procedures, you find that the acquisition manager has the responsibility of finding, negotiating, and finalizing the purchase of paintings, sculptures, and other objects of art from the artists directly or from other collectors or art dealers after authentication by experts. When the acquisition price is agreed upon, Don McDonald, the acquisition manager, will complete an authorization form that contains the vendor’s details, a detailed description of the object to be acquired as well as the agreed price. This form authorizes the accounting department to release the funds to the vendor.

Upon learning this, you are immediately concerned for the lack of independent verification of the acquisition price, the lack of internal controls, and the lack of reporting of internal control weaknesses to the LMMA board. Auditing standards stipulate that material weaknesses in internal controls must be reported to the client’s board of directors. You immediately raise this issue with Chris, the audit partner, and in your discussion you question the adequacy of internal controls that gives rise to the possibility of collusion between McDonald and the vendors to defraud the museum. Chris replies that he is aware of the internal control weakness but does not believe that it warrants reporting to the board because a material fraud is unlikely. Besides, McDonald is a good and trusted friend who would never do anything to harm Chris’s career. His parting words to you are: “Leave it alone, I’m warning you!”

After reading the case materials, participants were asked to respond to three questions: (1) Will you report your concerns to the managing partner of the firm (your superior’s superior)? (2) Will your peers, in an identical situation, report their concerns to the managing partner of their firm? and (3) Will you report your concerns to LMMA’s [the client company being audited] board of directors? For all questions, participants responded on a seven-point scale that was anchored by “Definitely will” (1) and “Definitely will not” (7). To facilitate ease of reading, in the data analyses, all three scales were reversed. Question 1 was used to measure the participant’s intention to whistle-blow internally within the auditing firm. Question 2 was included to test for social desirability bias. Question 3 was used to measure the participant’s intention to whistle-blow external to the auditing firm. 

After completing these tasks, the participants responded to manipulation checks, control and demographic questions, and were paid $20 for completing the instrument.

Rule-based versus principle-based organizational climate manipulation

We used a between-subjects’ manipulation of rule-based versus principle-based organizational climate that involved putting participants in a situation where their auditing firm had a new managing partner who had introduced a new code of conduct. Participants were required to read the new Code of Conduct and sign it as evidence of having read it. One-half of our participants received the rule-based manipulation and the other half received the principle-based manipulation. The rule-based version emphasized the need to comply with the various rules of the organization whereas the principle-based version encouraged individual values and independent thought. Both versions are shown in the appendices (Appendix A and Appendix B).

Power of the wrongdoer manipulation

Near and Miceli (1995) propose that the power of the wrongdoer may be based on his/her position in the hierarchy, professional status, tenure, support from superiors, and membership of a majority group. In auditing firms, in particular, high status auditors bring and are associated with large and high profile clients. To manipulate power, but to assure ourselves that power was not confounded by level in the firm, we held position level constant (partner-in-charge) and describe the partner-in-charge (their superior) as either less powerful or more powerful using the following descriptors:

Less powerful:

The audit partner you are working for is Chris Budd. Chris has developed good friendships with the senior managers of LMMA. He is especially friendly with Don McDonald, the acquisitions manager of LMMA. However, Chris has very limited power and influence at your firm. He is the newest partner and he is not well known among the partner ranks. Because of his lack of power and influence, he is seldom consulted on human resource matters such as promotions and pay rises.

More powerful:

The audit partner you are working for is Chris Budd. Chris has developed good friendships with the senior managers of LMMA. He is especially friendly with Don McDonald, the acquisitions manager of LMMA. Moreover, Chris possesses a great deal of power and influence at your firm. He is well liked and respected by all other partners. Because of his power and influence, he often has the final say on human resource matters such as promotions and pay increases.

Control variables

Because whistle-blowing can be considered to be a form of ethical decision making (Finn 1995), we control for the effect of social desirability bias and gender as done in previous ethics research. Social desirability bias was measured by the difference between the participants’ likelihood of reporting the wrongdoing to the managing partner and their perception of the likelihood that their peers would act in a similar manner (c.f., Schoderbek and Deshpande 1996). This difference is referred to as the social desirability bias score in our statistical analysis. Gender was self-reported on the questionnaire.

RESULTS

Correlation analyses

Before presenting the results of hypotheses testing, we consider the findings of the correlation analysis and manipulation checks for our experiment. Correlation analyses between the dependent variables and the control and demographic variables were carried out and these are reported in Table 3. 

[Insert Table 3 about here]

As shown in Table 3, the social desirability bias score and age were significantly correlated to the likelihood of reporting wrongdoing to the managing partner and were included in the ANCOVA models as covariates. Gender did not significantly correlate with the dependent variables and was excluded from the ANCOVA models. As the social desirability bias score was calculated by taking the difference between the participants’ own likelihood of reporting the wrongdoing to the managing partner and their perception of their peers’ intentions, the larger negative score indicates the larger social desirability bias and the larger positive score indicates the smaller social desirability bias. There is a significant relation between the social desirability bias score and the likelihood of reporting the matter to the managing partner (F = 15.669, p = .000), i.e., those who were more likely to report wrongdoing to the managing partner had the higher social desirability bias score. Age was significantly related to the likelihood of reporting the wrongdoing to the managing partner (F = 4.580, p = .035). Correlation analysis shows that younger participants were more likely than older participants to report wrongdoing to an internal complaint recipient. Future research is needed to substantiate the importance of these individual factors to whistle-blowing.

Manipulation checks

To test the success of the organizational climate (rule or principle) manipulation, four items were measured on seven-point scales – strongly disagree (1) and strongly agree (7). These were: (1) The firm likes employees “just the way they are”; (2) The firm expects employees to adopt its set of values;
 (3) The firm expects employees to share a single professional identity; and (4) The firm values individuality. The scores of these four items were totaled to form the rule/principle score (theoretical range is 4 to 28). A t-test indicated a significant difference between the two treatment groups (t = 9.18, p = .000).
 The mean (SD) for participants in the rule-based treatment was 9.13 (3.9) and the mean (SD) for participants in the principle-based treatment was 16.84 (4.56).

Similar procedures were carried out to test the success of the power of the wrongdoer manipulation. The four items that measured this were: (1) Chris Budd is a senior partner; (2) Chris Budd has influence over your career; (3) Chris Budd has the support of the other partners; and (4) Chris Budd is not a powerful partner.
 The ends of these scales were anchored by “strongly disagree” (1) and “strongly agree” (7) (theoretical range is 4 to 28). The mean (SD) for the less powerful wrongdoer was 12.02 (4.00) and for the more powerful wrongdoer, it was 22.14 (3.93), and these were significantly different (t = 12.45, p = .000). This and the previous result show that both manipulations were successful.

Hypothesis 1
H1 proposes that auditors are more likely to whistle-blow internally than externally.  To test H1, we used within-subjects’ ANCOVA for the two dependent variables: (1) likelihood of reporting the wrongdoing to the managing partner; and (2) likelihood to reporting to the board of directors, Questions 1 and Question 3 of the instrument respectively. The overall mean (SD) likelihood of reporting the wrongdoing to the managing partner was 4.98 (1.36) while that of reporting to the clients’ board of directors was 3.84 (1.61). While these scores were highly correlated (r = .641, p = .000), they were also highly significantly different (t = 8.679, p = .000). These results provide support for H1.

 Hypothesis 2
Recall that H2 proposes that auditors in rule-based climates are less likely to whistle-blow compared to auditors in principle-based climates. To test this hypothesis we used a 2 (organizational climate - rule-based and principle-based) x 2 (power of the wrongdoer – less powerful and more powerful) ANCOVA on the two dependent variables: Likelihood of reporting to the managing partner, and likelihood of reporting to the board. We included age and social desirability bias as covariates in our analysis when significant correlations were found with the respective dependent variable, as shown on Table 3 (Tabachnick and Fidell, 1996). A significant main effect for the organizational climate variable is required to provide support for H2.
Results for the first dependent variable, likelihood of reporting to the managing partner, are reported in Table 4. Panel A, Table 4 shows a significant main effect for the organizational climate variable (F = 6.993, p = .010). The means (SD) are shown in panel B, Table 4. Participants in the principle-based treatment (mean [SD] = 5.33 [1.20]) were more likely to report wrongdoing to the managing partner compared to participants in the rule-based treatment (mean [SD] = 4.61 [1.44]). These results provide support for H2.

[Insert Table 4 about here]

The second dependent variable, the likelihood of reporting wrongdoing to the client’s board of directors, was tested using a 2 (organizational climate – rule-based and principle-based) x 2 (power of the wrongdoer – less powerful and more powerful) ANCOVA with age and social desirability as covariates. Results for the second dependent variable: Likelihood of reporting to the board of directors, are reported in Table 5. Table 5, panel A, shows a significant main effect for organizational climate (4.670, p = .033). Consistent with the previous result, the principle-based respondents (mean [SD] = 4.20 [1.47]) were more likely to report wrongdoing to an outside party such as the client’s board of directors compared to the rule-based respondents (mean [SD] = 3.46 [1.67]) (panel B, Table 5).  These results also provide support for H2; therefore, H2 is supported for both dependent variables.

[Insert Table 5 about here]

Hypothesis 3

H3 predicts that the likelihood of reporting wrongdoing is affected by the power of the wrongdoer. We tested this hypothesis using the same statistical analysis as that used to test H2, which is a 2 (organizational climate - rule-based and principle-based) x 2 (power of the wrongdoer – less powerful and more powerful) ANCOVA on two different dependent variables. Support for H3 is found in a significant main effect for the power of the wrongdoer variable.

Table 4 reports the results for the dependent variable: Reporting to the managing partner. There is a significant power of the wrongdoer main effect for reporting to the managing partner (F = 10.594, p = .002) (panel A, Table 4), and the likelihood of the wrongdoing being reported was higher when the wrongdoer was less powerful (mean [SD] = 5.37 [1.29]) and lower when the wrongdoer was more powerful (mean [SD] = 4.61 [1.34]) (panel B, Table 4). There was, however, no significant main effect when the reporting was to the client’s board of directors (F = 2.196, p = .142) (panel A, Table 5). The mean (SD) of the likelihood of reporting a less powerful wrongdoer was 4.09 (1.79) and the mean (SD) of the likelihood of reporting a more powerful wrongdoer was 3.61 (1.40). Thus, H3 is supported but only when the dependent variable is internal whistle-blowing, which was operationalized as reporting to the managing partner. 

Hypothesis 4

H4 hypothesizes a significant interaction effect between organizational climate and power of the wrongdoer. Panel A, Table 3 and panel A, Table 4 show no significant interaction effect (F = .638, p = .427 and F = .010, p = .920 respectively), indicating there is no interaction effect between these situational and personal variables on whistle-blowing intentions both internally and externally. 

DISCUSSION AND CONCLUSION

Organizations face many choices in the way they organize their work environment to respond to wrongdoing by members which include ensuring the organizational environment is one that encourages whistle-blowing. Our experiment examines three factors that we considered to be informative for understanding auditor’s intention to whistle-blow: internal versus external whistle-blowing opportunities; rule-based versus principle-based organizational climates; and power of the wrongdoer. 
Our results show that auditors are more likely to whistle-blow internally than externally. This is not surprising as internal (compared to external) whistle-blowing may have less negative consequences for the whistle-blower, the wrongdoer, and the auditing firm. Internal whistle-blowing provides organizations with the opportunity to correct the wrongdoing before the consequences escalate that may include public, media and professional sanctions, loss of reputation, loss of client base, and general public embarrassment. Furthermore, internal whistle-blowing may be considered a necessary step to be taken by an auditor before s/he resorts to external whistle-blowing. While further work is required to investigate the differences between internal and external whistle-blowing, our initial results indicate that organizations may avoid the negative repercussions associated with external whistle-blowing by developing organizational climates, procedures and policies that encourage internal whistle-blowing. 

Our results also show that a rule-based organizational climate is less conducive to whistle-blowing relative to a principle-based climate. They suggest that if organizations increase their emphasis on principles, whistle-blowing may increase in their organizations.
  Auditors in principle-based climates may feel that the organization gives them permission or even expects them to whistle-blow. As a principle-based climate encourages organizational members to think for themselves and to follow general guidelines more than rules; it follows that focusing on principles and encouraging independent thought may result in an increase in whistle-blowing (Near and Miceli 1995).  After the Enron, WorldCom, and Andersen scandals and as required by the Sarbanes-Oxley Act, public accounting firms and their clients are beginning to reorganize their organizations to put in place procedures and guidelines to facilitate whistle-blowing. If supported by future research, our results suggest that creating an organization climate that is principle-based and therefore more conducive to whistle-blowing should be included in this reorganization.
Our findings also show that auditors were more likely to whistle-blow on a less powerful wrongdoer compared to a more powerful one, but only if the complaint recipient is within the organization. More powerful wrongdoers have control over organizational resources, they have technical and management skills, and they are more central and critical to the organization; therefore, they are likely to have the ability to retaliate against the whistle-blower. Ryan and Oestreich (1991) suggest the main reason people do not speak up is because of fear. Whistle-blowers fear being ignored, ridiculed, and sidelined; but most of all, they fear retaliation by the wrongdoer. Therefore, without a safe environment for whistle-blowing, auditors may be forced to report the wrongdoing externally rather than internally especially when the wrongdoer is powerful. To avoid such an eventuality, it is incumbent upon organizations to create a climate that emphasizes positive norms, and leading by example is one such step. As demonstrated in the cases involving the auditing firm of Andersen, not speaking up and not reporting wrongdoing has severe organizational consequences and may have contributed to the demise of the firm.

We do not find a significant interaction effect between organizational climate and power of the wrongdoer on whistle-blowing intentions. This result does not rule out the possibility that there are other combinations of situational and personal variables that may interact to affect whistle-blowing intentions. Discovering these could be the focus of future research.

The generalizability of our results is limited by the particular context of our experiment. The effects of different combinations of the factors that affect the likelihood of whistle-blowing represent interesting extensions for future research. Whether the behaviors observed in this study are generalizable to other areas of the business environment and individuals other than auditors also represent interesting avenues for future research. In this study, we made use of audit professionals with an average of 48 and 31 months of general and domain experience respectively. While they were suitable participants for the task (internal control evaluation) contained in our case materials, their whistle-blowing intentions may have been a function of their experience and/or their tenure at their present firm (average 23 months). Future research could examine the whistle-blowing intentions of auditors who are more senior and/or may have a longer tenure at their current firm. In addition, the generalizability of our results is also limited by the R2 scores of both ANCOVA models which are quite small, even though the model for internal reporting explains a higher rate of variance relative to the model for external reporting (R2 = .262 and .064 respectively). In spite of our extensive pilot-testing where we tried to capture the most important factors in explaining internal and external whistle-blowing, the small R2 scores suggest the presence of omitted variables that could be the subject of future research.

Given organizational members’ reluctance to whistle-blow on powerful wrongdoers, public accounting firms and their clients should consider the implementation of procedures that protect whistle-blowers from retaliation from powerful wrongdoers. Such procedures could involve putting in place procedures that facilitates reporting to non-executive compliant recipients and also strict rules on anonymity as required by the Sarbanes-Oxley Act. As whistle-blowers are distrustful of mere assurances of confidentiality, these procedures would have to have support from the highest levels of management and as Finn, Hunt and Chonko (1988) have long emphasized, the importance of senior management attitude or “The tone at the top” in creating an environment that nurtures speaking up and reporting wrongdoing is vital. The tone at the top requires management “to walk the talk”, as well. Often times this tone from the top may be communicated to potential whistle-blowers through procedures that facilitate internal whistle-blowing, lack of sanctions for whistle-blowers, and appropriate sanctions for senior management responsible for the transgression (Near and Miceli 1986; Miceli, Near and Schwenk 1991; Near and Miceli 1985).  Employees learn by observation; if they observe the fair treatment of whistle-blowers even when the wrongdoer is powerful, they would be more likely to report any wrongdoing they observe.
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Figure 1: Near and Miceli’s Effective Whistle-blowing Model (adapted from Near and Miceli, 1995, pp. 682-683)
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Table 1: Summary of Near and Miceli’s Effective Whistle-Blowing Model

	Variable
	Proposition

	Characteristics of the whistle-blower

	Credibility
	Whistle-blowing will be more effective when co-workers, managers, and the complaint recipient perceive that the whistle-blower is credible.

	Power
	Whistle-blowing will be more effective when co-workers, managers, and the complaint recipient perceive that the whistle-blower is relatively powerful in the organization.

	Anonymity
	Whistle-blowing will be more effective when whistle-blowers identify themselves at the outset instead of requesting some form of anonymity, unless doing so would reduce credibility.

	Characteristics of the complaint recipient

	Credibility
	Whistle-blowing will be more effective when complaint recipients are credible, but only if they are also supportive of the whistle-blower.

	Power
	Whistle-blowing will be more effective when complaint recipients are powerful, but only if they are also supportive of the whistle-blower.

	Characteristics of the wrongdoer

	Credibility
	Whistle-blowing will be more effective when the wrongdoer has little credibility.

	Power
	Whistle-blowing will be more effective when the wrongdoer has little power.

	Characteristics of the wrongdoing

	Organization’s dependence on the wrongdoing
	The greater the dependence of the organization on the wrongdoing, the less likely that internal whistle-blowing will be effective and the more likely that external whistle-blowing will be effective.

	Convincing evidence of wrongdoing
	Whistle-blowing will be more effective when evidence that wrongdoing has occurred is convincing.

	Legal basis for the complaint
	Whistle-blowing will be more effective when whistle-blowers report activity that is clearly illegal and unambiguous.

	Characteristics of the organization

	Appropriateness of whistle-blowing
	The effectiveness of whistle-blowing will be affected by the perceptions of co-workers, management, and the complaint recipient concerning the extent to which the whistle-blower’s reporting the particular incident in question is prescribed as appropriate by the organization or by informal norms.

	Climate supportive of whistle-blowing
	Whistle-blowing will be more effective in organizations in which the climate discourages wrongdoing, encourages whistle-blowing, and discourages retaliation against whistle-blowers.

	Less bureaucratic structure
	Whistle-blowing will be more effective in organizations with bureaucratic structures, but only if formal mechanisms exist to encourage internal whistle-blowing and if they actually operate consistently with the formalization.

	Low organization power in environment
	Whistle-blowing will be more effective in organizations that have low power in their environments, especially if external channels of reporting are used.


Table 2: Demographic data

	Gender (n): Male


       Female
	38

57



	Age in years
	24.1 (3.0)



	General work experience in months
	48.1 (43.9)



	Domain work experience in months


	31.1 (17.8)

	Tenure at current job in months


	23.2 (12.4)

	First language:
	

	
- English
	79

	
- Others
	16



	Percentage of time spent on audit work:
	

	
Average
	75.1%

	
Range
	10% to 100%


Table 3: Correlations

	
	Likelihood of reporting to managing partner
	Likelihood of reporting to board of directors
	Gender
	Age
	General work experience
	Domain work experience
	Tenure at current job
	Firm type
	First language
	Percentage of time spent in auditing

	Gender
	.146
	.027
	
	
	
	
	
	
	
	

	Age
	-.207*
	-.159
	-.053
	
	
	
	
	
	
	

	General work experience
	-.167
	-.101
	-.100
	.786**
	
	
	
	
	
	

	Domain work experience
	-.099
	-.037
	.009
	.431**
	.436**
	
	
	
	
	

	Tenure at current job
	-.074
	-.030
	.014
	.105
	.144
	.533**
	
	
	
	

	Firm type
	.108
	.111
	.000
	.044
	.071
	.127
	.057
	
	
	

	First language
	-.152
	.160
	.204*
	.074
	-.072
	.081
	.152
	-.028
	
	

	Percentage of time spent in auditing
	-.021
	-.047
	-.062
	.014
	-.062
	-.116
	-.043
	-.175
	.086
	

	Social desirability bias score
	-.329*
	.133
	-.137
	.041
	.044
	.035
	-.027
	.076
	.010
	-.114


* Correlation is significant at the 0.05 level (2-tailed). ** Correlation is significant at the 0.01 level (2-tailed).

Table 4: ANCOVA results and means (SDs)

Dependent Variable: Likelihood of reporting to managing partner*

Panel A: Tests of Between-Subjects Effects

	Source
	Type III Sum of Squares
	df
	Mean Square
	F
	Sig.

	Corrected Model
	52.414
	5
	10.483
	7.676
	.000

	Intercept
	66.922
	1
	66.922
	49.004
	.000

	Age
	6.255
	1
	6.255
	4.580
	.035

	Social desirability bias
	21.398
	1
	21.398
	15.669
	.000

	Organizational climate
	9.551
	1
	9.551
	6.993
	.010

	Power of the wrongdoer
	14.467
	1
	14.467
	10.594
	.002

	Social desirability bias x power of the wrongdoer
	.871
	1
	.871
	.638
	.427

	Error
	121.544
	89
	1.366
	 
	 

	Corrected Total
	173.958
	94
	 
	 
	 


R Squared = .301 (Adjusted R Squared = .262)

Panel B: Means (SDs)

	
	Organizational climate

	
	Rule-based
	Principle-based

	Likelihood of reporting to managing partner
	4.61(1.44)

(n = 46)
	5.33 (1.20)

(n = 49)

	
	
	

	
	Power of the wrongdoer

	
	Less powerful
	More powerful

	Likelihood of reporting to managing partner
	5.37 (1.29)

(n = 46)
	4.61 (1.34)

(n =49)




*Will you report your concerns to the managing partner of your firm? (Definitely will not - 1; Definitely will – 7).

Table 5: ANCOVA results and means (SDs)

Dependent Variable: Likelihood of reporting to the client’s Board of Directors*

Panel A: Tests of Between-Subjects Effects 

	Source
	Type III Sum of Squares
	df
	Mean Square
	F
	Sig.

	Corrected Model
	27.696
	5
	5.539
	2.294
	.052

	Intercept
	44.696
	1
	44.696
	18.508
	.000

	Age
	4.950
	1
	4.950
	2.050
	.156

	Social desirability score
	4.593
	1
	4.593
	1.902
	.171

	Organizational climate
	11.277
	1
	11.277
	4.670
	.033

	Power of the wrongdoer
	5.302
	1
	5.302
	2.196
	.142

	Organizational climate x power of the wrongdoer
	.025
	1
	.025
	.010
	.920

	Error
	214.936
	89
	2.415
	 
	 

	Corrected Total
	242.632
	94
	 
	 
	 


R Squared = .114 (Adjusted R Squared = .064)

Panel B: Means (SDs)

	
	Organizational climate

	
	Rule-based
	Principle-based

	Likelihood of reporting to the client’s board of directors
	3.46 (1.67)
	4.20 (1.47)

	
	
	

	
	Power of the wrongdoer

	
	Less powerful
	More powerful

	Likelihood of reporting to the client’s board of directors
	4.09 (1.79)
	3.61 (1.40)


* Will you report your concerns to LMMA’s [the client company being audited] board of directors? (Definitely will not – 1; Definitely will– 7).

Appendix A

Rule-based Organizational Climate

Code of Conduct

This Code of Conduct replaces the Code dated September 1, 1995 and comes into effect immediately.

Introduction

At this firm, our values support our strategy and help us achieve our ambition - to be the leading global professional services organization, solving complex business problems for top tier clients in global, national and local markets, and the best in our industry. To achieve this strategy, we believe that we must act as a single body that always speaks with one voice. Consequently, if your attitudes and values are different from what are acceptable to the firm, you will be required to change them.

Fair and ethical conduct

A staff member shall carry out his/her responsibility with all due attention to the establishment of fair and ethical dealings with clients, colleagues, and the firm. Employees must always act in accordance with the law and must always follow the rules and procedures as outlined in the firm’s Human Resource (HR) manual.

Respect for colleagues

Employees must refrain from discriminatory behaviour as identified by legal statutes and the firm’s HR manual.

Continuing education

Employees must undertake at least one continuing education course per year; recognized courses are listed in the firm’s HR manual.

Dress code

Casual dress, as defined by the firm’s HR manual, may be worn on days that employees are not meeting with clients. When employees are meeting with clients, formal business attire must be worn.

Appendix B

principle-based Organizational Climate

Code of Conduct

This Code of Conduct replaces the Code dated September 1, 1995 and comes into effect immediately.

Introduction

In this firm, our values support our strategy and help us achieve our ambition - to be the leading global professional services organization, solving complex business problems for top-tier clients in global, national and local markets, and the best in our industry. At this firm, we believe in integrity, respect and always speaking our minds. We do not want to change who our employees are nor expect them to conform to a particular mould. Consequently, our employees are guided by their own personal conscience.

Fair and ethical conduct

A staff member shall carry out his/her responsibility with all due attention to the establishment of fair and ethical dealing with clients, colleagues, and the firm; the pattern of these duties may vary from individual to individual consistent with the employee’s specialties and qualifications.

Respect for colleagues

In the performance of their duties, employees should respect their colleagues and avoid discrimination.

Continuing education

We believe in maintaining a passion for excellence in people, service and innovation, and we demonstrate this commitment to personal growth through our on-going support of continuing education courses that employees choose.

Dress code

Under this code, staff can choose to wear either traditional business attire or adopt a more contemporary dress style depending on what is most appropriate to their specific working environment, daily schedule, and client interaction.

EXPERIMENTAL QUESTIONNAIRE
Dear Professional Colleague

Thank you for agreeing to participate in this research project that should take about 30 minutes to complete. Before proceeding, please read the following instructions carefully:

1. The purpose of this research is to study decision-making by auditors. Your participation will help us develop ways of improving auditor decisions.
2.  This study has been approved by XXXXXXX University’s Human Participants Review Committee, and any concerns you may have concerning the study should be addressed to the university’s Office of Research Administration (XXXXXXXXX).

3.
It should be emphasized that there are no right and wrong answers. All that you are asked is to provide your best answers. The cases are straightforward and involve no tricks.

4.
If you have any questions when answering this questionnaire, please raise your hand and the instructor will attend to you. Please do not ask questions aloud. Do not consult your colleagues because each person may have a different questionnaire.

5.
Please complete the receipt on the last page of this questionnaire and detach it before handing it to the instructor. Strict confidentiality will be maintained, but details are required to assist in paying you. Your identity will be kept confidential at all times. All questionnaires will be destroyed within a year of publication of the research report. If you wish to obtain a summary of the results of this study, please contact us and we would be happy to send you a copy when it is completed.
It is important that you follow the instructions.

Yours faithfully,

Please turn over the page when you are ready.

Instructions:

Assume you are an audit senior with your current firm and so far your career has been progressing successfully. Recently, your firm appointed Pat Jones as the new managing partner. Soon after Pat Jones took office, the firm introduced a new code of conduct that all employees are required to read and sign. Yours is shown on the following page. Please read it carefully and initial in the spaces provided as evidence of your having read it.

Code of Conduct

This Code of Conduct replaces the Code dated September 1, 1995 and comes into effect immediately.

Introduction

At this firm, our values support our strategy and help us achieve our ambition - to be the leading global professional services organization, solving complex business problems for top tier clients in global, national and local markets, and the best in our industry. To achieve this strategy, we believe that we must act as a single body that always speaks with one voice. Consequently, if your attitudes and values are different from what are acceptable to the firm, you will be required to change them.

Fair and ethical conduct

A staff member shall carry out his/her responsibility with all due attention to the establishment of fair and ethical dealings with clients, colleagues, and the firm. Employees must always act in accordance with the law and must always follow the rules and procedures as outline in the firm’s Human Resource (HR) manual.

Respect for colleagues

Employees must refrain from discriminatory behaviour as identified by legal statutes and the firm’s HR manual.

Continuing education

Employees must undertake at least one continuing education course per year; recognized courses are listed in the firm’s HR manual.

Dress code

Casual dress, as defined by the firm’s HR manual, may be won on days that employees are not meeting with clients. When employees are meeting with clients, formal business attire must be worn.
…………………………….

Please initial

Case:

Soon after Pat Jones became managing partner of the firm, you were assigned to the audit of the Littlewood Museum of Modern Art (LMMA). LMMA is a nonprofit organization that receives financial support from both public and private sources. Public funds are based on the number of paying patrons that visit the museum during the year. Private funds are in the form of donations and legacies. The museum uses these funds to run both its daily operations as well as to acquire new works for its collection.

The audit partner you are working for is Chris Budd. Chris has developed good friendships with the senior managers of LMMA. He is especially friendly with Don McDonald, the acquisitions manager of LMMA. However, Chris has very limited power and influence at your firm. He is the newest partner and he is not well known among the partner ranks. Because of his lack of power and influence, he is seldom consulted on human resource matters such as promotions and pay rises.
Because of your experience in auditing organizations of a similar nature, you are assigned to audit the museum’s acquisition section. Acquisitions form the major part of the museum’s annual budget. From your review of LMMA’s procedures, you find that the acquisition manager has the responsibility of finding, negotiating, and finalizing the purchase of paintings, sculptures, and other objects of art from the artists directly or from other collectors or art dealers after authentication by experts. When the acquisition price is agreed upon, Don McDonald, the acquisition manager, will complete an authorization form that contains the vendor’s details, a detailed description of the object to be acquired as well as the agreed price. This form authorizes the accounting department to release the funds to the vendor.

Upon learning this, you are immediately concerned for the lack of independent verification of the acquisition price, the lack of internal controls, and the lack of reporting of internal control weaknesses to the LMMA board. Auditing standards stipulate that material weaknesses in internal controls must be reported to the client’s board of directors. You immediately raise this issue with Chris, the audit partner, and in your discussion you question the adequacy of internal controls that gives rise to the possibility of collusion between McDonald and the vendors to defraud the museum. Chris replies that he is aware of the internal control weakness but does not believe that it warrants reporting to the board because a material fraud is unlikely. Besides, McDonald is a good and trusted friend who would never do anything to harm Chris’s career. His parting words to you are: “Leave it alone, I’m warning you!”

Chris’s assurances do not alleviate your concerns. You now have to make some decisions.

1.
Will you report your concerns to the managing partner of your firm? (Circle an appropriate number.)



1
2
3
4
5
6
7

Definitely will




   Definitely will not

2.
Will your peers, in an identical situation, report their concerns to the managing partner of their firm?



1
2
3
4
5
6
7

Definitely will




   Definitely will not

3.
Will you report your concerns to LMMA’s board of directors?



1
2
3
4
5
6
7

Definitely will




   Definitely will not

Please turn over the page when you are ready.

Please respond to the following statements by circling an appropriate number:

	Statements 1 to 6 refer to the Code of Conduct and Chris Budd. Please respond to them without looking back to the previous pages.


	Strongly



Strongly

disagree



   agree

	1.
The firm likes employees “just the way they are.” 
	
1
2
3
4
5
6
7

	2.
Chris Budd is a senior partner. 
	
1
2
3
4
5
6
7

	3.
The firm expects employees to adopt its set of values.
	
1
2
3
4
5
6
7

	4.
Chris Budd has influence over your career. 
	
1
2
3
4
5
6
7

	5.
Chris Budd has the support of the other partners. 
	
1
2
3
4
5
6
7

	6.
The firm expects employees to share a single professional identity.
	
1
2
3
4
5
6
7

	7.
The firm values individuality. 
	
1
2
3
4
5
6
7

	8.
Chris Budd is not a powerful partner.


	
1
2
3
4
5
6
7


Please turn over the page when you are ready.

Participant Profile:

1. Your age?   _______ yrs

2. Your sex? (circle one)   Female      Male

3. How many years/months of working experience do you have?   ___years ___months

4. How many years/months of accounting experience do you have? ___years ___months

5. How many years/months have you been working in your present job?___years ___months.

6. What type of firm do you work for? (tick one)

(    )
“Big Five” firm

(    )
Medium size firm

(    )
Small firm

(    )
Commercial company

(    )
Others. Please specify ________________

7. In a typical year, what percentage of your time is spent in the following areas? Please write in the boxes the percentage that reflects the amount of time you spend in the following five areas. The total you allocate to these areas must total 100%.

(    )
Auditing

(    )
Business services

(    )
Financial reporting

(    )
Taxation

(    )
Others. Please specify __________________


100%
TOTAL

8.
Please describe your mother-tongue: ___________________

Thank you for your cooperation.

I acknowledge that I have received $20 as remuneration for participating in a study that examines decision-making by auditors.

You have my permission to use my responses in your research.

Full name:
____________________________

Signature:
____________________________

Date:

____________________________

� 	Court evidence also showed that some employees made light of the destruction of documents and joked about the lack of shredding bags (see, for example, Forbes, March 2002).


� 	Section 301 of the Sarbanes-Oxley Act 2002 also requires audit committees to establish procedures for the confidential, anonymous submission of concerns regarding questionable accounting or auditing matters to the audit committee. Providing anonymity to whistle-blowers may increase the likelihood of whistle-blowing and prevent corporate disasters such as Enron, WorldCom, and Andersen. It is also possible that the effectiveness of whistle-blowing may be reduced as anonymity may decrease the credibility of the whistle-blower (Near and Miceli 1995). 


� 	Near and Miceli (1995, 681) define the effectiveness of whistle-blowing as “the extent to which the questionable or wrongful practice (or omission) is terminated at least partly because of whistle-blowing and within a reasonable time. Therefore, effective whistle-blowing occurs when the whistle-blowing results in the implementation of organizational change that discontinues the wrongdoings.


� 	Reporting to coworkers (peer-reporting) is not classified as whistle-blowing (King 1999).


� 	While some researchers (e.g., Miceli and Near 1992; King 1999) argue that internal and external whistle-blowing are conceptually similar, others (Barnett 1992; Somers and Casal 1994) argue that they are different. Those who propose that they are similar argue that the starting point of both is when an employee perceives wrongdoing (King 1999). Both internal and external whistle-blowing require the whistle-blower to take an active part in reporting the wrongdoing instead of a more insidious act like sabotage, or worse, violence (Miceli and Near 1992).





� 	Enron and other high tech organizations where fraud occurred belonged to relatively new industries. The entrepreneurial nature of these industries may result in chaotic organizational structure and a Draconian imposition of order is sometimes accepted as the price of order (Kurtz and Snowden 2003). “The problem with this dynamic is that it introduces a new stability that in turn becomes more rigid until the new order breaks in its turn” (Kurtz and Snowden 2003, 462). This may partly explain the bureaucratic nature of Enron and WorldCom.


� 	Bureaucracy would be positively related to the effectiveness of whistle-blowing if there are formal channels for resolving complaints and stated guarantees of protection for the potential whistle-blower. However, unless these conditions are met in a bureaucratic organization, less bureaucratic organizations are expected to be less resistant to change and, therefore, more likely to experience effective whistle-blowing (Near and Miceli 1995).


� 	“Tonnes of paper relating to the Enron audit were promptly shredded as part of the orchestrated document destruction. The shredder at the Andersen office at the Enron building was used virtually constantly. To handle the overload, dozens of large trunks filled with Enron documents were sent to Andersen’s Houston office to be shredded.” (‘Back time’ may catch Andersen”, Toronto Star, March 21, 2002, D11). 


� 	For example, on October 10, 2001, Chicago-based Andersen lawyer Nancy Temple e-mailed Michael Odom at Andersen’s Houston office: “it might be useful to consider reminding the (Enron audit) team that it would be helpful to make sure that we have complied with the policy, …which calls for destruction of extraneous and redundant material” (Toronto Star, 2002, D12).    


� 	Included in the pretest was the DIT P score to examine whether there was an association between moral reasoning and whistle-blowing.  Similar to Lord and DeZoort (2001), we failed to find a significant association; therefore, in the interest of brevity, we did not include the DIT in our final experimental results.


� 	These requirements are reflected in Australian, International, Canadian and American auditing standards.


� 	The internal control system refers to the system of checks and balances that are put in place by management to assist them in running the organization more effectively. The corporations’ law of many countries makes management responsible for putting in place an adequate system of internal controls.


� 	Fraud refers to intentional misstatements whereas unintentional misstatements are referred to as errors.


� 	Australian, Canadian, American, and International auditing standards require the auditor to communicate weaknesses in the client’s internal control system to an appropriate level of authority.


� 	This and the following item were reverse scored. 


� 	All tests of significance in this paper are two-tailed.


� 	This item was reverse scored.


� 	Sensitivity analyses were carried after the removal of outliers (one for each of the two manipulations). The results reported below for hypotheses 1 to 4 did not change significantly. H1 and H2 were still supported, H3 was partially supported, and H4 remained unsupported.


� 	The Sarbanes-Oxley Act 2002, which was introduced after the Enron scandal, extends employees of issuers of financial statements and public accounting firms "whistle-blower protection" that would prohibit the employer from taking certain actions against employees who lawfully disclose private employer information to, among others, parties in a judicial proceeding involving a fraud claim. Whistle-blowers are also granted a remedy of special damages and attorney's fees.


� 	Andersen’s practicing license was cancelled by the State of Texas on August 16, 2002.
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