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Disclaimer:   My comments relate largely to archival, economics based research rather than behavioral studies.  Others are better able than I am to assess the prospects for future work in the behavioral auditing area.

Opening Comments:

· Auditing has been a vibrant research area for the last 25 years, and I expect this will continue - even though the relevance of financial statements in an era of electronic communication is sometimes questioned; the quality of auditing is under deep suspicion (particularly in the U.S.); and the industry has been reduced to the remaining Big 4 international firms, with a fringe of local firms that vary by country.

· Empirical archival auditing papers now constitute about 20% (I believe) of the submissions to major research journals (vs. about 10% for behavioral auditing research; 10% for managerial accounting research; 5% for tax research; and 50% for financial accounting / capital markets research).

Reasons for optimism regarding auditing as a field of research:

· Well functioning auditing institutions are an important part of good corporate governance, and hence are essential for well functioning capital markets.

· As an enforcement mechanism, high quality auditing is, in a sense, more important than high quality financial reporting rules (GAAP), since nominal rules are meaningless without proper enforcement.

· Environmental and other stresses on the delivery of high quality audits - such as heightened user expectations regarding fraud detection, and aggressive financial reporting by managers - continue to generate interesting research questions.

· Auditing institutions in the U.S. are undergoing rapid change as a result of the Sarbanes-Oxley Act of 2002 (e.g. mandatory fee disclosures; ban on some forms of  consulting for audit clients; the removal of auditing standard setting for publicly held companies from the profession) and there has been a flood of recent research on economics of auditing issues. This is consistent with the history of auditing research which has often been stimulated by regulatory concerns.  
Auditing research streams:

· Research on the audit production process.

e.g. statistical theory of auditing; risk analysis; sampling; most audit judgement studies; archival studies of auditor workpapers and detected misstatements; studies of the determinants of audit hours & mix of procedures; studies of auditor efficiency
· Research linking auditing to the economic environment in which it occurs.  e.g. determinants of supply, demand, and market competition (industrial organization); audit quality; auditor reporting; litigation.
Specific Economics-based Research streams:

· Nature of competition in the auditing market;

pricing and costs of audits

· Product differentiation hypothesis; audit quality, auditor choice, and auditor change

· Multi-period pricing (>lowballing=) and auditor tenure

· Joint production of audit and non-audit services for the same client

· Litigation risk and its effects on auditor behavior

· Earnings management, fraud, and corporate governance

· Audit production and auditor efficiency

· Issues related to auditing standards and the audit standard setting process

· Issues related to the organizational structure of public accounting firms 
Some major open research questions:

· How do Big 4 firms compete as oligopolists, and what are the testable implications?  We need a non-cooperative oligopoly model of auditor competition.

· What has been the impact of mergers shrinking the number of dominant firms?  Possibilities: efficiencies or restriction of choice, competition, and hence raising prices? 

· We need a model that simultaneously considers competition in both the auditing and consulting markets (tax & general management consulting) to understand trade-offs that might be made.

· Extent of the market in which competition occurs (i.e. local, regional, national or international)  appears important, but is not well understood.

· Nature and consequences of auditor-client industry specialization are not well understood (e.g. efficiency gains vs. higher quality, or both;

sources of demand for industry specialists; nature of competition and market equilibrium with specialist and non-specialist auditors)

· Better understanding of distinguishing features of individual Big 4 firms may allow us to explain auditor choice within Big 4.  This could be context specific (e.g. client's CFO formerly worked for a specific Big 4; clients in an oligopoly industry want to avoid information transfers to competitors).

· Multi-period pricing models either assume an infinite tenure (DeAngelo) or finite tenure that corresponds to the finite life of the firm (Magee & Tseng).  But auditor tenure in real world is  finite and shrinking (to about 10 years on average).  A model where tenure of finite length is anticipated would be useful (e.g. anticipated tenure determines degree of lowballing, and - perhaps - affects audit quality). 
· There is no evidence (of which I'm aware) of the impact of audit partner- client tenure on audit quality.
· Is cross sectional variation in NAS fees, or ratio of NAS to audit fee a good measure of relative threat to independence?  How to deal with possible future NAS purchases?

· Need to consider implications of different institutional regimes (i.e. where NAS for audit clients is allowed vs. banned) - over time, or across countries.

· We don't have a good model of NAS production costs (i.e. like audit fee model) that identifies appropriate control variables (needed to simultaneously estimate audit & NAS fees). 

· How do we avoid research in NAS area from being excessively politicized, hence potentially unreliable?

· Most litigation risk studies are in U.S., which is an outlier with respect to risk.  Per Wingate, Research in Accounting Regulation, 1997:

 
U.S. litigation index = 15 

U.K and Commonwealth Countries = 10 to 8; EU countries = 6 or 5 

Others < 5.

· Can the auditing institution function effectively in the absence of significant litigation risk?  That is, can a loss of auditor reputation absent litigation provide sufficient incentives to make auditors Awork hard@?  How do incentives associated with litigation risk and auditor reputation interact?

· Theoretical work distinguishes between Abenevolent@ (to shareholders) and Aharmful@
earnings management. Can (should) auditors distinguish between Acontractually efficient@ (i.e. earnings management that conveys private information) and opportunistic (fraudulent) earnings management? 

· The problem of high Type I error rates when fraud is suspected raises two research questions:  

Can it be reduced?  We need better fraud prediction models derived from more extensive data sets. 

Is vigorous pursuit of fraud consistent with the incentives and audit methodologies of public accounting firms?
Are auditors motivated to pursue possible fraud incurring resource costs and the wrath of the client for false positives?  Are audit methods that emphasize analytical tests actually able to detect fraud?


· Systematic differences in audit quality between Big and non-Big firms (Big quality > non-Big quality) have been documented in many studies by testing the implications of quality differences (e.g. higher audit fees, higher ERC's, etc.).  There is very little evidence linking the audit quality difference to differences in audit production. 

· How do we operationalize the concept of precision in GAAS?  Mean-variance approach not very helpful.

· Assuming greater precision can be both cost increasing (more effort required) and cost decreasing (less costly to demonstrate compliance hence >due diligence=), how is the  optimal degree of GAAS precision determined?

· In general, further theoretical and empirical study of the special features of global professional partnerships - including the risk sharing, compensation, and monitoring arrangements in such firms and their effects on partner and firm performance are needed to help understand (any) differentiation within the Big 4. 

CONCLUSION
Much interesting research in auditing remains to be done, and should keep us busy for at least the next 25 years!

