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AN EXAMINATION OF FACTORS ASSOCIATED WITH 

DYSFUNCTIONAL AUDIT BEHAVIOR

ABSTRACT

Dysfunctional audit behavior can have potentially hazardous effects on audit quality (Public Oversight Board, 2000).  While prior research has identified both organizational and personal variables associated with this behavior (Donnelly et al., 2003), individual characteristics such as moral reasoning level, gender, and age have yet to be investigated.  The current study expands on previous research by incorporating these measures along with those identified in Donnelly et al. (2003) as potential predictors of dysfunctional behavior in auditors.  

While the Donnelly et al. (2003) study was survey based, the current research incorporates an experimental 2X2 crossed design.  The two crossed factors are order in which the subjects receive two cases of dysfunctional audit behavior and likelihood of dysfunctional behavior.  Results from 44 practicing auditors showed that factors associated with the likelihood of engaging in dysfunctional audit behavior only impacted subjects’ responses in the underreporting of time situation.  In this situation, those under the high likelihood condition were more likely to report that they were willing to not record the extra work on the audit.  Limitations and implications of the study as they relate to practicing auditors are discussed.

AN EXAMINATION OF FACTORS ASSOCIATED WITH

DYSFUNCTIONAL AUDIT BEHAVIOR
Introduction
  
 In 2000, the Public Oversight Board (POB) issued The Panel on Audit Effectiveness Report and Recommendations that attempted to “assess whether independent audits of financial statements of public companies adequately serve and protect the public interest” (POB, 2000, 1).  In the report, time and budget pressures that are placed on auditors are specifically addressed as factors in substandard audits.  Additional concerns that the time and budget pressures can reduce job satisfaction, increase turnover, and thus make it more difficult to retain high quality personnel are also mentioned.  While recognizing that deadlines and budgets are an important part of an efficient audit, the POB expressed concern over the dysfunctional audit behaviors that can arise as a result of such practices.  These dysfunctional audit behaviors include such actions as not gathering sufficient evidence, bypassing of audit program steps, premature sign-off on the audit program without completion of an audit task, and underreporting of the actual time spent on specific auditing tasks.  


Research results support the contention that time pressures and other dysfunctional audit behaviors are a problem in the audit process.  Kelley and Margheim (1990, 21) state that they found an “alarming number of underreporting and audit quality reduction acts occurring in practice.”  Survey results suggest that in many cases, a majority of auditors admit to engaging in some form of dysfunctional audit behavior.  Specifically, audit quality reduction behavior was engaged in by 89 percent of the respondents in Otley and Pierce (1995) and 78 percent in Willett and Page (1996).  Additionally, many auditors report that significant pressure is placed on them to increase productivity.  Results supporting this contention include Coram et al. (2003) at 93 percent, Lightner et al. (1982) at 67 percent, and Willett and Page (1996) at 60 percent.  With the current climate of diminishing confidence in the accounting profession, these majority findings signal that time pressures and dysfunctional audit behaviors are a continuing problem that warrants further investigation.  

 The current study extends prior research on dysfunctional audit behavior by incorporating organizational and personal variables associated with this behavior (Donnelly et al., 2003), as well as individual characteristics such as moral reasoning level, gender, and age as potential predictors of dysfunctional behavior in auditors.  The rest of the paper is organized as follows:  the second section provides a literature review and develops the hypotheses, section three explains the methodology, the fourth section contains the results, and section five provides discussion and implications for future research.   

Prior Research and HYPOTHESES Development

Auditors and Dysfunctional Behavior



Certain actions of auditors that allow for the opportunity for a substandard audit have been termed dysfunctional auditor behaviors (Donnelly et al., 2003).  These dysfunctional audit behaviors include such actions as not gathering sufficient evidence, bypassing of audit program steps, premature sign-off on the audit program without completion of an audit task, and underreporting of the actual time spent on specific auditing tasks.  This behavior has also been referred to as reduced audit quality behavior (Malone and Roberts, 1996; Coram et al., 2003) and has been investigated in many studies (Alderman and Deitrick, 1982; Margheim and Pany, 1986; Kelley and Margheim, 1990; Louwers and Strawser, 2000).  The bulk of this research focuses on the topics of underreporting of time, premature sign-off of procedures, or a hybrid of the two. 


Several studies have surveyed auditors about their perceptions of and participation in different types of dysfunctional audit behavior.  Rhode (1977) found 55 percent of the experienced auditors (greater than three years experience) surveyed and Lightner et al. (1982) found 67 percent of the Big 8 auditors surveyed admitted to underreporting time.  Rhode (1977) also found 60 percent of the experienced auditors had prematurely signed-off on an audit step without actually having performed it, while Alderman and Deitrick (1982) found 31 percent of the Big 8 auditors surveyed in Texas acknowledged that prematurely signing-off workpapers occurs in practice.  More generally, Willett and Page (1996) found that only 22 percent of the finalists taking the Institute of Chartered Accountants test in England and Wales stated that they had never participated in speeding up of audit testing by irregular methods and Coram et al. (2003) found that almost two-thirds of Australian respondents had “sometimes” performed reduced audit quality practices.  Additionally, Otley and Pierce (1995) found that 89 percent of the Big 6 auditors in Ireland had participated in dysfunctional audit behavior and Kelley and Margheim (1990) found over one-half of auditors surveyed stated that they had performed dysfunctional audit procedures on a recent audit.  Time budget pressure was found by Rhode (1977), Alderman and Dietrick (1982), Willett and Page (1996), and Coram et al. (2003) to be the primary cause of this substandard work.

 
Other studies have investigated additional factors associated with dysfunctional audit behavior.  Margheim and Pany (1986) examined quality control standards, the reasons for time pressure, size of firm, necessity of audit step skipped, and materiality of the budget overrun and found that time pressure and materiality of budget overrun had only limited effects on behavior, while quality control had no effect on premature sign-off or underreporting behavior.  Kelley and Margheim (1990) examined senior and staff auditor personality types, senior consideration toward staff auditors, and the structuring of job tasks and the effects on dysfunctional auditor behavior.  They found that staff auditors were more likely to underreport time when seniors were considered to be Type A personalities.  Otley and Pierce (1995) examined the relationship between the leadership style of audit managers and the dysfunctional audit behaviors of audit seniors and found that managers with a high consideration/low structure leadership style were associated with lower levels of dysfunctional audit behavior.  Subsequently, Otley and Pierce (1996) found a link between pressures created by audit control systems and dysfunctional audit behavior.  They provided evidence that contextual variables, such as budget attainability, leadership behavior, organizational commitment, effectiveness of the audit review function, and supervisor approval, led to dysfunctional audit behavior, as opposed to just pressure to meet budget.  


Based on the results of prior studies, Malone and Roberts (1996) proposed a comprehensive model that allows for the assessment of factors associated with dysfunctional audit behavior.  Their model examined the occurrence of dysfunctional audit behaviors in relation to the auditors’ personality characteristics, the firms’ quality control and review procedures, the structure of the audit firm, and time budget pressure perceptions of the auditors. Their survey results from auditors at Big 6 firms suggested that the higher the perceived strength of the firm’s quality control and review procedures, the lower the propensity for the auditor to act in a dysfunctional manner.  Additionally, they found that as the auditor’s need for approval and achievement increases, the lower the likelihood that the auditor will act in a dysfunctional manner.


Donnelly et al. (2003) developed and tested a model that includes the variables locus of control, performance, and turnover intentions as potential factors that determine auditor acceptance of dysfunctional behavior.  Using structural equation modeling, they found that an auditor who possesses an external locus of control, a lower self-rating of performance, and a higher turnover intention will be more apt to be accepting of dysfunctional behavior among the 106 auditors surveyed.  


The current study does not attempt to replicate the findings of Donnelly et al. (2003) with respect to each of these factors individually, but rather takes the three factors as constituting conditions under which dysfunctional audit behavior is more likely to be accepted (as they tested) or engaged in, as is tested in the current study.  The current study also manipulates this factor across experimental cases to extend the results of Donnelly et al. (2003) from a survey based study to an experimental setting.  Thus, 

H1:  Auditors are more likely to engage in dysfunctional audit behavior under conditions of an external locus of control, a lower self-rating of performance, and a higher turnover intention.

Auditors and Ethics


Many previous studies have investigated the relationship between auditors’ behavior and measures of ethical reasoning.  Louwers et al. (1997) provided a summary of many of these studies, which includes investigation of independence issues (Ponemon and Gabhart, 1990; Schatzberg et al., 1996; Shaub and Lawrence, 1996), detection and communication of fraudulent activities (Arnold and Ponemon, 1991; Ponemon, 1993; Hooks et al., 1994; Bernardi, 1994), taxpayer compliance (Ghosh and Crain, 1996; Hanno and Violette, 1996), violations of the AICPA Code of Professional Conduct (Lampe and Finn, 1992; Shaub et al., 1993; Dreike and Moeckel, 1995), and other dysfunctional behavior (Ponemon, 1992; Ponemon, 1995).  The majority of these studies found that auditors and accountants with lower levels of moral reasoning were more likely to partake in dysfunctional behavior.  Specifically, accountants with lower Defining Issues Test (DIT) scores were more likely to underreport audit time (Ponemon, 1992) and make questionable independence judgments (Ponemon and Gabhart, 1990), and less likely to blow the whistle on sensitive findings (Arnold and Ponemon, 1991) and detect material financial statement errors and fraud (Bernardi, 1994).


The DIT is a commonly used measure of moral reasoning. The psychology of moral reasoning has been used in many studies attempting to measure an individual's level of moral reasoning (Rest, 1979; Colby and Kohlberg, 1987).  The results of more than 500 studies using the DIT are summarized by Rest (1986).  The current study adopts the DIT2, which is a revision of the original DIT.  The DIT2 is considered to be an improvement over the original DIT for three main reasons:  1) it updates the dilemmas and items, 2) it uses a new index for analysis, the N2 index, and 3) it purges fewer subjects for doubtful response reliability (Rest et al., 1999).  


In the DIT2, subjects select and rank order the issues they think have the most significant effect on the settlement of a presented dilemma.  The DIT2 includes five hypothetical conflicts, each dealing with different types of ethical situations (theft, withholding information, freedom of speech, assisted suicide, and freedom to protest).  The scoring system used for the DIT2 is based upon points assigned to each subject's responses and results in the N2 index, a recently developed way to calculate a moral developmental score.  The higher the N2 index score, the higher the individual’s level of moral reasoning.  The DIT2 is used in the current study for several reasons.  First, it is easy to administer and score and is quite time efficient.  Second, although it has come under scrutiny as of late in some accounting studies, a better measure has yet to be developed and tested (for a good discussion of this issue, see Bay (2002)).  


According to the psychology of moral reasoning, an individual who has progressed to a higher level of moral reasoning has most likely experienced a change in beliefs in which values concerned with society become more important and values concerned with the self become less important.  Thus, if one agrees with this assessment, the DIT2 may be considered a measure of interest that can aid in understanding inherent differences in individuals.  With this in mind, the DIT2 may be thought of as either measuring an individual’s moral reasoning level or a personality trait concerned with an individual’s values and how judgments are made.  

Based on the results of previous research, as well as suggestions by Donnelly et al. (2003), it is expected that auditors’ levels of moral reasoning may be related to their willingness to engage in dysfunctional audit behavior.  Thus, 

H2:  Auditors with lower levels of moral reasoning are more likely to engage in dysfunctional audit behavior.

Additional Factors Potentially Affecting Dysfunctional Audit Behavior


Other demographic factors generally shown to impact behavior include gender and age.  Several studies have suggested that women in public accounting may be assigned lower ratings for advancement (Anderson et al., 1994) and judged more severely (Fogarty et al., 1998) than men.  Maupin and Lehman (1994) found that a high “stereotypic masculine” orientation was positively related to job satisfaction, advancement, and tenure in Big 6 accounting firms.  Additionally, Collins (1993) found that female accountants feel higher levels of job related tension than males and that this stress is a major factor in deciding to leave public accounting.  In two studies involving accounting students, alumni, and managers, Eaton and Giacomino (2001) and Giacomino and Eaton (2003) found that females were more oriented toward using moral means and serving others than males.  Thus, evidence suggests that women’s experiences in the public accounting domain differ from men’s on many aspects:  women possess some personal values that differ from men and women are sometimes treated differently in the public accounting workplace and feel greater levels of stress and tension.  These findings suggest that gender may be a factor that impacts decision making in some areas of accounting, although the direction of the proposed effect is uncertain.  Thus, 

H3:  Female and male auditors are likely to vary with respect to engaging in dysfunctional audit behavior.


Age is another factor that has been shown to impact both decision quality (Birren, 1964; Weir, 1964) and decision making processes (Kirchner, 1958; Surwillo, 1964).  In two studies comparing young adults and elderly subjects, Johnson (1990) found that while time to reach a decision was not different between the two groups, information search patterns varied widely, with older subjects using less information and spending more time both viewing and re-viewing the information.  When comparing the two groups with respect to decisions of varying risk levels, Dror et al. (1998) found equivalent decisions across the two groups.  MacPherson et al. (2002) suggested that cognitive tasks related to executive function and working memory change with age.


Several business related studies also find an impact of age on decision making.  In a study by Estes and Reames (1988), age made a significant difference with respect to CPA’s materiality decisions, with older subjects being more conservative.  Haka et al. (1986) found that older subjects were more likely to misuse cost and income data in a study investigating functional fixation in accounting students.  Taylor (1975) surveyed line managers varying in age from 23 to 57 and found that age was associated with a tendency to take longer to make a decision, to assess information value more accurately, and to look for more information, but negatively associated with the capability to assimilate information for accurate decision choices.  The majority of these studies suggest that there is a negative effect of age on overall decision making, thus,

H4:  Older auditors are more likely to engage in dysfunctional audit behavior.

Methodology

Subjects

An experiment involving 44 subjects from CPA firms in a major southwestern city was performed.  The participating firms ranged in size from small/local to national.  A contact person was identified at each firm choosing to participate and the experimental questionnaires were sent to the contact.  This person distributed the experimental questionnaires to auditors within the firm and subjects were asked to complete and return the questionnaires to the contact person.  This person then forwarded all completed questionnaires to the experimenters.  Using this method, a total of 75 questionnaires were distributed and 44 were completed and returned, for a response rate of 59 percent.  

Questionnaire

Each experimental questionnaire consisted of the instructions, two experimental cases, debriefing questionnaires on each case, a distraction task, and the DIT2.  Two experimental cases were provided to each subject, the order of which was randomized in an attempt to minimize order effects.  Each case described a specific dysfunctional audit behavior: underreporting of time spent on auditing activities and an incomplete audit procedure being checked as completed.  The treatment variable represented factors consistent with acceptance of dysfunctional audit behavior as determined by Donnelly et al. (2003).  These items were the degree of locus of control, the self-rated performance of the individual, and the turnover intentions of the individual.  The factors manipulated for locus of control were based on the Spector (1988) locus of control scale, the factors manipulated for self-rated performance represent a substantially simplified version of the Mahoney et al. (1963, 1965) employee performance scale, and the factors manipulated for turnover intentions were based on those used in Viator (2001).  As shown in Table 1, an internal locus of control, high self-rated performance, and low turnover intentions would be associated with a low likelihood of engaging in dysfunctional behavior, while an external locus of control, low self-rated performance, and high turnover intentions would be associated with a high likelihood of engaging in dysfunctional behavior.  The resultant experimental design was a 2X2 crossed design with the order in which the subjects received the two cases of dysfunctional audit behavior and the treatment variable representing the two crossed factors.  The full text of one version of the experimental cases is shown in the Appendix.

[Insert Table 1 about here]


After reading each case, subjects were asked to predict the likelihood that they would either engage in the dysfunctional behavior (underreporting of time) or alert a partner of the dysfunctional behavior (incomplete audit procedure).  They were also asked what they thought a third party would do, given the somewhat sensitive nature of the behavior under study.  The exact phrasing of each question was:  “Based on the case information, in your role as a staff accountant, how likely would you be to not record the extra work on the audit?” and “Based on the case information, in your role as a staff accountant, how likely would you be to alert the partner of the falsified audit workpaper documentation?”  The phrasing for the third party case asked “… how likely do you think another staff accountant would be …?”  Each subject indicated the likelihood of engaging in the proposed behavior using a 7 point Likert scale anchored by very likely (1) and very unlikely (7).  


The questionnaire was pre-tested at the end of a semester with a group of 30 seniors in an auditing class and 22 graduate accounting students.  Subjects reported no problems in understanding and completing the case.  Analysis of responses showed that the treatment variable was only effective in the situation where the subjects received the case information with a high likelihood of reporting the dysfunctional behavior first, followed by the case information with a low likelihood of reporting the dysfunctional behavior.  Thus, an order effect was detected for the treatment variable.  Experimental procedures were not changed as a result of this finding, however, as it is important to determine whether this holds for the sample of auditors.

RESULTS


The 44 subjects consisted of 25 women and 18 men with an average age of 33.05.
  The ethnicities of the subjects consisted of 28 Caucasian, 10 Hispanic, 1 Asian, and 1 subject listing Other.  On average the subjects had 9.90 years of work experience and had been with their current firm for 5.06 years.  Sixteen subjects indicated they were staff auditors, 14 were seniors, 8 were managers, 2 were partners, and 3 were shareholders.  Table 2 shows sample characteristics for subjects within each of the four treatment groups.  There were no significant differences for level of moral reasoning, gender, ethnicity, or age across the four treatment groups.

[Insert Table 2 about here]

Case Knowledge and Comprehension Checks


Four statements were used to test the subjects’ comprehension of the case information.  Three of the four statements dealt with the three factors manipulated across the treatment, locus of control, self-reported performance, and turnover intentions, while the fourth statement dealt with understanding of the type of dysfunctional audit behavior.  Subjects were asked to rate their agreement with each statement using a 7 point Likert scale anchored by strongly agree (1) and strongly disagree (7).  

The average ratings for each statement for subjects facing the low and high treatment conditions and the incomplete audit procedure case are shown in Panel A of Table 3.   Panel B of Table 3 shows the same information for the underreporting time case.  The mean responses for the low and high likelihood groups were significantly different for all statements using Wilcoxon rank sums tests.  This shows a difference between subjects facing the low and high likelihood conditions in their interpretation of the case information.

[Insert Table 3 about here]

Panel C of Table 3 shows mean responses for case comprehension statements for each of the two cases.  In the incomplete audit procedure case, the case comprehension statement was worded such that subjects should disagree with the statement, while in the underreporting time case, the statement was worded such that subjects should agree.  Thus, each statement mean was tested versus the scale mean value of 4, and the incomplete audit procedure statement mean was expected to be more than 4, while the underreporting time was expected to be less than 4.  As shown in Panel C of Table 3, this is indeed the case, and both means are significantly different from the scale mean value of 4 at p=0.0042 for incomplete audit procedure and p=0.0003 for underreporting time.  This suggests that subjects understood the auditing related setting of the cases.

Tests of Hypotheses


Average responses of likelihood of reporting dysfunctional audit behavior are shown across the four treatment groups in Table 4.  Subjects are in general agreement in both the personal and third party conditions that they would alert the partner of the falsified audit workpaper documentation in the incomplete audit procedure case with p<0.0001 for the personal condition and p=0.0048 for the third party condition using a univariate test versus the mean scale value of 4.  For the underreporting of time, however, an interesting pattern emerges.  In the personal condition, subjects agreed that they would not underreport time (mean=4.651, p=0.0475), but in the third party condition, subjects reported that they believed another auditor would underreport time (mean=3.273, p=0.0044).  This begs the question of which response truly represents the subjects’ opinion on the issue of underreporting, since it is quite sensitive in nature and subjects may not be willing to readily admit that they personally would engage in this behavior.

[Insert Table 4 about here]


To test the four hypotheses of the study, ordered logistic regression analyses were run for each of the four responses discussed above.  These results are shown in Table 5 and suggest that the only variable that is significant is the treatment variable, which is significant only in the underreporting cases (p=0.0532 and p=0.0123 for the personal and third party conditions, respectively).   This suggests that only for underreporting of time did the treatment variable representing either a low or high likelihood of dysfunctional behavior have an impact on subject responses, as those under the high likelihood condition were more likely to report that they were willing to not record the extra work on the audit.  Thus, of the four hypotheses, only hypothesis one receives support from the data.

[Insert Table 5 about here]


Subjects were also asked to rank order eight attributes in order of importance to their decisions.  The most important attribute was ranked as a 1 and the least important was ranked as an 8.  The rank orderings of medians are shown in Table 6.  Interestingly, the attribute ranked the most important for both cases was moral beliefs and values, which as measured by the DIT N2 score, was insignificant in statistical analyses.  The second and third most important attributes were also consistent across the two cases and were professional responsibility and reputation as an accountant.  Several of the attributes were statistically significantly different across the two cases, most notably, the attributes of past performance level and desire to leave the firm were more important in the underreporting of time case, as indicated by the results of the logistic regression analyses.

[Insert Table 6 about here]

DISCUSSION AND IMPLICATIONS

The results of this study show that factors associated with the likelihood of engaging in dysfunctional audit behavior only impacted subjects’ responses in the underreporting of time situation.  In this situation, those under the high likelihood condition were more likely to report that they were willing to not record the extra work on the audit.  An individual’s level of moral reasoning, gender, and age were not significant.

Implications

While results for the incomplete audit procedure case are inconsistent with dysfunctional audit behavior, those for the underreporting time case suggest a greater willingness to potentially engage in this dysfunctional audit behavior.  These results are troubling, given that previous studies suggest that these actions may lead to reduced audit quality (Donnelly et al., 2003).  Understanding factors consistent with this behavior should help auditing firms in their efforts to dissuade auditors from engaging in dysfunctional audit behavior.  In the current study the degree of locus of control, the self-rated performance of the individual, and the turnover intentions of the individual were collectively shown to impact underreporting time in the third party condition.  If firms are aware that auditors under these conditions may be at a higher risk of engaging in dysfunctional audit behavior, they may be able to provide additional training or counseling to avoid the behavior.  The results of this research could impact auditing procedures, hiring, training, and promotion decisions, and potentially help minimize the occurrence and acceptance of dysfunctional audit behavior.  

Two possible explanations are offered for the difference in results between the incomplete audit procedure and the underreporting time cases.  Both explanations are based on the consequences of the actions (or inactions).  The first is that auditors may be fixated on the short term instead of the long term in that not completing an audit procedure can adversely affect the current audit, while not recording time worked on an audit only directly impacts the auditor involved in the short term (most likely not the audit or the audit firm).  Alderman and Dietrick (1982) point out however, that time pressure can lead to other more significant problems down the line such as increased turnover and premature sign-off.  The second possible explanation is that as a result of the passage of the Sarbanes Oxley Act, auditors may now be more focused on avoiding dysfunctional audit behavior that has the potential to directly impact the audit.  Once again, this would cause the incomplete audit procedure and the underreporting time cases to be evaluated differently.

Another interesting finding is the inconsistency of results with respect to an individual’s level of moral reasoning as measured by the DIT N2 score and the attribute of moral beliefs and values.  While the DIT N2 score was not significant in any of the statistical analyses, subjects ranked moral beliefs and values as the most important attribute affecting their decisions.  Several possible explanations could account for this finding including the possibility that the DIT does not provide an accurate measure of an individual’s level of moral reasoning or the impact of social desirability bias, wherein subjects overstate their ethical concerns in an attempt to be judged favorably.  Nevertheless, it is comforting to think that auditors may at least believe they are being influenced by their moral beliefs and values when they are making potentially ethically sensitive decisions.

The lack of results for the DIT N2 score is inconsistent with those of many prior studies investigating auditors’ behavior and measures of ethical reasoning.  As mentioned previously, auditors and accountants with lower levels of moral reasoning have been found to be more likely to partake in dysfunctional behavior (as summarized in Louwers et al. (1997)).  The insignificance of auditors’ moral reasoning levels in the current study is consistent with the suggestion of Buchheit et al. (2003, 151) that “pressures toward ‘ethical ambivalence’ have been reduced in public accounting firms.”  Whether accountants’ overall levels of moral reasoning have risen over time or whether accountants with traditionally lower moral reasoning levels than other professions will be better able to deal with ethical dilemmas as a result of a change in climate in the accounting profession in the post Enron era remains to be seen.

Concluding Remarks

Results of this study should be interpreted with caution due to several limitations.  First, each subject’s level of moral reasoning was estimated using the DIT2 N2 score.  The use of this measure suggests that an individual’s level of moral reasoning is subject to measurement and that the DIT2 actually measures moral reasoning levels.  Second, there was incomplete agreement on subjects’ responses to the personal and third party conditions.  Which response represents subjects’ true opinions is difficult to ascertain.  Third, the sample was drawn from one large southwestern metropolitan area, which limits the generalizability of the results.  Additionally, limitations typically associated with exploratory research and survey questionnaires apply to this study as well.

Notwithstanding these limitations, this study represents continued efforts into understanding the phenomenon of auditors’ dysfunctional behavior.  Future studies could build upon this foundation to incorporate additional factors that may affect auditors’ dysfunctional behavior such as whether the passage of the Sarbanes Oxley Act has compelled auditors to be more focused on avoiding dysfunctional behavior.  Differences observed between third party and personal decisions made by auditors could be further investigated.  This may provide insight into differences in acceptance of versus engagement in dysfunctional behavior.  An alternative instrument to measure auditors’ levels of moral reasoning, such as Thorne’s (2000) accounting ethical development instrument (AEDI), may be incorporated instead of the much criticized DIT2.  Additional research could attempt to link auditors’ dysfunctional behaviors with the culture of the firm and the potential pressures that can be exerted on auditors, both internal and external to the firm.  Lastly, analyzing potential dysfunctional behaviors in other accounting areas such as tax, managerial, and financial accounting could extend the stream of research while broadening the generalizability of the results, as dysfunctional behaviors are not limited to the auditing realm alone.    

TABLE 1

Case Presentation Factors Used to Manipulate 

Likelihood of Dysfunctional Behavior

Probability of engaging in 

dysfunctional behavior


Low


High

Dysfunctional behavior factors

1.  Locus of control



Internal

External

Degree of control



total


none

Degree of luck




none


total

Degree of influence



high


low

2.  Self-rated performance 


High


Low

Past performance 



high


low

Components of the job


high


low

3.  Turnover intentions 


Low


High

Likelihood of leaving firm


low


high

Likelihood of looking for 

  another job




low


high

TABLE 2

Sample Demographics and DIT N2 Scores 

Across Experimental Treatment Groups

	Treatment
	DIT N2
	Age
	Ethnicity
	Gender

	Inc & low, Under & high (n = 15)

     Mean

     Standard Deviation

     Median

     Range
	31.15

11.69

35.31

6.04-46.37
	33.40

9.12

30

24-55
	Caucasian  8

Hispanic    5


	Female      10

Male          5

	Inc & high, Under & low (n = 9)

     Mean

     Standard Deviation

     Median

     Range
	31.62

18.62

32.49

-4.23-55.47
	33.22

11.64

30

22-55
	Caucasian  5

Hispanic    4


	Female      6

Male          3

	Under & high, Inc & low (n = 10)

     Mean

     Standard Deviation

     Median

     Range
	31.33

18.52

35.32

-3.06-51.94
	30.89

7.37

30

23-44
	Caucasian  9

Asian         1


	Female      5

Male          5

	Under & low, Inc & high (n = 10)

     Mean

     Standard Deviation

     Median

     Range
	25.38

13.03

23.06

4.38-44.26
	34.44

10.71

30

24-54
	Caucasian  6

Hispanic    1

Other         1


	Female      4

Male          5

	Total sample (n = 44)

     Mean

     Standard Deviation

     Median

     Range
	29.94

14.82

32.49

-4.23-55.47
	33.05

9.45

30

22-55
	Caucasian  28

Hispanic    10

Asian           1

Other           1 
	Female      25

Male          18


Note:  Numbers reported do not always add to the total, as some subjects did not report all requested information.

Inc = Incomplete audit procedure

Under = Underreporting time

Low = Low likelihood of engaging in dysfunctional behavior

High = High likelihood of engaging in dysfunctional behavior

TABLE 3

Analysis of Subjects’ Responses to Case Knowledge Statements

Panel A – Incomplete Audit Procedure Treatment Effects

	Construct
	Low Likelihood

Mean Response

(n = 25)
	High Likelihood

Mean Response

(n = 19)
	Z-Score and 

P-Value for Wilcoxon Rank Sums

	Locus of Control
	5.960
	1.737
	5.448

<0.0001

	Self-reported Performance
	6.680
	2.053
	5.517

<0.0001

	Turnover Intentions
	6.560
	1.684
	5.770

<0.0001


Panel B – Underreporting Time Treatment Effects

	Construct
	Low Likelihood

Mean Response

(n = 19)
	High Likelihood

Mean Response

(n = 25)
	Z-Score and 

P-Value for Wilcoxon Rank Sums 

	Locus of Control
	5.667
	2.120
	4.626

<0.0001

	Self-reported Performance
	6.667
	2.080
	5.735

<0.0001

	Turnover Intentions
	6.684
	2.400
	5.652

<0.0001


Panel C – Incomplete Audit Procedure and Underreporting Time Comprehension 

	Case
	Mean Response
	t-Score and 

P-Value for Univariate Test 

	Incomplete
	4.750
	3.026

0.0042

	Underreporting
	2.682
	-3.924

0.0003


TABLE 4

Mean Responses for Incomplete Audit Procedure and Underreporting Time Cases

Across Experimental Treatment Groups 

Panel A – Personal Decision (Mean; Standard Deviation)

	Treatment
	Incomplete
	Underreporting

	Inc & low, Under & high (n = 15)
	2.333

(1.799)
	3.733

(2.314)

	Inc & high, Under & low (n = 9)
	2.222

(1.922)
	5.333

(1.414)

	Under & high, Inc & low (n = 10)
	2.900

(1.969)
	5.111

(1.965)

	Under & low, Inc & high (n = 10)
	3.000

(2.055)
	5.000

(2.160)

	Total sample (n = 44)
	2.591

(1.884)
	4.651

(2.092)


Panel B – Third Party Decision (Mean; Standard Deviation)

	Treatment
	Incomplete
	Underreporting

	Inc & low, Under & high (n = 15)
	3.733

(1.792)
	2.800

(1.521)

	Inc & high, Under & low (n = 9)
	2.444

(1.130)
	3.889

(1.691)

	Under & high, Inc & low (n = 10)
	2.900

(1.595)
	2.700

(1.337)

	Under & low, Inc & high (n = 10)
	3.500

(2.068)
	4.000

(1.633)

	Total sample (n = 44)
	3.227

(1.723)
	3.273

(1.605)


Note:

Inc = Incomplete audit procedure

Under = Underreporting time

Low = Low likelihood of engaging in dysfunctional behavior

High = High likelihood of engaging in dysfunctional behavior 

TABLE 5

Ordered Logistic Regression Analysis of Subjects’ Responses

Response = ( + (1Treatment + (2Order + (3DIT + (4Gender + (5Age + (
	
	Personal
	Decision
	Third  Party
	Decision

	
	Incomplete Audit Procedure
	Underreporting
	Incomplete Audit Procedure
	Underreporting

	Source
	(2

(p)
	(2

(p)
	(2

(p)
	(2

(p)

	Treatment
	0.0003

(0.9863)
	3.7378

(0.0532)*
	0.5716

(0.4496)
	6.2713

(0.0123)**

	Order
	0.8389

(0.3597)
	1.6572

(0.1980)
	0.3620

(0.5474)
	0.2929

(0.5884)

	DIT N2 score
	0.0041

(0.9491)
	0.0013

(0.9717)
	0.0353

(0.8509)
	0.0451

(0.8318)

	Gender
	0.3690

(0.5435)
	0.7315

(0.3924)
	2.1905

(0.1389)
	0.4257

(0.5141)

	Age
	0.0004

(0.9834)
	0.1497

(0.6988)
	1.7717

(0.1832)
	0.0472

(0.8280)


*   Significant at (=0.10

**  Significant at (=0.05

TABLE 6

Ranking of Attributes Influencing Dysfunctional Audit Behavior Decisions

	Attribute
	Incomplete Audit Procedure
	Underreporting
	Z-Score and 

P-Value for Wilcoxon Rank Sums

	Past performance level
	7
	4
	4.100

<0.0001**

	Desire to leave the firm
	8
	8
	1.319

0.0936*

	Moral beliefs and values
	1
	1
	-1.127

0.1299

	Responsibility to the general public
	4
	5
	2.237

0.0127**

	Professional responsibility
	2
	2
	2.357

0.0092**

	Reputation as an accountant
	3
	3
	-0.527

0.2990

	Responsibility to the shareholders
	5
	6
	-0.988

0.1615

	Influence/control within the firm
	6
	7
	0.142

0.4437


*   Significant at (=0.10

**  Significant at (=0.05

Note:  The ranking shown in this table represents the ordering (with 1 being the most important and 8 being the least important) of the median rankings of the subjects.  In the case of ties in median rankings, the mean value was used as a secondary criterion.

APPENDIX

CASE 1

You are a 2nd year staff accountant for a large CPA firm.  You are currently working on an audit for a client that has been with the firm for the last five years.  No significant audit issues have been noted in the past and from everything you have seen, this audit is uneventful as well.  However, the audit senior has asked you to work past your normal time on numerous occasions and “suggested” that these hours not be recorded on the timesheet.  The audit senior stated that “since you were not as familiar with the client or industry as the staff member on last year’s audit, I understand why it took you longer than budget to perform certain audit tasks.  You know, I would hate to see your performance evaluation be affected by these over-budgeted hours, so you might want to take advantage of the opportunity to not record the extra couple of hours.”  You believe that the motive for not recording the extra work on the audit is to increase the perceived efficiency of the audit (to come in at or below budget) and to potentially make the audit senior (and you) look good in the eyes of the partner and manager.  

Additional information about your position as a staff accountant is as follows.  You are convinced that you were hired based solely on your own merits and that luck had nothing to do with it, as your new boss told you upon being hired that she was very impressed with your qualifications.  Consistent with this notion, your performance in your two years with the firm has been quite exceptional, as you have mastered nearly all of the responsibilities assigned to you.  You feel that you have excelled in your position due to your hard work and good job preparation.  As a result of your strong performance, you feel that you carry a good deal of influence within the firm, and consequently you feel that you are in control of your future with the firm.  Thus, you have no desire to leave your firm and do not intend to look for another position within the next 3 years.

CASE 2

You are a 2nd year staff accountant for a large CPA firm.  You are currently working on an audit for a client that has been with the firm for the last five years.  No significant audit issues have been noted in the past and from everything you have seen, this audit is uneventful as well.  No material issues have been raised with the client and the audit is anticipated to come in on budget.  Your direct superiors (the partner, manager, and the audit senior) and the client appear to be happy with the results of the audit.  As the audit is concluding, you are organizing the workpapers and notice that some of the Accounts Receivable confirmations referenced as being returned “without exception” were not actually returned.  You do not believe that this finding will make a difference in the overall audit opinion.  You discuss the finding with the audit senior and she states, “I know that they were not returned, but the confirmations not returned are immaterial to the total audit.  I would appreciate you not saying anything about this.” 

Additional information about your position as a staff accountant is as follows.  You are convinced that getting your position was mostly a matter of luck, rather than being hired based on your own merits, as it was your brother-in-law who put in a good word for you with your new boss.  Consistent with this notion, your performance in your two years with the firm has been quite poor, as you have failed to master most of the responsibilities assigned to you.  You believe this may be in part due to the multitude of different industries you have been assigned to audit.  As a result, as a 2nd year staff accountant you feel that you have little, if any, influence within the firm, and consequently you feel that you are not in control of your future with the firm.  Thus, you often think about leaving your firm and intend to look for another position within the next 3 years.
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ENDNOTES

� Please note that numbers reported do not always add to the total, as some subjects did not report all requested information.
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