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The Effect of Accounting Research on the Beliefs of Practitioners:

The Case of Auditor Independence

ABSTRACT


Research appearing in many high quality, academic accounting and auditing journals has examined auditor independence.  However, few studies have yet examined the effects of such published research on accounting practice, or the propensity of such new information to affect the actions of practitioners by activating cognitive dissonance, including comparing such affects between CPAs working for small- and large-sized CPA firms.  Moreover, no study has yet ascertained the effect of summary results from high-level research upon accounting practice.


Our survey instrument contained demographic information; key provisions of the Sarbanes-Oxley Act (SOX) of 2002 that relate to auditors providing non-audit services; summaries of some key results of two recent articles appearing in The Accounting Review [TAR] (plus a summary of both articles); a repetition of the questions; and queries as to whether reading the TAR summaries changed the respondents’ views of the surveyed SOX provisions.


Prior to reading the summary, non-auditors working in smaller CPA firms believed that providing nonaudit services to audit clients impairs independence more than did other practitioners (non-auditors employed by small firms, and both auditors and non-auditors employed by large firms).  This result is consistent with large firms’ lobbying efforts against independence regulations, and the experience and reputation concerns of auditors.  We hypothesize that other practitioners reduce cognitive dissonance by regarding evidence in the summary consistent with their prior beliefs as being more persuasive than inconsistent evidence.  After reading the summary, small-firm non-auditors changed their answers to the independence impairment question more often than other practitioners, consistent with a higher degree of cognitive dissonance in the latter group.      

Keywords: Nonaudit services, auditor independence, Sarbanes-Oxley Act of 2002, and cognitive dissonance.
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The Effect of Accounting Research on the Beliefs of Practitioners:

The Case of Auditor Independence

I.  INTRODUCTION
Many discussions of auditor independence have appeared recently in high-level academic accounting and auditing journals (e.g., Frankel et al. 2002; Ashbaugh et al. 2003; Geiger and Rama 2003; Brandon et al. 2004; Kinney Jr. et al. 2004; Larker and Richardson 2004; Mayhew and Pike 2004; Menon and Williams 2004; Reynolds et al. 2004; Ghosh and Moon 2005), whose audiences generally exclude practitioners, the general public, or policy makers.  The Accounting Review [TAR] (2005, p. 369, citing its Publications Committee) states, “[t]he primary, but not exclusive, audience should be – as it is now – academicians, graduate students, and others interested in accounting research.”
  Although these journals have primarily academic audiences, we assume that most academics would be interested to know whether their research affects public opinion, especially among practitioners, in a predictable fashion. 

Few studies have examined the effect of academic research on accounting or auditing practice, especially in the area of auditor independence, including comparing such effects between CPAs working for small- and large-sized CPA firms.  Ritts (1974) found that accounting practitioners implement fairly quickly newly issued authoritative pronouncements, thereby reducing differences in practice.  We examine if empirical findings in top-tier accounting journals relating to auditor independence affect the beliefs of accounting practitioners with well-defined interests in auditor independence.


Two recent TAR articles provide an impetus to conduct an experiment.  Frankel, Johnson, and Nelson [FJN] (2002) found in part that nonaudit fees associate positively with the magnitude of their clients’ discretionary accruals, providing evidence that such services compromise auditor independence.  Ashbaugh, LaFond, and Mayhew [ALM] (2003) performed tests similar to FJN’s but after controlling for firm performance found “no systematic evidence supporting their claim that auditors violate their independence as a result of clients purchasing relatively more nonaudit services” (p. 611).  These papers, appearing in the same journal within one year and using similar research methods, present contradictory results about the independence issue.  They are tailor-made for a controlled test of the ability of academic research, in summary form, to affect accountants’ and auditors’ opinions about a vitally important issue.  Our research design differs from other research on practitioners’ beliefs about independence that manipulated information found in hypothetical audit cases (e.g., Imhoff 1978, Lowe et al. 1999, Wright and Booker 2005), because we use actual research regarding the effect of nonaudit services regulated by SOX.  We also divide practitioners into two groups: non-auditors in small public accounting firms and other practitioners (consisting of auditors in smaller accounting firms, auditors in large firms, and non-auditors in large firms).

Small-firm non-auditors lack both the economic interests associated with large firms, which have lobbied against independence regulations, and first-hand knowledge of the auditing profession’s safeguards against impairment of independence.  We hypothesize that they will be more likely than other practitioners to believe that providing nonaudit services to audit clients will reduce auditor independence.  We then use cognitive dissonance theory to help predict that after reading an executive summary of either FJN or ALM or both, small-firm non-auditors will be more likely than other practitioners to revise their beliefs.  The latter group is more likely than small-firm non-auditors to experience cognitive dissonance, i.e., a conflict between their self-interests and evidence bearing on the independence issue.  They will be more likely to engage in dissonance reduction (Jeremias 2001), thus strengthening (weakening) their views of findings supporting (contradicting) their prior beliefs. 


We asked two multiple-choice questions, one asking for agreement on a statement that auditing firms impair their independence when they accept nonaudit fees from audit clients, and the other asking for a range of nonaudit fees that would likely compromise independence.  The first time these questions were presented (before the summary), small-firm non-auditors indicated more frequently than did other practitioners that auditing firms impair their independence when they perform nonaudit services for their audit clients, consistent with the first hypothesis regarding prior beliefs.  When these two questions were asked a second time after respondents read the summary, small-firm non-auditors changed their answers more often than other practitioners as predicted by the second hypothesis.  Other scaled-response questions were asked before and after the summary.  Support for the hypotheses on these questions depended on whether service categories were relatively general (i.e. consulting), in which case they were supported, or specific (e.g., appraisal or valuation services), where they were not supported.


Section II motivates the hypotheses by describing lobbying and the interests of both groups of practitioners, and presenting relevant cognitive dissonance theory.  Remaining sections present the method, results, and conclusions.

II. LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT

The Second General Auditing Standard and Audit (AU) Section 22 require CPAs to maintain independent mental attitudes in all audits and attest engagements.  This framework consistently views auditor independence as a trait “correlated with the relatively unobservable traits of integrity and objectivity” (Kinney 1999, p. 70).  AICPA Ethics (ET) Section 101.01 requires all CPAs providing attest and non-attest professional engagements to maintain their independence (e.g., integrity and objectivity).  However, empirical research usually avoids defining auditor independence strictly in terms of “unobservable” mental states.  The domain of empirical research contains such observable correlates of independence as provision of nonaudit services and ownership stakes in client firms.  

SEC Final Rule S7-13-00, Revision of the Commission’s Auditor Independence Requirements, classifies an unobservable independent mental attitude as independence in fact.  But it also imposes proxy statement disclosures of nonaudit fees, which may allow investors to infer an auditor’s capability of making impartial judgments.  The disclosure requirements address independence in appearance.   This paper focuses on the observable correlates of independence examined in empirical research, and beliefs about this type of independence.  Final Rule S7-13-00 states that an auditor is not deemed independent of a client in appearance “if a reasonable investor, with knowledge of all relevant facts and circumstances, would conclude that the auditor is not capable of exercising objective and impartial judgment” (SEC 2000, Section I, quoted in FJN, p. 73).  “All relevant facts and circumstances” are observable correlates of independence.  We claim that auditors’ and accountants’ beliefs regarding the strength of correlations between observables and independence may differ, change and evolve.

Effects of firm size and audit experience on practitioners’ beliefs
We assume that, due to differing economic self-interests, practitioners in large and small firms have differing beliefs about independence in appearance.
  The former group’s self-interest would favor regulators allowing their firms to offer nonaudit services; competing with other professional service consulting firms requires CPA firms to market and cross-sell the largest possible array of services (Wyatt 2004).
  Before the Sarbanes-Oxley Act of 2002 (SOX) Section 404 increased the demand for compliance services, auditing was deemed a mature industry in contrast to the growth area of nonaudit services, with accounting firms’ long-term success then linked to marketing such services.  AICPA President and CEO Melancon (2000) stresses that competition to recruit accounting graduates also helps justify large firms performing nonaudit services.  Limiting the array of potential non-audit services hinders these firms in recruiting highly qualified graduates who may wish to perform consulting work in addition to audit services.  SOX Section 208’s requiring at least a one-year cooling off period for auditors moving to client firms exacerbates this problem.  Facing such narrow career paths, potential recruits may shun public accounting for private industry or government.
   

Large accounting firms’ lobbying efforts regarding independence rules reflect their economic interests.  In the 1990s they and the AICPA stonewalled SEC attempts to restrict consulting services that they could offer to audit clients (Wyatt 2004).  Gerde and White (2003) note that in 2000 the Big Five firms argued that the SEC’s proposed segregation of work requirements restrained trade, portraying this as a conflict largely between large accounting firms and the SEC.  Large firms approached such “joint stakeholder groups” as the AICPA and other accounting firms for help in lobbying the SEC.  In 2002-2003 the Big Four accounting firms lobbied the SEC to classify due diligence work on mergers as audit-related fees, rather than audit fees (Weil and Rapoport 2003).  In January 2003 the SEC decided not to restrict tax work performed for audit clients after large firm lobbying (Parker 2003).


In addition to lobbying, larger CPA firms may be, or are perceived to be, more competent than smaller-sized firms.  McKinley et al. (1985) found that while bank loan officers believed that financial statements that Big 8 firms audited were more reliable than those done by local firms, they had more confidence in financial statements if that CPA firm also provided nonaudit services.  Francis, et al. (1999) found that larger-sized audit firms tend to report lower levels of discretionary accruals than smaller-sized ones although they have high level of accruals, indicating that such auditors mitigate earnings management.  Lennox (1999) also found that larger-sized firms audit reports tend to be more accurate and more informative than those that smaller-sized firms issues, thereby positively relating auditor firm size with audit accuracy.  Moreover, Heninger (2001) detects a positive association between risk of audit litigation and abnormal accruals.  Thus, CPAs performing more complicated audits can charge audit risk premiums because of their actual or perceived additional knowledge of auditing.

Although there appear to be competence differences between large and small audit firms, all auditors, regardless of firm size, should be less likely than non-auditors to view the provision of nonaudit services as a threat to independence.  They understand auditing better and, having dealt with questions of professional ethics in this context first-hand, are unlikely to believe that they have allowed considerations of nonaudit revenues to color their judgments.  They often know how safeguards against impairment of independence can be made to work effectively.  In addition to this practical knowledge, they may feel that their personal reputations, with regard to both technical and ethical competence, are at stake in the independence debate.  Non-auditors also often do not have such detailed practical knowledge or direct personal considerations in the independence debate, and may be more willing to accept the possibility that nonaudit fees impair auditor independence.


Small-firm non-auditors often lack the economic interests, auditing knowledge and personal reputation concerns (discussed above) that auditors in small and large firms as well as non-auditors in large firms have.  Their beliefs will frequently diverge from those of these other practitioners due to this relatively low personal or organizational stake in auditor independence.  

H1:  Non-auditors in small accounting firms will be more likely than other practitioners to have prior beliefs that providing nonaudit services to audit clients will reduce auditor independence.

Cognitive dissonance


H1 concerns accounting professionals’ beliefs prior to seeing new evidence relating to auditor independence.  The second hypothesis focuses on self-interest bias regarding belief revisions after encountering accounting research.  Such bias tends to be unconscious (Moore et al. 2004).  For example, people choosing to select evidence supporting their preferred conclusions (Holyoak and Simon 1999) are often unaware that they have selected arguments to justify their decisions (Diekman 1997).  They are also often unaware of when they should more carefully examine contradictory evidence (Gilovich 1991).
  This belief-adjustment process among auditors of all-sized firms and non-auditors in large firms would likely cause unconscious bias.  Neidermayer et al.’s (1998) survey of audit partners found bias in another independence-related topic—lowballing—which their respondents viewed as an acceptable business practice, suggesting (p. 99) that they “may justify lowballing within their own minds to prevent a state of cognitive dissonance.”  Large-firm practitioners may likewise self-justify providing nonaudit services to help prevent cognitive dissonance.

Many scholars use “dissonance” to help describe conflicts between practitioners’ “professional ideals and organizational pressures to increase profits” (Fischer and Rosenzweig 1995, p. 441).  Festinger (1957) originally noted that such dissonance is uncomfortable and the easiest way to obtain relief is to change cognition to fit better with one of two alternatives.
  In our context the alternatives are to provide or not provide nonaudit services; only strict compliance with the latter policy does not threaten independence in appearance.  Dissonance reduction, a term that refers directly to belief revision, involves increasing the attractiveness of a selected alternative and decreasing the attractiveness of a rejected alternative.  

Dissonance reduction requires differentially viewing new evidence regarding past decisions or current courses of action.  Jeremias (2001) notes that decision makers considering switching to a potentially superior costing system may dislike exerting the needed efforts to make such changes.  They could expend less effort by simply deeming evidence supporting the current system’s superiority as persuasive and remaining insensitive to a new system’s potential benefits.  Arguing the same differential treatment of evidence, we use a different motivation for dissonance reduction.  Jeremias postulated that effort avoidance motivated dissonance reduction among decision makers.  We assert that economic and/or personal reputation interests motivate this change among small-firm auditors, large-firm auditors, and large-firm non-auditors.  If H1 holds, as regimes change, this group of “other practitioners” will have already staked out a belief system in which the extent of nonaudit services will be relatively unlikely to impact auditor independence.  Under dissonance reduction, they would be relatively insensitive to new evidence unless it supported this belief.  New information would seem not to change their beliefs; information consistent with prior beliefs might only confirm them.  Small-firm non-auditors lack economic and self-image incentives to engage in this belief-system maintenance to the same degree as the other practitioners; thus the second hypothesis is based on the differential dissonance reduction theory.  

H2:
After reading evidence regarding the effect upon auditor independence of providing nonaudit services to audit clients, non-auditors in small accounting firms will be more likely to revise their beliefs than other practitioners.

III. METHOD
Questionnaire Development

To amass relevant data, we developed and administered a survey instrument containing questions about specific prohibited nonaudit services found in SOX along with manipulating the summaries of the FJN, ALM or FJN and ALM studies.  Surveys can well collect data to help understand or predict human behavior (Alreck and Settle 1985) and to obtain respondents’ preferential characteristics (Rea and Parker 1997).  

The questionnaire contains three parts:  Part A, demographic questions; Part B, questions concerning their beliefs about auditor independence; and Part C, the article summary followed by the same questions about auditor independence that appeared in Part B.  Respondents were asked in Part C to give the same answers as in Part B if their opinions did not change or to select an alternative if they revised their opinions.  They were told that they could refer back to Part B if they wanted to check their prior answers.


The two multiple choice questions that appeared in Parts B and C follow.

1. Auditing firms impair their independence when they accept non-audit fees from audit clients.

a. Yes   
b.   No
          c.  Depends upon circumstances
d.   Don’t know

2. Non-audit fees representing what percentage of total audit firm fees will likely compromise the auditors’ independence?

a. 1-25%
d.
76-100%

b. 26-50%
e.
Don’t know

c. 51-75%


Per H1, small-firm non-auditors would more likely answer yes to the first question than other practitioners and would tend to select lower ranges of percentages in response to the second question.  H2 predicts that other practitioners would be less likely to select different responses to these questions when asked a second time in Part C.

Besides these two multiple choice questions, we used ten scaled response questions concerning specific nonaudit services, seen in Part B and again in Part C after the article summary.  Per Appendix A, respondents noted their level of agreement with the statement that providing the service would reduce auditor independence if audit services were also provided.  The first entailed consulting engagements, which in the pre-SOX era represented significant revenue for large accounting firms.  We argue that while SOX forbids CPAs to provide many consulting services to audit clients,
 large-firm practitioners maintain an economic interest in curtailing such restrictions in the future and may continue using dissonance reduction to avoid discrepancies between their personal beliefs and their firms’ lobbying positions.  Small-firm auditors would engage in dissonance reduction also, but primarily due to their personal reputations with respect to independence.  We expect H1 and H2 to apply to this question in that other practitioners (large-firm auditors, large-firm non-auditors, and small-firm auditors) will disagree with the statement that providing consulting services reduces auditor independence more than will small-firm non-auditors (H1), and that other practitioners will be less likely to change their answers when the question is repeated in Part C (H2).

H1 and H2 should also apply to the other nine scaled response questions that describe specific nonaudit services.  Five of them were selected because SOX clearly prohibited them:  bookkeeping services not related to tax accounting (#2), bookkeeping services related to tax accounting (#3), appraisal or valuation services not used to substantiate tax opinions or positions (#4), appraisal or valuation services that are used to substantiate tax opinions or positions (#5), 
  and broker, dealer, investment advisor, or investment bank services (#9).  The context for these questions is similar to that of consulting engagements (#1); these are prohibited services but other practitioners stand to gain from removal or relaxation of the restrictions in the future.

SOX also banned the four remaining services in our survey, but SOX includes qualifications that allow for exceptions with audit committee approval.  The stakes related to such services differ qualitatively from clearly-prohibited services because regulation allows room to argue that providing non-audit services is neither disallowed nor harmful to auditor independence.  Regarding management functions unrelated to tax planning or compliance (#6), SOX prohibits CPAs from performing management functions or human resource functions for their audit clients.  But audit committee approval allows CPAs to perform such management functions as agreed-upon procedures or attest services related to the client’s internal controls; and to understand, assess, and recommend improvements to internal accounting and risk management controls.  Regarding management functions that are related to tax planning or compliance (#7), while SOX bans providing such tax services as representing clients before tax courts, audit committees can approve providing many tax planning and compliance services accompanied by proxy statement disclosure.  SOX prohibits internal auditing outsourcing services (#8), but again audit committees may allow audit firms to provide these services under some circumstances.
  Likewise, interviewing candidates on their competence for financial accounting, administrative, or control positions (#10) is prohibited by SOX, but the audit committee can approve this service.

We thus asked 12 questions about the effects of providing nonaudit services to audit clients on auditor independence in both Parts B and C (after the article summary).  These included two general multiple choice questions and ten scaled response questions regarding specific services.  Of the latter, SOX clearly prohibits six services (led by consulting engagements) and four are allowed at audit committee discretion.


We developed three summary versions of the one-paragraph summary in Part C (see Appendix B): (1) FJN suggesting that such nonaudit services impair auditor independence; (2) ALM suggesting that independence is not impaired; and (3) a summary of both.  The third one, slightly longer than the other two, states that the two studies support different conclusions, a difference arising from ALM’s controlling for firm performance.  The summaries all described the two variables as discretionary income-increasing accruals, a measure of earnings management, and the ratio of nonaudit fees to audit fees.
  A positive association between these variables, found in FJN but not in ALM, suggests that providing nonaudit services reduces independence.  Identifying the source journal as The Accounting Review, we noted in the summaries that findings in each paper were based on large samples of about 3,000 observations.  We pre-tested the survey instrument on ten local CPA practitioners, four national CPA practitioners, five accounting and business professors, and four local Financial Executives Institute chapter members.
Survey method


Using Schroeder and Verreault’s (1987) “contact person” technique, we asked senior contact persons to distribute versions of our questionnaire to many of their firms’ staff professionals.  After completing the anonymous questionnaires, the respondents could either return them to these contact persons (who would return them to us in sealed envelopes) or send them to us directly.


In addition, one of the authors administered the surveys to targeted users and preparers attending professional meetings in a large metropolitan area prior to his presentations at each meeting and to groups of public auditors for two large accounting firms.  The presentations were generally part of other programs (e.g., Continuing Professional Education Meetings for the State CPA Society, Financial Executive Institute and Institute of Management Accountants).  Response rates were indeterminable for either technique because we do not know the number of questionnaire recipients.  

IV. RESULTS


Of 320 received responses, 22 (7 percent) who reported having read TAR after 2001 were deleted from the sample.  Table 1, Panel A shows the distribution of the remaining responses by subgroup; small firms were defined as having up to 500 professional employees and large firms had over 500. 
  There are 176 small-firm non-auditors.  The other practitioners group, 122 total respondents, is comprised of 21 small-firm auditors, 54 large-firm auditors, and 47 large-firm non-auditors.  Frequencies of the three versions of the summary paragraph received by each group are shown in Table 1, Panel B.  Percentages of each version received by each group are within +/- three percentage points of one-third (33 percent).

[Insert Table 1 here.]
Multiple choice questions


The first multiple choice question asked whether auditing firms impair their independence when they accept nonaudit fees from audit clients; responses were yes, no, depends upon circumstances, and don’t know.  Frequencies of responses are shown in Table 2; other practitioners were much less likely to answer yes (7 percent versus 28 percent of small-firm non-auditors) and more likely to answer that it depends upon circumstances.  The differences in frequencies are significant at p < .001 by a chi-square test, supporting H1.

[Insert Table 2 here.]


H2 predicts that other practitioners will be less likely to revise their beliefs than small-firm non-auditors after reading the article summary.  In testing this effect with respect to the first multiple choice question on impairing independence, we combined the “depends” and the “don’t know” answers since they are both uncommitted responses.  Thus, in Table 3 subjects were classified as changing their answers if there was any change between yes, no, and depends/don’t know, and as not changing their answers if there was no change between these three categories. 

[Insert Table 3 here.]


As shown in Table 3, 20 percent of small-firm non-auditors changed opinions whereas only 12 percent of other practitioners did so (p < .05, Fisher exact test, one-tailed), supporting H2.  Table 4 breaks down changed opinions by version of the summary.  A consistent change occurs when an uncommitted answer, or an answer contrary to the study’s conclusion, is changed to an answer consistent with the conclusion.  About half of changed opinions among small-firm non-auditors (15) were consistent with the summary concluding that providing nonaudit services impairs auditor independence; five other practitioners changed this way.  This result appears to drive the difference observed in Table 3.  The pattern is similar for the summary finding that independence is not impaired in that more small-firm non-auditors (seven) made consistent changes than other practitioners (two).  Regarding the balanced summary of both articles, six small-firm non-auditors revised their opinions consistent with impairment as not a problem, and a total of six (two small-firm non-auditors and four other practitioners) changed in favor of recognizing that impairment of independence might be a problem.  Table 4 also indicates that four small-firm non-auditors and two other practitioners changed answers in a fashion inconsistent with the summary they read; uncommitted answers were changed to inconsistent answers, or answers consistent with the study’s conclusion were changed to uncommitted or inconsistent answers.  The Fisher exact test of Table 3 excluding these six was repeated and there was still a significant difference in changes in opinion between the two groups (p < .05).  

[Insert Table 4 here.]

 
The second multiple choice question asked what ratio of nonaudit to total audit firm fees would likely compromise an auditor’s independence; lower percentages indicate beliefs that nonaudit services are relatively likely to compromise independence.  Responses to this question the first time it was asked are shown in Table 5.  The first two response categories combined indicate that percentages of nonaudit fees up to 50 percent compromise independence.  Responses for small-firm non-auditors and other practitioners were 48 and 23 percent for these combined categories respectively, which is consistent with H1.  Large percentages of both groups selected “don’t know,” including 47 percent of other practitioners.  Difference in frequencies of answers is significant (p < .001, chi-square). 
[Insert Table 5 here.]


Changes in answers to the fees question are displayed in Table 6.  Twenty-one percent of small-firm non-auditors and 11 percent of other practitioners changed their answers to this question, a significant difference (p < .05, Fisher exact test one-tailed).
  Therefore, H2 is supported with respect to this question.

[Insert Table 6 here.]
Scaled response questions
Results for the initial scaled response questions are shown in Table 7; on the 1-7 scale, one indicates strong disagreement, seven strong agreement.  Our statement that providing the service will reduce auditor independence if audit services are also provided implies that per H1 other practitioners will exhibit lower means than small-firm non-auditors.  That is what occurs for consulting engagements and valuation related to tax, where significant differences arise.  Regarding the other eight specific services, the mean differences are often in the opposite direction to that H1 predicted--two of which are significant (bookkeeping not related to tax and management functions not related to tax).  H1 could possibly hold for the multiple choice impairment question about nonaudit services (Table 2) and the scaled response question about consulting services, but for only one of the scaled response questions about other specific services (Table 7), because other practitioners perceived less of a threat to their personal interests related to any individual narrowly defined service category.  The AICPA also (2005) recently adopted many of these SOX provisions in its Code of Professional Conduct Section 101-3.   

[Insert Table 7 here.]


Changes in the answers to the scaled response questions are shown in Table 8.  Since we test ten variables, we present only percentages of changed answers without cell counts for each group, rather than 2X2 tables as in Tables 3 and 6.  The percentages of other practitioners who changed their answers after reading the article summary are less than the small-firm non-auditors who changed, consistent with H2.  However, the difference is only significant for the first three variables:  consulting engagements and bookkeeping services not related (and related) to tax.  H2 might not have been supported for the remaining specific services because, not perceiving as much at stake personally for individual services, other practitioners were less motivated to engage in dissonance reduction.  
[Insert Table 8 here.]

V.  CONCLUSIONS

We explore whether top-tier accounting and auditing research affects practitioner beliefs about auditor independence, an important issue to accountants and the public.  As predicted, before reading summaries of published research, non-auditors in small public accounting firms were more likely to believe that nonaudit fees impair auditor independence than other practitioners (auditors in all accounting firms and non-auditors in large firms).  Small-firm non-auditors also believed that relatively lower ratios of nonaudit to audit fees are needed to compromise independence than did other practitioners.


We examine the effects of research by changes in answers to these questions after practitioners read summaries of papers from TAR in which provision of nonaudit services appeared to impair independence (FJN), not to affect independence (ALM), or to support either conclusion.  Small-firm non-auditors were fairly receptive to the summaries; 20 percent of them changed their answers to the question about whether accepting non-audit fees impairs independence, and 21 percent did so to the question about the proportion of nonaudit to total audit firm fees that would compromise independence.  Other practitioners were less receptive to the summaries; 12 percent (11 percent) changed their answers to the first (second) question.


The overall results suggest that research influences accounting and auditing practitioners; the fact that one-fifth of small-firm nonauditors changed their answers to a question about whether auditing firms impair their independence when they accept nonaudit fees from audit clients, for example, may surprise some as a strong impact for a one-paragraph summary.  Ultimately, actions matter more than beliefs.  If the two are related, then it is possible that, at least with respect to the issue of auditor independence, practitioners employed by large firms and auditors in all firms are relatively unlikely to respond to research findings by adjusting their practices beyond minimum regulatory requirements or adjusting their lobbying efforts.

Scaled response questions assessed level of agreement with statements regarding the effects on independence of providing ten nonaudit services.  Both hypotheses were supported with respect to consulting engagements, but were not generally supported in such other areas as bookkeeping, appraisal, and internal audit outsourcing services.  We speculate that the general nature of the term “consulting engagements” may have increased its significance to other practitioners, compared to the relatively narrow economic or personal impact of the other nonaudit services.  Consequently, differences in prior beliefs and belief revision (dissonance reduction) between small-firm non-auditors and other practitioners with respect to the individual services failed to appear as predicted.


Our study has limitations.  The pretest – executive summary – posttest design may have created demand effects regarding changing answers, which some respondents may have felt were expected.  This may have inflated the proportions of respondents changing answers; but if such effects were randomly distributed across groups, differences in answer changes still reflect effects of membership in either group.  An issue also arises regarding the permanence of changes in opinion, whether respondents will revert to their prior beliefs soon after completing the questionnaire. 


It is not possible to summarize perfectly a full-length published paper in one paragraph.  The summaries of FJN and ALM focused on one contradictory finding and omitted details about the samples, models, and variables they employed.  Future research can determine appropriate levels of disclosure for non-academic audiences.  Publication for these audiences has already been conducted in bridge journals and executive summaries, whose effects on belief revision have not been measured.  But instruction, especially executive education, is a more likely effective means of communicating the nuances of research to many non-academic opinion leaders than publication.  Future research may address the ability of executive education programs to create informed public opinion, from the perspective of accounting academics.

.

TABLE 1

Panel A

Responses by subgroup

Small-firm non-auditors*
176

Other practitioners

  Small-firm auditors
21

  Large-firm auditors
54

  Large-firm non-auditors
47
Total other practitioners
122
Total responses
298

Panel B

Sample frequencies of paragraph summaries

	Version of Paragraph

Conclusion
	Small-firm 

Non-auditors
	Other

Practitioners

	Auditors are less independent
	55

(31%)
	43

(35%)

	Auditors’ independence is not affected
	64

(36%)
	36

(30%)

	Both articles

are summarized
	57

(32%)
	43

(35%)

	Total
	176

(100%)
	122

(100%)


*Respondents in small firms reported up to 500 professional employees in their firms.  Those in large firms indicated over 500 professionals.

TABLE 2

Frequencies of Responses to First Impairment Question

	Is independence impaired?
	Small-firm

Non-auditors
	Other

Practitioners

	Yes
	48

(28%)
	9

(7%)

	No
	27

(16%)
	28

(23%)

	Depends upon circumstance
	96

(55%)
	83

(68%)

	Don’t know
	3

(2%)
	2

(2%)

	Total
	174

(100%)
	122

(100%)


TABLE 3

Changes in Answer to Impairment Question after Reading Summary Paragraph

	Is independence impaired?
	Small-firm

Non-auditors
	Other

Practitioners

	Did not change answer*
	134

(80%)
	107

(88%)

	Changed answer
	34

(20%)
	14

(12%)

	Total
	168

(100%)
	121

(100%)


*Changed answers are defined as any change between yes, no, and uncommitted answers (depends or don’t know).

TABLE 4

Direction of Changes in Answer to Impairment Question

	
	Small-firm

Non-auditors
	Other

Practitioners

	Summary concludes

independence is impaired
	
	

	  Consistent change*
	15
	5

	  Inconsistent change
	2
	0

	Summary concludes

independence not impaired
	
	

	  Consistent change
	7
	2

	  Inconsistent change
	2
	2

	Summary of

both articles
	
	

	  Change to impairment
	2
	4

	  Change from impairment
	6
	1

	Total changes
	34
	14


* A consistent change occurs when an uncommitted answer, or an answer contrary to the study’s conclusion, is changed to an answer consistent with the conclusion.  An inconsistent change occurs when an uncommitted answer is changed to an inconsistent answer, or an answer consistent with the study’s conclusion is changed to an uncommitted or inconsistent answer. 

TABLE 5

Frequencies of Responses to First Question on Percentage of Non-audit Fees that Would Likely Compromise Independence

	
	Small-firm

Non-auditors
	Other

Practitioners

	1-25 percent 
	41

(24%)
	12

(10%)

	26-50 percent
	40

(24%)
	15

(13%)

	51-75 percent
	22

(13%)
	22

(19%)

	76-100 percent
	10

(6%)
	13

(11%)

	Don’t know
	57

(34%)
	56

(47%)

	Total
	170

(100%)
	118

(100%)


TABLE 6

Changes in Answer to Fees Question after Reading Summary Paragraph

	
	Small-firm

Non-auditors
	Other

Practitioners

	Did not change answer*
	130

(79%)
	101

(89%)

	Changed answer
	34

(21%)
	13

(11%)

	Total
	164

(100%)
	114

(100%)


*Changed answers are defined as any change between any of the response categories:  1-25%, 26-50%, 51-75%, 76-100%, and don’t know. 

TABLE 7

Responses to Initial Scaled Response Questions

	
	Small-firm

Non-auditors

Mean (Std. Dev.)
	Other

Practitioners

Mean (Std. Dev.)
	T statistic

	Consulting engagements
	4.57

(1.82)
	3.87

(1.76)
	              3.29**

	Bookkeeping not related to tax
	4.38

(1.95)
	4.96

(2.01)
	             -2.50*

	Bookkeeping related to tax
	4.64

(1.77)
	4.68

(1.90)
	
-0.20

	Valuation not related to tax
	4.54

(1.89)
	4.29

(1.93)
	
1.13

	Valuation related

to tax
	4.72

(1.87)
	4.04

(1.89)
	
   3.04*

	Management functions not related to tax
	5.01

(1.93)
	6.75

(1.71)
	             -3.44**

	Management functions related to tax
	5.04

(1.80)
	5.32

(1.90)
	             -1.29

	Internal audit outsourcing services
	4.92

(1.96)
	4.91

(2.05)
	
0.37

	Broker

Services
	5.64

(1.58)
	5.41

(1.63)
	
1.22

	Interviewing candidates
	3.92

(2.02)
	3.66

(1.92)
	
1.09


* P < .05

** P < .001


TABLE 8

Changes in Answers to Scaled Response Questions 

After Reading Summary Paragraph*

	
	Small-firm

Non-auditors
	Other

Practitioners

	Consulting 

Engagements
	23%
	14%

	Bookkeeping not 

related to tax
	20%
	12%

	Bookkeeping related 

to tax
	21%
	13%

	Valuation not 

related to tax
	24%
	15%

	Valuation related

to tax
	21%
	13%

	Management functions

not related to tax
	16%
	9%

	Management functions 

related to tax
	18%
	12%

	Internal audit 

outsourcing services
	18%
	11%

	Broker

Services
	16%
	13%

	Interviewing 

Candidates
	17%
	12%


* Italics indicate p < .05, Fisher exact test (one-tailed)
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Appendix A

Questions about Nonaudit Services Appearing in Parts B and C of Questionnaire

Scaled-Response Questions:  A number of non-audit services are listed below.  For each type of service, indicate your level of agreement/disagreement with the statement that providing the service will reduce auditor independence if audit services are also provided.  Please circle the number that indicates your level of agreement/ disagreement, where 7 is “strongly agree (SA)”, 1 is “strongly disagree (SD)” and 4 is “neither agree nor disagree (N).”
Providing the service will reduce auditor independence.

    
SD
        N

 SA

	1. Consulting engagements.
	1
	2
	3
	4
	5
	6
	7

	2. Bookkeeping or other services related to the clients’ accounting 

    records not related to tax accounting or tax accounting records.
	1
	2
	3
	4
	5
	6
	7

	3. Bookkeeping or other services related to the clients’ accounting records

   that are also related to tax accounting or tax accounting records.

	1
	2
	3
	4
	5
	6
	7

	4. Appraisal or valuation services (except those required under Generally 

    Accepted Accounting Principles [GAAP], e.g., SFAS no. 142) not

     used to substantiate tax opinions or positions.
	1
	2
	3
	4
	5
	6
	7

	5. Appraisal or valuation services (except those required under GAAP)

    that are used to substantiate tax opinions or positions.
	1
	2
	3
	4
	5
	6
	7

	6. Management functions not related to tax planning or compliance.
	1
	2
	3
	4
	5
	6
	7

	7. Management functions that are related to tax planning or compliance.
	1
	2
	3
	4
	5
	6
	7

	8. Internal audit outsourcing services relating to internal controls,

   financial systems or financial statements.
	1
	2
	3
	4
	5
	6
	7

	9. Broker or dealer, investment advisor, or investment bank services

    that would make the accountant an audit client’s advocate.
	1
	2
	3
	4
	5
	6
	7

	10. Interviewing candidates and advising clients on their competence

      for financial accounting, administrative or control positions.
	1
	2
	3
	4
	5
	6
	7


Appendix B

Summary of FJN

A recent article in The Accounting Review finds that auditors are less independent when their clients purchase more nonaudit services.  The article analyzed the ratio of nonaudit to audit fees paid by a sample of 3,074 American firms.  Clients paying higher such ratios might be able to exert more influence over their auditors, thus compromising auditor independence.  Earnings management at these firms, which refers to an optimistic bias in earnings, was measured as the amount of income-increasing accruals (over which management had some discretion to report in financial statements).  The article found that firms paying higher ratios of nonaudit to audit fees tended to display greater earnings management, indicating that auditors are less independent when their clients purchase a higher proportion of nonaudit services.

Summary of ALM

A recent article in The Accounting Review finds that the independence of auditors is unaffected when their clients purchase more nonaudit services.  The article analyzed the ratio of nonaudit to audit fees paid by a sample of 3,170 American firms.  Clients paying higher such ratios might be able to exert more influence over their auditors, thus compromising auditor independence.  Earnings management at these firms, which refers to an optimistic bias in earnings, was measured as the amount of income-increasing accruals (over which management had some discretion to report in financial statements).  The article found no relationship between the ratio of nonaudit to audit fees and earnings management, indicating that auditors are not less independent when their clients purchase a higher proportion of nonaudit services.

Summary of both FJN and ALM

Two recent articles in The Accounting Review examined the effect of nonaudit services on auditor independence.  Both articles analyzed the ratio of nonaudit to audit fees paid by samples of about 3,000 American firms.  Clients paying higher such ratios might be able to exert more influence over their auditors, thus compromising auditor independence.  Earnings management at these firms, which refers to an optimistic bias in earnings, was measured in both articles as the amount of income-increasing accruals (over which management had some discretion to report in financial statements).  One article found that firms paying higher ratios of nonaudit to audit fees tended to display greater earnings management, indicating that auditors are less independent when their clients purchase a higher proportion of nonaudit services.  The other article found no relationship between audit fee ratios and earnings management, indicating that auditors are not less independent when their clients purchase a higher proportion of nonaudit services.  The difference in the results of the two papers is due to the fact that one of them adjusted for firm performance in the statistical analysis.
� The task of communicating accounting research to the public has been assigned to “bridge” journals such as Accounting Horizons and Canadian Accounting Perspectives, and innovations such as practice summaries in Auditing: A Journal of Practice & Theory.


� In the rest of the paper we call independence in appearance independence unless otherwise specified.


� Large firms have divested themselves of consulting services, but Wyatt (2004) claims they have done so under duress rather than under the belief that this was in the firms’ best interests.


� Jean Wyer of PriceWaterhouseCoopers commented on the recruiting effects of the one-year cooling-off period at a 2005 American Accounting Association Auditing Midyear Meeting plenary session.


� Moore et al. (2004) gives these and many more citations.


� This brief review of Festinger (1957) is based on Jeremias’s (2001) interpretation


� SOX forbids such unrelated audit services as financial information systems design and implementation, appraisals, actuarial services, internal audit outsourcing, investment advice, legal services and other expert services.


� We asked two questions about bookkeeping services (#2 and #3) and appraisal and valuation services (#4 and #5); each pair had questions related or unrelated to tax accounting.  The tax implications were separated because although SOX prohibits providing these services regardless of provided tax accounting services, we were unsure whether all CPAs were aware that this was the case.


� Internal auditing outsourcing services can be approved by the audit committee if it is “reasonable to conclude” that the results of the service will not be subject to audit procedures CPAs can perform.


� Other variables, tests, and results are included in FJN and ALM; only these were described in the summaries.


� The question regarding firm size gave the following ranges of professionals employed in the respondent’s firm as responses:  1, 2-5, 6-10, 11-20, 21-50, 51-100, 100-200, 201-500, and over 500.  The final category sought to capture large-firm effects; however, all tests were run with large firms defined as greater than 200 professionals, and results were not materially affected except where noted. 


� When the Fisher exact test was repeated with small firms defined as 200 or less professionals and large firms as over 200, the one-tailed p = .067.  


� Most answer changes for the fees question went from don’t know to one of the four percentage ranges; 47 percent small-firm non-auditors (16/34) and 62 percent of other practitioners (8/13) made this change.  Of the 16 small-firm non-auditors who changed from don’t know answers, nine selected answers stating that non-audit fees of 50 percent or less of total fees would likely compromise auditor independence.  Of the eight other practitioners who changed from don’t know answers, only two selected 50 percent or less.    Thus, the other practitioners were less likely to change to a strong belief that non-audit services compromise auditor independence.
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