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ABSTRACT 
 

This paper reports the results of a study investigating the effects of PCAOB inspection 

(Inspection) and internal quality review (IQR) salience on auditors’ audit planning and reporting 

decisions.  To investigate these judgments, 48 auditors participated in a 1 x 3 between-subjects 

experiment in which the salience of a post-audit review is manipulated as Inspection salient, IQR 

salient, or no post-audit review is salient.  Manipulating post-audit reviews salience is justified 

using the results of Stefaniak and Houston (2009), which suggest 63 (62) percent of their audit 

partners can or try to anticipate the engagements that will be selected for IQR (Inspection).  

Using the Houston, Peters, & Pratt (2005) model, I predict that auditors will assess higher audit 

fees in conditions where a post-audit review is salient.  Using extant accounting research on the 

influence of accountability (DeZoort, Harrison, & Taylor, 2006) and sanctions (Shafer, Morris, 

& Ketchand, 1999), I also predict that auditors will make more conservative judgments in 

conditions where a post-audit review is salient.  While I do not find auditors were more 

conservative in their judgments, I do find that post-audit review salience significantly increases 

audit fees.  Furthermore, post-audit review salience significantly increased perceived litigation 

risk, overall client riskiness, substantive testing efforts, and budgeted hours, as well as 

significantly decreased the perceived financial condition of the client.  This study is important 

for several reasons.  First, it provides initial evidence as to the impacts of IQRs on auditor 

planning decisions, a quality review mechanism thus far not considered in the accounting 

literature.  Second, it provides initial evidence and understanding of whether, and how, auditors 

pass post-audit review costs along to their clients. 
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1.  INTRODUCTION 

This paper reports the results of a study that investigates the effects of PCAOB inspection 

(Inspection) and internal quality review (IQR) salience on auditors’ audit planning and reporting 

decisions.  The PCAOB is authorized to conduct annual or triennial inspections of registered 

public accounting firms to help improve audit quality (PCAOB, 2006). While Inspections replace 

the AICPA’s peer review program for public issuers, they also supplement public accounting 

firms’ existing IQR programs.1  During an IQR, a review of a completed audit is performed by 

teams drawn from within an audit firm in order to assess the quality of its audits and to highlight 

common issues or trends that may require firm-wide education or rectification (Audit Quality 

Review Board, 2007).   

Overall, Inspections and IQRs serve as the primary post-audit quality review mechanisms 

for audits of public issuers.  However, while these two mechanisms are intended to increase audit 

quality, Stefaniak and Houston (2009), in a survey of 125 audit partners, find that approximately 

63 (62) percent of their survey respondents can or try to anticipate which engagements will be 

selected for IQR (Inspection).  Given the potential for auditors to anticipate these post-audit 

reviews, it is important to know how this anticipation influences auditor planning and reporting 

decisions.  Accordingly, the first objective of this study is to investigate the effects of Inspection 

or IQR salience on auditors’ estimated audit fees.  Using the audit fee model developed by 

                                                      
1 While not every public accounting firm has an IQR program, most large public accounting firms do. 
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Houston, Peters, and Pratt (2005), I predict that salience of post-audit reviews (i.e., Inspections 

or IQRs) have the potential to influence audit fees.  Specifically, I hypothesize that the salience 

of a post-audit review has the potential to influence auditors’ assessments of acceptable levels of 

audit risk, estimated residual litigation risk (Inspection salient condition only), and nonlitigation 

risk.  Accordingly, I hypothesize that increased salience of post-audit review will result in 

increased audit fees. 

The second objective of this study is to investigate the effects of Inspection and IQR 

salience on auditor reporting decisions.  I hypothesize the effects of post-audit reviews on auditor 

judgments using both accountability literature and sanction literature.  Specifically, I use the 

results of DeZoort, Harrison, and Taylor (2006) to predict that post-audit reviews increase 

accountability via feedback pressure, and that this pressure ought to result in more conservative 

auditor reporting decisions. Additionally, I supplement DeZoort, Harrison, and Taylor (2006) 

with results from Shafer, Morris, and Ketchand (1999) that suggest that auditors make more 

conservative assessments when faced with the possibility of increased sanctions.  While only 

Inspections typically carry with them the possibility of the review resulting in a formal 

investigation by the PCAOB, both Inspections and IQRs could be viewed as a sanction threat 

because the evaluations have the potential to affect the auditor’s reputation (Shafer, Morris, & 

Ketchand, 1999).  Combining sanction and accountability research justifies the prediction that 

increased post-audit review salience will result in increased conservatism in auditor reporting 

decisions (e.g., risk assessments and estimations.) 

To investigate these hypotheses, nine partners, 17 senior managers, 18 managers, and 4 

seniors participated in a 1 x 3 between-subjects experiment in which salience of post-audit 

review is manipulated as Inspection salient, IQR salient, or no explicit expectation of post-audit 
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review salience.  For all three conditions, participants responded to audit planning questions 

(e.g., fees, budgeted hours, audit risk) for a hypothetical client and were asked to resolve a 

potential reporting error discovered during the audit. 

  While I did not find that auditors were more conservative in their judgments, I did find 

that auditors increase audit fees when the salience of either a PCAOB Inspection or Internal 

Quality Review is high.  Furthermore, I find that additional planning decisions also are 

influenced by post-audit review salience.  Specifically, the perceived financial condition of the 

client, perceived litigation and overall client risk, emphasis on proper documentation, level of 

substantive testing, and total budgeted hours all are affected by post-audit review salience.  

While many of these findings were more pronounced for the Inspection salience condition, 

several of the effects were marginally significant for the IQR salience condition as well.  Finally, 

a mediation analysis revealed a partial mediation of the effect of post-audit review salience on 

audit fees by the amount of budgeted hours.  These mediation results suggest that the effect of 

post-audit review salience on audit fees is attributable to its influence on budgeted hours.    

This paper provides two primary contributions to the literature.  First, the results provide 

initial evidence that the salience of a post-audit review can influence both audit planning 

decisions and total fees charged to the client.  Second, these results provide relevant 

experimental evidence to accounting researchers, audit firms, and regulators that are interested in 

evaluating the effectiveness of the two primary types of post-audit reviews currently employed 

by the accounting profession to monitor its adherence to regulatory requirements and firm 

methodologies (i.e., Inspections and IQRs).  Given Stefaniak and Houston’s (2009) findings that 

auditors can or try to anticipate the audits that will be subject to a post-audit review, the current 

findings indicate a potential loss of utility from the Inspection and IQR processes.  That is, to the 
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extent that auditors are able to anticipate the audits that will be subject to a post-audit review, 

and modify their audit planning decisions based upon that premise, then the ensuing post-audit 

review is not capturing a true sample of an engagement team’s performance.  Accordingly, the 

decisions formed based on the results of the post-audit review (e.g., firm-wide training initiatives 

and rectification actions) potentially focus on the wrong areas, or potentially will not emphasize 

a particular issue, because the extra effort put forth by the engagement team on the audit was not 

indicative of a normal audit.     

The remainder of this proposal is organized as follows.  The next section provides 

general background and literature review on the re-regulation of the accounting industry and 

firms’ existing post-audit quality control mechanisms.  The third section provides the necessary 

background and theory to support the predicted audit fee and reporting decision hypotheses.  The 

fourth section discusses the experimental methodology.  The fifth section reports the results of 

the experiment and the sixth section closes with a discussion of implications, opportunities for 

future research, and the study’s limitations. 

2.  BACKGROUND AND LITERATURE REVIEW 

The Re-Regulation of Public Accounting 

Beginning in the late 1940s, and continuing through the turn of the century, the auditing 

profession was for the most part a self-regulated industry (Kinney, 2005; Zeff, 2003).  The 

profession was given not only the ability to set its own audit standards, but also the responsibility 

to oversee enforcement of those standards (DeFond & Francis, 2005).   However, with the 

passage of the Sarbanes-Oxley Act (the Act) of 2002, arguably the most sweeping securities 

market reform legislation passed since the Securities Acts of 1933 and 1934 (DeFond & Francis, 

2005; Boster, 2007), the era of auditor self-regulation came to an abrupt halt.  Daniel Goelzer, a 
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Public Company Accounting Oversight Board (PCAOB) Board member, concisely summarized 

the impact of the Act in a 2005 speech when he stated that the Act “… ended the profession’s 

long tradition of self-regulation and peer review.  In its place, the [Act] created the [PCAOB]” 

(Goelzer, 2005).   

Title I of the Act mandates the creation of the PCAOB, a nonprofit, nonpublic 

corporation (Sarbanes-Oxley Act, 2002).  While the PCAOB is not a legal agent of the United 

States Government, it is the sovereign regulatory agency over public accounting, with the 

authority to promulgate binding professional standards for all registered public accounting firms.   

Additionally, Section 104 of the Act provides the PCAOB with authority not recently 

granted to any public accounting oversight board (e.g., the Financial Accounting Standards 

Board).  Specifically, the PCAOB is the first accounting-related legislated oversight board since 

the Securities and Exchange Commission (SEC) to be bestowed with inspection and enforcement 

authority.  The PCAOB is authorized to conduct inspections of registered public accounting 

firms to assess compliance with the Act, the rules of the PCAOB, and the SEC, as well as 

conformity to professional standards in connection with the firm’s performance of audits, 

issuance of audit reports, and related matters involving issuers (Sarbanes-Oxley Act, 2002).   

Audit Quality Improvement Mechanisms 

Before congress mandated implementation of the Inspections, audit firms that audited 

SEC issuers participated in external peer reviews under the SEC Practice Section (overseen by 

the AICPA’s Public Oversight Board).  The purpose of the peer review system was to provide 

assurance to the public that the audit firm under review had an effective quality control system 

(AICPA, 2008).  Due to similarities between the peer review program and Inspections, the peer 
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review program has been replaced by Inspections for all SEC issuers (Gunny & Zhang, 2006; 

Goelzer, 2005).   

While Inspections replace the peer review program for public issuers, they also 

supplement public accounting firms’ existing IQR programs.  During an IQR, a review of a 

completed audit is performed by teams drawn from within an audit firm in order to assess the 

quality of its audits and to highlight common issues or trends that may require firm-wide 

education or rectification (Audit Quality Review Board, 2007).  Overall, Inspections and IQRs 

serve as the primary ex-post quality review mechanisms for public issuers, and while these two 

mechanisms are intended to increase audit quality, accounting research has yet to explore the 

relative effects of Inspections and IQRs on auditor judgments. 

Accordingly, this study investigates the effects of Inspection and IQR salience on 

auditors’ audit fee and reporting decisions.  If Inspections and IQRs influence either of these 

areas, they have the potential to influence overall audit quality.  Consequently, understanding the 

effects of Inspections and IQRs is important to accounting researchers, practitioners, and users of 

financial statement data.   

3.  HYPOTHESIS DEVELOPMENT 

IQR Costs 

   The first objective of this study is to investigate the effects of Inspection or IQR salience 

on auditors’ estimated audit fees.  However, before predicting this effect, a discussion of the 

readily transparent costs of each post-audit review process is warranted to establish an 

understanding of the known compliance costs that firms potentially are passing on to their 

clients.  
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While accounting research has investigated peer reviews (Hilary & Lennox, 2005) and 

engagement quality (concurring partner) reviews (Epps & Messier, 2007), accounting 

researchers have yet to explore the intricacies of IQRs.  Consequently, little is known about the 

effects of the process, and even less is known about the costs involved with its administration.  

However, it is possible to assume that, at a minimum, firms incur opportunity costs to perform 

IQRs.  That is, engagement partners being reviewed are not only unable to be utilized on other 

chargeable engagements, but also unable to pursue new business opportunities.  Therefore, the 

potential exists that auditors will pass perceived IQR compliance costs to the client. 

Inspection Costs 

 While the extant accounting research does not provide much insight into the IQR process, 

much public information is available on the costs and funding of Inspections.  The PCAOB’s 

primary objectives (i.e., registration, inspection, investigation, and enforcement) are funded 

through Accounting Support Fees (ASF) required to be paid annually by qualifying public 

companies.2  In 2007, 52 percent of ASF invoices sent by the PCAOB were for less than $1,000; 

however, the largest 1,000 public companies each paid on average over $100,000 (PCAOB, 

2008).   

ASF comprises roughly 99 percent of all PCAOB funding (PCAOB, 2008).  The PCAOB 

generates additional funding through a required one-time registration fee paid by public 

accounting firms desiring to audit public issuers, which ranges from $250 for auditing firms with 

no public clients to $390,000 for auditing firms with more than 1,000 public clients (PCAOB, 

                                                      
2 Section 109 of the Act specifies that public companies must pay ASF proportionate to their previous year’s 

average monthly market capitalization.  The PCAOB has determined that only equity issuers with over $25 million 

average monthly market capitalization and investment issuers with over $250 million average monthly market 

capitalization are required to pay ASF.   
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2008).  In 2007, the PCAOB collected approximately $122 million from ASF and employed 

roughly 500 full-time staff, approximately half of which were dedicated to Inspections (Boster, 

2007; PCAOB, 2008).  Of the $122 million collected, the PCAOB spent approximately $65 

million on Inspections of 246 public accounting firms.  Specifically, the PCAOB spent nearly 

$30 million inspecting 461 engagements from the 10 auditing firms that audited over 100 public 

clients, and over $35 million inspecting 574 engagements from 236 firms that audited less than 

100 public clients.  On average, the PCAOB spent over $63,000 on each engagement inspection. 

 According to PCAOB Rule 4006, audit firms have a duty to cooperate and comply with 

any requests made by PCAOB inspectors during the course of an Inspection (PCAOB, 2007a).  

Requests can take the form of supplying specified records, participating in oral interviews, or 

providing written responses to PCAOB inquiries.  The requests create intrinsic costs of 

compliance with Inspections; namely, audit firms encounter opportunity costs when staff 

resources dedicated to Inspection compliance are unable to participate in other chargeable client 

engagements, and when time spent by manager-level resources interferes with generating new 

business or reinforcing existing client relationships.   

 Even though the PCAOB is legally distinct from the United States Government, it 

benefits from a guaranteed revenue stream via the ASF – an essential quasi-taxation of 

qualifying public companies.  Because refusal to pay ASF is a violation of securities law and 

auditors are required to verify the payment of ASF prior to attesting to a client’s financial 

statements, ASF collection success is essentially 100 percent (Boster, 2007; PCAOB, 2007b).  

While the PCAOB has the ability to offset the costs of performing Inspections through increased 

ASF, audit firms cannot easily offset the costs of Inspection compliance; therefore, the potential 
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exists that auditors will also pass on Inspection compliance costs and other costs (e.g., 

opportunity costs of pursuing new clients or maintaining existing relationships) to the issuer. 

IQR and Inspection Costs and the Audit Fee Model 

   From a theoretical perspective, Simunic (1980) suggests a positive model of audit fee 

determination that incorporates the concept of opportunity costs into audit fees.  Specifically, 

Simunic proposes that, in addition to other variables, auditors will likely take into consideration 

the cost of audit firm resources, including opportunity costs, which are monopolized by a client 

(e.g., potential compliance costs with a post-audit review).   Houston, Peters, and Pratt (1999) 

extend Simunic’s model to include expected costs that the auditor will suffer as a result of being 

associated with the issuer’s financial statements other than undetected material misstatements 

(i.e., nonaudit risk).  Houston, Peters, and Pratt (2005), hereafter HPP, further suggest that 

auditors price audits from three perspectives – as an auditor (audit risk), an insurer (residual 

litigation risk), and a businessperson (other nonlitigation risk). 

 HPP suggest that the portion of the audit fee designated to cover the cost of the audit 

function represents all costs associated with attaining an acceptable level of audit risk.  By 

definition, overall acceptable audit risk should be influenced by the potential of being selected 

for either an Inspection or an IQR since audit risk represents the risk that the auditor is willing to 

accept that they issue an incorrect opinion – the higher the cost of being wrong, the lower the 

auditor should set acceptable audit risk.   

Ceteris paribus, the salience of a potential IQR or Inspection increases the costs of 

issuing an incorrect opinion (e.g., impacted performance reviews, possible restatements, 

firm/profession reputation impacts, etc.).  While control risk and inherent risk should remain 
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unchanged, the acceptable level of detection risk should be accordingly lowered to account for 

the overall lower level of acceptable audit risk, which in turn suggests a greater level of audit 

effort.   

From an insurer’s perspective, HPP suggest that auditors will take into consideration 

residual litigation risk.  HPP suggest that the fee charged by auditors as a result of acceptable 

audit risk covers an acceptable or reasonable level of litigation risk that is borne by the auditor.  

However, HPP posit that litigation risk is that fee premium that compensates auditors for bearing 

residual litigation risk.3   

Beyond the audit firm name, the public-portion of the Inspection report maintains a high 

degree of anonymity concealing both the issuer and partner in charge of the audit.  From this 

perspective, it would appear that Inspections should not influence residual litigation risk; 

however, accompanying each Inspection is the risk that the Inspection discovers a deficiency 

within the issuer’s financial statements or the audit of said financial statements that gives rise to 

a PCAOB investigation.   

Section 104 of the Act acknowledges that the PCAOB may identify acts, practices or 

omissions to the Act that may constitute a violation of law (Sarbanes-Oxley Act, 2002).  In such 

cases, the Act authorizes the PCAOB to begin a formal investigation. Furthermore, Section 105 

of the Act states that if a formal investigation leads to a public proceeding, then all documents 

and information prepared by or received by the PCAOB (including Inspections) are then subject 

to civil discovery and can be used in civil cases against the auditor or the issuer (Sarbanes-Oxley 

Act, 2002).  Kinney (2005) suggests that information gathered during Inspections could lead to 

                                                      
3HPP define residual litigation risk as the litigation risk beyond the acceptable level achieved through audit 

investment. 
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private litigation.  Due to the additional litigation exposure presented by Inspections, auditors 

accepting engagements with increased salience of an Inspection are expected to have increased 

auditor litigation risk fee premiums.   

Conversely, deficiencies found during an IQR are likely dealt with internally (and have 

not been known to lead to private litigation).  Accordingly, the risk of an IQR leading to a 

PCAOB investigation or private litigation is expected to be immaterial, and therefore, not likely 

to influence residual litigation risk. 

Finally, from a businessperson perspective, HPP suggest that auditors will charge a fee 

premium for those costs other than audit risk and residual litigation risk, which they refer to as 

nonlitigation risk.  HPP suggest that there are two forms of nonlitigation risk – opportunities for 

future audit and nonaudit revenue and potential damage to the auditor’s reputation.  The potential 

exists for both IQRs and Inspections to influence both of these nonlitigation risk components. 

As mentioned earlier, compliance with the both Inspections and IQRs has the potential to 

interfere with other business opportunities; namely, staff resources utilized to comply with 

Inspection and IQR requests are unable to be utilized on other chargeable engagements.  

Furthermore, manager-level resources utilized to facilitate the Inspection or IQR are not only 

unable to be utilized on other chargeable engagements, but also unable to pursue new business 

opportunities.   

Finally, both IQRs and Inspections have the potential to damage the auditor’s reputation 

since poor IQR or Inspection performances could negatively impact performance evaluations.   

The predicted effects of increased Inspection and IQR salience on nonlitigation risk, and the 

other components of the HPP model, are summarized in Figures 1 and 2.   
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Combining the increased nonlitigation risks with the other factors in the HPP audit fee 

model supports a hypothesis predicting that audits with increased post-audit review salience will 

result in higher audit fees.  Formally stated, the hypothesis predicts:  

H1: Increased post-audit review salience will result in increased 

audit fees. 

 While a formal hypothesis concerning audit fees can be predicted when 

comparing salient to non-salient post-audit reviews, there is not enough theoretical support 

to justify whether the salience of Inspections or IQRs will increase audit fees more.  

Accordingly, to investigate this matter, a research question is formally proposed as: 

RQ1: Which post-audit review, Inspection or IQR, results in 

auditors assessing higher audit fees? 

The Effects of Accountability and Sanctions 

 The second objective of this study is to investigate the effects of Inspection and IQR 

salience on auditor reporting decisions.  The effects of post-audit reviews on auditor reporting 

decisions can be approached from two perspectives.  First, Inspections and IQRs create a 

situation where auditors’ judgments could be influenced due to the increased accountability 

presented by the salience of a post-audit review.  Second, Inspections and IQRs also create a 

situation where auditors’ judgments could be influenced due to the prospect of formal sanctions 

being levied against the auditor as a result of the post-audit review.  Both of these potential 

effects are discussed in this section, and used to support the prediction that Inspections and IQRs 

will result in more conservative reporting decisions.    
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Prior accounting research has investigated the effects of accountability on auditor 

judgments.  For example, DeZoort, Harrison, and Taylor  (2006) show that increased 

accountability pressure increases auditors’ judgment conservatism, decreases auditors’ judgment 

variability, and increases auditor effort (i.e., time spent on tasks).  The DeZoort, Harrison, and 

Taylor  study confirmed and extended prior accounting research that suggests that auditors’ 

increased accountability results in increases in effort and improves performance (Kennedy, 1993; 

Ashton, 1992).   

The salience of a post-audit review is expected to increase accountability due to increased 

feedback pressure.  DeZoort, Harrison, and Taylor (2006) define feedback pressure as pressure 

that emerges in situations where individuals expect formal evaluation feedback on their 

decisions/judgments.  Both Inspections and IQRs provide feedback to auditors and, therefore, are 

expected to create feedback pressure during the course of the audit. Accordingly, increased 

salience of an Inspection or IQR is expected to result in auditors making more conservative 

decisions.   

Part of the pressure that arises from the knowledge of formal evaluation and feedback is 

the potential for sanctions (e.g., impacted reputations and disciplinary actions).   The effects of 

sanctions in an accounting context have been examined as both financial (e.g., litigation) risk to 

the firm/partner (Farmer, Rittenberg, & Trompeter, 1987) and reputational (e.g., peer review) 

risk (Shafer, Morris, & Ketchand, 1999).   

As discussed before, Inspections carry with them not only the possibility of negatively 

influencing auditor reputation, but also the possibility that the Inspection will result in a PCAOB 

investigation.  SOX empowers the PCAOB to initiate an  investigation of a public accounting 
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firm if the PCAOB believes the firm has violated any provision of SOX, a professional standard, 

or law relating to the preparation and issuance of an audit opinion (PCAOB, 2009).   

Furthermore, these investigations can lead to hearings and, in some cases, sanctions (e.g., 

monetary penalties or revocation of a firm’s registration) against the firm (PCAOB, 2009).  

IQRs, like peer reviews, on the other hand may or may not lead to investigations or disciplinary 

actions by the PCAOB, but should be viewed as a sanction threat since the evaluations have the 

potential to impact the auditor’s reputation among his/her peers in the firm (Shafer, Morris, & 

Ketchand, 1999).   

Prior accounting research suggests that increased sanction risk increases auditor 

conservatism (Shafer, Morris, & Ketchand, 1999; Farmer, Rittenberg, & Trompeter, 1987).  

Since Inspections and IQRs both have the potential to sanction auditors, it is expected that 

increased Inspection and IQR salience will be associated with more conservative auditor 

reporting decisions.   Combining this stream of research with the research on accountability, it is 

possible to predict that increased post-audit review salience will result in increased conservatism 

in auditor reporting decisions.  The hypothesis is formally stated as: 

H2: Increased post-audit review salience will result in increased 

auditor conservatism. 

 Similar to audit fees, while a formal hypothesis concerning the conservatism of auditor 

reporting decisions can be predicted when comparing post-audit reviews to a control condition, 

there is not enough theoretical support to justify whether the salience of Inspections or IQRs will 

result in more conservative decisions relative to one-another.  Accordingly, to investigate this 

matter, a research question is formally proposed as: 



14 
 

RQ2: Which post-audit review, Inspection or IQR, results in more 

conservative auditor reporting decisions? 

4.  METHODOLOGY 

Participants 

 I distributed and collected cases with the assistance from contact partners at eight offices 

of five of the 10 largest U.S. public accounting firms (including all Big Four firms).  

Participation was requested through existing firm contacts.  These firm contacts provided an 

estimate of the number of participants they would be able to enlist in the study, and an 

appropriate number of USB drives containing the experiment were mailed to the office contact.  

The office contact coordinated the distribution within his/her office. Contact partners did not 

know which version of the case was included on any given USB drive.  Participants returned 

completed instruments to the office contact, who in-turn returned all the USB drives to the 

author.4   

Experimental Design 

   Each participant was randomly assigned to one of three experimental conditions based 

on a 1 x 3 between-subjects design that manipulated the potential for a specific inspection type.  

All three conditions assessed audit planning and reporting decisions made by auditors when (1) 

the salience of an IQR is high, (2) the salience of an Inspection is high, (3) or when no mention 

of either an IQR or Inspection is made (i.e., a control group).   

                                                      
4 I sent extra USB drives to each contact partner, some of which may have not been distributed; consequently I do 

not have an exact response rate.  However, at least 80 percent of the case materials distributed was completed. 
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The Experimental Case 

 In the first section of the case participants were provided with an introductory letter, 

which served as a consent form required by the University’s Institutional Review Board for the 

protection of human participants, informed participants of the time obligation necessary to 

complete the case, and were informed that all responses would remain strictly confidential.   

The second section contained a brief introduction to the engagement setting.  

Specifically, participants were first told to assume that they were an audit partner for ABC Audit 

firm and, because of mandatory partner rotation requirements, were in charge of the audit team 

that is performing the external audit of Wareham, Inc. (a client ABC has audited for several 

years).  Participants were also instructed that this was their first time auditing Wareham, 

personally, and that they would be the only audit partner on the engagement team.  Also in this 

section, participants were provided a short background about Wareham (i.e., Wareham is a 

retailer of consumer electronics, is a major client for your office, and generates an audit fee 

significant to the office).  Finally in this section, participants were informed that Wareham 

operates in a competitive, stable industry, and has been publicly traded since 1991.  Figure 3 

presents the information provided to participants in the second section of the case. 

The third section of the case provided participants with a more thorough summary of 

Wareham’s responsiveness to competition, its organizational structure, and a brief description of 

its management personnel.  First, participants were informed that Wareham historically has 

responded well to industry technological advancements and price competition, and that Wareham 

closely monitors its competitors’ activities as part of regular inventory valuation analyses.  

Second, participants were informed that Wareham’s organizational structure is relatively simple 

and decentralized, that reporting lines are well maintained and documented, and that no member 
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of management owns a significant amount of Wareham stock.    Finally, participants were 

informed that most members of Wareham’s management are relatively young and well educated, 

have been with the firm at least five years, and have received favorable performance reviews.  

Figure 4 presents the information provided to participants in the third section of the case. 

The fourth section of the case informed participants that ABC had audited Wareham 

every year since it went public in 1991, ABC had consistently issued standard, unqualified audit 

reports and internal control opinions, and fees for the upcoming year’s audit had not yet been 

determined.  Additionally, participants were informed of several facets of Wareham’s board of 

directors (e.g., the board meets quarterly, has four outside members, and that each member has 

an accounting background).  Finally, participants were informed that Wareham’s internal audit 

department, which has been judged consistently to be both competent and objective, reports 

directly to the audit committee.  Figure 5 presents the information provided to participants in the 

fourth section of the case. 

 The fifth section of the case presented participants with the details of a recent 

conversation the office managing partner had with the participant about the upcoming Wareham 

audit.  In the control condition, the office managing partner reminded the participant that ABC 

has forged a strong professional relationship with Wareham over the years, Wareham is an 

important client in ABC’s portfolio, and inventory valuation allowance likely will be a topic of 

discussion because of the industry in which Wareham operates.  Figure 6 presents the 

information provided to participants in the fifth section of the control condition. 

While the high PCAOB Inspection salience condition and the high IQR salience 

condition both contained the same dialogue about the upcoming Wareham audit as the control 
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condition, these two conditions interjected the salience manipulations within the lunch 

conversation.  Specifically, in the high PCAOB Inspection salience condition, the office 

managing partner described a PCAOB inspection, and reminded the participant that it has been 

two years since the PCAOB inspected the participant’s local office.  Furthermore, the office 

managing partner stated that while he is not positive that the Wareham audit will be selected for 

a PCAOB inspection (because the PCAOB makes that decision), he suggests that the participant 

plan the upcoming Wareham audit as if it were going to be selected for a PCAOB inspection.  

Figure 7 presents the information provided to participants in the fifth section of the high PCAOB 

Inspection condition. 

 The high IQR salience condition mimicked the high PCAOB Inspection salience 

condition in that the high IQR salience condition also interjected the salience of a post-audit 

review into the conversation with the office managing partner.  However, this condition defined 

IQR for the participant as a review of a completed audit that is performed by teams drawn from 

within ABC in order to assess the quality of the work and to highlight common issues or trends 

that might require firm-wide education or rectification.  Furthermore, the office managing 

partner stated that while he was not positive that the Wareham audit would be selected for an 

IQR (because others within the firm make that decision), he suggests that you plan the upcoming 

Wareham audit as if it were going to be selected for an IQR.  Figure 8 presents the information 

provided to participants in the fifth section of the high IQR salience condition 

 This method and wording for manipulating Inspection and IQR salience were chosen 

specifically to increase external validity from an Inspection anticipation standpoint.  Specifically, 

suggesting that an audit ought to be planned in preparation for an Inspection or IQR, without 

directly indicating that it will be selected for a post-audit review, provides the benefits of making 
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participants aware of the possibility of Inspection or IQR without imposing an unrealistic 

probability.  Furthermore, while Stefaniak and Houston (2009) indicate that auditors more easily 

can anticipate the year of an IQR than the year of a PCAOB inspection, they also find that 

auditors are able to more easily anticipate the exact audit that would be selected for a PCAOB 

inspection than the audit that would be selected for an IQR.  These findings, along with 

additional Stefaniak and Houston (2009) findings that suggest that 63 (62) percent of their 

respondents can or try to anticipate which engagements will be selected for IQR (Inspection), 

provide a theoretical foundation for manipulating the salience of both IQR and Inspection.   

 The sixth section, which was identical for all three conditions, contained Wareham’s 

unaudited income statement and balance sheet.  Additionally, participants were asked to set a 

planning materiality for the Wareham audit.  Participants were asked to set materiality by 

selecting a specific percentage level of a desired basis factor (i.e., net income before tax, sales, 

net income, or total assets).  Once a percentage and a basis had been entered, the numeric 

materiality amount would be displayed on the screen for the participant to review.  Figure 9 

presents the unaudited financial statements and an example of a typical materiality setting (i.e., 

five percent of net income before tax). 

 The seventh section of the case asked participants to assess Wareham’s operating 

performance and financial condition.  Operating performance is asked to understand participants’ 

perceptions of Wareham’s income statement, while financial condition is meant to understand 

participants’ perceptions of Wareham’s balance sheet.  Both questions were measured on eleven-

point Likert-type scale ranging from (1) = “Very Weak” to (11) = “Very Strong”.  Figure 10 

presents the information provided to participants in the seventh section of the case. 
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 Between the seventh and eighth sections, participants were instructed on two important 

points.  First, that the questions on the next three pages asked them to assess some aspect of 

Wareham or its audit on a scale ranging from “Much Lower than Normal” to “Much Higher than 

Normal”.  Participants were instructed to define “normal” as a typical publicly-held audit client 

of a size similar to Wareham (i.e., sales of around $1 billion) with which they were familiar.   

Asking questions relative to a “normal” audit was intended to maximize variance in 

responses.  That is, by asking questions relative to normal, participants had some flexibility in 

their responses for questions that otherwise would typically approach the scale end-points.  For 

example, asking acceptable audit risk on a scale from “Very Low” to “Very High” would most 

likely yield a normative response around the “Very Low” endpoint.  However, by asking 

questions relative to “normal”, the normative response ought to center on the scale mid-point, 

and allow response variance to increase and decrease freely.   

Additionally on this page, participants were informed that they could review the financial 

statements if they so desired by clicking a button labeled “Review Financial Statements”.  If 

clicked, the participant would be presented with Wareham’s financial statements again, for 

review.  Once the participant had finished reviewing the financial statements, participants would 

be returned to the referring page, with answers intact.   

 The eighth section of the case starts a three-page portion of the case dedicated to asking 

questions related to the planning of the Wareham audit.  Participants responded to questions in 

this section on eleven-point Likert-type scales ranging from (1) = “Much Lower than Normal” to 

(11) = “Much Higher than Normal”, with (6) = “Normal”.  For each page in this section, 

participants were unable to progress to the next page of the case until a response had been 
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received for each question on a given page.  The first page of this section concentrated on 

assessing the risks associated with auditing Wareham.  That is, participants were asked to assess 

acceptable audit risk, risk of material misstatement, fraud risk, litigation risk and overall risk.   

Acceptable audit risk was assessed because prior literature (e.g., Simunic 1980; Houston, 

Peters, and Pratt 2005) suggests that overall acceptable audit risk should be influenced by the 

potential of being selected for either an Inspection or an IQR because audit risk represents the 

risk that the auditor is willing to accept that they issue an incorrect opinion – the higher the cost 

of being wrong, the lower the auditor should set acceptable audit risk.  Accordingly, the salience 

of a potential IQR or Inspection increases the costs of issuing an incorrect opinion (e.g., 

impacted performance reviews, possible restatements, firm/profession reputation impacts, etc.).  

To assess acceptable audit risk participants were asked, “For the Wareham audit, what is the risk 

you are willing to accept that your firm will render an unqualified opinion on financial 

statements that are materially misstated?” 

Risk of material misstatement was asked to investigate the effects of post-audit review 

salience on perceived risk that a material misstatement exists in the client’s unaudited financial 

statements.  Existing literature suggests that both Inspections (PCAOB, 2008) and IQRs 

(Stefaniak and Houston, 2009) target clients with more complicated financial statements.  Since 

auditors are aware of this focused attention on riskier clients (Stefaniak and Houston, 2009), the 

possibility exists that the salience of an Inspection or IQR could increase auditors’ financial 

statement risk perceptions because audits chosen for Inspection or IQR could be perceived to be 

more complicated or at higher risk for fraud.  Interpreting the results of differences in audit 

planning decisions would be difficult if participants perceive differences in risk or material 

misstatement because participants in the control condition and the post-audit review salience 
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conditions would be planning audits for financial statements that are perceptually of different 

risk levels.  However, if no difference exists in perceptions of risk of material misstatement, the 

results of audit planning decisions will be more easily interpreted. 

Accordingly, it is important to investigate whether participants in the post-audit review 

salience conditions perceive the client’s risk of material misstatement similar to or different from 

participants in the control condition.   Participants were asked to assess Wareham’s risk of 

material misstatement asking participants, “What is the overall risk that Wareham’s unaudited 

financial statements contain a material misstatement?”   

Fraud risk was assessed because the PCAOB (2007c) stated that several audit firms were 

failing to fulfill the obligations of AU Section 316 related to the fraud risk assessment process 

(e.g., poorly documentation of the fraud risk assessment process, insufficient senior members of 

the engagement team involved in the process, and, auditors failing to expand audit procedures 

when addressing identified fraud risks).  The intention was to investigate whether the salience of 

a post-audit review led to increased fraud risk assessment efforts.  Accordingly, participants were 

asked, “How much time would you devote to the fraud risk assessment process (e.g., 

brainstorming)?”    

Litigation risk was assessed because, as discussed in a prior section, the potential exists 

that auditors could perceive increased litigation risk in post-audit review salience conditions 

(specifically, the Inspection salient condition).  Accordingly, participants were asked to, “Assess 

your firm’s exposure to litigation associated with the Wareham audit engagement.”   

Finally, participants were asked to assess the overall risk associated with the client to 

capture an aggregate of all risks or capture any risks that fall outside of acceptable audit risk, risk 
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of material misstatement, fraud risk, and litigation risk.  Participants specifically were asked, 

“What is the overall risk associated with the Wareham audit engagement?” 

The second and third pages of the auditing planning section asked participants to respond 

to questions related to timing of audit tests, extent of audit tests, partner time, non-partner 

staffing, review time, concurring partner review time, proper documentation emphasis, reliance 

on internal audit, estimated budgeted hours, and estimated audit fees.  In order to increase the 

efficiency of financial statement audits, the PCAOB encourages, where appropriate, increased 

interim testing and reliance on the work of others (e.g., internal audit);  furthermore, the PCAOB 

states that assessing the efficiency of firms’ audits is a part of each Inspection (PCAOB, 2008).  

Accordingly, participants were asked to estimate both the extent to which they would perform 

substantive tests of balances before year-end (i.e., at interim dates), and the extent to which they 

would rely on work performed by Wareham’s internal auditors.     

While the PCAOB and audit firms both encourage their engagement teams to provide 

efficient audits by relying, where appropriate, on internal controls, the possibility of a post-audit 

review might increase the level of substantive testing.  That is, the salience of a potential IQR or 

Inspection increases the costs of issuing an incorrect opinion (e.g., impacted performance 

reviews, possible restatements, firm/profession reputation impacts, etc.).  While control risk and 

inherent risk should remain unchanged, the acceptable level of detection risk should be 

accordingly lowered to account for the overall lower level of acceptable audit risk, which in turn 

suggests a greater level of audit effort.  Accordingly, to understand whether post-audit review 

salience influences the amount of substantive testing auditors perform, participants were asked to 

estimate the extent of substantive testing necessary to audit Wareham.   
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Stefaniak and Houston (2009) find that partner reputations within the firm as well as 

compensations can be affected by the results of IQRs and Inspections.  With the potential 

consequences resulting from a negative Inspection or IQR, the potential exists that partners 

might spend more of their own time on the engagement to ensure the engagement’s adherence to 

regulatory requirements and firm methodologies.  Furthermore, auditors might be more prone to 

assign more experienced auditors to the Wareham audit, and allow more time for review (e.g., 

seniors reviewing staff work).  To investigate these questions, participants were asked to 

estimate how much time each participant would budget for themselves (the partner) on the 

Wareham audit, the extent to which they would assign more experienced auditors to the 

Wareham audit, and the amount of time they would budget for the review process.   

The PCAOB recently proposed a new auditing standard that would provide a framework 

for concurring partners to use during the engagement quality review (EQR).  The PCAOB states 

that in an EQR, a qualified reviewer takes a fresh, objective look at the engagement, and, based 

on that review, evaluates whether it is appropriate for the firm to issue its report (2009b).  The 

PCAOB stated in that proposal draft that an engagement quality review can be an effective 

safeguard against erroneous or insufficiently supported audit opinions, and can contribute to 

audit quality.  With the emphasis that the PCAOB is placing on EQRs, the potential exists for 

firms to increase the time spent on their concurring partner reviews due to post-audit review 

salience.  Accordingly, in order to investigate whether participants that are salient to a post-audit 

review increase the amount of concurring partner time, participants were asked, “How much 

time do you think the concurring partner will spend reviewing the Wareham audit?”   

 The PCAOB has also released Audit Standard 3, an audit standard aimed specifically at 

establishing general requirements for documentation of audit engagement.  Furthermore, the 
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PCAOB often states that deficiencies found are simply because a firm did not perform a 

procedure, but that the firm did not perform and document the procedure.  Hermanson, Houston, 

and Rice (2007) find that 313 of 510 deficiencies of smaller audit firms were due to a failure of 

the firm to perform and document a procedure.  Accordingly, it is important to investigate 

whether participants salient to a post-audit review increase their documentation efforts.  

Therefore, participants were asked to, “Estimate the extent to which you would emphasize 

proper documentation on the Wareham audit.”   

 Finally, participants were asked to estimate the total budgeted hours for the Wareham 

engagement, as well as the total audit fees for the Wareham engagement.  The budgeted hours 

estimate has the potential to capture effects of increased risk perceptions as well as increased 

auditing efforts (e.g., substantive testing, review time, etc.).  Furthermore, any increase in 

budgeted hours should be reflected in total audit fees.  Total estimated audit fees are used as the 

primary dependent variable to test hypothesis 1 and investigate research question 1.  Figures 11, 

12, and 13 present the three pages that comprise the audit planning section of the case.       

 The next section of the case introduced the participant to the inventory valuation issue.  

Participants were informed that during fieldwork, their audit team discovered an audit issue 

involving inventory valuation.  Additionally, participants were reminded that because of frequent 

technological advances and associated price reductions in competitors’ products, it is important 

that Wareham adequately evaluate its inventory.   Figure 14 presents the inventory valuation 

introduction page. 

 The next page of the case contained a summary of the inventory valuation issue.  

Participants were informed that one of Wareham’s competitors had recently introduced a new 
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product that had the potential to make one of Wareham’s product lines obsolete.  The audit team 

estimated that it made the product line (which had a book value of around $9 million) almost 

entirely obsolete.  However, while management agreed that the inventory value had been 

affected, it also believed that there was a secondary market that was willing to purchase the 

products at a price lower than book value.  Based on its assessment, Wareham increased its 

allowance for obsolete inventory by $6.76 million, but the audit believed the allowance account 

should be increased by $8.28 million (a difference of $1.52 million).  Finally, participants were 

asked how material they perceived the difference between the audit team’s estimate and 

Wareham’s estimate to be (1 = “Not at all Material” to 11 = “Highly Material”).  Perceived 

materiality was measured as a control variable for how participants handled the difference.  That 

is, if participants perceived the amount to be immaterial, the possibility exists that they would be 

more likely to wave the difference.  However, if they perceived the estimate to be highly 

material, the possibility exists that they would be more likely to require the adjustment.  Figure 

15 presents the inventory valuation summary page provided to the participants. 

 The next page of the case had the same background information about the inventory 

valuation scenario, but asked two additional questions related to participants’ resolution 

decisions.  First, participants were asked, “How would you most likely handle the difference 

involving the allowance for obsolete inventory account?”  Participants were asked to respond on 

a ten-point Likert-type scale with (1) = “Accept Management’s Balance” and (10) = “Require 

Full Adjustment”.  A ten-point scale was used to disallow a scale midpoint, which forced 

participants to choose whether they would be more likely to accept management’s balance or 

require the full adjustment.  This question has the potential to capture variances in reporting 

conservatism (i.e., whether to require a full adjustment for a difference in subjective estimate), 
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and is accordingly used as the primary dependent variable for testing hypothesis 2 and 

investigating research question 2.     

Second, participants were asked, “How willing would you be to negotiate with 

Wareham’s management concerning the adjustment?”   Again, participants were asked to 

respond on a ten-point Likert-type scale, to ensure decisiveness, with (1) = “Very Unwilling” and 

(10) = “Very willing”.  This question was asked to determine how firm participants’ stances were 

on their proposed handling of the allowance for obsolete inventory difference.  Figure 16 

presents the inventory valuation resolution page. 

The next page of the case asked a series of control questions aimed at better 

understanding the decision that participants made.  The first two questions investigated 

participants’ perceptions of the estimates made by both Wareham and their own audit team.  

Specifically, participants were asked whether they believed that Wareham’s estimate for the 

allowance for obsolete inventory was made in good faith (1 = “Strongly Disagree” and 11 = 

“Strongly Agree”), and also how reliable they thought their audit team’s estimate for the 

allowance for obsolete inventory was (1 = “Very Unreliable” and 11 = “Very Reliable”).   

Next, participants were asked three questions concerning different actions they could take 

either before or after resolving the difference in estimate.  Specifically, participants were asked 

the likelihood that, if one were available, that they would use an inventory valuation specialist to 

help resolve the issue.  Next, participants were asked the likelihood that they would discuss the 

obsolete inventory issue with the audit committee before resoling it.  Finally, they were asked the 

likelihood that they would allocate additional audit hours to evaluate other estimates made by 

Wareham’s management.  All three questions were asked on an eleven-point Likert-type scale 
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with (1) = “Very Low” and (11) = “Very High”.  These questions were asked to better 

understand the lengths to which auditors would go to ensure proper handling of the current, and 

other, estimates.  Figure 17 presents the inventory valuations control questions section. 

 The next section of the case contained questions about the case in general.  First, 

participants were asked a manipulation check question.  Specifically, to examine whether the 

salience of post-audit review was adequately manipulated, participants in the high Inspection 

(IQR) salience conditions were asked, “During your conversation, did the office managing 

partner suggest that you plan the upcoming Wareham audit as if it were going to be selected for a 

PCAOB Inspection (IQR)?”   For the control condition, participants were asked, “During your 

conversation, did the office managing partner suggest that you plan the upcoming Wareham 

audit as if it were going to be selected for a PCAOB Inspection or an Internal Quality Review 

(i.e., performed by others within your firm)?”  All conditions responded to the question with 

either a “yes” or a “no” response.   

 Additionally, all participants were asked two questions regarding how conscious they 

were of either an Inspection or an IQR for the Wareham audit while completing the case.  

Specifically, they were asked, “When you were completing the case, how conscious were you of 

the potential for an Internal Quality Review?”, as well as, “When you were completing the case, 

how conscious were you of the potential for a PCAOB Inspection?”  These questions were asked 

to determine if participants were attentive to either an IQR or Inspection while completing the 

case.   

 Finally, participants were asked how realistic the case was (1 = “Very Unrealistic” and 11 

= “Very Realistic”) and how understandable the case was (1 = “Not at all Understandable” and 

11 = “Very Understandable”).  Figure 18 presents the information provided to participants in the 
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control condition.  All questions are the same in the Inspection and IQR conditions, except the 

first question (i.e., the manipulation check question) is different.  

 The next section contained participant demographic questions.  Participants were 

informed that the information would not be used to identify the participant.   Responses in this 

section were optional.  Participants were asked to provide how long they had been in public 

accounting, what their current position was (i.e., Manager, Senior Manager, Partner/Principal, 

Other), if they had ever audited a public client (and if so, how many do they audit each year), 

whether an audit has ever been selected for an IQR or Inspection (and if so, how many 

deficiencies were found), age, and gender.  Figure 19 presents the demographic collection 

section of the case. 

 The final page of the case thanked participants for their participation in the case, and 

provided space for any comments they would like to provide.  Finally, participants were 

instructed on how to eject the USB drive, and to return the drive to the coordinating partner for 

the case.  Figure 20 presents the case wrap-up section. 

5.  RESULTS 

Manipulation Checks and Related Issues 

 To examine whether the salience of post-audit review was adequately manipulated, 

participants were asked to indicate whether the office managing partner had suggested that the 

audit be planned as if the upcoming Wareham audit were going to be selected for a PCAOB 

Inspection or Internal Quality Review.  Of the 54 responses received, 48 (89 percent) passed the 

manipulation check, indicating a successful post-audit review salience manipulation.  For 
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conservatism, participants who failed the manipulation check were excluded from statistical 

analysis.  Table 1 provides demographics for participants used in hypothesis testing.    

 Participants used for testing consisted of nine partners, 17 senior managers, 18 managers, 

and 4 seniors.5  On average, each participant had approximately 11 years of experience.  While 

the only demographics that significantly differed between the control condition (M = 37.50) and 

the PCAOB Inspection condition (M = 32.73, p = 0.06, two-tailed), participants in the control 

condition were marginally more experienced (MCONTROL = 13.31, MIQR = 8.94, p = 0.07, two-

tailed) and older (MCONTROL = 37.50, MIQR = 32.35, p = 0.03, two-tailed) than the IQR condition.  

Furthermore, while 94 percent of all participants had audited public clients (auditing, on average 

1.5 public clients each year), participants in the control condition audited significantly more 

clients (MCONTROL = 2.00, MIQR = 1.60, p = 0.04, two-tailed) than the IQR Condition. 

Additionally, 75 percent of all participants had been reviewed as part of their firm’s IQR 

process, and 79 percent had been inspected by the PCAOB.6  Overall, participants viewed the 

scenario as realistic (M = 8.02 on an eleven-point scale with “1 = not at all realistic” and “11 = 

very realistic”) and understandable (M = 9.06 on an eleven-point scale with “1 = not at all 

understandable” and “11 = very understandable”). 

Descriptive Summary and Correlations – Audit Fees 

 Table 2 presents a summary of all variables in the audit planning section of the case, 

including t-test comparisons amongst conditions, and it separated into five categories – (1) 

control condition responses, (2) post-audit review condition responses, (3) Inspection condition 
                                                      
5 Primary results were unaffected if audit senior participants were removed from the analysis. 

6 Primary results were unaffected by removing participants without any public clients, qualitatively unaffected by 
removing participants without IQR experience, and were unaffected by removing participants without PCAOB 
inspection experience.  
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responses, (4) IQR condition responses, and (5) all responses.7  Additionally, Tables 3 through 7 

present the correlations amongst audit planning variables for each of these five categories.   

Overall, participants perceived Wareham to be in above normal financial condition (M = 

8.06) and to have above normal operating performance (M = 7.67).  While there are no 

significant differences between the IQR condition (M = 7.81) and the control group (M = 8.56, p 

= 0.188, two-tailed), or between the Inspection (M = 7.81) and IQR conditions (M = 7.81, p = 

1.00, two tailed), post-audit review salience did influence perceived financial condition.  Panels 

A and B of Table 8 present the descriptive statistics for participants’ perceived financial 

condition, as well as the results of t-tests related to perceived financial condition, respectively.   

I find that high post-audit review salience (M = 7.81) leads to a marginally significant 

adverse effect on auditors’ perceived financial condition compared to the control condition (M = 

8.56, p = 0.081, two-tailed).  However, I find that the effect of the post-audit review salience is 

primarily driven by the high PCAOB Inspections condition.  Specifically, while I find no 

significant effect of IQR salience on perceived financial condition, I do find a marginally 

significant difference between the high PCAOB Inspection salience condition (M = 7.81) and the 

control condition (M = 8.56, p = 0.091, two-tailed).   

As stated before, risk of material misstatement was assessed to investigate the effects of 

post-audit review salience on perceived risk that a material misstatement exists in the client’s 

unaudited financial statements because existing literature suggests that both Inspections 

(PCAOB, 2008) and IQRs (Stefaniak and Houston, 2009) target clients with more complicated 

financial statements.  The potential exists that the mere association with an Inspection or an IQR 

                                                      
7 Responses from the high PCAOB Inspection salience condition and the high IQR salience condition were 

combined to create an aggregate high Post-Audit Review salience condition.   
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could increase the perceived risk of material misstatement on a client’s financial statements 

because audits chosen for Inspection or IQR could be perceived to be more complicated or at 

higher risk for fraud.  However, I find that across all conditions, auditors assessed statistically 

equivalent risk of material misstatement, with an average risk of material misstatement that is 

slightly below normal (M = 5.75).      

Additionally, contrary to the notion that the salience of a potential IQR or Inspection 

increases the costs of issuing an incorrect opinion and ought to reduce acceptable audit risk, I 

find that, across all conditions, auditors assessed acceptable audit risk at statistically equivalent 

levels.  On average, auditors assessed acceptable audit risk at a normal level (M = 6.06).   

Furthermore, participants perceived statistically equivalent fraud risks across all conditions.  

Specifically, auditors perceived Wareham’s fraud risk to be about normal (M = 6.08).   

Concerning litigation risk, I find that high post-audit review salience (M = 5.78) 

significantly increases auditors’ perceived litigation risk compared to the control condition (M = 

5.12, p = 0.040, two-tailed).  However, I find that the effect of the post-audit review salience is 

primarily driven by the high PCAOB Inspection salience condition.  Specifically, while I find no 

significant effect of IQR salience on perceived litigation risk (MIQR = 5.56, MCONTROL = 5.13, p = 

0.313, two-tailed), I do find a significant difference between the high PCAOB Inspection 

salience condition (M = 6.00) and the control condition (M = 5.13, p = 0.023, two-tailed).  

Finally, I find a marginally significant difference between the high PCAOB Inspection salience 

condition (M = 6.00) and the high IQR salience condition (M = 5.56, p = 0.100, two-tailed).   

These findings are consistent with Stefaniak and Houston’s (2009) findings that auditors 

perceive Inspections to increase litigation risk more so than IQRs.   Panels A and B of Table 9 
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present the descriptive statistics for participants’ perceived litigation risk, as well as the results of 

t-tests related to perceived litigation risk, respectively.   

On average, auditors perceived the overall risk of auditing Wareham to be about that or a 

normal audit (M = 6.04).  However, I find that high post-audit review salience (M = 6.25) 

significantly increases auditors’ perceived overall risk compared to the control condition (M = 

5.62, p = 0.070, two-tailed), and that this increase in riskiness is driven by the high PCAOB 

Inspection salience condition.  Specifically, while I find no significant effect of IQR salience on 

perceived overall risk (MIQR = 6.19, MCONTROL = 5.63, p = 0.219, two-tailed), I do find a 

marginally significant difference between the high PCAOB Inspection salience condition (M = 

6.31) and the control condition (M = 5.62, p = 0.058, two-tailed).  I also find no difference 

between the high PCAOB Inspection salience condition and the high IQR salience condition.   

These results provide evidence that auditors accepting engagements with increased 

salience of an Inspection perceive the overall risk of that engagement to be higher.  Furthermore, 

analyzing the correlation matrix for the Inspection condition only reveals that overall risk is 

capturing more than litigation risk.  Specifically, litigation risk and overall risk are virtually 

uncorrelated.  Panels A and B of Table 10 present the descriptive statistics for participants’ 

perceived overall risk, as well as the results of t-tests related to perceived overall risk, 

respectively. 

Post-audit review salience was found to have no statistical impact on the extent to which 

auditors will conduct their testing at an interim date (MALL = 6.40), the level of involvement of 

the partner (MALL = 7.02), the extent to which they will staff the engagement with more 

experience auditors (MALL = 6.77), and the extent to which they would rely on the work of 
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Wareham’s internal audit department (MALL = 6.27).  However, effects of post-audit review 

salience possibly are being mitigated by higher responses in the control condition.  Table 11 

presents the results of a one-sample t-test for all audit planning variables.  Comparing control 

condition responses to 6.0 (i.e., defined as “normal” in the case), reveals irregular response 

patterns on the part of participants in the control condition.   

Specifically, auditors on the control condition evaluated Wareham’s operating 

performance (M = 8.00, p < 0.01, two-tailed) and financial condition (M = 8.56, p < 0.01, two-

tailed) to be statistically higher than normal, and evaluated the litigation risk associated with the 

Wareham audit to be lower than normal (M = 5.13, p = 0.03, two-tailed).  However, even though 

auditors assessed these traits as more optimal than normal, participants still responded that they 

would spend statistically more time on the audit (as the partner) than normal (M = 6.94, p < 0.01, 

two-tailed), would staff the engagement with more experience auditors than normal (M = 6.50, p 

= 0.04, two-tailed), would allocate more time to review than normal (M = 6.44, p = 0.03, two-

tailed), and would emphasize audit documentation more so than normal (M = 6.88, p = 0.01, 

two-tailed).  While these irregular response patterns do not help explain no variances in interim 

work and reliance on internal audit, it does provide a potential rationale for why differences in 

variances were limited, if not eliminated, in other variables.  

 One such variable is review time.  While across all conditions auditors estimated that 

they would allocate above normal hours for review time (M = 6.75), only the Inspection salient 

condition was found to have an increased allocation of review time compared to the control 

condition.  Specifically, I find no significant effect of IQR salience on estimated review time 

(MIQR = 6.63, MCONTROL = 6.44, p = 0.611, two-tailed), or between the post-audit review 

condition and the control condition (MPAR = 6.91, MCONTROL = 5.63, p = 0.106, two-tailed); 
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however, I do find a statistical difference between the Inspection condition and the control 

condition (MPCAOB = 7.19, MCONTROL = 5.63, p = 0.015, two-tailed).  Panels A and B of Table 12 

present the descriptive statistics for estimated allocation of time to review, as well as the results 

of t-tests related to allocation of time to review, respectively. 

As stated before, the PCAOB recently proposed a new auditing standard that would 

provide a framework for concurring partners to use during the EQR- a process that the PCAOB 

states can be an effective safeguard against erroneous or insufficiently supported audit opinions, 

and can contribute to audit quality.   I find that auditors are sensitive the PCAOB’s emphasis on 

concurring partner involvement.  Specifically, while I find no significant effect of IQR salience 

on concurring partner review time (MIQR = 6.31, MCONTROL = 5.88, p = 0.102, two-tailed), or 

between the post-audit review condition and the control condition (MPAR = 6.41, MCONTROL = 

5.88, p = 0.121, two-tailed), I do find a statistical difference between the Inspection condition 

and the control condition (MPCAOB = 6.50, MCONTROL = 5.88, p = 0.002, two-tailed).  Additionally, 

I find no difference between the Inspection condition and the IQR condition (MPCAOB = 6.50, 

MIQR = 6.31, p = 0.638, two-tailed).  Panels A and B of Table 12 present the descriptive statistics 

for estimated concurring partner review time, as well as the results of t-tests related to allocation 

of time to review, respectively. 

The PCAOB has made it known that deficiencies found are not simply because a firm 

failed to perform a procedure, but that the firm may have performed yet not documented the 

procedure.  I find that auditors are aware of the emphasis the PCAOB places on documentation.  

Specifically, I find that high post-audit review salience (M = 8.00) significantly increases 

auditors’ estimated emphasis on proper documentation compared to the control condition (M = 

6.88, p = 0.006, two-tailed).  However, further analysis again reveals that this difference is 
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primarily driver by the PCAOB Inspection salience condition.  Specifically, I find a significant 

difference between the high PCAOB Inspection salience condition (M = 8.38) and the control 

condition (M = 6.88, p = 0.002, two-tailed), while I find no significant difference between the 

auditors’ emphasis on proper documentation in the high IQR salience condition (M = 7.62) and 

the control condition (M = 6.88, p = 0.102, two-tailed).  Finally, I find no difference between 

auditors’ emphasis on proper documentation between the high PCAOB Inspection condition (M 

= 8.38) and the high IQR salience condition (M = 7.62, p = 0.109, two-tailed).   Panels A and B 

of Table 14 present the descriptive statistics for emphasis on proper documentation, as well as 

the results of t-tests related to the emphasis on proper documentation, respectively.  

Overall, I find that auditors estimate the amount of substantive testing necessary to 

conduct the Wareham audit is approximately normal (M = 6.17).  However, I also find that high 

post-audit review salience (M = 6.47) significantly increases auditors’ substantive testing levels 

compared to the control condition (M = 5.56, p = 0.011, two-tailed).  Further analysis again 

reveals that this difference is primarily driven by the PCAOB Inspection salience condition.  

Specifically, I find a significant difference between the high PCAOB Inspection salience 

condition (M = 6.75) and the control condition (M = 5.56, p = 0.010, two-tailed), while I find no 

significant difference between auditors’ substantive testing levels in the high IQR salience 

condition (M = 6.19) and the control condition (M = 5.56, p = 0.147, two-tailed).  Finally, I find 

a marginally significant difference between auditors’ substantive testing levels between the high 

PCAOB Inspection condition (M = 6.47) and the high IQR salience condition (M = 6.19, p = 

0.082, two-tailed).    Panels A and B of Table 15 present the descriptive statistics for substantive 

testing efforts, as well as the results of t-tests related to substantive testing efforts, respectively. 
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Inherently, if substantive testing goes up, the number of hours budgeted ought to increase 

as well.  Accordingly, I find that post-audit review salience (M = 6.72) led to marginally 

significant increases in budgeted hours compared to the control condition (M = 6.31, p = 0.095, 

two-tailed).  Furthermore, while I find no significant IQR salience influence on budgeted hours 

compared to the control condition (MIQR = 6.50, MCONTROL = 6.31, p = 0.492, two-tailed), I do 

find that high PCAOB Inspection salience (M = 6.94) significantly increases the number of hours 

budgeted compared to the control condition (M = 6.31, p = 0.040, two-tailed) and marginally 

higher budgeted hours compared to the high IQR salience condition (M = 6.50, p = 0.090, two-

tailed).  Panels A and B of Table 16 present the descriptive statistics for estimated budgeted 

hours, as well as the results of t-tests related to estimated budgeted hours, respectively. 

 Understanding the relations that exist amongst post-audit review conditions and the 

control group provides a foundation upon which to interpret the effect of post-audit review 

salience on audit fees.  Accordingly, the next section tests the hypothesis 1 and investigates 

research 1 – the effect of post-audit review salience on audit fees. 

Primary Analysis – Audit Fees 

 Four separate t-tests were conducted for each primary analysis reported.  Initial 

comparisons are made between this high Post-Audit Review salience condition and the control 

condition.  This comparison provides a high-level understanding of auditors’ decisions when any 

post-audit review is salient.  Second, comparisons were made between the control condition and 

the high PCAOB Inspection salience condition, as well as the control condition and the high IQR 

salience condition.  These comparisons provide a detailed understanding of the effects of both 

PCAOB Inspection salience and IQR salience on auditor decisions.  Finally, a comparison is 

made between the high PCAOB Inspection salience condition and the high IQR salience 
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condition.  This final analysis provides an understanding of how one post-audit review affects 

auditors’ decisions compared to the other post-audit review. 

Hypothesis 1 predicts that increased post-audit review salience will result in increased 

audit fees.  Panels A and B of Table 17 presents descriptive statistics and results of t-tests for 

auditors’ estimated audit fees, respectively.  Consistent with Hypothesis 1, I find that audit fees 

are significantly greater for high post-audit review salience (M = 6.50) than the control condition 

(M = 5.94, p = 0.003, one-tailed).  Additionally, I find a significant difference between the high 

PCAOB Inspection salience condition (M = 6.62) and the control condition (M = 5.94, p = 0.003, 

one-tailed), as well as a marginally significant difference between the high IQR salience 

condition (M = 6.38) and the control condition (M = 5.94, p = 0.034, one-tailed).   

Finally, Research Question 1 investigates which post-audit review, PCAOB Inspection or 

IQR, is associated with higher audit fees.  I find no significant difference between the fees 

charged by auditors in the high PCAOB Inspection salience condition (M = 6.62) and the high 

IQR salience condition (M = 6.38, p = 0.262, two-tailed).  Taken together, the salience of a post-

audit review (either PCAOB inspection or IQR) increases the fees that auditors charge their 

clients; however, there is no significant difference between PCAOB and IQR salient conditions.   

Descriptive Summary and Correlations – Inventory Valuation 

 Table 18 presents a summary of all variables for the inventory valuation resolution 

section of the case, including t-test comparisons amongst conditions, and is again separated into 

five categories – (1) control condition responses, (2) post-audit review condition responses, (3) 

Inspection condition responses, (4) IQR condition responses, and (5) all responses.  Additionally, 
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Tables 19 through 23 present the correlations amongst inventory valuation variables for each of 

these five categories.   

 Overall, participants perceived the difference in estimate between Wareham management 

and the audit team to be material (M = 6.96).  While the Inspection condition had the highest 

mean (7.19) materiality assessment, no significant differences were found amongst the 

comparative categories.  Additionally, the results of the correlation analyses reveal an overall 

negative relation between materiality assessments and participants’ willingness to negotiate the 

issue, indicating that as perceived materiality of the difference in estimate increased the less 

likely participants would be to negotiate the difference. 

 Results also indicate that auditors were, overall, willing to negotiate the resolution of the 

difference (M = 5.71), thought that the client’s estimate was made in good faith (M = 7.40), use 

an industry specialist (M = 8.46), would discuss the issue with the audit committee before 

resolving (M = 6.42), and would be likely to investigate other estimates made by Wareham’s 

management (M = 7.33).  None of these variables, however, was influenced by post-audit review 

salience.  The only variable in the inventory valuation resolution section to be influenced by 

post-audit review salience was the reliability of the audit team’s estimate.  Specifically, 

Inspection salience (M = 7.06) increased the perceived reliability of the audit team’s estimate 

compared to the control condition (M = 6.63, p = 0.083, two-tailed).   

Primary Analysis– Inventory Valuation 

 Hypothesis 2 predicts that increased post-audit review salience will result in increased 

auditor conservatism.  Panels A and B of Table 24 presents the descriptive statistics and 

corresponding t-tests of participants’ reporting decisions, respectively.  Inconsistent with 

Hypothesis 2, I find that auditors are not significantly more conservative in the presence of high 
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post-audit review salience (M = 6.34) than the control condition (M = 6.12, p = 0.358, one-

tailed).  I also find no significant difference between either the high PCAOB Inspection salience 

condition (M = 6.12) and the control condition (M = 6.12, p = 0.500, one-tailed), or between the 

high IQR salience condition (M = 6.56) and the control condition (M = 6.12, p = 0.268, one-

tailed).  Finally, I find no significant difference between the reporting decision made by auditors 

in the high PCAOB Inspection salience condition (M = 6.12) and the high IQR salience 

condition (M = 6.56, p = 0.537, two-tailed).  Taken together, these results indicate that high-post 

audit review salience does not significantly influence auditors’ reporting conservatism of a 

subjective judgment. 

Supplemental Analysis – Post-Audit Review Salience Mediation Analysis 

 Because risk, effort, and hours have all been shown to influence audit fees in prior 

research, it was necessary to conduct a mediation analysis between level of substantive testing, 

overall risk, budgeted hours, and audit fees to determine the extent to which the effects of post-

audit review salience on audit fees are mediated.  A summary of the predicted mediation analysis 

is depicted in Figure 3. 

I test this mediating relationship, diagramed in Figure 21, with mediation analyses based 

on Baron and Kenny (1986).  The mediating relationship will be demonstrated if four conditions 

are met: (1) post-audit review salience (PAR) significantly influences estimated audit fees 

(FEES), (2) post-audit review salience significantly influences substantive testing levels 

(EFFORT), overall risk (RISK), and budgeted hours (HOURS), (3) EFFORT, RISK, and HOURS, 

significantly influence FEES independently, and (4) when EFFORT, RISK, and HOURS are 

included in the model, the effect of PAR on FEES becomes insignificant.   
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The resulting coefficients of these regressions and their significance levels are presented in 

Panels A and B of Table 10. 

I find that condition 1 is met as the coefficients for PAR is significant when the mediators 

are not included in the model. Further, condition 2 is met as PAR also significantly influences 

EFFORT and has a marginally significant influence on RISK and HOURS independently. 

Condition 3 is met as EFFORT, RISK, and HOURS all significantly influence FEES 

independently.  Finally, partial mediation is indicated as the effect of HOURS on FEES remains 

significant, but the effect of PAR on FEES becomes marginally significant.  These results 

suggest that the effect of post-audit review salience on audit fees is attributable to its influence 

on budgeted hours. 

Supplemental Analysis – Post-Audit Review Salience Mediation Analysis 

In order to further explore the existence of a mediating effect, the high post-audit review 

salience condition was parsed into its two components (i.e., PCAOB Inspection and IQR 

salience).  I did not find any mediating effects for high IQR salience; however, Figure 22 depicts 

the mediating relationship predicted for PCAOB Inspection salience, and Table 25 presents the 

results of that mediation analysis.  I find that conditions 1, 2, and 3 of the mediation analysis are 

all met with at least marginal significance.  Further, partial mediation is indicated as the effect of 

EFFORT on FEES remains marginally significant, but the effect of PCAOB salience on FEES 

becomes insignificant.  These results suggest that the effect of PCAOB Inspection salience on 

audit fees is attributable to its influence on substantive testing. 
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Supplemental Analysis – Explicit No Post-Audit Review Condition 

 In order to investigate the potential that auditor response might vary in situations where 

they are reasonably confident that the client will not be subjected to a post-audit review, an 

additional condition was tested.  Specifically, a fourth condition that conveys to participants a 

low likelihood of a post-audit review was added.   The condition was similar to the control 

condition except that during the conversation with the office-managing partner, the partner 

explicitly stated that there was a low likelihood of the client being chosen for either IQR or 

Inspection.  The rest of the case mimicked the control condition.  Responses were received from 

17 participants.    Analyses revealed no significant differences between the explicit no post-audit 

review condition and the control condition.  These results indicate that auditors plan their audits 

with the implicit assumption that an audit is not going to be selected to a post-audit review.  

Supplemental Analysis – One Way ANCOVA Analyses for Audit Fees 

 In order to assess whether any control or demographic variables affect the influence of 

post-audit review salience on audit fees, a series of One-Way ANCOVA tests were performed.  

First, to determine whether the differences in experience influenced the effect of post-audit 

review, a one-way ANOVA was run with post-audit review salience as the independent variable, 

audit fees as the dependent variable, and experience as a covariate.   I find that results of post-

audit review salience on audit fees (p = 0.01, one-tailed) are robust to experience (p = 0.94, two-

tailed).  Table 26 presents the results of the ANCOVA analysis. 

 Second, because participants in the Inspection condition perceived Wareham to be in 

lesser financial condition than the control condition, the effects of post-audit review salience 

were tested for robustness to perceptions of financial condition.  Table 27 presents the results of 
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the ANCOVA, which suggest that the effects of post-audit review salience on audit fees are 

robust to perceived financial condition.   

 I also tested whether participants in post-audit review conditions were more conscious of 

their respective post-audit reviews than the control conditions, as well as whether a contagion 

effect occurred across conditions, and if present, whether the contagion effect influence audit fee 

estimates.  First, Panel A of Table 28 presents the descriptive summary of responses to 

Inspection and IQR consciousness during the case, as well as the results of t-tests comparing all 

categories.  I find, as would be expected, that participants in the Inspection (IQR) salient 

condition were more conscious of an Inspection (IQR) while taking the case than participants in 

the control condition.  Second, I find no statistical difference between Inspection and IQR salient 

conditions regarding consciousness of the respective post-audit review.  This finding could be 

interpreted that a contagion effect is present in that participants in an Inspection (IQR) salient 

condition are also conscious of the potential for an IQR (Inspection), without being specifically 

salient of its probability.   

 To determine whether this contagion effect influences audit fees, I conducted two 

ANCOVA tests, which are presented in Panels B and C of Table 28.  The first limited the sample 

to only control condition and IQR salient condition participants.  The first ANCOVA model uses 

audit fees as the DV, IQR salience as an independent variable, and both PCAOB and IQR 

consciousness as covariates.  I find that IQR salience is robust (p = 0.021, one-tailed) to the 

presence of IQR (p = 0.392, two-tailed) and PCAOB (p = 0.969, two-tailed) consciousness.  

Specifically, that participant response to IQR and PCAOB consciousness did not significantly 

influence their audit fee estimates.   Next, I repeated the ANCOVA model using only control 

condition and Inspection salient participants.  I again find that Inspection salience is robust (p = 
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0.017, one-tailed) to the presence of IQR (p=0.414, two-tailed) and Inspection (p=0.284) 

consciousness.  Taken together, these findings suggest that a potential contagion effect occurs 

between Inspection and IQR conditions, but that the salience to Inspection and IQRs are robust 

to the effect.   

6.  CONCLUSIONS 

Implications 

  I report the results of an experiment that examines the effects of post-audit review 

salience on auditors planning reporting decisions. I hypothesize, and find results that suggest, 

that auditors increase audit fees when the salience of either a PCAOB Inspection or Internal 

Quality Review is high.  Furthermore, I find that additional planning decisions are also 

influenced by post-audit review salience.  Specifically, that the perceived financial condition of 

the client, perceived litigation and overall client risk, emphasis on proper documentation, level of 

substantive testing, and total budgeted hours are all affected by post-audit review salience.  

While many of these findings were more pronounced for the Inspection salience condition, 

several of the effects were marginally significant for the IQR salience condition as well.  Finally, 

through mediation analysis, I find a partial mediation of the effect of post-audit review salience 

on audit fees by the amount of budgeted hours.  I accordingly contend that the effect of post-

audit review salience on audit fees is actually attributable to its influence on budgeted hours. 

  This paper provides two primary contributions to the literature.  First, the results provide 

initial evidence that the salience of a post-audit review can influence both audit planning 

decisions and total fees charged to the client.  Second, these results provide relevant 

experimental evidence to accounting researchers, audit firms, and regulators that are interested in 

evaluating the effectiveness of the two primary types of post-audit reviews currently employed 
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by the accounting profession to monitor its adherence to regulatory requirements and firm 

methodologies – PCAOB Inspections and Internal Quality Reviews.   

  Given Stefaniak and Houston’s (2009) findings that auditors can or try to anticipate the 

audits that will be subject to a post-audit review, the current findings indicate a potential loss of 

utility from the Inspection and IQR processes.  That is, if auditors are able to anticipate the audits 

that will be subject to a post-audit review, and modify their audit planning decisions based upon 

that premise, then the ensuing post-audit review is not capturing a true sample of an engagement 

team’s performance.  Accordingly, the decisions formed based on the results of the post-audit 

review (e.g., firm-wide training initiatives and rectification actions) potentially focus on the 

wrong areas, or potentially will not emphasize a particular issue, because of the extra effort put 

forth by the engagement team on the audit was not indicative of a normal audit.     

Future research opportunities 

  While this study provides a preliminary investigation of the effects of post-audit reviews 

on audit planning decisions and audit fees, future research could continue to investigate the 

effects of post-audit reviews.  Specifically, researchers might consider investigating the effects of 

Inspections on small audit firms (where the client issuer and year of Inspection might be even 

more easily anticipated).  Additionally, future research could investigate the IQR selection 

process, lower-level auditors’ perceptions of the process, or firms’ usage of IQR results.  Finally, 

future research could investigate auditors responsiveness to the feedback received from either 

Inspections or IQRs.    
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Limitations 

 The results of this study should be considered in light of the following limitations.  First, 

best efforts have been made to manipulate IQR and Inspection salience in as realistic a manner as 

possible.  It is understood that Inspection engagements are quasi-randomly chosen by the 

PCAOB, and that the engagements they choose can be difficult to anticipate.  However, 

Stefaniak and Houston’s (2009) findings provide survey evidence that auditors, to some extent, 

can anticipate both PCAOB Inspections and IQRs.  Additionally, due to the breadth of material 

that was covered, the case was written as efficiently as possible in order to maximize response 

rates.  Accordingly, participants were not presented with the amount of evidence they might be 

accustomed to, but ought to have been able to make reasonable estimates based upon the 

information provided.  
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Table 1 
 
Demographic Summary 

 

Panel A: Demographics by Position 
 

 
Senior Manager 

Sr. 

Manager Partner All 

n 4 18 17 9 48 

Experience 3.75 7.17 11.41 19.89 10.77 

(SD) (0.50) (1.72) (3.50) (6.25) (6.10) 

Females 2 7 3 3 15 

Males 2 11 14 6 33 

 

Panel B: Mean (SD) [median] Demographics by Condition 

 

Control 

Condition 

Post-Audit 

Review 

PCAOB  

Inspection  

Internal  

Quality Review  

All  

Conditions 

n 16 32 16 16 48 

Age 37.50 32.35* 32.73* 32.00** 34.11 

  (8.29) (4.30) (4.43) (4.29) (6.37) 
       

Experience 13.31 9.50** 10.06 8.94* 10.77 

(8.05) (4.47) (4.55) (4.46) (6.10) 
       

Public  

Clients† 

2.00 1.29** 1.60 1.00** 1.53 

(1.67) (0.86) (0.91) (0.73) (1.23) 

  [2.00] [1.00] [1.00] [1.00] [1.00] 

 
 
Panel C: Count (%) of IQR and PCAOB Inspection Experience by Condition  

 

Control 

Condition 

Post-Audit 

Review 

PCAOB  

Inspection  

Internal Quality 

Review  All Conditions 

n 16 32 16 16 48 

IQR 

Experience 

14 
(88%) 

22 
(69%) 

12 
(75%) 

10 
(63%) 

36 
(75%) 

     

Inspection 

Experience 

13 
(81%) 

25 
(78%) 

11 
(69%) 

14 
(88%) 

38 
(79%) 
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Table 2 

Descriptive Summary of Audit Planning Decisions 
 

Control 

Condition 

Post-Audit 

Review  

PCAOB 

Inspection 

Internal Quality 

Review 

All 

Conditions 

Materiality $2,293,750 $2,358,125 $2,509,375 $2,206,875 $2,336,667 
($462,153) ($830,819) ($377,474) ($1,111,418) ($724,144) 

Operating Performance 8.00 7.50 7.44 7.56 7.67 

(1.37) (1.44) (1.63) (1.26) (1.42) 

Financial Condition 8.56 7.81* 7.81* 7.81 8.06 

(1.46) (1.33) (0.91) (1.68) (1.41) 

Acceptable Audit Risk 5.88 6.16 6.25 6.06 6.06 

(1.26) (1.89) (1.48) (2.26) (1.69) 

Risk of Material 

Misstatement 

5.69 5.78 5.50 6.06 5.75 

(1.3) (1.26) (0.89) (1.53) (1.26) 

Fraud Risk 6.13 6.06 6.13 6.00 6.08 

(1.36) (1.52) (1.59) (1.51) (1.46) 

Litigation Risk
†
 5.13 5.78** 6.00** 5.56 5.56 

(1.41) (0.75) (0.37) (0.96) (1.05) 

Overall Risk 5.63 6.25* 6.31* 6.19 6.04 

(1.2) (1.05) (0.7) (1.33) (1.13) 

Interim Work 6.31 6.44 6.38 6.50 6.40 

(1.2) (1.54) (1.82) (1.26) (1.43) 

Substantive Testing
†
 5.56 6.47** 6.75*** 6.19 6.17 

(1.46) (0.92) (0.93) (0.83) (1.19) 

Partner Time 6.94 7.06 7.19 6.94 7.02 

(1.12) (1.41) (1.52) (1.34) (1.31) 

Non-Partner Time 6.50 6.91 6.94 6.88 6.77 

(0.89) (1.42) (1.57) (1.31) (1.28) 

Review Time 6.44 6.91 7.19** 6.63 6.75 

(0.73) (1.12) (0.91) (1.26) (1.02) 

Concurring Partner 

Review 

5.88 6.41 6.50* 6.31 6.23 

(1.09) (1.1) (0.82) (1.35) (1.12) 

Audit Documentation 6.88 8.00*** 8.38*** 7.63 7.63 

(1.2) (1.32) (1.26) (1.31) (1.38) 

Internal Audit 6.44 6.19 6.31 6.06 6.27 

(1.26) (0.97) (0.87) (1.06) (1.07) 

Budgeted Hours
†
 6.31 6.72* 6.94** 6.50 6.58 

(0.87) (0.73) (0.77) (0.63) (0.79) 

Audit Fees 5.94 6.50*** 6.63*** 6.38** 6.31 

(0.68) (0.62) (0.62) (0.62) (0.69) 
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Table 3 

Audit Planning Correlation Matrix - All Conditions 
 

 
OM OP FC AR RMM FR LR OR IW ST PT NPT RT CPR AD IA BH AF 

OM 
 

.25† .15 .06 -.24‡ -.02 .12 -.18 -.22‡ .04 -.10 -.01 .00 .04 -.04 -.07 -.16 .01 

OP .25† 
 

.53* -.06 -.02 -.10 -.15 -.25† .46* -.13 .11 .22‡ .10 .08 .00 -.04 -.17 -.06 

FC .15 .53* 
 

-.03 -.14 -.10 -.24‡ -.25† .22‡ -.26† .03 -.03 -.09 -.02 -.17 .31† -.27† -.19 

AR .06 -.06 -.03 
 

.04 -.04 -.11 -.10 -.07 .01 -.28† -.12 -.21 -.23‡ -.17 .03 -.11 -.05 

RMM -.24‡ -.02 -.14 .04 
 

.24‡ .28† .42* .08 .25‡ .09 .07 .04 .22‡ .20 -.08 .28† .18 

FR -.02 -.10 -.10 -.04 .24‡ 
 

.55* .71* -.01 .40* .48* .43* .50* .54* .30† -.07 .53* .32* 

LR .12 -.15 -.24‡ -.11 .28† .55* 
 

.63* -.12 .47* .26† .34* .40* .45* .23‡ -.13 .51* .43* 

OR -.18 -.25† -.25† -.10 .42* .71* .63* 
 

.05 .48* .45* .41* .51* .57* .30† -.14 .69* .33* 

IW -.22‡ .46* .22‡ -.07 .08 -.01 -.12 .05 
 

-.01 .17 .29† .07 .10 .17 -.09 .08 -.13 

ST .04 -.13 -.26† .01 .25‡ .40* .47* .48* -.01 
 

.50* .41* .48* .51* .35* -.32† .54* .44* 

PT -.10 .11 .03 -.28† .09 .48* .26† .45* .17 .50* 
 

.63* .62* .65* .44* -.25† .63* .44* 

NPT -.01 .22‡ -.03 -.12 .07 .43* .34* .41* .29† .41* .63* 
 

.67* .51* .43* -.19 .54* .46* 

RT 0 .10 -.09 -.21 .04 .50* .40* .51* .07 .48* .62* .67* 
 

.58* .53* -.25† .67* .60* 

CPR .04 .08 -.02 -.23‡ .22‡ .54* .45* .57* .10 .51* .65* .51* .58* 
 

.46* -.29† .54* .50* 

AD -.04 0 -.17 -.17 .20 .30† .23‡ .3† .17 .35* .44* .43* .53* .46* 
 

-.30† .52* .48* 

IA -.07 -.04 .31† .03 -.08 -.07 -.13 -.14 -.09 -.32† -.25† -.19 -.25† -.29† -.30* 
 

-.31† -.23‡ 

BH -.16 -.17 -.27† -.11 .28† .53* .51* .69* .08 .54* .63* .54* .67* .54* .52* -.31† 
 

.53* 

AF .01 -.06 -.19 -.05 .18 .32* .43* .33* -.13 .44* .44* .46* .60* .50* .48* -.23‡ .53* 
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Table 4 
 

Audit Planning Correlation Matrix - Control Condition Only 

 
  OM OP FC AAR RMM FR LR OR IW ST PT NPT RT CPR AD IA BH AF 

OM   -.01 -.14 -.20 -.15 .13 .21 .28 -.05 .15 .33 -.07 .24 .06 .32 -.46‡ .16 .05 

OP -.01   .9* .35 -.22 -.22 -.07 -.28 .45‡ -.5† -.17 -.11 -.34 -.36 -.61† .23 -.45‡ -.29 

FC -.14 .9*   .48‡ -.39 -.31 -.26 -.48‡ .39 -.5† -.26 -.23 -.37 -.54† -.75* .40 -.57† -.43‡ 

AR -.20 .35 .48‡   .06 -.15 -.25 -.38 .20 -.07 -.34 -.18 -.30 -.35 -.58† .33 -.39 -.24 

RMM -.15 -.22 -.39 .06   .21 .50‡ .60† -.23 .45‡ .03 .37 .37 .44‡ .19 -.44‡ .5† .35 

FR .13 -.22 -.31 -.15 .21   .76* .68* -.07 .5† .44‡ .55† .35 .55† .30 -.11 .53† .23 

LR .21 -.07 -.26 -.25 .50‡ .76*   .78* -.34 .68* .55† .58† .53† .79* .32 -.52† .67* .57† 

OR .28 -.28 -.48‡ -.38 .60† .68* .78*   -.38 .47‡ .33 .43‡ .5† .57† .33 -.45‡ .63* .30 

IW -.05 .45‡ .39 .20 -.23 -.07 -.34 -.38   -.64* -.33 -.22 -.7* -.48‡ -.25 .57† -.55† -.55† 

ST .15 -.5† -.5† -.07 .45‡ .5† .68* .47‡ -.64*   .55† .49‡ .76* .72* .46‡ -.68* .74* .64* 

PT .33 -.17 -.26 -.34 .03 .44‡ .55† .33 -.33 .55†   .63* .53† .7* .68* -.59† .77* .43‡ 

NPT -.07 -.11 -.23 -.18 .37 .55† .58† .43‡ -.22 .49‡ .63*   .46‡ .69* .56† -.5† .73* .38 

RT .24 -.34 -.37 -.30 .37 .35 .53† .5† -.7* .76* .53† .46‡   .49‡ .45‡ -.73* .82* .46‡ 

CPR .06 -.36 -.54† -.35 .44‡ .55† .79* .57† -.48‡ .72* .7* .69* .49‡   .65* -.59† .75* .80* 

AD .32 -.61† -.75* -.58† .19 .30 .32 .33 -.25 .46‡ .68* .56† .45‡ .65*   -.62† .74* .40 

IA -.46‡ .23 .40 .33 -.44‡ -.11 -.52† -.45‡ .57† -.68* -.59† -.5† -.73* -.59† -.62†   -.74* -.51† 

BH .16 -.45‡ -.57† -.39 .5† .53† .67* .63* -.55† .74* .77* .73* .82* .75* .74* -.74*   .48‡ 

AF .05 -.29 -.43‡ -.24 .35 .23 .57† .30 -.55† .64* .43‡ .38 .46‡ .80* .40 -.51† .48‡   
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Table 5 
 

Audit Planning Correlation Matrix - Post-Audit Review Condition Only 

                   

 
OM OP FC AAR RMM FR LR OR IW ST PT NPT RT CPR AD IA BH AF 

OM 
 

.25 .37† .26 -.23 -.16 -.17 -.26 -.11 -.07 -.04 -.02 .03 -.05 .14 .23 -.21 -.21 

OP .25 
 

.3‡ -.16 .13 .00 .01 -.21 .38† .13 .14 .23 .25 .21 .32‡ .05 -.11 .14 

FC .37† .3‡ 
 

-.14 .07 .15 .12 .08 .06 .07 .18 .09 .12 .36† .22 .33‡ .01 .12 

AAR .26 -.16 -.14 
 

.06 -.09 -.29 -.12 -.11 .05 -.34‡ -.14 -.28 -.39† -.19 -.05 -.11 -.15 

RMM -.23 .13 .07 .06 
 

.19 .08 .29 .13 .12 -.14 -.10 -.24 .07 .10 .06 -.03 .02 

FR -.16 .00 .15 -.09 .19 
 

.41† .76* .08 .46* .51* .48* .55* .56* .37† .04 .54* .34‡ 

LR -.17 .01 .12 -.29 .08 .41† 
 

.61* .22 .48* .29 .4† .36† .34‡ .16 .37† .47* .24 

OR -.26 -.21 .08 -.12 .29 .76* .61* 
 

.15 .45† .47* .41† .38† .58* .3‡ .14 .69* .25 

IW -.11 .38† .06 -.11 .13 .08 .22 .15 
 

.24 .15 .34‡ .16 .23 .32‡ -.34‡ .34‡ .13 

ST -.07 .13 .07 .05 .12 .46* .48* .45† .24 
 

.58* .43† .36† .41† .24 .08 .54* .42† 

PT -.04 .14 .18 -.34‡ -.14 .51* .29 .47* .15 .58* 
 

.71* .66* .62* .4† -.06 .64* .55* 

NPT -.02 .23 .09 -.14 -.10 .48* .4† .41† .34‡ .43† .71* 
 

.66* .37† .43† .01 .56* .53* 

RT .03 .25 .12 -.28 -.24 .55* .36† .38† .16 .36† .66* .66* 
 

.53* .55* .02 .6* .67* 

CPR -.05 .21 .36† -.39† .07 .56* .34‡ .58* .23 .41† .62* .37† .53* 
 

.31‡ .02 .47* .16 

AD .14 .32‡ .22 -.19 .10 .37† .16 .3‡ .32‡ .24 .4† .43† .55* .31‡ 
 

-.10 .37† .43† 

IA .23 .05 .33‡ -.05 .06 .04 .37† .14 -.34‡ .08 -.06 .01 .02 .02 -.10 
 

-.11 -.05 

BH -.21 -.11 .01 -.11 -.03 .54* .47* .69* .34‡ .54* .64* .56* .6* .47* .37† -.11 
 

.6* 

AF -.21 .14 .12 -.15 .02 .34‡ .24 .25 .13 .42† .55* .53* .67* .16 .43† -.05 .6* 
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Table 6 
 

Audit Planning Correlation Matrix - PCAOB Inspection Condition Only 
 

 
OM OP FC AAR RMM FR LR OR IW ST PT NPT RT CPR AD IA BH AF 

OM 
 

.03 .17 .43‡ .01 .02 .13 .38 -.15 .49‡ .42 .30 -.02 .01 .29 .36 .16 .16 

OP .03 
 

.24 -.43‡ .39 -.02 -.11 -.36 .57† .21 .05 .12 .08 .08 .5† -.10 -.08 .24 

FC .17 .24 
 

.09 .20 -.07 .00 .10 .09 .02 -.07 -.20 -.12 -.04 .18 .25 .17 .46‡ 

AR .43‡ -.43‡ .09 
 

-.30 .33 .25 .56† -.01 .19 .07 .06 -.14 -.17 -.02 .14 .19 -.18 

RMM .01 .39 .20 -.30 
 

-.19 -.41 -.26 .16 -.32 -.27 -.36 -.20 .00 .24 -.21 -.14 .12 

FR .02 -.02 -.07 .33 -.19 
 

-.12 .62† .01 .61† .46‡ .27 .58† .51† .21 -.46‡ .44‡ .25 

LR .13 -.11 .00 .25 -.41 -.12 
 

.00 .30 .20 .00 .47‡ .00 -.22 -.15 .42 .24 .00 

OR .38 -.36 .10 .56† -.26 .62† .00 
 

-.05 .43‡ .5† .20 .32 .41 .16 -.28 .65* .13 

IW -.15 .57† .09 -.01 .16 .01 .30 -.05 
 

.14 .07 .34 .12 .04 .28 -.29 .40 .13 

ST .49‡ .21 .02 .19 -.32 .61† .20 .43‡ .14 
 

.79* .67* .61† .44‡ .37 .02 .53† .52† 

PT .42 .05 -.07 .07 -.27 .46‡ .00 .5† .07 .79* 
 

.73* .65* .35 .38 -.25 .69* .65* 

NPT .30 .12 -.20 .06 -.36 .27 .47‡ .20 .34 .67* .73* 
 

.57† -.03 .32 -.18 .6† .52† 

RT -.02 .08 -.12 -.14 -.20 .58† .00 .32 .12 .61† .65* .57† 
 

.40 .40 -.33 .68* .61† 

CPR .01 .08 -.04 -.17 .00 .51† -.22 .41 .04 .44‡ .35 -.03 .40 
 

.06 -.33 .37 .13 

AD .29 .5† .18 -.02 .24 .21 -.15 .16 .28 .37 .38 .32 .40 .06 
 

-.30 .30 .36 

IA .36 -.10 .25 .14 -.21 -.46‡ .42 -.28 -.29 .02 -.25 -.18 -.33 -.33 -.30 
 

-.36 -.14 

BH .16 -.08 .17 .19 -.14 .44‡ .24 .65* .40 .53† .69* .6† .68* .37 .30 -.36 
 

.65* 

AF .16 .24 .46‡ -.18 .12 .25 .00 .13 .13 .52† .65* .52† .61† .13 .36 -.14 .65* 
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Table 7 
 
Audit Planning Correlation Matrix - Internal Quality Review Condition Only 

 

 
OM OP FC AAR RMM FR LR OR IW ST PT NPT RT CPR AD IA BH AF 

OM 
 

.44‡ .42 .23 -.24 -.26 -.29 -.40 -.11 -.40 -.25 -.15 -.01 -.08 .05 .18 -.54† -.45‡ 

OP .44‡ 
 

.40 .06 -.05 .04 .11 -.15 .02 .08 .30 .41 .48‡ .36 .18 .22 -.13 .05 

FC .42 .40 
 

-.22 .03 .29 .15 .08 .05 .12 .35 .29 .22 .5‡ .27 .38 -.09 -.06 

AR .23 .06 -.22 
 

.21 -.39 -.48‡ -.36 -.22 -.08 -.68* -.31 -.39 -.49‡ -.35 -.17 -.40 -.16 

RMM -.24 -.05 .03 .21 
 

.46‡ .29 .49‡ .12 .57† -.03 .07 -.20 .12 .15 .24 .17 .04 

FR -.26 .04 .29 -.39 .46‡ 
 

.69* .90* .21 .32 .56† .74* .56† .62† .54† .46‡ .7* .43‡ 

LR -.29 .11 .15 -.48‡ .29 .69* 
 

.75* .30 .61† .44‡ .48‡ .41 .47‡ .18 .35 .6† .29 

OR -.40 -.15 .08 -.36 .49‡ .90* .75* 
 

.34 .51† .49‡ .59† .40 .63* .39 .32 .83* .31 

IW -.11 .02 .05 -.22 .12 .21 .30 .34 
 

.47‡ .29 .36 .25 .45‡ .44‡ -.42 .33 .17 

ST -.40 .08 .12 -.08 .57† .32 .61† .51† .47‡ 
 

.31 .14 .07 .42 -.05 .06 .44‡ .24 

PT -.25 .30 .35 -.68* -.03 .56† .44‡ .49‡ .29 .31 
 

.68* .70* .86* .40 .10 .59† .43‡ 

NPT -.15 .41 .29 -.31 .07 .74* .48‡ .59† .36 .14 .68* 
 

.82* .70* .59† .20 .56† .55† 

RT -.01 .48‡ .22 -.39 -.20 .56† .41 .40 .25 .07 .70* .82* 
 

.58† .60† .17 .5† .71* 

CPR -.08 .36 .5‡ -.49‡ .12 .62† .47‡ .63* .45‡ .42 .86* .70* .58† 
 

.45‡ .17 .58† .17 

AD .05 .18 .27 -.35 .15 .54† .18 .39 .44‡ -.05 .40 .59† .60† .45‡ 
 

-.03 .32 .43‡ 

IA .18 .22 .38 -.17 .24 .46‡ .35 .32 -.42 .06 .10 .20 .17 .17 -.03 
 

.05 -.04 

BH -.54† -.13 -.09 -.40 .17 .7* .6† .83* .33 .44‡ .59† .56† .5† .58† .32 .05 
 

.51† 

AF -.45‡ .05 -.06 -.16 .04 .43‡ .29 .31 .17 .24 .43‡ .55† .71* .17 .43‡ -.04 .51† 
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Table 8 
 
The Effect of Post-Audit Review Salience on Perceived Financial Condition 
 

Panel A: Perceived Financial Condition Descriptive Summary 

Control  

Condition 

High Post-Audit  

Review Salience 

High PCAOB  

Inspection Salience 

High Internal Quality  

Review Salience 

Mean 8.56  7.81  7.81  7.81 

(SD) (1.46) (1.33) (.91) (1.68) 

[n] [16] [32] [16] [16] 

Panel B: Perceived Financial Condition Comparisons 

Comparison t-statistic 

p-value 

(two-tailed) 

Control vs. High Post-Audit Review Salience 1.783 0.081 

Control vs. PCAOB Inspection 1.744 0.091 

Control vs. Internal Quality Review -1.347 0.188 

PCAOB Inspection vs. Internal Quality Review 0.000 1.000 

Variable Coding: 
Financial Condition = Please assess Wareham’s financial condition (1 = “Very Weak” to 10 = “Very Strong”) 
High Post-Audit Review Salience = Aggregate responses from High PCAOB Inspection Salience and High Internal 
Quality Review Salience conditions 
High PCAOB Inspection Salience = Participants were instructed to plan the audit as if it were going to be inspected by 
the PCAOB as part of a PCAOB inspection 
High Internal Quality Review Salience = Participants were instructed to plan the audit as if it were going to be 
reviewed by another partner as part of an internal quality review 
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Table 9 
 
The Effect of Post-Audit Review Salience on Perceived Litigation Risk 
 

Panel A: Perceived Litigation Risk Descriptive Summary 

Control  

Condition 

High Post-Audit  

Review Salience 

High PCAOB  

Inspection Salience 

High Internal Quality  

Review Salience 

Mean 5.13  5.78  6.00  5.56 

(SD) (1.41) (.75) (.37) (.96) 

[n] [16] [32] [16] [16] 

Panel B: Perceived Litigation Risk Comparisons 

Comparison t-statistic 

p-value  

(two-tailed) 

Control vs. High Post-Audit Review Salience -2.12 0.040 

Control vs. PCAOB Inspection -2.40 0.023 

Control vs. Internal Quality Review -1.03 0.313 

PCAOB Inspection vs. Internal Quality Review 1.69 0.100 

Variable Coding: 
Litigation Risk = Assess your firm's exposure to litigation associated with the Wareham audit engagement (1 = “Much 
Lower than Normal” to 11 = “Much Higher than Normal”) 
High Post-Audit Review Salience = Aggregate responses from High PCAOB Inspection Salience and High Internal 
Quality Review Salience conditions 
High PCAOB Inspection Salience = Participants were instructed to plan the audit as if it were going to be inspected by 
the PCAOB as part of a PCAOB inspection 
High Internal Quality Review Salience = Participants were instructed to plan the audit as if it were going to be reviewed 
by another partner as part of an internal quality review 
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Table 10 
 
The Effect of Post-Audit Review Salience on Perceived Overall Risk 
 

Panel A: Perceived Overall Risk Descriptive Summary 

Control  

Condition 

High Post-Audit  

Review Salience 

High PCAOB  

Inspection Salience 

High Internal Quality  

Review Salience 

Mean 5.62  6.25  6.31 6.19 

(SD) (1.20) (1.05) (.704) (1.33) 

[n] [16] [32] [16] [16] 

Panel B: Perceived Overall Risk Comparisons 

Comparison t-statistic 

p-value  

(two-tailed) 

Control vs. High Post-Audit Review Salience -1.85 0.070 

Control vs. PCAOB Inspection -1.97 0.058 

Control vs. Internal Quality Review -1.26 0.219 

PCAOB Inspection vs. Internal Quality Review 0.33 0.742 

Variable Coding: 
Overall Risk = What is the overall risk associated with the Wareham audit engagement? (1 = “Much Lower than 
Normal” to 11 = “Much Higher than Normal”) 
High Post-Audit Review Salience = Aggregate responses from High PCAOB Inspection Salience and High Internal 
Quality Review Salience conditions 
High PCAOB Inspection Salience = Participants were instructed to plan the audit as if it were going to be inspected by 
the PCAOB as part of a PCAOB inspection 
High Internal Quality Review Salience = Participants were instructed to plan the audit as if it were going to be reviewed 
by another partner as part of an internal quality review 
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Table 11 
 

One-Sample T-Test Results of Audit Planning Decisions – Control Condition Only 
 

 
  

t 

p  

(two-tailed) 

Mean 

Difference   

Operating Performance 5.86 <0.01 2.00 
 

Financial Condition 7.02 <0.01 2.56 
 

Acceptable Audit Risk -.40 0.70 -0.13 
 

Risk of Material Misstatement -.96 0.35 -0.31 
 

Fraud Risk 0.37 0.72 0.13 
 

Litigation Risk -2.49 0.03 -0.87 
 

Overall Risk -1.25 0.23 -0.38 
 

Interim Work 1.05 0.31 0.31 
 

Substantive Testing -1.20 0.25 -0.44 
 

Partner Time 3.34 <0.01 0.94 
 

Non-Partner Time 2.24 0.04 0.50 
 

Review Time 2.41 0.03 0.44 
 

Concurring Partner Review -0.46 0.65 -0.13 
 

Audit Documentation 2.91 0.01 0.88 
 

Internal Audit 1.39 0.19 0.44 
 

Budgeted Hours 1.43 0.17 0.31 
 

Audit Fees -0.37 0.72 -0.06 
 

Test value = 6 (“Normal”) 
All variables except Operating Performance and Financial condition are measured on a scale from (1) = “Much  
Lower than Normal” to (11) = “Much Higher than Normal and (6) = “Normal”. 
Variable Coding: 
Operating Performance = Assess Wareham’s operating performance for 2008 (1= “Very Weak” to 11 = “Very 
Strong).   
Financial Condition = Assess Wareham’s financial condition for 2008 (1= “Very Weak” to 11 = “Very Strong).   
Acceptable Audit Risk = For the Wareham audit, what is the risk you are willing to accept that your firm will render an 
unqualified opinion on financial statements that are materially misstated? 

Risk of Material Misstatement = What is the overall risk that Wareham’s unaudited financial statements contain a 
material misstatement? (1= “Much  Lower than Normal” to 11 = “Much Higher than Normal) 
Fraud Risk = How much time would you devote to the fraud risk assessment process (e.g., brainstorming)? 
Litigation Risk = Assess your firm’s exposure to litigation associated with the Wareham audit engagement.  
Overall Risk = What is the overall risk associated with the Wareham audit engagement?  
Interim Work = Estimate the extent to which you would perform substantive tests of balances before year-end (i.e., at 
interim dates)  
Substantive Testing = Estimate the extent of substantive testing necessary to audit Wareham  
Partner Time = How much time would you budget for yourself on the Wareham audit? 

Non-Partner Time = Estimate the extent to which you would assign more experienced auditors to the Wareham audit 

Review Time = Estimate the amount of time you would budget for the review process 
Concurring Partner Review  = How much time do you think the concurring partner will spend reviewing the 
Wareham audit?  
Audit Documentation = Estimate the extent to which you would emphasize documentation on the Wareham audit  
Internal Audit = Estimate the extent to which you would rely on work performed by Wareham’s internal auditors  
Budgeted Hours = Estimate the total budgeted hours for the Wareham audit engagement  

Audit Fees Estimate the total audit fees for the Wareham audit engagement  
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Table 12 
 
The Effect of Post-Audit Review Salience on Estimated Allocation of Time to Review 
 

Panel A: Review Time Descriptive Summary 

Control  

Condition 

High Post-Audit  

Review Salience 

High PCAOB  

Inspection Salience 

High Internal Quality  

Review Salience 

Mean 6.44  6.91  7.19 6.63 

(SD) (0.73) (1.12) (0.91) (1.26) 

[n] [16] [32] [16] [16] 

Panel B: Review Time Comparisons 

Comparison t-statistic 

p-value  

(two-tailed) 

Control vs. High Post-Audit Review Salience -1.64 0.106 

Control vs. PCAOB Inspection -2.57 0.015 

Control vs. Internal Quality Review -0.52 0.610 

PCAOB Inspection vs. Internal Quality Review 0.48 0.158 

Variable Coding: 
Overall Risk = What is the overall risk associated with the Wareham audit engagement? (1 = “Much Lower than 
Normal” to 11 = “Much Higher than Normal”) 
High Post-Audit Review Salience = Aggregate responses from High PCAOB Inspection Salience and High Internal 
Quality Review Salience conditions 
High PCAOB Inspection Salience = Participants were instructed to plan the audit as if it were going to be inspected by 
the PCAOB as part of a PCAOB inspection 
High Internal Quality Review Salience = Participants were instructed to plan the audit as if it were going to be reviewed 
by another partner as part of an internal quality review 
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Table 13 
 
The Effect of Post-Audit Review Salience on Concurring Partner Review Time 
 

Panel A: Concurring Partner Review Time Descriptive Summary 

Control  

Condition 

High Post-Audit  

Review Salience 

High PCAOB  

Inspection Salience 

High Internal Quality  

Review Salience 

Mean 5.88  6.41  6.50 6.31 

(SD) (1.09) (1.10) (0.82) (1.35) 

[n] [16] [32] [16] [16] 

Panel B: Concurring Partner Review Time Comparisons 

Comparison t-statistic 

p-value  

(two-tailed) 

Control vs. High Post-Audit Review Salience -1.57 0.121 

Control vs. PCAOB Inspection -3.45 0.002 

Control vs. Internal Quality Review -1.01 0.102 

PCAOB Inspection vs. Internal Quality Review 0.475 0.638 

Variable Coding: 
Overall Risk = What is the overall risk associated with the Wareham audit engagement? (1 = “Much Lower than 
Normal” to 11 = “Much Higher than Normal”) 
High Post-Audit Review Salience = Aggregate responses from High PCAOB Inspection Salience and High Internal 
Quality Review Salience conditions 
High PCAOB Inspection Salience = Participants were instructed to plan the audit as if it were going to be inspected by 
the PCAOB as part of a PCAOB inspection 
High Internal Quality Review Salience = Participants were instructed to plan the audit as if it were going to be reviewed 
by another partner as part of an internal quality review 
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Table 14 
 
The Effect of Post-Audit Review Salience on Proper Documentation Emphasis 
 

Panel A: Proper Documentation Emphasis Descriptive Summary 

Control  

Condition 

High Post-Audit  

Review Salience 

High PCAOB  

Inspection Salience 

High Internal Quality  

Review Salience 

Mean 6.88  8.00  8.38  7.62 

(SD) (1.20) (1.32) (1.26) (1.31) 

[n] [16] [32] [16] [16] 

Panel B: Proper Documentation Emphasis Comparisons 

Comparison t-statistic 

p-value  

(two-tailed) 

Control vs. High Post-Audit Review Salience -2.86 0.006 

Control vs. PCAOB Inspection -3.45 0.002 

Control vs. Internal Quality Review -1.69 0.102 

PCAOB Inspection vs. Internal Quality Review 1.65 0.109 

Variable Coding: 
Documentation Emphasis = Estimate the extent to which you would emphasize proper documentation on the Wareham 
audit (1 = “Much Lower than Normal” to 11 = “Much Higher than Normal”) 
High Post-Audit Review Salience = Aggregate responses from High PCAOB Inspection Salience and High Internal Quality 
Review Salience conditions 
High PCAOB Inspection Salience = Participants were instructed to plan the audit as if it were going to be inspected by the 
PCAOB as part of a PCAOB inspection 
High Internal Quality Review Salience = Participants were instructed to plan the audit as if it were going to be reviewed by 
another partner as part of an internal quality review 
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Table 15 
 
The Effect of Post-Audit Review Salience on Estimate Extent of Substantive Testing 
 

Panel A: Estimate Extent of Substantive Testing Descriptive Summary 

Control  

Condition 

High Post-Audit  

Review Salience 

High PCAOB  

Inspection Salience 

High Internal Quality  

Review Salience 

Mean 5.56  6.47  6.75  6.19 

(SD) (1.46) (.92) (.93) (.83) 

[n] [16] [32] [16] [16] 

Panel B: Estimate Extent of Substantive Testing Comparisons 

Comparison t-statistic 

p-value  

(two-tailed) 

Control vs. High Post-Audit Review Salience -2.64 0.011 

Control vs. PCAOB Inspection -2.74 0.010 

Control vs. Internal Quality Review -1.49 0.147 

PCAOB Inspection vs. Internal Quality Review 1.80 0.082 

Variable Coding: 
Estimate Extent of Substantive Testing = Estimate the extent of substantive testing necessary to audit Wareham (1 = “Much 
Lower than Normal” to 11 = “Much Higher than Normal”) 
High Post-Audit Review Salience = Aggregate responses from High PCAOB Inspection Salience and High Internal Quality 
Review Salience conditions 
High PCAOB Inspection Salience = Participants were instructed to plan the audit as if it were going to be inspected by the 
PCAOB as part of a PCAOB inspection 
High Internal Quality Review Salience = Participants were instructed to plan the audit as if it were going to be reviewed by 
another partner as part of an internal quality review 
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Table 16 
 
The Effect of Post-Audit Review Salience on Budgeted Hours 
 

Panel A: Budgeted Hours Descriptive Summary 

Control  

Condition 

High Post-Audit  

Review Salience 

High PCAOB  

Inspection Salience 

High Internal Quality  

Review Salience 

Mean 6.31  6.72  6.94  6.50 

(SD) (.87) (.73) (.77) (.63) 

[n] [16] [32] [16] [16] 

Panel B: Budgeted Hours Testing Comparisons 

Comparison t-statistic 

p-value  

(two-tailed) 

Control vs. High Post-Audit Review Salience -1.70 0.095 

Control vs. PCAOB Inspection -2.15 0.040 

Control vs. Internal Quality Review -0.70 0.492 

PCAOB Inspection vs. Internal Quality Review 1.75 0.090 

Variable Coding: 
Budgeted Hours = Estimate the total budgeted hours for the Wareham audit engagement  (1 = “Much Lower than Normal” 
to 11 = “Much Higher than Normal”) 
High Post-Audit Review Salience = Aggregate responses from High PCAOB Inspection Salience and High Internal Quality 
Review Salience conditions 
High PCAOB Inspection Salience = Participants were instructed to plan the audit as if it were going to be inspected by the 
PCAOB as part of a PCAOB inspection 
High Internal Quality Review Salience = Participants were instructed to plan the audit as if it were going to be reviewed by 
another partner as part of an internal quality review 
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Table 17 
 
The Effect of Post-Audit Review Salience on Audit Fees 
 

Panel A: Audit Fee Descriptive Summary 

Control  

Condition 

High Post-Audit  

Review Salience 

High PCAOB  

Inspection Salience 

High Internal Quality  

Review Salience 

Mean 5.94 6.50  6.62  6.38 

(SD) (.68) (.62) (.62) (.62) 

[n] [16] [32] [16] [16] 

Panel B: Audit Fee Comparisons 

Comparison t-statistic p
*
 

Control vs. High Post-Audit Review Salience -2.86 0.003 

Control vs. PCAOB Inspection -2.73 0.003 

Control vs. Internal Quality Review -1.90 0.034 

PCAOB Inspection vs. Internal Quality Review 1.14 0.262 

* Reported p-value is one-tailed except for PCAOB Inspection vs. Internal Quality review comparison 

Variable Coding: 
Audit Fees = Estimate the total audit fees for the Wareham audit engagement (1 = “Much Lower than Normal” to 
11 = “Much Higher than Normal”) 
High Post-Audit Review Salience = Aggregate responses from High PCAOB Inspection Salience and High 
Internal Quality Review Salience conditions 
High PCAOB Inspection Salience = Participants were instructed to plan the audit as if it were going to be 
inspected by the PCAOB as part of a PCAOB inspection 
High Internal Quality Review Salience = Participants were instructed to plan the audit as if it were going to be 
reviewed by another partner as part of an internal quality review 
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Table 18 
 
Descriptive Summary of Inventory Valuation Resolution 
 

Control 

Condition 

Post-Audit 

Review  

PCAOB 

Inspection 

Internal Quality 

Review 

All 

Conditions 

How  

Material 
6.69 7.09 7.19 7.00 6.96 

(1.74) (2.25) (2.79) (1.63) (2.08) 
Reporting  

Conservatism 
6.13 6.34 6.56 6.13 6.27 

(1.93) (1.96) (2.03) (1.93) (1.93) 
Willing To  

Negotiate 
5.44 5.84 5.38 6.31 5.71 

(1.97) (2.19) (2.78) (1.3) (2.1) 
Client Estimate  

Made in Good Faith 
7.31 7.44 7.63 7.25 7.40 

(1.25) (1.93) (2.33) (1.48) (1.72) 
Audit Team  

Estimate Reliability 
6.63 7.31 7.06* 7.56 7.08 

(1.59) (1.47) (1.57) (1.36) (1.53) 
Use Industry  

Specialist 
8.13 8.63 9.00 8.25 8.46 

(2.63) (2.31) (2.37) (2.27) (2.41) 
Discuss With  

Audit Committee 
6.00 6.63 6.56 6.69 6.42 

(3.27) (3.17) (3.63) (2.75) (3.18) 
Investigate  

Other Estimates 
6.81 7.59 7.19 8.00 7.33 

(2.29) (2.46) (2.51) (2.42) (2.41) 
      
***, **, * Condition mean is significantly different (p < 0.01, p < 0.05, p < 0.10, two-tailed, 
respectively),  from Control Condition 
†††

,
††

, 
† 

PCAOB Inspection and IQR Condition means are significantly different (p < 0.01, p < 0.05, p 
< 0.10, two-tailed, respectively) for the variable 
Variable Coding: 
How Material – The difference is (1) = “Not at all material” to (11) = “Highly Material” 
Reporting Conservatism – How would you most likely handle the difference involving the allowance 
for obsolete inventory account? (1) = “Accept Management’s Balance” to (10) = “Require Full 
Adjustment” 
Willing to Negotiate – How willing would you be to negotiate with Wareham’s management 
concerning the adjustment? (1) = “Very Unwilling” to (10) = “Very Willing” 
Client Estimate Made in Good Faith – Wareham’s estimate for the allowance for obsolete inventory 
was made in good faith -  (1) = “Strongly Disagree” to (11) = “Strongly Agree” 
Audit Team Estimate Reliability – How reliable is your audit team’s estimate for the allowance for 
obsolete inventory? (1) = “Very Unreliable” to (11) = “Very Reliable” 
Use Industry Specialist – If one were available, what is the likelihood that you would use an inventory 
valuation specialist to help you resolve this issue? (1) = “Very Low” to (11) = “Very High” 
Discuss with Audit Committee – The likelihood that you would discuss the obsolete inventory issue 
with the audit committee before resolving it is: (1) = “Very Low” to (11) = “Very High” 
Investigate Other Estimates – The likelihood that you would allocate additional audit hours to evaluate 
other estimates made by Wareham’s management is: (1) = “Very Low” to (11) = “Very High” 
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Table 19 
 
Inventory Valuation Correlation Matrix - All Conditions 
 

 M HM RC WTN GFE ATER UIS DWAC IOE 

M 
 

-.12 -.08 .08 .08 .06 -.04 -.18 -.17 

HM -.12 
 

.65* -.26† -.37* .39* .29† .20 .07 

RC -.08 .65* 
 

-.42* -.35* .51* .27† .24‡ .23‡ 

WTN .08 -.26† -.42* 
 

.33* -.02 .02 -.19 -.15 

GFE .08 -.37* -.35* .33* 
 

-.04 .01 -.01 -.09 

ATER .06 .39* .51* -.02 -.04 
 

.31† .12 .13 

UIS -.04 .29† .27† .02 .01 .31† 
 

.17 .42* 

DWAC -.18 .20 .24‡ -.19 -.01 .12 .17 
 

.33* 

IOE -.17 .07 .23‡ -.15 -.09 .13 .42* .33* 
 

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

† Correlation is significant at the 0.05 level (two-tailed). 

‡ Correlation is significant at the 0.10 level (two-tailed). 
M = Materiality, HM = Perceived materiality of the difference in estimate, RC = 
Reporting Conservatism, WTN = Willingness to negotiate, GFE = Perception 
Wareham's good faith estimate, ATER = Audit team estimate reliability, UIS = 
Likelihood to use an industry specialist, DWAC = Likelihood to discuss with the 
audit committee before resolving, IOE = Likelihood to investigate other 
estimates 
Variables defined in Table 18 
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Table 20 
 
Inventory Valuation Correlation Matrix – Control  
 

 M HM RC WTN GFE ATER UIS DWAC IOE 

M  
-.11 -.16 -.28 .30 -.02 -.17 -.20 .05 

HM -.11 
 

.51† .53† -.26 .53† .69* .30 .30 

RC -.16 .51† 
 

.25 -.65* .52† .23 -.02 .32 

WTN -.28 .53† .25 
 

-.14 .55† .54† -.03 -.10 

GFE .30 -.26 -.65* -.14 
 

-.04 -.07 -.15 -.23 

ATER -.02 .53† .52† .55† -.04 
 

.41 -.21 .11 

UIS -.17 .69* .23 .54† -.07 .41 
 

.54† .37 

DWAC -.20 .30 -.02 -.03 -.15 -.21 .54† 
 

.35 

IOE .05 .30 .32 -.10 -.23 .11 .37 .35 
 

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

† Correlation is significant at the 0.05 level (two-tailed). 

‡ Correlation is significant at the 0.10 level (two-tailed). 
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Table 21 
 
Inventory Valuation Correlation Matrix Post-Audit Review 

Condition 
 

 
M HM RC WTN GFE ATER UIS DWAC IOE 

M 
 

.00 .02 -.03 .25 -.03 .03 -.04 .01 

HM .00 
 

.73* -.64* -.37† .42† .06 .34‡ .08 

RC .02 .73* 
 

-.57* -.3‡ .64* .09 .36† .18 

WTN -.03 -.64* -.57* 
 

.56* -.29 -.13 -.26 -.13 

GFE .25 -.37† -.3‡ .56* 
 

-.14 -.04 -.01 -.14 

ATER -.03 .42† .64* -.29 -.14 
 

.13 .08 .13 

UIS .03 .06 .09 -.13 -.04 .13 
 

-.05 .59* 

DWAC -.04 .34‡ .36† -.26 -.01 .08 -.05 
 

.21 

IOE .01 .08 .18 -.13 -.14 .13 .59* .21 
 

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

† Correlation is significant at the 0.05 level (two-tailed). 

‡ Correlation is significant at the 0.10 level (two-tailed). 
M = Materiality, HM = Perceived materiality of the difference in 
estimate, RC = Reporting Conservatism, WTN = Willingness to 
negotiate, GFE = Perception Wareham's good faith estimate, ATER = 
Audit team estimate reliability, UIS = Likelihood to use an industry 
specialist, DWAC = Likelihood to discuss with the audit committee 
before resolving, IOE = Likelihood to investigate other estimates 
Variables defined in Table 18 
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Table 22 
 
Inventory Valuation Correlation Matrix - PCAOB 

Condition 
 

 
M HM RC WTN GFE ATER UIS DWAC IOE 

M 
 

.03 .01 -.09 .01 -.15 .14 -.21 .11 

HM .03 
 

.55† -.28 .03 .45‡ -.43‡ -.19 -.56† 

RC .01 .55† 
 

-.28 -.15 .68* .07 -.08 -.03 

WTN -.09 -.28 -.28 
 

.13 .08 .13 -.12 .13 

GFE .01 .03 -.15 .13 
 

.12 -.06 .18 -.15 

ATER -.15 .45‡ .68* .08 .12 
 

.27 -.20 -.18 

UIS .14 -.43‡ .07 .13 -.06 .27 
 

-.01 .63* 

DWAC -.21 -.19 -.08 -.12 .18 -.20 -.01 
 

-.08 

IOE .11 -.56† -.03 .13 -.15 -.18 .63* -.08 
 

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

† Correlation is significant at the 0.05 level (two-tailed). 

‡ Correlation is significant at the 0.10 level (two-tailed). 
M = Materiality, HM = Perceived materiality of the difference in 
estimate, RC = Reporting Conservatism, WTN = Willingness to 
negotiate, GFE = Perception Wareham's good faith estimate, ATER = 
Audit team estimate reliability, UIS = Likelihood to use an industry 
specialist, DWAC = Likelihood to discuss with the audit committee 
before resolving, IOE = Likelihood to investigate other estimates 
Variables defined in Table 18 
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Table 23 
 
Inventory Valuation Correlation Matrix - Internal Quality Review 

Condition 
 

 M HM RC WTN GFE ATER UIS DWAC IOE 

M  
.01 .06 -.08 .34 -.04 .05 .00 -.07 

HM .01 
 

.86* -.75* -.53† .44‡ .32 .58† .46‡ 

RC .06 .86* 
 

-.72* -.43‡ .68* .07 .69* .41 

WTN -.08 -.75* -.72* 
 

.74* -.53† -.21 -.34 -.33 

GFE .34 -.53† -.43‡ .74* 
 

-.27 -.06 -.11 -.12 

ATER -.04 .44‡ .68* -.53† -.27 
 

.07 .26 .35 

UIS .05 .32 .07 -.21 -.06 .07 
 

-.08 .63* 

DWAC .00 .58† .69* -.34 -.11 .26 -.08 
 

.43‡ 

IOE -.07 .46‡ .41 -.33 -.12 .35 .63* .43‡ 
 

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

† Correlation is significant at the 0.05 level (two-tailed). 

‡ Correlation is significant at the 0.10 level (two-tailed). 
M = Materiality, HM = Perceived materiality of the difference in estimate, RC = 
Reporting Conservatism, WTN = Willingness to negotiate, GFE = Perception 
Wareham's good faith estimate, ATER = Audit team estimate reliability, UIS = 
Likelihood to use an industry specialist, DWAC = Likelihood to discuss with the 
audit committee before resolving, IOE = Likelihood to investigate other estimates 
Variables defined in Table 18 
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Table 24 
 

The Effect of Post-Audit Review Salience on Auditor Reporting Conservatism 

Panel A: Reporting Conservatism Descriptive Summary 

Control  

Condition 

High Post-Audit  

Review Salience 

High PCAOB  

Inspection Salience 

High Internal Quality  

Review Salience 

Mean 6.12  6.34  6.12  6.56 

(SD) (1.93) (1.96) (1.93) (2.03) 

[n] [16] [32] [16] [16] 

Panel B: Reporting Conservatism Comparisons 

Comparison t-statistic p-value
*
 

Control vs. High Post-Audit Review Salience -0.366 0.358 

Control vs. PCAOB Inspection 0.000 0.500 

Control vs. Internal Quality Review -0.625 0.268 

PCAOB Inspection vs. Internal Quality Review -0.625 0.537 

* Reported p-value is one-tailed except for PCAOB Inspection vs. Internal Quality review comparison 

Variable Coding: 
Reporting Conservatism = How to handle a difference in client management and audit team estimate (1 = “Accept 
Management’s Balance” to 10 = “Require Full Adjustment”) 
High Post-Audit Review Salience = Aggregate responses from High PCAOB Inspection Salience and High Internal 
Quality Review Salience conditions 
High PCAOB Inspection Salience = Participants were instructed to plan the audit as if it were going to be inspected 
by the PCAOB as part of a PCAOB inspection 
High Internal Quality Review Salience = Participants were instructed to plan the audit as if it were going to be 
reviewed by another partner as part of an internal quality review 
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Table 25 
 

Mediation Test Results for Post-Audit Review Salience, Substantive Testing Level, Overall Risk, and 

Budgeted Hours on Audit Fees 

Panel A: Independent Regression Equations (n = 48) 

Dependent Variable Independent Variable Intercept Coefficient 

p-value 

(two-tailed) 

FEES PAR 5.938 .563 .006 

EFFORT PAR 5.562 .906 .011 

RISK PAR 5.625 .625 .070 

HOURS PAR 6.312 .406 .095 

FEES EFFORT 4.231 .338 <.001 

FEES RISK 5.065 .207 .019 

FEES HOURS 2.928 .514 <.001 

Panel B: Regressing PAR, EFFORT, RISK, and HOURS on FEES (n=48) 

Independent Variable Coefficient 

p-value 

(two-tailed) 

Intercept 3.036 <0.001 

PAR 0.318 0.073 

EFFORT 0.161 0.076 

RISK -0.117 0.218 
HOURS 0.422 0.008 

Variable Coding:  PAR, Post-Audit Review Salience, is measured as either 0 (Control Condition) or 1 (High 
PCAOB Inspection or Internal Quality Review Salience).  FEES (Estimated Audit Fees) is defined in Table 2, 
EFFORT (Substantive Testing Level), RISK (Overall Risk), and HOURS (Budgeted Hours) are defined in 
Tables 8, 6, and 9 respectively. 

 
  



74 
 

Table 26 
 
Mediation Test Results for PCAOB Inspection Salience, Substantive Testing Level, Overall Risk, and 

Budgeted Hours on Audit Fees 
 

Panel A: Independent Regression Equations (n = 32) 

Dependent Variable Independent Variable Intercept Coefficient 

p-value 

(two-tailed) 

FEES PCAOB 5.938 0.688 0.006 

EFFORT PCAOB 5.562 1.188 0.010 

RISK PCAOB 5.625 0.688 0.058 

HOURS PCAOB 6.312 0.625 0.040 

FEES EFFORT 4.026 0.366 <0.001 

FEES RISK 4.782 0.251 0.046 

FEES HOURS 2.793 0.527 <0.001 

Panel B: Regressing PAR, EFFORT, RISK, and HOURS on FEES (n=32) 

Independent Variable Coefficient 

p-value 

(two-tailed) 

Intercept 3.434 <0.001 

PCAOB 0.319 0.136 

EFFORT 0.219 0.044 

RISK -0.143 0.258 

HOURS 0.331 0.069 
            
Variable Coding:  PCAOB, High PCAOB Inspection Salience, is measured as either 0 (Control Condition) or 
1 (High PCAOB Inspection Salience).  FEES (Estimated Audit Fees) is defined in Table 2, EFFORT 

(Substantive Testing Level), RISK (Overall Risk), and HOURS (Budgeted Hours) are defined in Tables 8, 6, 
and 9 respectively. 
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Table 27 
 
The Effects of Post-Audit Review Salience on Audit Fees, Controlling for Experience 

 

 

Variable df F p-value
*
  

Model 3 3.09 0.037  
Intercept 1 1013.88 <0.001  
PAR 1 4.479 0.010  
Experience 1 0.006 0.940  

 
* p-values for Version are one-tailed, all other reported p-values  are two-tailed 
Variable Coding:     

PAR= Post-audit review salience, whether participant was in high PCAOB Inspection 
salient condition, high Internal Quality Review salient condition, or control condition 

Experience = Number of years the participant had been in public accounting 
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TABLE 28 
 
The Effects of Post-Audit Review Salience on Audit Fees, Controlling for Perceived Financial 

Condition 

 

Variable df F p-value
*
  

Model 3 3.21 0.032  
Intercept 1 137.39 <0.001  
PAR 1 4.01 0.013  
Financial Condition 1 0.33 0.570  

 
* p-values for Version are one-tailed, all other reported p-values  are two-tailed 
Variable Coding:     

PAR= Post-audit review salience, whether participant was in high PCAOB Inspection salient 
condition, high Internal Quality Review salient condition, or control condition 

Financial Condition = Assess Wareham’s financial condition (1 = “Very Weak” to 11 = 
“Very Strong”) 

  



77 
 

Table 29 
 
Contagion effect of PCAOB Inspection and Internal Quality Reviews 
 

Panel A: Descriptive Summary of PCAOB and IQR Consciousness 

 

Control 

Condition 

Post-Audit 

Review  

PCAOB 

Inspection 

Internal Quality 

Review 

All 

Conditions 

PCAOB  Conscious 5.88 7.34* 7.56* 7.12 6.85 

(3.05) (2.58) (2.22) (2.96) (2.81) 
IQR Conscious 6.38 7.41 6.94 7.88* 7.06 

(2.63) (1.99) (1.73) (2.19) (2.25) 
 

Panel B: ANCOVA Results for Control and IQR Conditions Only 

 

Variable df F p-value
‡
  

Model 3 1.606 0.210  
Intercept 1 303.539 <0.001  
IQR Salience 1 4.563 0.021  
PCAOB Conscious 1 0.002 0.969  
IQR Conscious 1 0.757 0.392  

Panel C: ANCOVA Results for Control and PCAOB Conditions Only 

 

Variable df F p-value
‡
  

Model 3 3.325 0.034  
Intercept 1 269.676 <0.001  
PCAOB Salience 1 4.966 0.017  
PCAOB Conscious 1 1.194 0.284  
IQR Conscious 1 0.688 0.414  

 
***, **, * Condition mean is significantly different (p < 0.01, p < 0.05, p < 0.10, two-tailed, respectively),  
from Control Condition 
†††,††, † PCAOB Inspection and IQR Condition means are significantly different (p < 0.01, p < 0.05, p < 
0.10, two-tailed, respectively) for the variable 
‡ p-values are two-tailed except for PCAOB Salience, and IQR Salience 
Variable Coding: 
PCOAB Conscious – When you were completing the case, how conscious were you of the potential for a 
PCAOB Inspection? (1) = “Not at all conscious” to (11) = “Very conscious” 
IQR Conscious – When you were completing the case, how conscious were you of the potential for an 
Internal Quality Review? (1) = “Not at all conscious” to (11) = “Very conscious” 
IQR Salience= whether participant was in high Internal Quality Review salient condition or control 
condition 
PCAOB Salience= whether participant was in high PCAOB Inspection salient condition or control 
condition 
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Figure 1 
 
Predicted Effects of Increased PCAOB Inspection Salience on Audit Fees 
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Figure 2 
 
Predicted Effects of Increased Internal Quality Review Salience on Audit Fees 
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Figure 3 
 
Wareham, Inc. Introduction 
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Figure 4 
 
Wareham, Inc. Summary 
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Figure 5 
 
Wareham, Inc. Summary Part II 
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Figure 6 
 

Conversation with the Office Managing Partner - Control Condition 
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Figure 7 
 
Conversation with the Office Managing Partner High PCAOB Inspection Salience Condition 
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Figure 8 
 
Conversation with the Managing Partner High Internal Quality Review Salience Condition 
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Figure 9 
 
Unaudited Financial Statements and Materiality Determination 
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Figure 10 
 
Operating Performance and Financial Condition 
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Figure 11 
 
Page 1 of Audit Planning Decisions  
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Figure 12 
 
Page 2 of Audit Planning Decisions  
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Figure 13 
 
Page 3 of Audit Planning Decisions  
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Figure 14 
 
Inventory Valuation Introduction 
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Figure 15 
 

Inventory Valuation Summary 
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Figure 16 
 
Inventory Valuation Resolution  
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Figure 17 
 
Inventory Valuation Control Questions 
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Figure 18 
 
About this Case 
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Figure 19 
 
Demographics 
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Figure 20 
 
Case Wrap-Up 
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Figure 21 
 

Predicted Mediating Relationship of Post-Audit Review Salience, Substantive Testing Level, 

Overall Risk, and Budgeted Hours on Audit Fees 

 

 

Hypothesis Testing 

 

H1: FEES   = γ0 + γ1PARi + εi      (1) 

H2: EFFORT = α0 + α1PARi  + εi     (2) 

 RISK = α0 + α1PARi  + εi     (3) 

 HOURS = α0 + α1PARi  + εi     (4) 

 FEES = α0 + α1EFFORTi  + εi     (5) 

 FEES = α0 + α1RISKi  + εi     (6) 

 FEES = α0 + α1HOURSi  + εi     (7) 

H3: FEES    = θ0 + θ1PARi + θ2EFFORTi  + θ 3RISKi  + θ4HOURS + εi (8) 
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Figure 22 
 

Predicted Mediating Relationship of PCAOB Inspection Salience, Substantive Testing Level, 

Overall Risk, and Budgeted Hours on Audit Fees 

 

 

Hypothesis Testing 

 

H1: FEES   = γ0 + γ1PCAOBi + εi      (1) 

H2: EFFORT = α0 + α1PCAOBi  + εi     (2) 

 RISK = α0 + α1PCAOBi  + εi     (3) 

 HOURS = α0 + α1PCAOBi  + εi     (4) 

 FEES = α0 + α1EFFORTi  + εi     (5) 

 FEES = α0 + α1RISKi  + εi     (6) 

 FEES = α0 + α1HOURSi  + εi     (7) 

H3: FEES    = θ0 + θ1PCAOBi + θ2EFFORTi  + θ 3RISKi  + θ4HOURS + εi (8) 
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