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Assessiing Control Risk: Effects of Procedural
Differencess on Auditor Cansensus™

Jane E. Morton

William L. Felix, Jr.
University of Avizana

ABSTRACT

In 1988, Statement on Auditing Standards Number 55, “Camnsideration of
the Internal Control Structure in a Financial Statement Audit”, was issued by
the AICPA as arepliscament standard fror AXUSSetisor8300, Tha Additids SSidgly
and Evaluation of Ikittannall Gontiroel™,, itn 2an attiemypt tio imnqproxe audittars’ con-
trol risk assessments. This paper describes the conceptual differemcass He-
tween the old and new standards with respect to control risk assessment. In
addition, results are presented for @m exgperiment i wiich practicing andi-
tors are asked to assess control risk following amneaffttvearisklagsesssnesit ppoe-
cedures based on the two apposdhes suggested by tiine ol antimewsttantiartis.
These tentative results, based on small sample sizes, do not indicate a clear
“winner” in terms of annsansus, howexar ittgppears ttt aprocediural efiect
is present.

1. Introduction

Early in 1990, the auditor’s responsiibility for tie exaluation aumd testimg)
of adlmntisiirtannal cantirell stifuctiure weas ttated wiian Stetament an Audit-
ing Standards No. 55 (SAS 55), “Cansidieration af tteelhnéarid|CoomtdIShue-
ture in a Financlal Statement Audit”, became effective:. AvcordiingttoTeaniiin
and Winters [1988, pp. 98], “It's objeetive is to enhance audit effectiivenasss
by i {mpf(owag audit planning and sharpening the auditor’s assessments of aam-
trol risk.”

The new standard however, is not simply an attempt at integration of ttie
old AU Satiom B20), “THeeAudiiooisShtdyyaantiEvabiustionodf d téenab OGotrisbl, ',
and Statement on Auditing Standards No. 47 (SAS 47), "A\ulilt Risk amd Mia-
teriality in Conducting an Awdiit.™ Sigrifiicant othangssiiscappeat
mmade in the baslc concepts underlying the old standards (Qnmmlently a

The authors would like to acknowledge the helpful commventss aff Billl WabiHer.

THeeanospiual dangesiin SIS, dissorilbed iin ttve mestt sediion of thisopeper ressii¢etliina
number of cianges to atiar proffisssional sitamttards {irditing SXAZ7)) Thnowgiivautttiecpageer,
we use AICPA Pmﬂesmmb.ﬁ‘ta%tﬁxﬁarﬁsluMoIhm@ne(lﬁ@l%wﬂs%ﬂmﬁﬂ@mm ards.
We refer tio these as the “did standards™.
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primary focus af theenesvssiarbiaissthiecinttoobititonandtidisenssstonodittibe
procedure for @sscssimg camtrol sk wiithin tie comtiext of thesscchanpgss.

Presurnably, following the SAS 55 procedure for assessing control risk
should result in “better” control risk assessments than those made under the
old standards. Unfortunaitelly, precise measurement of e extiant affinnpposre-
ment that such a procedure might provide is problematic. The development
of & neasonably sypecific mammative moadicll wikiidh el e applliod aowss
firms tdaddeterninecwhihtthibaconntod kikiklkassessaiean SHORIIT beswaidcbbe
difficulit due to the complexity of ttie iittannal cantirall stuctiure andl differr-
ences in this structure across audit clients. Furthermore, ex-post determina-
tion that the control risk assessment was appropriate is not often fieasible diiee
to the lack of any dtearlinik hetwsen cortirel ridk assessments and isarvdille
outcomes. However, if tiheguupese affppodéssitondlstiaddedd s sd pprolde enii-
form guiidiance to auditiars, tiven we should exjpect that application of tHeeBYSS
55 procediure for aassesding contirall ik Hyyrmeany audiitossiinttic SYNEaudlit
situation would result in a greater degree of consanaus anmig audlitors tan
there would be iin thie stissance affsesbhappooeddec fdoraesensnddiansssé ddetow.

Eintoonr {9924 bpirinivatthhahggceaeanii(es conssasas raabbtibaghht
of it thww wegyes: () agraament “iin fisct™ aaidd () Jaggeeeneent “iinpphididée” Tin
the context of ssessing aaitiroll rikdk, agreamment it grimciglke iyl ess et au-
ditors have a common understanding of theccontislriikassasymantprooesss,
including the type of exiitiance tio e cullbarted], How thit exitiance should e
weighted and combined to arrive at an assessed level of eatiroll ik, zandl the
role of tthe aartiroll ik ssesament iin pllantiig the audiit. Agyeeanvent im fid,
on the other hand, refers tioagoament emttieativdlcantdlrdkaseessmaitts.

One goal of graffessional sttandiardis ffor andiioss, innphiéiilyy issttoaatiiémee
a higher degree of agrsamant imprimdite tianwenlit leadiiexat imthe -
sence of standiardis. Gomsaguently, iff thidspgadlidsaabideeedfdorasgiveanssian-
dard then, cefotisspaaibbssywevstaild éxaxaadbioceggiaatesagroemeinifafict
among auditors than there would be in the absence of swdhasttantiadiZ*THee
term “consensus”, as used in this paper, refers to the degree of agsament
in fact.

& hee diseofamseasasasasmentirddorsidecigiatitg el itydradwedsivpd sup-
port in auditing research [see, for example, R. Asthton, 19833 st AN Adsittor),
1985]. It is important to recognize that a high degree of @orsansus dises matt
necessarily imply accuracy. The “correct” decision at each stage in an audit
is not generally known. lindioed, e iitlentification off“itincareect ddetibiassaan
often ally he madie wielll affier tHeeffattinnheeevanbbbmawdil iffhilcecif it atlall.
However, the sticcessfiull defense of awditiar dsdidans iin the exant «f litigge-
tion often involves establishing a consensus, via expert witnesses, that the
auditor acted in a prudent manner [Joyce and Libby, 1982]. This argument
seems a particularly appropriate reason for wisig @arnsansus o messue and
compare the “quality” of cantilriidkassesamaitsimatieusdigtie SSH5ppoo-
cedure with other procedures since SAS Fhitsaneaffedbhnesvssiaddadddds-

21t Shenittiteen batadithek aticiiarst abdaegbfitins sebdhe qpesfissianalasandards-dgughe e fil-
ter af teefinmaddicmanplweoinapers: etc THiislibiestaffasz onersensuys m&i&&)%kﬁﬁdi’lat
there are diifferness idnhibisfidtetcacsesrfisms.
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sued by the AICPA in resporise ttoSE@:anﬁmwmlmﬂmmmmmﬁg
largelyfitom recent cases of auditiar litggaion?

The purpose of tthiks prapar iis tio diesarive the cancaptiuall difffarences Hee-
tween the SAS Shpxaceilieftoraasesshpgrontiod Hsklsadd heqpooedtressigy-
gested by the old standards.# Iin adidiifion, we proviitie prefiminary etbance
on the effects tthettsudh prrosstiural diffeaences niighbhhgesoan hiealdggeesdf
auditor consensus. The results of tiks stindy are iintiended to gprovidie irdigits
for fluthure, mare refined experiments. Wi camdiuct @n experiment iin witiich
practicing auditors are given informatiiom relating to a hypothetical client’s
internal control structure elements and are asked to assess control risk on a
qualitative scale (rangingfirom “lowest” to “highest”). Half afftheessibjgectsee-
ceive a description of = @artiral riidk sscssment progssetiure tased on @ur im-
terpretattion of SXS55madchecaakied dddtibowntHisiproedats éninalaing gticieir
assessment. The remaining subjects receive a description of @ attammative
procedure based on concepts implicit in the old standards (described in the
next section of tthits papan). Corsanausissmressured oy canmweartimg qualittative
responses into a simple quantitative scale and computing the standard devi-
ation of et gyrow's reegpnSes.

A potential confounding feector wititthmasyliniittteusdhiliness offoairee-
sults is the inability to completely control for diifftarences iinffi
regard to control risk assessments and/or the extent to which different fifieras
have already adopted methods which are congruent with SAS 55, Feoresxangsite,
although auditor subjects are asked to follow ftihe specific pruaeetiuee fior ags-
sessing control risk that is described in their questionnaire, their responses
may nevertheless be unintentionallly biased toward control risk assessments
which reflect elements of ttheiir finms' gmsllmm Wiee atiemptt tio anitirol for
these effects tosiihijfetisthed AI0E0 detesdbiedd
control risk assessment procedure regardless of it ey diiffer fhoonthiedtr
firm’s pplikigy Hdeweeey cevarififvevarsr sisoicesshfllnio wuatiemptommotitate
(consclous) unbiased responses, it is unlikely that (unconscious) fiirmn bias
can be completely eliminated.

The results of tiisexmearinment Haweimngplicaiionsfor andiitossaasesssneaitss
of cartirall itk in prractice. IFthecppooceetiurecusselittoassessscomttnd riskkhiassaa
significant effect mmﬂium;'mmmdlﬂ'sﬂmmmﬁs,ﬁmmmuw
be taken in recognizing and considering these effectss iinandisr tto digtamiine
the most appropriate procedure to fisllow. [irppatithalilayifiéi prpsesibisbdrprechdere
contains equivocalities with respect to the role of evittanse iin zssessing con-
trol risk or with respect to the meaning of ttieassesamanttiitself, thieeridovcoon-
sensus may be an indication that control risk assessment is not necessarily
recognized as the same task across auditors. lin atfer wards, aprescribed pro-
cedure which fails tio adhiewe agresment i primciple iis likely to result in low

3See “ficial Rekiasess,' ] daunahbbAdctntataryy (Dylyl RHSpmpl 4414,

4while tine ssguence af eveatts(ibe. obteamepanumdderstantimpodinitterabt contrisiscabiiettion
of exiiblanas, @tic)) disesmett diiffer beeweearthiecobichadchesnstiaddadds whihatidessitiftarisidthawu-
ditor’s internal process (i.e., how the informatiom collected is used to assess control risk). We
use the term “procedure” to refer to the particular way im winich judgments are made with re-
spect to control risk.
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consensus. Consequently, using a procedtre which results in low consensus
among auditors may result in a more difficult dédéenseinthibeevanbofitigigicon
where there is disagreement among expert witinesses.

The remainder of tihiis pagpar i @iganized s fisllows. THeenesx beetisondde-
scribes the SAS 55 proceduire for assessing conirol risk and discusses the
conceptual differencess Hiethwesan ittandl the prasatiie sughesied Yy tthe il
standards. The third section describes the experiment and disciisses possi-
ble results. The fourth section presents the resulis and the final section pro-
vides concluding remarks and stiggestions for fiuriher reaseatdi.

2. SAS 55 Control Risk Assessinent Procedure

Statement on Auditing Standards No. 55 (SAS 55), “Cansidieration of tie
Internal Control Structure in a Financial Statement Audit”, alters the audi-
tor’s responsibility for tine ewadlustion and testing of actiéents néerndlconicl
structure. In particular, SAS 55 expands the scope of the exdiusiion andl
specificallly iidientifies ttretiyreafikkiooddgempeddectdmbbihin s afifittierttunn-
derstanding of adléantisiittanmal caitirel stiructiue andl the diggree of Kaawi-
edge needed to plan the audit. The bulk of diie mew standiard, thowsxar,
focuses on the auditor’s responsiibility for assessing control risk and de-
scribes the procedure to be followed in making this assessment. A brief dte-
scription of tiiis priesatiure follows.

Prior to assessing control risk, the auditor is required to obtain a stifffi-
cient understanding of tihe clliantisitrtiatna antirel stifiudinte topllantieaudiit.
The internal control structure consists of the fislltowiing edéeneenss PResggtaph
8]: 1) The control environment, 2) The accoufiting system, and 3) Cefitrol
procedures.

After aiintaiming anundierstanding af tHesihnéerad looatod kstiottinee tHeeaat-
ditor begins the process of axssessing eaitirall ritdk. THisspteesssissddeseibiat]
in SAS 55, Paragrraphs 29 and 30, as fisliows:

29. Assessing control risk is the process of ewdlusiing ithe effec-
tiveness of mmmlmmlmmmmmmm
in preventing or detecting material misstatements in the fimanciiil
statements. Control risk should be assessed in terms of fiinancitdlstate-
ment assertions. After obtaining the understanding of tthe iittarinal
control structure, the auditor may assess control risk at the maximum
level for same ar 4l ssertions because he belieuss pollidies and jpro-
cedures are unlikely to pertain to an assertion, are unlikely to be ef-
fective, arhecause exadlusiing tiheir effeciiveness ineffidbeart.

30. Assessing control risk at below the maxdimaum kewel iimvolkues:

¢ ldentifying sypscificinntenahoantod battgtieepplilizienndppsocddress
relevant to specific assertions fihat are lilkeky toprexait @ dakest -
terial misstatements in those assertions.

* Performing tests of cortixslistin exdliste tive edftatitvaness offsagbh
policies and procedures.
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In effectt, theassassadl liavdl affcoantod kiskidd tihaideeb b id sappportdd
by evidential matter obtained from ewdlusiing tie efffsctivieness offoppetitigg
internal control structure policies and procedures. It follows tiinem, thatt affier
obtaining an understanding of ttie iirtiannal cantiroll stinuctinre Bt griior to per-
forming ainy tests aff comttodds(dassuniiigy féorillissttibarppappsesstiihbhnddsiss
of anttiralls weare parkarmed diuriing the anunse aff obibaiiiggtbecunideesstard-
ing), the control risk assessment should be at the maximum level. As tests
of @attitalls sk parfarmed @and exitttontitl rorettar its call kedtsd wiiidn confirms
the effectivemnesss of iitianmall amtirall sttnuctiure siidess and precsatiues, te
control risk assessment is reduced. Consequently, the greater the extent of
testing, the greater the potential reduction in the assessed level of qotiroll
risk from titie rnesdimnuim lewel.

Ultimately, after alll tiesting has been complicted, the final (Evitizmce-sup-
ported) assessed level of aartiroll ik iis wsed], ltong witth e assessed Ll
of iittrementt ritdk, to distanmime the ancgptHble kel of ddetetioonriskkidortline
purpose of dietianmiimimg) tne metiure, iming, 2nd extint af sabisstarttivc estéd ¢o
perform.” Ittweoulttsseamtiin, ttietagyimeny muiietimn for thesSASS 5D (ﬁ)
cedure for assessing comtrol riisk iks tio emsure tiatt s mecessary imputt to
Audit Risk Model iis properly supportied Hyy evittomtizl ottor.

While SAS 55 attempts to make a positive move toward greater consis-
tency with other standards, some significant changes in the basic concepts
underlying the old standards are implicit in the control risk assessment pro-
cedure as it is described in SAS 55. In paragraph 28 of SXE3h, cuntirall gk
is defined as “Hife risk that @ mretterial miisstetament it coulld ezour iman as-
sertion will not be prevented or detected on a timely basis by the entity's in-
ternal control structure policies or procedures.” However, the assessment of
control risk based solely on the quantity (and quality) of eviittantiiall mudttar
collected is inconsistent with this definitiom. The auditor's control risk as-
sessment should be, and is Mned a5 aaregessariteiionofhisibeliiffsegyaliting
the risk of aumstierial eraT ggethiggtirooghtireccbketissimeerrad oomtndés ot
these beliefs are ignored under some conditions in the SAS 55 control risk
assessment procedure. Consider the following examples.

Suppose that we’re conducting two audits. After obtaining an under-
standing of exacih dliartts iittamall centiroll stmuctwre, cortiroll misk iis assessad
at the maximum level for thatih. Far the first diisnt;, contirel risk i 2ssessed att
the maximum level because the auditor believes there are material wekmesses
in the entity’s internal control structure. For the second client, the auditor
believes the internal control structure is strong but has assessed control risk
at the maximum level because performing tests of cortirls wwulkd e iineffi-

SSAS FBS expansion aff ffattosstdbbecosisiderddrimbinggannddessiadiigpbh eltidistmin-
ternal control structure may lead to increased confounding of theciitesrerttrisbiaatiooortud Irisdk
assessments. This issue (albeit critical) is beyond the scope of thiks papsr. See Widlier (85|
for am amdlysiis eff thisoconftounting.

6See tiine Axppeniiix of “BAdititSSamiiie]; AMEPARPeeisioh StaBlantar YolumeoluAd QPEICPA,
1987), AU Section 350.

TWe wse thhe tiamms “tmmon™ 2nd “Hisstatement” inesdiereeably.
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cient.# Iim tine firstt case, tive auditior s iitlentified zmees of weekkiesssiinthiee
client's internal control structure and should direct additional audit effortt tto
searching for mtierial anror wihare he believes the risk of egroorisstigyh Iin
the second case, however, no matierial wesoresses i theiirttsnel cortiroll Stuc-
ture have been identiified] by the auditor. The course of atfiom iindiizeted in
this case may be quite differentt tiiam thie first, yatacause the assessed vl
of antirall riksk ks thive same flor Husthoaases tHissssiggpesssthiwittrenadtunes, tilm

ing, and extent of suHsttamtiee teestinng wealitl ot difler beetweertblectwwd.”

The maximum assessed level of aartirall nigk dives mutt lawe the sanme
meaning between the two cases. In thefiirst case, the assessed level of com-
trol risk is, as defined in SAS 47, a reflection of thecamdifiootished]its reagandi-
ing the risk of mnstteriall amor gettimg) tirowgih ttve dieerts iinttomall cortirll
structure. In the second case, however, the auditor's beliefs are mott reflected
at all. The assessed level of amtiroll riisk its abittrarily sst ffor thee
planning the audit. It would seem, however, that a key factor in audit plan-
ning would be the auditor’s actual expectations regarding material error, yet
these expectations are not reflected iin the comtrol risk assessment i tie sec-
ond case.

To illustrate further, suppose tit wfor obibtdiniyaanumniiestantiingaffaa
client’s internal control structure, the auditor believes that there is alow prob-
ability that a material error will mot be prevented ar dietected o atimely hresis
by internal control policies and procedures, i.e., he believes control risk is
low. The audikion’s exipectations regarding matierial @nror i tihe financiall state-
ments are developed during the course of atittdiriing thie undiarstamdiing znd
should be used as the basis for pltanmiing tiine udiit.

The auditor can follow amumiber of ddéerrincareauesstiortlikeotiletition
of audiitesxitttanae. These megyimdludie porfarming esttandiettattsaffcoantodds
and limited substantive tests; few, iffaapyfciomabtettstsfafonontiodsmdrekpapdeded
substantive tests; or any combination which the auditor believes will provide
sufficientt ewitiantiial imetttor tosyppertanqpition onttefinancidlsttonrits.
The choice among alternatives would be based in large part on the differem-
tial costs of e weatimus axeanues, Hutt thie autittors dliefs megrardiing cartirall
risk should be used constructively regardless of wiiidhaneanueisdiesan (oon-
sequently, if te audittor dioeses mutto parfarm ttestsaffcoontotd ddeesobdbly
to cost considerations, a control risk assessment at the maximum level in-
correctly implies that he believes the risk of extrariisHigdhssinmijytisecarserper-
forming tests of conntrdéswonilitibeciirdfiidient. Thiti seasnirigdsiccotrtyeyytdo
the very concept and definitiom of cartirall nikdk.

In all fairness tiotthe dirafiters odSA8SH3hik isritiitisinns isecdily pjoirdririt-
icism of e SXSH5rontrisbliklasssssamanpprocss MNNEHE Addit Riskskottxdel

8Aithougih hiisaianiisstetied iingeatagraph ZDGSAEST5 iesvaniilitelthtitatanmtetastsfafoon-
trols would have to be performedi in order to obtain a sufficientt umiterstamdiing affacctiiatissma-
ternal control structure.

Mtitioaidhitiisiisauejis:an empiitic e, ittssms kel et 2t keestinspme dioumstances, -
lowable detection risk and choice of audiitypnocehinrsswonldtvasybottweer thied dvaassed esslibdd
in this scenario. This possibility is explicitly recognized in paragraph 3.5 of ttie audiitgpittie ffor
SAS 5 (NICPA, 198)). Thitsssttustitonmagytsedheciinpaat tecacbbborbigppftita digistiottiohépteesn
inherent risk and control risk.
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(ARM). T heshartcomiings of tHee ANRY/hasevatidiolnonivatidd dsesfoioeaapiple,
Cushing and Leebbecke, 1983, and Kitiney, 1989]]. [Ingaatiialiar tHecYRRIHdess
not accommodate both the auditor’s beliefs and an assessment of tfive suiffi-
ciency of evitbianae to suppar dhose heliefs. SASS5aatvppisdoeecnnideiibe
two by prescribing a procedure for assessing control risk based on a suffii-
ciency of eviitianae a@fitteficn, owexar il ety Gases (émllhﬁtmm zﬁhmm))
this method will not adequately reflect the audidor’s actual

consequenily, will, at llesst @ dlesariibed, i mmﬁallywﬂwﬂtﬂeumnmm
Ideally, a risk model should accommodate separate assessments of ritdk aandi
evidence sufficienry [fsse Witdltar andl IFellix, 1H08Y, far aaresqanpidaodtie euwddi-
ments of st armatidl [ THissoomeegpiaaidetbbetrsaggassiethipy hebbeekies,
Eining, and Willingham [1989] with respect to auditot’s assessments of tie
likelihood of mwtiarisl ranagemant fraud. They state, fior exangite; [ [Ifnat-
dition to searching for iimfiarmiation twossijgratitheassessmantdanitiaathcom-
ponent, the auditor must make a judgment about the thoroughness and
reliability of Hits/her priacetiuies™ [fRage 4].

Although professionall standiards dio mot explicitly “imodel™ separate belief
assessments and evidence sufficiencyy @ssessments, this hasic cancept was
nevertheless reflected in the old standardis; 19234 ibkstetatiHedtow.

Thefiirst standard of mepartiing statkes: “Tie mrepart sl stete wiathar e
financiallstatattroetsanr prresatiddnincanataae svithitly geceriil y cogeteid d ac-
counting principles.” According to AU Section 312, “Audit Risk and Materi-
ality in Conducting an Audit,” paragraph 3:

The phrase ‘present fairly iim conformity wiith generally acoepted ac-
counting principles’ implicitly indicates the auditor’s beligfttihtthid &-fi-
nancial statements taken as a whole are not materially misstated
(emphasis added.)

Indeed, the opinion rendered by an auditor on a client’sffinancial state-
ments is a direct reflection of HissHedliffsreggadiingg hleariskkobimanetdabéemor
in thefiinancial statements. Consequently, an auditor will issue an unquali-
fied aadilibphiiiarahiyfihdbdidiasahttahtha siskfafndedeteetoohatatadiel-asror
in thefiinancial statements is sufficienttly tow. The riigk off undétéetéet nmite-
rlal error in a client'sfiinancial statements at the conclusion of @ audiititstte
familiar “Awdit Risk™ digaussed i AUSsetinn 312 Hiovesear, anaudiitotisas-
sessment of Hiis Ineliefs negardiimg the itk «ff natéeiid leeroorissaaninmppotiant
consideration not only at the conclusion of m audiit, hut throughout tine audiit
process. Clearly, the auditor’s beliefs regarding the risk of maateiidlerrooriss
an important conslderation in planning the audit as well. ANUSsettion33? passa-
graph 8, states:

The auditor should consider audit risk and materiality both in (a)
planning the audit and designing auditing procedures and (b) evalu-
ating whether thefinancial statements taken as a whole are presented
faldly iin conformity witth ganerally accapied saenuniing pitndiles.

0yt Heeffiloviingannhlysiswenss AKICR/R RifefessioabbtStslatdsd/ dfoluent: 1ydiend9sgstpicere-

flect pre-SAS Fb((M) sstardtiaxts.
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At the individual account-balance level, this guidance suggests that if the
auditor believes the risk of mnstierial anrmnmamﬁmulhrmmmmlhg}h thhiis
belief should be reflected iim hiis ciiice of audiitprooeehureesttopeettonn witih
respect to that account. Indeed, AU Section 312, paragraph 19, makes this
explicit:

The auditor needs to consider audit risk at the individual account-bal-

ance or class-of-transactions level becaise such camsideration diirectly

assists him in determining the scope of auditiing prrosstiures fior thee
balance or class.

The decomposition of audiit riidk ititto thimee congparant riidks ({ie,, iitnar-
ent risk, control risk, and detection risk) is an explicit reflectiom of tiie fact
that the auditor’s beliefs regarding the risk of metarill etrar axe n ipo-
tant consideration throughout the audit process. Furthermore, these beliieffs
affect, andlimttumnarcadfisdied bipythleaaditingppooedduesppefbomestiatitasr-
ious stages in the audit.

For example, at the conclusion of anaudiit, an uniisiected mrstarial atar
in a client'sfiinancial statements indicates that (1) a material error occurred,
(2) it was not detected by the client’s internal control structure, and (3) it was
not detected by the auditor. Consequently, the auditor’s belief regarding tihe
risk of windietectiod rostarial anrar it e condlusion aff thecasiditi twilil e eeedd
on his beliefs regarding the lilkelihood of teoooturreneeoff()Liboaghh(IB).
These “component beliefs” afe sequentially adidiressed it diffferent sshggssiin
the audit process. Furthermore, because the auditor’s beliefs are an intiegral
part of the pltanting proness, tthe autlitor's hdiefs megardiing the midk «f nma-
terial error after, sy, exdlusiing tine dliants imntanmal ool stucture {ie,,
after asscssing indhereint risk and control risk) affect thecctindiecodtraditippso-
cedures in the substantive testing stage of ttie swdiit wikich iintiunm £fffscts thiee
likelihood of ().

What then is the role of audiit eviittance itn thhe flonmation «ff thiecaaditido’ss
beliefs, that is, on his assessments of these aanjmanent ridks? Piinr tin SAS
55, the second and third standards of fielktl weotk sttattedt:

Secont| Shitanded dThdieciketistio hgeoprapsiudindydrdatiatiatiofi thie the
existing internal control as a basis for neianoe tthereon andi fior thedde-
termination of tine resulltant extant «f theetéattst donwtitthaaidiitipoppe-
cedures are to be restricted.

Third SGiedwar Suffitifidieamperspetartexiiidntiatterden isd obealeidined
through inspection, observation, inquiries, and confirmations tio fiard

a reasonable basis for an ayitiian regarding e financil| statanmeants
under examination.

Thus, although an unquediified] opinion on a client'sffinancial statements
necessarily reflects tie auditior’s belief thustaauditritdkissacegptaillylbow tHits
belief allome iks mot enough to justify tHeoppiioon THesstartartisoffffébddwoekk
require that the auditor collect sufficienit canypetant exitbtantisl e tior tosup-
port his opinion. Sufficientt esitbtentiall nesttar oy e alittdined tirowgfh any
combination of tiestis aff coantoddsesideacecanddsalisstanivect éstinggeeiddacee
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that, in the auditor’s professioinall judgment, meets this requirement. For ex-
ample, AU Section 350, “Audit Sampling”, paragraph 19, states:

@ hecosetotah dtaddaf ieddl ficltkwocks gatagnizas thaestier>déntibf sub-
stantive tests required to obtain sufficienit exititandil inatiar wndtar tie
third standard should vary inversely with the auditor’s rellance on In-
ternal accounting control. These standards taken together imply that
the combination of tthe audittar's reliianee anititatingl aeauting aon-
trol and his reliance on hissiuhstantive tasissioulld provitie areensandille
basis for i syikiiian, dttheush the portion of retlianecdistbeatiFeaimtlibe
respective sources may vary.

Under the old standards, the sufficienzy affeeiddanemasessamnantidsefiieoted]
in the degree of relitance gilacad an e respective sauaes off egideennii nnast-
ter. At the conclusion of tHeadiif tian tiecantimaionofftlieeeiddanesobl-
lected should provide the auditor with the required basis for relicamnce am His
beliefs regarding tihe ik af uinkigtattetieerrariin becdffaatidlsgietarpant aadd
in turn, on the opinion rendered. This concept of mellitanae iisfiittiher Hitlked
explicitly to the auditor’s component risk assessments. For example, AU
Section 312, paragraph 24, states:

The auditor might make separate or combined assessments of ii-
herent risk and control risk. If lne @onsitiars intharent midk ar canirall
risk, separately or in combination, to be less than the maximum, he
should have an appropriate basis for amy reflianechbeplecsoarhib aas-
sessments (emphasis added).

This guidance implies that, although the auditor may be¥eacomintod kiskk
is low, itnancdlar ttoredl pohisiblowsassesneen h dmustdthavadiificenevelddential
matter as a basis for tinat reliiance, and cansequently, @S @ tasits for reastirict-
ing substantive tests. It does NOT imply, however, that the auditor’s belliefts
about control risk are detevmnetbiplybyvidédaitiahateitarnbinsbf sratedests
of anitirolls. Wieangiue tht e auditor ffomms exgpettattons(jes, bedléfty)abbaut
the existence of matarial anar imtte financill statanvants priontottasing Jn-
deed, it is these beliefs that form tie basis fior piantiingytieaidiil, assmotet]
above. The role of exiitiattital retiar, tthem, iisto proxidte o adis fior reblianee
on those beliefs. The calllaction of esvddentidlmastéerwititthstippootéstHecadtd-
ditor’s beliefs wontibutiastiottiectpasidboretilinoeswhidd evidicetiiahiatattewhioich
contradicts the auditor’s beliefs reduces the basis for refiance. lin e ewarnt
of caitiradictory exitanss, thie auditiar sy reaamsidier witether ks il as-
sessments regarding the risk of mmaterial @ftar ate sfill an aaaurte reflection
of Hiis theliefs and), itn thiis nespect, exitdantil meatiar mny cauvse iheliefs tio e
revised. However, it seems unreasonable to assume that an auditor either has
no beliefs until competent evidential matter is collected, or that his beliefis
are irrelevant unless sufficienit evidential matter is collected to provide a
basis for rrelitance tthereoi.

Unfortunatelly, tine canestt effrediannecwaasBlinriattddioomt e prufefeskionhl
standards with the issuance of SXS55tbkeaasssobib@rrenivddafifsigsiorover
its meaning [Temkin and Winters, 1988] and was replaced wiith guidance that
combines risk assessments with evidence sufficientyy asessments iin wiays
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that are sometimes inconsistent (i.e., equivalent control risk assessments may
have differentt meeaniingsimdifffarent citcamssiamess)) THecobdostaaddaddseen-
phasized the role of tie audiitar's Heliefs itn gilanying tte audiit zndl roexiing
forwardl through the various stages of eviiiisneecadlietioniincodtiarttocudléett
sufficientt exxitttemtiiall nretttar tio prioviitie 2 resis fior redaanes conttivess Hidlicfs.
SAS 55, aantteeontestHzant] sseenssttcdffoassonihb eddicroceaidlcetiddsa mewans
of weattkinng hedkweardis tio s’ Hedlisffsaboaut-oantod Rk Irmfitiitlhy it id s @ Bbim-
inates the requirement to assess the sufficiency difttikeeiddaneeotilettddiioee
control risk is “assessed” at that level that is supported by evidential matter
(regardless of tiie audiitar's tinue heliefs). THissoeowféotissreppeseands aragjor
change in the basic concepts underlying the professiioned] standards.

The procedure for @ssessing cantrol risk suggested Ty tive clld standtardis
does not differr ffamn thecSASS Spirrcaddis éninctarimottththespaurecef ef ewents
(i.e., obtaining an understanding of itrttanmal centiroll stnucture elkanemnts, gper-
forming tests of anntirals, etic)). Uinttar @ur prositfion, e alltl standtardts sug-
gest that the control risk assessment should be based on the auditor's beliefs
and a separate assessment made regarding the sufficiennyy «f tHecesideanes
collected to rely on those beliefs. Tihe mextt section of tHecpppeerddeseibiessthiee
use of am“exittanaeased™ camntrol ridk assesament pracsdiure and 5 Hdief-
based” procedure (corresponding to our interpretation of tihe SASHoppooes-
dun;(e ant?l the procedure suggested by the old standards) in an experimental
task setting.

3. The Experiment

This experiment represents afiirst attempt at examining the effects titat
procedural differencess iinssessing aaitiral itk it e on audiitors’ con-
sensus. Due to the exploratory nature of tihiis expariment and te lkedk «f aa
theory which might predict the degree of agrecment iin ffact féareaahhppooee-
dure, we make no predictions with respect to consensus. However, the con-
ceptual differencess Hefwesen ttie tiwo griosaties do suggest diftarent nieaan
responses between the groups following each procediure #t wariows diecision
points. These are discuissed shortly.

The subject group for tihis experiment cansiists of 6a4ppratitinggaadiionss
from “Bi$isBdaesotinpnfifirm STHib isrguapiniet a3 B3 adorey 8328amapagers,
two new partners, and four experienced staff.1*Wieiinéerntitandlyusseblssih-
jects who were in at least their third busy season. It was believed that these
subjects wotild be experienced enough to be comfortabll: with control eval-
uation and its role in the audit process. Siilijjetistaveanaeeagedticbmontliss
of auditiing cxpatiance and lawve woailked onan axatage aff 22 aditidsinwkikibh
they were directly involved in internal control work. The awerage total num-
ber of awdiits wlked aniis41..

Subjects are divided into two main groups and, according to group, are
provided with specific iinsinuctiions fior asseessiggoontind skl Ritklasssssarants
(for bath groups) are hased an & qualitative scille ranging from “lwwest™ to
“highest”.

UTwiosultijectsdiitinot iditaatet Hetirexpeetienceldseloontivtirquessionmaiiess.
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One group, hereafier refertedi to as the “evidence-based” group, are in-
structed to assess control risk at that level that is sufficieitlly supparnted by
the evidence presented in the questionnaire. Consistent with the SAS Fopie-
cedure, they are told that a control risk assessment below the highest level
must be supported by sufficienit eviitiance.

The second group, hereaffter referred to as the “belief-based™ group, are
instructed to assess control risk at that level fivat reflects tHudibadliefsr
the risk that a material error will not be prevented or detected by the client’s
internal control structure elements. They are further told that their camtrol
risk assessment should reflect their beliefs regardless of wmikmr @t matt
they feel that sufficient esiddenesexiiststoossyppotituasehetistss 2

After reading their spegific instructions, stibjects are provided with in-
formatiion regarding anypaihetical clitant'simternal camntrol stfucthure. THiksiin-
cludes a description of tthe aampamy and iits aparations, Aeanumiiing syskam,
personnel, and results of specific tiests «f comnitoddsonnthee ppeeibaisSyyaaiss
audit. They are told that their focus itsanttievalusinn Assartion fior ggoassac-
counts receivable. Half mnmmmmmmmmmwmmw
that the client’s internal control structure with respect to this assertion is rel-
atively strong, while the other half receive adiescription wiiich iindiicsies sig-
nificant westkmnesses iin the client's iiniernal control stiructiree!3’ Inradditivan,
half affttiessibigetiarecttdibttng diieetooosstoonsdidetaians, tésstsoficonniohls
will not be performed anttiiisyeaatsadiit THecotheedifpsadbldiibatlibsaatae
tests of aaititalls parfarmed lkast year willl the parformed @ tiksyyears Audit.

This design resulted in eight differenit camibimetions of coontrd | rishaas-
sessment proceduires, strength of ititannal cantiralks, andl gitanned testks off coan-
trols (as illustrated in Figure 1).

After readiimg tihe diescription affthesctidaitsinéerizd ootiod sttt tiree ssilh-
jects in the “NO TESTS OF CONTROLS” group are asked to assess control
risk (for tihe wdlustion assertion of grossSaacontinisreacdidiily) aacondiiggtto
the instructions provided in their questionnaire. Subjects in the" TESTSOF
CONTROLS” group are asked to make a preliminary assessment of @aimirol
risk according to their instructions. Following this preliminary assessment,
subjects in this group are provided with the results of tiasts «ff comnioddsaaiad
are asked to revise their control risk assessment to reflect this additional in-
formation, if meeessary.

All subjects are then asked to make an assessment of the suffficiency o6f
the evidence provided to support their control risk assessment. Finally, all
subjects are provided with a description of gilanmned suibstantive tiesks amnd are

124 tHeeiimirablictany ssettionodiiibe; qusttinnakise sshisjenstanraskkdd dddblonthin e spadificnin-
structions for assessing anirol risk aartzined iinthdirquesiionnsienegaiditess sifhoowtiihappoo-
cedure may differ ffiam thaatgeerbyytleensetveevotiieti ffirmidrppieciiec Nuviiag leppeadesingg
phase of tthe «xpatimeat, owearar, thate weas conditiarablie causion g the belief-based
subjects as to whether or not their knowledge of SKSHED<thoulld ifluance their Asassmants.
For this reasen, the instructions for tHetli pgtusesta b tHesHHikaaseessieeiishagy
be eontrary to the SAS ShrefuamantticoRsideredderessifffigiancy inaassessip g SORUDIEEK.

13pre-testingosilibsseldestipfitinasvanscormetvialithinitbdC Gonspaerettslyclelamestsviibichverere
intended to reflect significant strengths ar wedkmesses may mot mecessarily be viewed as such
by subjects.
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Figure 1

Experiment Design
PANEL A ; Evidence-Based Procedure (N =35)
INTERNAL CONTROL RE
STRONG WEAK
TESTS OF CONTROLS €)) ()
n=8 n=
NO TESTS OF CONTROLS © @
n=% n=9

PANEL B: Belief-Based Procedure (N =229)

INTERNAL CONTROL STRUCTURE
STRONG WEAK
TESTS OF CONTROLS (e
n=7 =8
NO TESTS OF CONTROLS (8 tlo
n=7 n=7

asked to recommend a samiple size fior pocsiiveccondifimatitoss Inaddiitionthgy
are asked whether or not they would consider sending confirmations prior
to year-end appropriate.

Discussion of Possible Riesultis

Theflirst decision point at which responses can be compared is the pre-
liminary control risk assessment made by those stibjects in cells a, b, e, and
f. SireessibjjetisinthesesvdedenesHassetioaonin(¢etidamanch) sbivalidthasea tiedr
assessment on that level that is sufficieiilly suppaned by e exditiance pre-
sented uip to that point, thelr control risk assessments should be at or near
the highest level. Adlis psiiit, tests of conttolisHmecnant)et Harenainimed
and conseguently, there should be little justification tonatiuse theasnitirell ik
assessment from tihe ikghest kel i eftieertHee STTRINNG oerte WIEARK"
internal eontrol strueture seenarios.

The belief-based group, however, shotild have significantlly diiffierent pyee-
liminary control risk assessments between cells e and f, cotrespomndiing ttottee
“STRONG” and “WEAK” iiniernal control structure scenarios. Sinee their as-
sessments should be based on thelr beliefs, regardiess of theeddggreecobfeeli-
dence to siupport those beliefs, the risk assessments for the “STRONG”
scenario (cell e) should be significanilly lower than the risk assessiments for
the “WEAK” scenatio (cell f). Thhe exgpadiad ieasulkts fiar theeppetiininaagy/com-
trol risk assessments are summarized in Figure 2.

The second point of conyparison iksthe cortiroll rikk assesament fior ssob-
jects in the “NO TESTS OF OONTROLS" group and revised control risk as-
sessment for subjsdisiin e TESTSSOF CONTROLS” grrowp. Totsgin,riitk
assessments for fhe “NO TESTSOFCIDRRGILSS rgoapnisiipglibeeiddaoee-
based procedure should exhibit the same characteristics as described above
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Figure 2
Preliminary Control Risk Assessments: Expected Results

PANEL A ; Evidence-Based Procedure

INTERNAL CONTROL STRUCTURE
STRONG WEAK
TESTS OF CONTROLS High High
NO TESTS OF CONTROLS n/a n/a
PANEL B: Belief-Based Prossdiure
INTERNAL CONTRO[, STRUCTURE
STRONG WEAK
TESTS OF CONTROLS Low High
NO TESTS OF CONTROLS n/a n/a

for tie eviidience-tased preliminary camtrol tisk ssscssments. That iks, since
no tests of anttitells ake Wiy parfarmed, theeeestivatlitbecliitlde jssiffizatian
for areduction it the eantirol risk assessment for editherttie STTRING '«@r
the “WEAK” internal control structure scenarios. Consequently, the con-
tfollﬂskl assessments for hoth cellls € and dl should be 2t @ mear fihe Righ-
est level.

The risk assessments for tine “NO TESISOQFFCONTROLS ' grauypussing
the belief-basedl procedure should similarly correspond to the beliefi-basadi
preliminary risk assessments described above. That is, even though tests of
controls are not to be perforied, the belief-based assessments for the
“STRONG” iiernal control stricture scenario (cell g) should be §?ﬂiﬁcﬁﬁﬂy
lower than the risk assessments for tlhe “WEAK' scenario (celll )

In the cases corresponding to' TESTSOF CONTROLS (@ells 4,1, andl

¥) werep@etioiese s ammehitadifiéierant-c sedtd I RiFisksaesesreins fofahéhaev-
idence-based group should now differ Haetweaai ttie“SITRONG adb“ WK
internal control structure scenaros. Since tests of anitirclls naue heen mer-
formed, tihe sk assessments fior tHiceavddengenasatigmiiniintHee STRONE"
internal control strueture scenario should reflect the fact tihat evitience ex-
ists to justify Areatiusiamiintheceantslriitiarssesimantifamtibhidblossidove!
(eell a} Hoewever, the results of ma@mmww&ﬁlﬂmmwm
naire for file “WEARS iintarnal cantsllstatine sseanatoitiadicatetattveosl
the four eontrels tested are net eperating effeciinally. Conseguently, we
sheuldn't expeect to see a significant reduction in the eentrel Fislk assess:
ment. That is, the evidenee 9fe§@m@d does little to jugt;iy Areguelion it die
assessment from fhe iighest lleval for stibjieessiineedl .

The risk assessments for tiie' TESIS@IFC@NITROLS’ group wsing) the
belief-based procedure (cells e and f) st eadhlhttlitﬂlealmmm thiee
preliminary risk assessments made by these subjects. The reason its that re-
sults of tiestts off comntoddsppessentet inntbieequesttommmadree resead I féw “Sourr-
prises.” Tests of @aitiisiisrasuittsfior thied' STRRDNGS irititenabboontobbtutinee
scenario are relatively strong and results are weak for tie “WIEAK iittiarnal
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control structure scenario. In other words, tests of caorttralls neswilis shouilld!
do little to change these subjects’ preliminary beliieffs.

The expected results for each ol fior ssijetss coorttrdlriidiagseassneertss
are summarized in Figure 3.

Figure 3
Control Risk Assessments: Expected Results

PANEL A: Eviidlence-Based Proocediure
INTERNAL CONTROL STRUCTURE

STRONG WEAK
TESTS OF CONTROLS Low High
NO TESTS OF CONTROLS High High
PANEL B: Belief-Based Procadiure
INTERNAL CONTROL STRUCTURE
STRONG WEAK
TESTS OF CONTROLS Low High
NO TESTS OF CONTROLS Low High

All subjects are asked to make an assessment of ttive sufficiency oftlibeeyv-
idence presented to support their control risk assessments. These BSsesaments
are made on a qualitative scale ranging froma “COMPLETELY INSUFFI-
CIENT"to “COMPLETELY SUFFICIENT". Since stibjects in the evidence-
based group are asked to assess control risk at that level that is sufficlentlly
supported by the evidlence presented, their evidence sufficiency azsassmaitts
should all be at 6r very niear the “COMPLETELY SUFFICIENT” level. The
assessments made by the beliekbasedl grou hewevef, sheuld vary de-

@ﬁd ing Upen whether or net tests of csmirells e haen parierined. Eaartﬂée

OF CONTROLS” gr § wie expect the evidience sufficiency a8
§6§§Pﬁeﬂt te be lew, at or near the COMBLETELY INSUFFICIENT” level;
at least o the “STRONG" iiniernal convel Siruclive SCanavie. IS ot alsay,
Xante, vma@ttﬁbeag%ggﬂi@mtsﬁmadb@eféertﬁae‘w ma%eﬁmlcsaml
StRUetUFe Seenane; 1.6, Naw sufficienit M@M &ﬁr&ra :ﬁ*@
NOT tg be relied QH9F&FM§{8§§QH é?

SEERANS. §ufﬁel%%9 SRR Eﬂ
8§6@NTR@L§’ e St .m? fﬁm& 12@91‘@5’%‘53
AGain, 18 BF@&@H@B ish 6 b e “WEAKS Case

Thefiinal point of canypatison Hetwassan g;rmmxsnsﬂhe samypike sivze recom-
mendation for positive canfimmations. (oonpazissonoiesppanesasithis ppiint
should provide insight into whether using differentt cantiroll ik Assesamanitt
procedures results in differenit disdismans witth respact to sulistantive tiesting.
Sinice the scenarios in cells a and e, b and f, cardlg amidandihaatepairwise
identical, we should not see any significant differencass in recommended
sample sizes between these pairs of @alis WéeepettHeasannpidastizeinvetds

122



a and e to be the lowest. Furthermore, iff atidiioossctivosedigdieer

in cases where an evaluation of a dliaittsiittanngl @nitirell siiuctiue nexedts
significant wesdknesses, wie migiht expect the sample sizes i cellls € and g to
be somewhat lower than those recommended for celiks b andl f aarddchavddh)).
In the next section, subjects’ responses are evaluated and the results are pre-
sented. In additien, some implications of tihese resullis ate dlisaussed.

4. Results

In this section, we present results of an expafiinant diesafilbed iin the
previous section of thiks pregear wiitdh itsintandled asafirststapiinthe iiieadt-
gation of tie efffects ofipryesddrubbididieracessonraadiddierscoatisblisiskss-
sessments. While this first step is an admittedly crude one, the results
presented here may nevertheless provide seme insight into the eontrol risk
assessrment process and suggest possible avenues for fiuiure, movteristined
experiments in this area of autltarjjuiemant Ads) Haa- sl ppsesenterhbese
are based on a limited Aumber of Wmﬂ&m@mﬁ e uahar
of responses fioF cerehoPihibecRYSROMMIFigrHEa isishal b hraiRisceRrsON,
the usefulness efassiaisticahan)yRHOTHR o slal sk ARstecANVE thesier 8oRon-
fine oHARRBNEIHAHBAIIYIQ ARGV B SRIPRALISAB Tl tpiRRRsaaAthah AN
B@Fﬁ@ﬂﬁiﬁ?& extensive §¥§H§H@ﬁl tests:

In the analysis that follows, wiewse tline flslllowiing aditraxiatoansttoddeinnte
the risk assessment procedure, strength of itrttatindl eartirells, andipiiannedttatts
of eaitirells:

Evidence-Based Procedure -
Belief-Based Proceduire - BB
Strong Internal Controls - STR
Weak Internal Controls - WK
Tests of Cinrthislts--TT

No Tests of Canttislts--NIT

The responses for jparticiypants wiino wsed, fior exanyite, tte hdlieftased
risk assessment procedure and whose questionnaires contalned the strong
internal control scenario with no tests of @aitifslls willl e diansted BBSTR-
NT. This corresponds to cell g iin Figiire 1.

Subjects’ control risk assessments are based on a qualitative scale rang-
ing from “Loowesst™ tio “Hijglhest™. lin aidier to fadilitate carparison of ristkaas-
sessments across groups, we convert these responses to a numerical value
by letting an assessment of “Ilooveast” egual “ 1" andl “Hijdhes” agual 5.
(Thus a control risk assessment of “Ntatiiumir waulldithe gitan axaluesif<33]))
Similarly, subjects’ assessments of exittanae suffiiciency asecbassetonmargiiall-
itative seale ranging from “Completely Insufmmtt” to “Completely Sfifi-
cient”, These are converted to a numerical value with “1” corresponding to

an assessment of ¢ Thisuificient” aadd‘5S copreapoNMIp0EQANES-
sessment of “ mg‘%{ﬁeﬂt”

Preliminary Control Risk Assessments

Subjects wiho complicted questionnaires corresponding to cells @, ), & aaret
f iin Figire 1l weeecaskieedit tonmaklecasppedimimazyyassesssneai todfc @aotrisbhisisk
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prior to reviewing the results of tiests aff comnitdds Thbbdd prerasersia susumanary
of tte negpamses fior thessepgoaipss.

Table 1
Preliminary Control Risk Assessments
Number of
Group Cell Responses High Low Mean St. Dev
EB-STR-T a 8 5.00 2.00 3.07 1371
EB-WK-T b 9 5.00 3.00 422 0.813
BB-STRT e 7 4.00 100 242 0.975
BB-WK-T f 8 4.00 2.00 3.03 0.750

As predicted (see Figure 2), the mean response of 33077 dorcelils isihigheer
than the mean response of 242 ffar cedl lec(fiibonigdhanonressildetititéastodftlibe
differencse weasmntsiggmifiicant; povahlee-=135 T HiBimalabesaestssinkwehii ece-
sponses for tile exiitlance-hased growp should reflect tteltaxdlaffconntod kidkk
that is supported by evidence and at this point in the questionnaire, there is
little evidential support for a ik assessment Ibelow tie Hiigiest kewel. How-
ever, the mean risk assessment for tive eviitiance-thased group ISsiggmifiicantly
lower than the maximum level of “SE0 (fpvadlue = OOQZY)TBﬁsmmsegggest
that stibjects viewed some of tifie iifinrmation gian iintie diesaription of
client’s operations as providing evidence to support a lower risk assessment
Alternatively, it may indicate that subjects liet their beliefs iitffliance the¢itisisk
assessments. Since internal controls are relatively strong, we expected the
belief-based! group’s responses to reflect atidiisfthas contitod riéklddbeddovtiiee
highest level. Aanesidied tttest aff tHeadiféerance bbetwenittberrega ragspasise
of 242 andi the rnaxdianum lewedl weas significant ((pvwadlue=00002).

A comparison of the negpanses Hhetwean cdlisth and fiid Seameetiasnmose
disturbing. We expected the mean responses for each tio he Hiigh giuen tine
weaknesses described in the questionnaire, however the mean response of
3.03 for odl fridsstpgtifficartily 1doveenthaantoohht Heenmaxiinuumldsed| ((prahloe==
.00) and the mean response of 422f6or cedll bb(iiprahlae-~002 )00 ppastilele
explanation for this result is that our description of wadiaesses weas mstt
salient enough to generate an overall impression of & wedk itittannal caitirol
structure. In addition, the mean response of 4122ftar cetll blid skigifitantiiyleess
than the maximum level (p-value =.(1)), contrary to @ur expactation. Tie dif-

cans for mlmwfﬁsmaeggmﬂmsggnﬁﬂaamt(dmjme
= .10). Also, the differmnse between mean responses for cells a and b is
margimlly slgniﬂcam (pvalue = .(059).

We use the standard deviation of negporsssttomesasurscoomiseensisséoreaabh
group. For the strong internal control scenario, the belief-basedi group’s re-
sponses exhibit a higher degree of worsgras ((Esexittanosd lyy 2l oveersstan-
dard deviation) than the responses for tie exittiemce xzsed group. Lilkewiise,
for tihe wedk soenario, tihe heliefhased group's respomses exhibit  hijgjinar
degree of aonsanaus. Fttatts off thieediifferance bebrees tithetstadaeddl deida-

tions were not significanit.
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Control Risk Assessments

Table 2 proviidies 2 sumimary of earthgroaijsscoaniil rsdkaasesssmantts Foor
the groups represented by cells a, b, e and f, these assasamarts rapresant 2
revision of teiir prelimiinary esitirol risk ASsesSments (Qiesatibed sbowue)
after reviewding resulis for tiastsdfcontistiSFo tﬁb&éﬂﬁﬁﬂg@gmpps(c(enus
¢, d, g, and h), the control risk assessments are made after subjects are in-
formmed that tests of asitiiells Ae e @sig to he performed.

Table 2
Control Risk Assessments
Number of

Group Cell Responses High Low Mean St. Dev
EB-STRT a 8 4.00 190 281 0.848
EB-WK-T b 9 5.00 2.00 394 1189
EB-STR-NT c 9 5.00 2.00 347 1030
EB-WK-NT d 9 5.00 2.00 3.95 0.947
BB-STR-T e 7 345 125 243 0.885
BB-WK-T f 8 5.00 2.00 3.68 0.946
BB-STRNT g 7 4.00 175 2.69 0.982

BB-WK-NT h 7 5.00 3.00 4.06 0.597
Testts of Conitobsls GBoayps

For the groups receiving tests of cantirolls resulkis ((edlis#, h, €, and ff) wee
expected the responses for €ach scenario (Shrong ws. weedkiirttatndl eaitiiak)
to be the same across risk assessment procedures (see Figure 3). The iiean
response of 281féercelllharin bl sibhwacthantib envearasspassos.607
for the saie @rouy's preliminary isk assessments (celll 2 it Tablle 10). This
is expected sifice after receiving five resulis dt&iﬁﬁc@ﬁﬂﬂi(ﬂﬁsﬁbj&@@iﬂn
this group had a basis for 2 reduction it their control risk assessment. Tie
fhean respense of 28 lidswanfiicantiyideaetihanibermngRaake 10)0).
The mean respense for tihe belief-based growp iy tHiestitangintéera oanc|
seenario remained abeut the same. The mean prelimin aégeggmeﬂt Wwas
2. 42 &6l & in Table 1) and the mean revised control sk is 248 all eitn Tatlle

is makes sense sinee the evidenee presented for dests of cenitbliswias
L e
fnean respense of 245, dhis dlidtarenee idsiophianmieat (fvyrlde—~4HL)

The mean risk assessment for tie eviitience fhesed group im tie weak sce-
nario (cell b) decreased after subjects reviewed tests of amtireils exiitianae,
from 422 (Tattlle 10) tio 394 (Thlle 2). Far tiiks grroup, we expacted the jpre-
liminary assessment to be high and remain high after tiests aff conmtitdésesi-
dence was presented, since the evidence presented indicated that some
controls were not operating effectivelly. Hitovesear, siineeatlienstane antisl
was operating effectivally, thiisst gtttreadinetiom iinanrtivsll ridkitsmut suptis-
ing. For the belief-basedl group, the mean control risk assessment increased
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3.03 (cell f iinTrddibe1))tto33688((edlIffiriThbHEP) This s ppraatdereigisioinimisisk
assessments may provide an indication that if ifittanmall cortiradks weeddttesses
were not made salient enough in our description of the diiartt's qperions,
subjects would recognize that internal controls were somewhat weak after
reviewing tests of annttralls eviittanoe. Fiowewar, tiive nrean response of 33588ss
still significanifly lower than the maximum (pwalue =.0027). The mean re-
sponse of 3B fforthlecceiddanesbhasetiogonyidnosiigififiaatlyyd iféierenttfrérom
the mean response of BB ffar tHeehedleffrassd gyraup (Gorabliee—68)) agsex-
pected.

In addition, the mean response of 2&féorcellh dsisigpififieatiyoloeretiian
the mean response of 3B ffor cedl Ith(fpvahbee—0090)Likikeisisetliharmannee-
sponse of 24Bféarcetlibddsigifitaatiyldewctithaniihenasarespposse8.658
for gl ff (fprahlee=—=001)) Iinggerestd) thecreasiiéstdorttine TEstst o HC GandieTs"”
groups are consistent with our predictions. The mean responses for calisa
and e are about the same and are lower than the mean responses for cglisly
and f, wiiirth zaxe adiso gproxdneetielly exgual.

Finally, a comparison of tife sttamdtard dteviketitons ffor cedldsaaveessissecaant]
b versus f iintlicates it corsanaus isshigar fior thecegiddecedbhbssetiggoopp
in the strong internal control scenario and higher for titve elief-hased gyroup
in the weak internal control scenario, although F-tiests indicate that none of
these differencess ke significant.

Nw Testés of Conttobsls GBoayps

For the strong scenario case, we expected the mean responses to differ
between the evidence-based and belieff- hased grouyss (se Figure 3). Asex-
pected, the mean response of 347 far thecesideerechasset gyoayp (¢edlicd)iss
higher than the mean response of 2 ftor thiechletieffbiaaset] gyonpp(¢et k) all-
though this differemcs: issally moangjimallly <gmificant ((pvadie=.0033) Weeeax-
pected the mean response for tilie helief-hased group to e fairly low gjiven
the description of arrdlatiinedystrongiintardiccontrdlstanttureant) asesppetted,
the mean response of 26Disss$ignifficantly ldoveerttzanttiemestimum (fpvabiee
=.0004). However, the mean response of 347 ffor tHecesuddanechbasetigyooyp
is somewhat surprising (it is significanifly lower than the maximum; p-value
= .001). This may suggest that either: 1) subjects viewed some of tteiinfor-
matlion given in the description of ttie clléantt's qpparations s tiests aff conttodds
evidence, 2) subjects were not able to assess control risk based solely on ev-
idence sufficienayy wiitimut teing indflusanced Hyy thsitr isliefs, ar ) suljjsdts
did not understand the instructions provided for mmlkiing) tineir comtrol riksk
assessments.

We expected the mean responses for tie wieik scenario fior Hosthtteceow-
idence-based and belief-based] groups to be high. The mean response flor the
evidence-based group is 3.95 (cell d) and the mean response for tine belief
based group is 4.06 (cell h). The differemee: Hetwesem thivese rearsis ot sijg-
nificant @dlue= ZQQ)AggmrthbmemmeaspnssMnﬂlﬁmdmmg@mp
is lower than expected. Since both groups’ mean responses were lower than
the highest level, this may again suggest finait we diid metategueately anqpivesize
weaknesses in our description of ttredientisaypareitons. NMatvwithstanting ttiiis,
the mean response for tie exiitiance-esed group iis surprisingly low consid-

126



ering the lack of exiittanae mioxitiied], and iissignificantly 1bwesrtitantthermex-
imum (palue =.0052). The mean responise of R4 fer cedlcCidsnantsiignifi-
cantly differenit from die iean respainse off 3385 derce I difraladeie- =330))ags
expected (although both are significantily less than the maximurm, contrary
to our expectations). The mean response of Zsibidorcelllggaisigigmibeatiiolovrer
than the mean response of A6¥fhir cetl hh(R-¥Rlee-=00E®G aseLxpaciad.
The standard deviations presented in Table 2 fior cedlésc;,df o aardithiindli-
cate that consensus is higher for tie helief-based group fior banthtirestioang
and weak internal control scenarios, although F-tests of tthe diiftarences aaee

not signifficamit.

Evidence-Suffficinny Assessments
Table 3 provides a summary of negpenses fiar eaathggtaipssesvitiance-suf-
ficiency asssesaOANS.

TABLE 3
Evidence-Sufificiknmyy Assessments
Number of
Group Cell Responses High Low Mean St. Dev
EBSTRT a 8 5.00 290 399 0.776
EB-WK-T b 9 5.00 L00 329 1510
EB-STRNT c 9 5.00 100 339 1318
EB-WK-NT d 9 485 190 340 0.881
BB-STRT e 7 5.00 295 4.04 0.835
BB-WK-T f 8 4.00 215 330 0.792
BB-STRNT g 7 450 240 327 0.718
BB-STRNT h 7 400 2.00 343 0.787

In the instructions for e evdttiancetased itk assessiment fracsadiure, sulb-
jects were told that thelr risk assessments should correspond to that level
that is completely supported by evidience. Consequently, we expected exannse
that all of the sufficiency asseessieenésidorttibeeidersebhvsddzgsappswoaldd
be at or near the highest level. However, as Table 3 indicates, the mean evi-
d Ry AsSessments fior (Cetidsad b cCand ) )apeoritl|
belew the maximum level. One may argue, however, that when eontrol risk
is assessed at the hlghe_st level, implying that eonirels are net to be relied
upen, an evidence-s Yy assessment its ReL hecessary. I SIher wiyds,
frust we have sufficientt @xtttanial matar fos bgiﬂﬁﬁa’id&ﬁﬁm sttty o
eontrols? For the evidence-based groups whieh were net given tests of con-
trols results §611§ 6 and ), we expeeted eontrol risk assessments to be at or
near the hignest level. T8 the exient, Rowever, that the fmean responses
were lower than the highest level (mean respanses were 8.47 for celll € and

3.95 foF eal\)) W R peEtdacethiptieiddeieesnuith ASEESHBRRYS
sinee a F@dukgéaﬁ i eontrel %%%sfﬁam Haggighe@t level sheuld gea sufficienlly
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supported by evidence. Howewer, tiie mean evidience-sufficiency assesssneenis
corresponding to cells ¢ and d are 3.39 and 3.40, respectively. Both are sig-
nificantlly Jower than the maxiimuim @@vallues = (03Pantl.W0f6ar cetilcandd
d, respectively).

For the evidence-based groups who received tests of antirslls evxittanae
such that we might expect a lower-than- maximum control risk assessment
(cells a and b) based on this evidence, the mean evidencesufficitnoyy as-
sessments were also lower than the maximum (3.99 for cell 2 and R29 ffar
cell b). T-tests of tthediiféavances beehwearttiessaeti anddhieamagidmunldevt|
resulted in p-wallies of .(BaanD (VBT dorcenta aﬁﬂd)brdf?peﬁw!ﬁ}yﬂibﬁéeé&
sults suggest that the risk assessments made by the evidence-based groups
do net reflect the level that is aiﬁieien%z stifpiRttliByeRvddentialmanttar AN-
ternalively, it is possible that subjesis diflnatuniisrstang dieitatuiinnsgiean
for assessing eonitrel risk or that the procedure itself, i6 matter how ther
eughly explained, is eenfusing.

We conducted t-tests of ttire diiffarence innmmeeanresponsssshettveesncetils
aand e, cells b and f, cedlisccantlgy, aantlcedlésdlantit), 2l laffwhiibhyidkldedinin-
significant results (e pwedlues ware 92, 99, 41l aaret. 533 resgpetivedyy) lradd-
dition, a comparison of sttandtard dievkaitans netween tie sane sats off cetllls
indicate that in allhuterecase consetississiidivdiee fdorntibdbhlie bhesadaaps.
F-iests of tthe difftriences innssiaddadiddeidtibasssypeenmanpgiadlyyssgriffecant
(at level .10) for cellls 1 s ff avabcetiscods.

Sample Size Recommendations

After muakiing) tinesir contiroll risk sssessmentts and evidence-sufficiency as-
sessments, subjects in all groups were asked to recommend a sample size
for positive confirmations. A summary of these negponses iis roviitisd im
Table 4 below.

Table 4
Sample Size Recommendations
Number of
Group Cell Responses High Low Mean St. Dev
EB-STRT a 8 70 20 35 17.32
EB-WK-T b 8 125 25 63 35.70
EB-STRNT c 9 70 15 38 1747
EB-WK-NT d 9 75 30 51 15.70
BB-STRT e 7 100 20 57 27.70
BB-WK-T f 8 120 25 48 30.90
BB-STR-NT g 7 100 20 56 28.60
BB-WK-NT h 7 60 16 40 15.28

We included the sample size recommendation task in the experiment in
an attempt to gain some insight into wihether or not the use of Ateamtiieecon-
trol risk assessment procedures has an effectt amawdittors' sulizsaguent disci-
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sions. The results in Tabile #liintlieatettatmsniailyAtethatenpokearsyysiematic
differencess hastweas thie exitiancehased audl sliefhosed groups, Rut thwake
also appears to be o clear differences hawaranstugantivekintemdlean-
trol cases and tests of eaitiolls waksus 19 tasts of contttddscasses RBEpPALEES
feefr m;mmkwe Thighly wariablle and, a5 aresult, dio et providie agreat dledl
g

These results are consistent with prior studies which found stibjects’
planning decisions subseqtent to ifiternal control judgments highly variable
[see, for examplle, Gammnitz, Nuramadker, Swidick, and Thomas, 1982, and
Tabor, 1983]. This variability may be due to different pHillesgiissteivean
auditfirms with respect to substantive test planning. Conseguently, these re-
suilts are not surprising. However, sifice one might argue that differenesss ith
control risk assessment procedures would have the gfiatest impaet en the
audit process if tthey aftected aadetiéesssabaseien ideemiARS tHMSdaa aEaa
that warrants further 1ﬁve§ﬁgaﬁaﬁ A more refined research approach may
provide the insight that euf eaigﬂ failed te provide with respect te sample
size decisions for substantive tesis

Timing of Tests
In addition to providing a sample size recommendation for pesitive con-

firmations, sabjjetiswypsealloaskkddwmiibiibe tibgywoaldd-onskideseaditigy
confirmations i toyearand Aapapitae. T hatwautisateqmsattatiimhaiie

5 below.
Table 5
Timing of Tests
Number of Prior -End Appropriate?
Group Cell Responses Yes No
EB-STR-T a 8 5 3
EB-WK-T b 9 3 6
EB-STR-NT c 9 3 6
EB-WK-NT d 9 0 9
BB-STRT e 7 6 1
BB-WK-T f 8 1 7
BB-STRNT g 7 2 5
BB-WK-NT h 7 3 4

These results do not indicate any systematic differencess Hstwisemn thee ev-
idence-based and belief-based groups wiiih respect to tiie timding discision. Feor
the most patt, subjects’ responses indicated that sending confiirmations pitor
to year-end is appropriate when internal controls are strong and tests of con-
trols have been performed. Thus, the control risk assessment procedure
does not appear to affecit Avdittars' titviing disdidions.
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5. Comclusion

In 1988, Statement on Auditing Standards Number 55 s iissued by tite
AICPA as areplacement standard fior AUSsetiior322Giraaratitenpptddimppovee
auditors’ internal control evaluations and sharpen auditors’ control risk as-
sessments. In this paper, we diesoribed wiiat wewiowaasstigriificart difffecsress
in the basic concepts underying the old and new standards.

In particular, the old standards suggested a separation of 1))zaceontxdirisdk
assessment based on the auditor’s beliefs and 2) am assessment of thesaffi-
ciency of exiitianae tio syt thiese hcliefs. SAES55 pontbiecothieerhiasmd) ssigg-
gests combining these two assessments into eune cottirol riisk assessment sucdh
that the assessed level of cunrtirallritdkissttttéswd kHad i sssafficdéartly sppprirdd
by evidential matter.

We presented results for am exqperinment iin wiiiidh saljsdts were adked tio
assess control risk following one of tww itk ssesament pracstiures Hessd
on the two approaches described above. Wikilke tiine munier effrespomnssessad]-
uated is relatively small, the results provide some interesting insights into
the control risk assessment process. While there was no clear “winer” in
terms of aarsaraus flor theevaaionss juiggnesnssmaakdehlyyssiijgetss respomssss
nevertheless seem to indicate a “procedural” effect.

In particular, assessments made with respect to evidence sufficiemayy ffor
subjects following the “evidence-based” control risk procedure were much
lower than expected. Since this group’s risk assessments should have cor-
responded to that level that subjects felt was sufficientlly supported ty evi-
dence, we expactied evidience-sufficiency asssessnesnédéorthin ggroppdbobigigh.
These results may have been due to weaknesses in the questionnaire or, al-
termatiively, may suggest that the approach of candiirinng) riisk mdi esvittamnoe-
sufficiengyy SsEoNEIS its
Thls paper was intended as a roughfiirst step in the investigation of ttireef-
ects sngopdtéerraiiveppooechinratimasesscoantod Hikk FRuttr expedrirentys
would likely add \ralunblemsngltmtoﬂmemts thromgihredfeenesritsinissbb-
ject training, case descriptions, and experimental design with respect to sub-
stantive testing decisions. Other factors which may have significantt impact
on the control risk assessment process and subsequent audit decisions which
were not addressed in this paper include making separate versus combined
assessments of iitHeeant itk 2zl Gornttroll rikdk [Wédléer, 10881]] and!
ing control risk assessments into separate evaluations of iirttammall carttroll die-
sign effectiveness st apeoratiing efffartiivaness [dotdamnaddietib 13900

Results presented in this paper are admittedly preliminary in nature and
consequently, no general conclusions can be drawn. Hiowever, it is dlear it
there is no dearth of ampathumitiies fior exppantigposurkauovideligeaantinsiditt
into this most intriguing area of awdittar jjutigponamit.
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