Metadata, citation and similar papers at core.ac.uk

Provided by eGrove (Univ. of Mississippi)

University of Mississippi

eGrove

Proceedings of the University of Kansas

Symposium on Auditing Problems Deloitte Collection

1-1-1992

Discussant's response to "Auditors' judgments and decisions
under time pressure: an illustration and agenda for research”

Richard Kreutzfeldt

Follow this and additional works at: https://egrove.olemiss.edu/dl_proceedings

b Part of the Accounting Commons, and the Taxation Commons

Recommended Citation
Auditing Symposium XI: Proceedings of the 1992 Deloitte & Touche/University of Kansas Symposium on
Auditing Problems, pp. 092-098;

This Article is brought to you for free and open access by the Deloitte Collection at eGrove. It has been accepted for
inclusion in Proceedings of the University of Kansas Symposium on Auditing Problems by an authorized
administrator of eGrove. For more information, please contact egrove@olemiss.edu.


https://core.ac.uk/display/288070767?utm_source=pdf&utm_medium=banner&utm_campaign=pdf-decoration-v1
https://egrove.olemiss.edu/
https://egrove.olemiss.edu/dl_proceedings
https://egrove.olemiss.edu/dl_proceedings
https://egrove.olemiss.edu/deloitte
https://egrove.olemiss.edu/dl_proceedings?utm_source=egrove.olemiss.edu%2Fdl_proceedings%2F101&utm_medium=PDF&utm_campaign=PDFCoverPages
http://network.bepress.com/hgg/discipline/625?utm_source=egrove.olemiss.edu%2Fdl_proceedings%2F101&utm_medium=PDF&utm_campaign=PDFCoverPages
http://network.bepress.com/hgg/discipline/643?utm_source=egrove.olemiss.edu%2Fdl_proceedings%2F101&utm_medium=PDF&utm_campaign=PDFCoverPages
mailto:egrove@olemiss.edu

Discussant’s Response to ““Auditors’ Judgments/
Decisions Under Time Pressure: An Illustration and
Agenda for Research”

Richard Kreutzfelldit
Arthur Andersen & Co.

This is an excellent paper, and 1 completely support the efforiss by these
authors to expand the research agenda regarding time pressure in auditing. My
comments will offr insights fromm auditing practice on the nature of time pres-
sures and auditors’ responses to these pressures as well as how these matters
might be addressed in a broader research agenda.

Time Constraints in Auditing

One of tite ariical iissues diat should the covered by @ troader research agen-
da is the nature of time pressure in auditing. Much of the prior research and
many comments in this paper treat time pressure in auditing as an “om-afff
switch.” Time pressure is present in some situations and not present in others.
This premise is not consistent with actual practice. In my experience, time pres-
sure is present in virtually all audits. The real issue is the intensity of the pres-
sure, and particulady changes in the intensity. In practice, the degree of time
pressure that is present in a particular audit diffisss according to factois such as
client size, industry, and other client-spegifiic factois. Some of dhis pressure iy
be self-imposedi by the audit team itself and some is imposed by the client. In
any event, some degree of diime mressure iis an ever-present factor i Mﬂimg

The prior research on time pressure dealt with the diffeiencess in auditor
responses when time pressure was present versus not present. A more realistic
approach would be to analyze auditor responses when the degree of time pres-
sure changes. Over time, auditors adapt to a certain amount of dime pressure. A
critical question is how they revise their approach when the degree of dhiis pres-
sure changes. With a more “fielldl based” approach, researchets should be able to
study the degree of pressure that is present in various situations, factois which
change the degree of tiie pressure, and how audidors respond to diese changes.

Time Pressures Are Increasing

The authors indicate that time pressures are increasing due to competition
within the professiom. 1 agree with this comment. However, there are other
forces at work that are also serving to increase time pressure. For instance, vir-
tually all companies today are under increasing pressure to reduce costs in all
parts of ttiheir epearation. ln dunn, dthey are placing mressures on watiows weandors to
reduce their costs through efficiencieéss or other measures. Auditors are being
asked to do their part in helping reduce costs.
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The authors discuss two types of time pressure in the article. The first is
pressure to reduce the absolute amount of time imourred ((hudiget pressure). Tie
second is to complete the work at an earlier time (deadline pressure). The
above-noted examples are of the first type. No examples are provided of the
second type, although this type of pressure is probably also increasing. A con-
tributing factor is that improvements in informatiom systems are enabling com-
panies to close their books faster. In turn, they are looking for quicker sigm-affss
by their auditors.

Time Pressure May Reduce Audit Quality

In various parts of this paper, the authors comment (and refer to prior
research) that a major concern with time pressure in auditing is that it may lead
to reductions in audit quality. This is a valid issue and an appropriate topic for
furthetr audit research. The question is whether time pressures on auditors cause
non-compliance with auditing standards, either intentionally or wnintentionally.
Research that would shed some light on these issues would be welcome.

Prior Research

A basic premise of this paper is that prior research has not been a good
reflectiem of the meal warld. 1| completely agree wiith dhis premise. Prior research
essentially used a laboratory approach where auditors were required to simply
work faster. In most instances, there was no change in the basic nature of the
work. The authors indicate that oftem auditors have “strategic choices” that are
available to them. 1 agree with this. Choices such as arbitrarily reducing the
amount of diime hy emne-half, @s iin one of thieresseatth exgretimants, welltl aimsst
never be suggested as a realistic alternative in a real situation. On the contrary,
when auditors are faced with significamit increases in the degree of time pres-
sure, they would consider revisions in the nature, extent, or timing of e wuark.
Essentially, these are "strategic choices.”

Another Option: Not Adhering to the Pressures

In much of the laboratory-style research conducted to date, the auditors did
not have a choice in adhering to the time pressures. They were required to com-
plete their tasks within a constrained amount of time. However, in real situa-
tions, auditors have choices about whether they will adhere to the limits
imposed by the situation. In many situations, it is simply not possible to adhere
to the time constraints or deadline constraints. In these situations, the auditor
needs a certain amount of time to complete the audit work that is necessary
under the auditing standards. It is simply not possible to adhere to the limits
imposed by the client, and additional time must be incurred.

In these instances, the key question becomes: Who pays for this additional
time? In my experience, there are three possible answers. The first is where the
client pays for the additional time. If e adidiitional wwark iis lkegyifimately raquired
by the circumstances, this is a logical result. Another possibility is where the
audit fiem pays for the additional time. This may be the case where the audit
fimm has a fixed fee arrangement for the audit, or where the fimm chooses to
make an investment in the client relationship. A third and more subtle alterna-
tive is where the individual auditor, or staff member, pays for the additional
time. Stafff rmanitisars ake windlar i mareadimgly i vanse tivee presaure, affien wiitiaut
significamit opportunities to modifyy the scope of work to be perfoemed. These
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pressures are generated by the client, other members of tine @wdiit team, ar ty tite
staffif member’s own high standards. A phenomenon that seems to have
increased in recent years is where the stafif rmanfysr iivouws tthe atititional time to
do the work, oftem on an overtime basis, but does not report the additional time
incurred. In these instances, the stafff mrantiiar proys iin thee fiorm @ff Hest conppan-
sation, although the audit finmn also pays through lost opportunity for billings.

The expanded research agenda should deal with issues where the auditor
does not adhere to the limits.

Strategic Chaices

The authors make the comment that little is known about the strategic choic-
es available to auditors, such as staffingg decisions. This seems like a strange
comment in that the audit firms themselves know a tremendous amount about
the strategic choices. Perhaps the comment is intended to mean that little has
been provided in the auditing research on strategic choices. This is probably the
case. It also indicates the appropriateness of expanding the research agenda to
deal with strategic choices. It would seem appropriate to begin with descriptive
studies ofﬂmﬂr&gcdmmlmrmmle tihere are mamy rich wanizbles com-
sidered in staffiiigz decisions. An interesting research project would be to inter-
view staffitigy directors at various firms to learn about the considerations that go
into staffiigy dietisions—considerations studh s ttie nitdk 1kevel aff thieceaiggageneant,
industry experience of the individuals, auditing experience, continuity on the
engagerment, availability of personnel, leveling of schedules between individu-
als and over the year, etc. Once this descriptive informatiem is obtained, it could
be used in further studies of diime pressure.

An Alternative Agenda

Figure 1 outlines the nature of iissues it Ihave heen considered iim tie previ-
ous research on time pressures in auditing.

Figure 1

This research imposes time pressures of various types and studies auditor
responses to these pressures. Figure 2 is a wider agenda for research on time
pressure. This research would also begin with time pressure, but deal in particu-
lar with changes in this pressure. It would also be important to study the causes
of these increases. In turn, the broader research would deal with auditor
responses, but would expand beyond the existing research to deal with strategic
responses. An important aspect here is to consider the conditions that exist in
the differenit areas being audited to determine how these conditions will infllx-
ence the responses that auditors have available to them and in fact exercise. An
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important added dimension of the research is to deal with the audit quality
implications of warious types of audiitorreagponsasttotheasepreassireas. THeeusatder-
lying implication of much off theereaseardhisstthataautiitquuality isstesingiingpactel].
An expanded research agenda should study actual impacts on audit quality.
Further, this research should deal with impacts on the various stakeholdets to
the audit, such as management, stockholders, regulators, eic.

Audiit Qutiity
Increasing Time Pressure Audiitor Responses Implications
Causes? Condiitions? Stakeholder impacts?

Figure 2

Proposed Taxonomy

The authors propose a taxonomy of time pressure issues including several
key variables. I believe this is an excellent means to frame the issues for future
research. However, the comments above indicate these issues should be fianmesi
in the context of diamges iin dhe iimtensity of tiineepreassine, reatieertiaantiinepyess-
sure as an “on-offt sswiitdh’”

Whether Time Pressure Was Anticipated

One of e ey warttbles i die taxonomy iis witether dime pressure wes aintic-
ipated. I believe the real issue is whether the change in pressure is known at the
beginning of tie angagement ar atises during the engagement. Tie authors aoi-
ally cover this in the paper. They comment that the inability to anticipate pres-
sure at the beginning of the engagement may preclude certain actions by the
auditor. In other words, certain audit procedures may have already been com-
pleted, and thus the auditor simply may have fewet options and less reaction
time when the change in pressure occurs during the course of e @udii.

Extent of Knowledge

One of the variables included in the taxonomy is whether the auditor has
knowledge for establishing strategic responses to the time pressure situation. In
my experience, there is always some knowledge present on the audit team on
how to react to changes in circumstances. Thus, 1 do not believe including this
item in the taxonomy will produce much insight about auditor decision-making,



as all the instances will likely be in one category. While 1 would suggest delet-
ing it fromn the taxonomy, this is really a matter of preference.

Deadline or Budget

A key item in the taxonomy is whether the time pressure is due to a change
in the deadline or an increase in budgetary pressure. I agree that these are two
key elements, but another variable should be added consisting of @ canthinadion
of thoth dieadliine and thudiget pxessmre.

Proposed Research Agenda

The authors propose a research agenda that focuses on understanding strate-
gies adopted by knowledgeable auditors to deal with anticipated budget pres-
sure. 1 was surprised to see this rather narrow research agenda. It covers only
one branch of the authors’ proposed taxonomy. It appears that the authors are
only choosing this as an example. However, there are rich issues to be covered
in other parts of tthe taxonomy @s wulll, amnd dhis research sthoulld e ancauragsd.
Issues about unanticipated pressures (i.e., not known at the beginning of the
engagement) will be equally as interesting as anticipated pressures (i.e., known
at the beginning of dhe engagement). lsaues imvollving deadline pressure willl e
equally as interesting as issues involving budget pressures. Research should be
sirongly encouraged on all of these fiaciors. Ikt iis ivportaint do studly dhe causes of
these pressures, the other conditions that exist in these situations, the types of
responses that auditors make to these pressures, eic. In each of diese mars of tie
taxonomy, these issues will be considerably diiffaspair.

Possible Response to Time Pressure

The authors outline several possible responses that auditors can make to time
pressure. These items represent a good discussion of possible responses.
However, as a guide to futute research, what will be needed is a structure farr
thinking about these possible responses. The following are some questions that
could be used to guide some thinking about possible responses:

» What is done? (i.e., alternative audit procedures)

» How is it done? (e.g., use of ttedimallogy @r atiar ttadks)

« How much is done? (i.e., variations in extent)

* Who does it? (i.e., degree of exqpariiance andl efpatiises)

» When is it done? (i.e., preliminary or final})

» Where is it done? (e.g., client office, reamnte]boeations,estc))

Each of these questions would yield multiple options to be considered by
auditors. The examples provided by the authors would fit within these ques-
tions.

Assigning More Experienced Personnel

One of e possible regpomses to time pressure diat iis lkbid cut by the authors
is to assign more experienced personnel to the engagement. This suggestion
ignores certain realities of audit engagements. It seems to assume that time is
the most important issue. In reality, the important issue is cost. It has both a
short-term aspect (i.e., cost on the engagement) and a long- term (i.e., failute to
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develop people is a cost). There is a long running debate about whether partners
could do the job fastetr and cheaper than less experienced people. Regardless of
the outcome of dhis diethatie, tiiis i mot the weay to nun a professional practice. It
is essential that investments be made to develop people, both through foirmall
training as well as on-the-job experience. Thus, a suggestion of assigming expe-
rienced personnel to an engagement in order to meet time pressures is not a
realistic solution.

The other issue not considered by this suggestion is the diffeiencee in rates
between experienced and inexperienced personnel. In fact, it would oftem be
more expensive to have experienced personnel perfaim certain tasks. The key
on any engagement is to assign the right level of person to each task. Tin audiiding
fiemns today, there is increasing sophistication of parsomnel siiuciures, with sev-
eral levels of personnel as well as specialists of various types. All of this is
intended to get the right level of experience and skill assigned to each task.
Thus, as a near-tetm solution, simply assigning more experienced personnel
may not in fact reduce costs.

Use of Adivanced Tedinmelogy

The authors also suggest that auditors could use advanced technology such
as expert systems as a way to reduce time when time pressures arise. In my
experience, technology is already deployed to an optimum level on any given
engagement. Because of dhe tiie pressuie et iis ever-present iin auditing, auidi-
tors are constantly seeking means to be more efficignit. One of these means is
the use of technology. Technology is increasingly used in audits of all types.
Any innovation in the use of technology is quickly deployed on virtually all
audits. Thus, as a short-terin method to reduce time, the additional use of dech-
nology would seldom be an option.

However, technology might be a technique that could be deployed in order to
meet a quicker deadline established by the client. Certain tools might be
deployed that would enable the auditor to sign off faster at yeeareand, dtthmygh
the total cost of e audit would probably the somewhat Higjher.

Experience to date with expert systems is somewhat mixed. Expert systems
are in their early stage of development and deployment in auditing contexts.
Many of the usefull systems are in the audit planning stage rather than in the
execution of audit procedures. For these reasons, expert systems would seldom

be an option for reducing dimme on any given angagement.

Use of Different Approaches to Produce Audit Evidience

The authors also suggest another means of diealling with inoreased time jres-
sures is to use diffenanit approaches to produce audit evidence. Again, because
of the ever-present ime pressures on audiids, dhe audidor would probably dleady
have selected the least costly approach. Thus, use of @ diifferenit @pproach wouild
seldom be available as a short-term solution to dealing with time pressures.

The use of a differanit audit approach would, however, be a viable technique
to use when there is a change in the deadline. In this case, the auditor may select
an approach that would enable him to complete the work at an earlier stage,
although the total cost would probably be somewhat higher. An example would
be to move certain work to a preliminary date with an update at year-end versus
having the work perfoiiedi entirely at year-end.
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An Alternative Taxonomy

In light of the above comments, Figure 3 includes an alternative taxonomy
for considering auditor responses to time pressure in auditing. It considers fac-
tors raised by the authors in their taxonomy as well as matters noted in my com-
ments. In this model, it is important to identifly the cause of dine imorease it divme
pressure. If iit its sutsaquently distenmined titat dhe audilior willl mot athare to the
limit, the cause of dhe iinarease iim pressure willl e inmporntant im dstenmining wito
pays. For example, if diie it iis e cause fior dhe pressure (2., dimnges iim ci-
cumstances require additional effoit)), then it is logical that the client could be
asked to pay for the increase. It is also important to understand the conditions of
the account being audited. This will affecit the types of responses that will be
available. It is also likely that there would be some interplay between the choic-
es of adhering to the limit and not adhering to the limit. In other words, the
auditors may partially adhere to a limit that is being imposed and would then
nieed to consider who pays fok the remainder.
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Future Research Approaches

In closing, the authors suggest that future research needs to involve more
field surveys and experiments. 1 strongly agree with this comment. This will
dramatically expand the scope and value of this ype off resseardh.
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