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ABSTRACT

This study experimentally examines the effects of recent increases in off-site audit work
(e.g., task-specific experience and social environment) on the judgment quality and development
of staff auditors. First, | examine how preparing testwork (i.e. task-specific experience) affects
the subsequent performance of staff auditors’ workpaper review. Second, | consider how the
physical presence or absence (i.e., social environment) of a high-ranking auditor affects the
judgment quality of staff auditors. | provide evidence that staff auditors, who have the
opportunity to prepare basic audit tasks prior to reviewing workpapers, identify more mechanical
seeded errors than auditors who only review workpapers. Further, | find that the presence of a
high-ranking auditor improves the performance of staff auditors in completing a subsequent
workpaper review task, especially when the participants prepare testwork prior to reviewing
workpapers. The results of this study highlight the practical implications of the current audit

environment; as well as contributing to the emerging literature examining off-site audit work.
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CHAPTER 1
INTRODUCTION

Advances in technology (e.g., email, the Internet, cloud computing and electronic audit
software) have yielded increases in off-site audit work (Pérez et al. 2002; Brazel et al. 2004). The
increase in off-site audit work has resulted in fundamental changes to audit teams, specifically,
which members perform certain types of work and the physical proximity of team members to
other auditors. This study examines two factors associated with these changes: (1) task-specific
experience and (2) social environment.

Traditionally, audit teams have been formed based on an apprenticeship model, which
results in staff auditors learning auditing fundamentals through experience. However, the off-site
work of auditors results in two changes that potentially affect audit quality. First, because
rudimentary tasks are increasingly completed by service centers, the apprenticeship model has
been altered by of the decrease in hands-on learning opportunities for on-site novice auditors.
Rudimentary tasks include, but are not limited to, cash and receivables confirmations, financial
statement tie-outs, investment securities price testing, and analytical services (see further
discussion in Chapter 2). For the purposes of this study, | define the use of services centers as the
practice of engaging individuals in any geographically distant location to prepare basic audit
tasks. | do not distinguish between direct (i.e., firm employee) and indirect hires (i.e., sub-
contracting/outsourcing), nor do I distinguish between the geographic locations of domestic (i.e.,

on-shoring) and abroad (i.e., offshoring).



Second, technological advances enable experienced auditors to work remotely (Agoglia
et al. 2009; Carson and Dowling 2012), which increases the likelihood that on-site auditors
conduct their work without the physical presence of high-ranking auditors (Westermann et al.
2015) and further alters the apprenticeship model. Taken together, these two factors (i.e., task-
specific experience and social environment) affect how novice auditors develop expertise. The
use of service centers, which allows for access to lower-cost labor, is rapidly increasing across
large international audit firms (Daugherty et al. 2012). In some instances, as much as 20 percent
of core audit work is performed off-site (Jones 2011), via service centers. The audit work
performed by service centers typically consists of basic tasks (Goundar 2013) representing the
core competencies of the eight largest US-based audit firms (Daugherty et al. 2012). As reported
by Gondar (2013, 2), Greg Scates, the deputy chief auditor of the Public Company Accounting
Oversight Board (PCAOB), observed, “[novice auditors] are not getting that experience with
basic blocking and tackling, the basic fundamentals of auditing.”

Shifting basic audit tasks to service centers could lead to impaired auditor judgment
quality that extends to overall audit quality, because performing these tasks facilitates base
knowledge acquisition early in an auditor’s career that will benefit him or her in subsequent
career stages (Libby 1995). Further, basic audit tasks support the development of fundamental
technical skills and knowledge (Ericsson et al. 1993) and provide the basis for acquiring higher-
level skills (Anderson et al. 2001). Additionally, the technical knowledge of a lead auditor is
positively associated with higher audit quality (Ernstberger et al. 2015). Interestingly, the
proportion of work performed by service centers to total audit work serves as a potential audit

quality indicator (PCAOB 2015); this is in part because the use of service centers reduces the



amount of basic audit work completed by on-site audit team members (Daugherty et al. 2012;
PCAOB 2015), as well as the opportunity to “learn by doing” (i.e., experiential learning).

Novice auditors who do not perform basic audit work will likely have more difficulty
transitioning to the role of reviewing auditors, because preparing (i.e., executing) testwork is a
critical antecedent to reviewing (i.e., evaluating) the work of others (Kreitzer and Madaus
1994).1 It is, therefore, important to understand how removing these basic tasks (i.e., changes in
experiential learning) affect novice auditors’ development of auditing fundamentals and
subsequent task performance.

A second type of off-site audit work I examine is, remote work (i.e., working from home,
the office, another client site, or a geographically distant location for the same client), which
likely affects the social environment. Further, multilocation audit teams frequently engage high-
ranking auditors, regardless of geographic location, based on client-specific needs and auditor
expertise (Barrett et al. 2005; Spilker et al. 2015). This ability to work remotely reduces
turnover, increases employee satisfaction, and improves work-life balance (Gajendran and
Harrison 2007) and provides experienced auditors more flexibility (Hooks and Higgs 2002;
Frank and Lowe 2003). While working remotely provides several benefits, it reduces the
likelihood of the physical presence of high-ranking auditors (Westermann et al. 2015) which
changes the social structure of the on-site audit team (Hanes 2013). Audit managers, for
example, conduct the majority of their workpaper reviews electronically, rather than face-to-face
(Brazel et al. 2004). As advances in technology reduce the need for of face-to-face interactions,

high-ranking auditors are less likely to be on-site (Westermann et al. 2015). Thus, the additional

1 Although expertise can result from reviewing the work of others, the process of knowledge
acquisition is cumulative, and eliminating the lower order process will likely result in slower
acquisition of expertise (Anderson et al. 1981; Anderson et al. 2001).
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time that auditors spend working off-site results in less time with the audit team, which begins to
break down the apprenticeship model.

Remote working by high-ranking auditors affects social aspects of the audit environment
(Hanes 2013) and changes the hierarchical audit environment, which in turn affects auditors’
judgment quality (Libby and Luft 1993). Further, social psychology research suggests that the
presence of another person (typically a superior) positively influences an individual’s behavior
and performance (Cottrell 1968; Aiello and Douthitt 2001). In this study, I draw on social
facilitation theory, which suggests that, over time, individuals learn to associate the presence of
another person with evaluation (Cottrell 1968; 1972). In the audit environment, an auditor’s
actions and behaviors are constantly being observed and evaluated by those around him or her
(DeZoort and Lord 1997). However, apart from a direct accountability perspective, social
facilitation remains largely unexplored in auditing literature.

Associating the presence of another person with evaluation leads to greater drive (Cottrell
1968; 1972). This increase in drive (i.e., arousal) focuses attention, thereby increasing
performance on familiar tasks (Aiello and Douthitt 2001). Thus, | expect a staff auditor’s
performance to vary relative to prior experience and the presence of another (higher-ranking)
auditor, such that prior experience and the presence of another (higher-ranking) auditor will have
an interactive effect on performance.

To examine the effects of task-specific experience and the social environment, | employ a
2 X 2, between-subjects experimental design that manipulates whether the auditor has experience
preparing an audit task before reviewing a similar task and whether a high-ranking auditor is

present. During the first of two tasks, participants either prepared or reviewed substantive tests of



detail. By preparing testwork prior to reviewing, an auditor gains familiarity with the task-
specific audit work.

I predict and find that preparing audit testwork facilitates performance on a subsequent
review task and that participants, who prepare testwork in the first task, identify more
mechanical seeded errors in the second task. Additionally, the results suggest that the presence of
a higher-ranking auditor increases total (e.g., conceptual and mechanical) seeded error
identification, especially when participants prepared testwork (e.g., gained task-specific
familiarity) prior to the review task. This effect is strongest for the identification of mechanical
errors.

This study contributes to a growing literature examining how off-site audit work may
negatively affect auditor jJudgments (Hanes 2013). Specifically, the results suggest that audit
firms currently engaged in the use of service centers should develop a further understanding of
the long-term implications of this strategy. Beyond the use of service centers, remote working by
high-ranking auditors changes the social makeup of an audit team. The results of this study
suggest that the presence of a high-ranking auditor positively influences the performance of
novice auditors. This study furthers the auditing literature and answers a call by previous
research (Hanes 2013) to investigate how changes in social factors affect auditor performance
and judgment quality. Additionally, | extend prior audit literature (e.g., Libby 1995; Bonner
2008) by examining experiential learning opportunities that likely affect a reviewing auditor’s
judgment quality. This study’s findings suggest a need for further research into off-site audit
work.

The remainder of the paper includes theory and hypothesis development in Chapter 2;

discussion of the experimental design in Chapter 3; and the results are reported in Chapter 4.



Chapter 5 reports the results of additional analyses. Chapter 6 discusses the implications of the

findings for accounting research and also discusses opportunities for future research.



CHAPTER 2
THEORY AND HYPOTHESIS DEVELOPMENT

Geographically Distributed Audits

One particular type of off-site audit work— use of service centers —is rapidly increasing
(Youngdahl et al. 2010; Daugherty et al. 2012).2 However, the majority of the literature in this
area focuses on theory development (Rich et al. 1997; Daugherty and Dickins 2009; Hanes 2013)
and litigation risk (Barrett et al. 2005; Lyubimov et al. 2013). For example, in a field study,
Barrett et al. (2005) examine how a multi-national audit affects an audit’s coordination and
structure and suggest that multisite audits face an increase in litigation risk and represent the
commercialization of the audit profession. Additionally, juror-assessed litigation risk increases
and perceived quality decreases as audit work moves off-site (Lyubimov et al. 2013).
Interestingly, Downey (2013) examines the effects of service centers partially preparing
testwork, a common occurrence in geographically distributed audits, on novice auditor
performance. She finds performance declines with lower task identity (e.g., partially completing
rather that fully completing). However, the results suggest that full task identity (i.e., fully
completing) can attenuate the negative effects of low task significance.

Engaging service centers for audit work has positive and negative effects on the auditing

profession as well as possible implications for academia and collegiate education (Daugherty et

2 Large international audit firm representatives estimate that the use of service centers will
increase over time from approximately 5 percent (in 2011) to approximately 8 to 10 percent of
total US-based audit hours and may represent approximately 20 percent of total UK-based audit
hours (Jones 2011; Daugherty et al. 2012).



al. 2012). On the positive side, audit firms are able to reduce personnel costs and conduct audit
procedures in multiple time zones, leading to a quicker turnaround of certain audit tasks. In
conjunction, these factors increase the efficiency of audit firms that engage service centers. On
the other hand, Daugherty et al. (2012) note that service centers yield their own distinct
challenges in supervision and engagement management, including an increase in required skills
and knowledge for on-site novice auditors. The authors indicate that consensus exists among
partners of large international firms that engaging service centers changes expectations of novice
auditors.

Apart from these studies, little empirical evidence exists as to the effects of the use of
service centers on the audit process (Causholli et al. 2010). Engaging service centers is an
emerging and important area to examine as the increasing amount of off-site audit work

(Causholli et al. 2010; Hanes 2013) changes novice auditors’ experiential learning opportunities.

Task-specific Experience and Experiential Learning

Auditors perform tasks in accordance with the steps outlined in the audit program, which
is developed during the planning phase of an audit. As noted by Rich et al. (1997, 87), “teams
perform audits via a sequential and iterative process with multiple, hierarchical layers of
review.” At any given point in an audit, auditors can take on one of two roles: preparer or
reviewer. Using the steps outlined in the audit program, the preparer documents the objective,
procedures, results, and conclusion relative to the supporting evidence available. Once the
preparer completes a workpaper, it and the supporting documentation are provided to a reviewer.
It is the role of the reviewer to examine the workpaper to ensure that “(1) the work was

performed and documented; (2) the objectives of the procedures were achieved; and (3) the



results of the work support the conclusions reached” (PCAOB 2010a).2 Consistent with the
apprenticeship model, novice auditors commonly occupy the role of preparer on basic audit
tasks.

Traditionally, novice auditors in the United States are afforded a period of on-the-job
training during which they develop technical knowledge and skills. Auditors complete testwork
early in their career and then, at a later point in their career, review the completed testwork
performed by a novice auditor (Libby 1995). Partners consistently report that the development
and refinement of their own technical knowledge is directly attributable to on-the-job
experiences (Westermann et al. 2015). Further, these partners state their belief that the
development of technical knowledge continues in much the same way for current- novice
auditors, despite the rapidly changing audit environment. However, the basic audit tasks, which
traditionally serve as the foundation for technical knowledge, are increasingly performed at
service enters (Jones 2011; Daugherty et al. 2012).

The use of service centers to perform fundamental tasks limits novice auditors’” access to
experiences and knowledge development. The increased use of service centers transfers
rudimentary tasks off-site and removes these foundational tasks from onsite novice auditors, thus
requiring an increase in entry-level technical skills. Individuals, who serve on an audit team
where such work is conducted at service centers, will require increasingly higher entry-level
technical, communication, and supervisory skills (Daugherty et al. 2012). Novice auditors on
audit teams that employ service centers will be initially assigned to higher-level tasks that may

not allow them to develop fundamental technical knowledge. Further, the resulting gap in

3 Reviews can take place with or without the preparer’s presence. When the preparer is present,
discussion with the reviewer may or may not occur. Once the review is complete, the reviewer
can communicate comments to the preparer electronically or face-to-face.

9



experience is not currently filled through the collegiate education process (Daugherty et al.
2012).

Engaging service centers to prepare foundational audit testwork creates an experience
gap for novice auditors, which leads to a knowledge loss for US-based auditors. Removing
opportunities for experiential learning could lead to unintended consequences for auditor quality,
which would result from novice auditors experiencing a decline in their ability to detect errors
and misstatements. This diminishing capability would likely result in a higher-than-estimated
detection risk (Messier et al. 2014) and is a potential departure from AU 210, which requires
auditors to have “adequate technical training and proficiency” (PCAOB 2010b).

The gap in experience and fundamental technical knowledge for novice auditors could
have a detrimental impact on audit quality, because lead auditors’ technical knowledge is
positively associated with higher audit quality (Ernstberger et al. 2015). Additionally, staff
auditors outperform audit seniors (Harding and Trotman 1999) and audit seniors outperform
audit managers (Ramsay 1994) at detecting mechanical errors during workpaper reviews.
However, the decline in opportunities for US-based novice auditors to perform fundamental and
technical testwork might, in turn, decrease the likelihood of identifying errors related to

mechanical failure.

Determinants of Knowledge and the Relationship to Performance

Knowledge acquisition theory suggests that experience leads to the development of

knowledge, which, in turn improves performance (Bonner and Pennington 1991; Libby and Luft

10



1993; Libby 1995) and the acquisition of expertise (Bédard and Chi 1993).# Libby (1995, 179)
defines experience as a “wide variety of first- and second-hand task-related encounters that
provide opportunities for learning in the audit environment.” He details four types of firsthand
task experience: (1) task completion, (2) reviewing the work of others, (3) process feedback, and
(4) outcome feedback.® Of interest in this study are task completion (i.e., preparing) and
reviewing the work of others (i.e., reviewing).

Consistent with knowledge acquisition theory, the hierarchical theory of learning
suggests that the experience of learning-by-doing (e.g., preparing testwork) is an essential
antecedent of the knowledge necessary for high-quality performance (Ackerman 1987; Anderson
et al. 2001). Further, Anderson et al. (2001) define application as carrying out a procedure in a
given situation, for example preparing testwork by completing substantive audit procedures
which were developed by more senior auditors during the planning phase. In addition, the
hierarchical theory of learning suggests that evaluation (i.e., reviewing the work of others) is a
cognitive process requiring higher-order skills that rely on prior acquisition of lower-order, task-
specific skills such as remembering, understanding, application, and analysis (Anderson et al.
2001). Evaluation is defined as making judgments based on criteria or standards (i.e., reviewing
the work of others to ensure that *“(1) the work was performed and documented; (2) the

objectives of the procedures were achieved; and (3) the results of the work support the

4 Ability is positively related to both knowledge and performance for unstructured tasks (Libby
and Luft 1993; Bonner and Walker 1994). In this study, the tasks are structured
(Abdolmohammadi 1999); therefore, I do not make predictions related to ability.

® Prior literature finds support for knowledge acquisition and performance gains through process
feedback (Bonner and Pennington 1991) and outcome feedback paired with explanatory
instructions (Bonner and Walker 1994).

11



conclusions reached” (PCAOB 2010a)). Figure 1 depicts the hierarchical theory of learning as
adapted from Anderson et al. (2001).

Integrating knowledge acquisition theory and the hierarchical theory of learning, the
firsthand, task-related experiences of preparing testwork and reviewing the work of others align
with the cognitive processes of application and evaluation, respectively. Thus, knowledge
acquisition is cumulative, such that eliminating exposure to a lower-order process will likely
result in slower acquisition of higher-order skills. Drawing from these theories, | predict that
auditors who have the experience of preparing testwork prior to reviewing the work of others
will achieve higher-quality performance when subsequently reviewing the work of others. Stated
formally:

Hypothesis 1: Novice auditors who first prepare audit testwork will identify more seeded

errors during a subsequent workpaper review task as compared to novice auditors who

have not previously prepared a similar task.
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FIGURE 1

Hierarchical Theory of Learning

Adapted from Anderson et al. (2001)
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A Social Factors and the Audit Environment

In addition to the effect of experiential learning on the judgment quality of auditors, prior

literature suggests off-site audit work affects the social aspects of the audit environment (Hanes

2013). Further, the hierarchical group setting affects judgment quality (Libby and Luft 1993).

Thus, changes in the hierarchical social environment, arising from high-ranking auditors working
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remotely present an important line of inquiry relative to the impact on auditors’ judgment

quality.

Social Facilitation

Social psychology is rich in research examining social facilitation—that is, the effect of
the presence of another individual on performance (e.g., Triplett 1898; Allport 1924; Asch
1952). Although several theoretical derivations of social facilitation theory exist, each
demonstrates that the presence of another person affects an individual’s behavior and
performance (Aiello and Douthitt 2001). For example, individuals learn to associate the physical
presence of another (typically high-ranking) person with evaluation (Cottrell 1968; 1972). Cohen
(1980) suggests that the presence of another person signals the possibility of evaluation, which
leads to an increase in drive. Further, Cohen suggests this increased drive increases attentional
focus (i.e., effort).

Auditing is a fitting environment in which to examine the effects of social facilitation,
because auditors’ actions and behaviors are generally observable and subject to evaluation by
those physically present (DeZoort and Lord 1997). Incorporating social facilitation theory into
the audit environment, an auditor’s expectation of evaluation is salient, especially in the presence
of other auditors. Apart from the effects of accountability to a reviewer, discussed below, social
facilitation remains largely unexplored in auditing literature.

Auditing research has examined the effects of the anticipated presence (face-to-face) of
an audit manager during a workpaper review on preparer performance (e.g., Brazel et al. 2004;
Fargher et al. 2005; Payne et al. 2010). Audit seniors expecting a face-to-face review of their

going concern assessment provide higher-quality judgments and are more effective, but they also
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spent more time on task (Brazel et al. 2004). Additionally, Payne et al. (2010) find that
anticipating an interactive review improves audit seniors’ performance of conclusion-oriented
audit procedures and identification of trends indicative of fraud. The majority of research uses
unstructured tasks such as analytical procedures and going concern assessments, whereas | focus
on the structured substantive testwork that would be done by novice auditors (Abdolmohammadi
1999).

Prior audit literature provides support for my prediction that novice auditors’
performance will improve in the presence of a high-ranking auditor. For example, auditors
performing a ratio analysis with high knowledge and ability show an increase in performance
when accountability is high (Tan and Kao 1999) and a decrease in performance when
accountability is low (Tan et al. 2002). However, the literature has yet to examine the effects on
novice auditor performance of the physical presence of a high-ranking auditor. To address
accountability concerns, | remove direct accountability to the physically present high-ranking
auditor. As in the case of multilocation or geographically distributed audit teams, it is not
uncommon for staff auditors to work in close proximity to high-ranking auditors to whom they
do not directly report, while the high-ranking auditor that will review their work is working
elsewhere. See the Research Design section for further discussion.

Recall, performance gains attributed to social facilitation are derived from an increase in
attentional focus (i.e., effort). That is, an increase in effort would increase performance on a
familiar task. Furthermore, performance gains attributed to social facilitation increase in
magnitude when the task is familiar (Schmitt et al. 1986; Seta and Seta 1995). As prior task-
related preparing experience increase, so does task-related familiarity. Such that, the presence of

a high-ranking auditor will increase performance more when participants have an increase of
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familiarity with task procedures from preparing testwork prior to a review task. As Figure 2
shows, | predict that novice auditors will perform better in the presence of a high-ranking auditor
than when performing alone and that novice auditors who have the experience of preparing
testwork prior to reviewing the work of others will have relatively higher performance in the
presence of a high-ranking auditor (see Figure 2). Stated formally:
Hypothesis 2: The improvement in seeded error detection resulting from the presence of
a high-ranking auditor will be greater when novice auditors have previously prepared a
similar task compared to when they have previously reviewed a similar task.
Figure 2 provides the main effect and interaction effects predicted in Hypothesis 1 and

Hypothesis 2.
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FIGURE 2

Predicted Effects of Presence of a High-ranking Auditor on Performance of a Review Task
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Figure 2: Hypothesized ordinal interaction of Task 1 (review or prepare) and a high-ranking
auditor (absent or present) on novice reviewer performance. H1 and H2 predict that identification
of seeded errors on a review task is jointly affected by Task 1 experience and the presence of a
high-ranking auditor.
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CHAPTER 3
METHOD

Participants

Participants were 76 Masters of Accountancy students, as Master’s students with
internship experience are commensurate to, and serve as a proxy for, novice auditors
(Liyanarachchi 2007). Demographic information, both in summary and by experimental
condition, are provided in Table 1. Prior audit experience ranged from no prior experience to 24
week of experience, with an average of approximately 7 weeks. Discussions with practicing
audit managers and seniors revealed that staff auditors of this experience level are expected to be
generally familiar with the types of testing and procedures presented. Further, postinternship
debriefings suggested that returning students have very little, if any, experience with investments
(specifically, marketable securities) testwork, which is consistent with the findings of Daugherty
et al. (2012), see Figure 3. | intentionally chose marketable securities to control for the potential
confounding of prior experience and designed the workpapers so that some exposure to audit
testing (e.g., hands-on casework from an undergraduate accounting course) would be acceptable,

but not necessary.®

® Further, all analyses used to test hypotheses were also performed using demographic data (e.g.,
experience, prior task familiarity) as covariates. Such inclusion did not significantly affect the
results or change the inferences drawn. In addition, there were no significant differences among
experimental conditions for these variables, see Chapter 5 for further discussion.
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TABLE 1

Participant Demographics

Experimental Conditions

Absent, Present, Absent, Present,

Review Review Prepare Prepare Overall
Task familiarity: 19 17 24 19 20
general
Task familiarity: 0.4 0.4 0.8 0.8 0.6
Investments
Audnmg eXperience 6.6 5.9 9.2 8.43 7.5
(in weeks)
Percentage of time
spent auditing public 53.0 58.5 64.2 41.0 54.8
companies

This table provides descriptive statistics on demographic information of all participants.
Task familiarity is a consolidated measure ranges from 0 (none) to 6 (very experienced).
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FIGURE 3
Audit Tasks Performed by Service Centers
Adapted from Daugherty et al. (2012)

Coordination of distribution and receipt of cash, debt, receivables, contracts, derivatives,
attorney inquiries, and investment confirmations. Such activities include selection,
preparation, mailing, tracking, and second requests

Computerized testing (footing, unusual items, recalculation) of subsidiary ledgers (e.g.,
receivables, payables, fixed assets, lease obligations, stock options)

SAS 70 workflow

Interface with client systems and set-up of auditors’ workpapers (e.g., load client opening
general ledger balances into firm software)

Financial statement tie-outs to include agreeing to prior year, internal consistency,
mathematical accuracy, agreement to earnings releases

Investment securities price testing to include completeness, comparison with external
corroborating evidence, reconciliation, analysis of variances

Coordination of deliverable schedules and deadlines for multi-location audit engagements

Detailed testing to include mathematical accuracy, sample selections, preparation of standard
templates, and recalculations

Analytical services to include business and industry research in the formulation of
expectations, populating analytical work papers, difference identification, and comparison to
tolerable thresholds

General ledger testing to include reconciliation to support and verification of approvals
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Experimental Tasks

I employ a 2 (task-specific experience: prepare or review) by 2 (social environment: high-

ranking auditor absent or present) between-participants experiment. See Figure 4 for an illustration of

the full experimental design. The experimental materials, administered via Qualtrics, included a

task-specific knowledge pretest, background information on two hypothetical audit clients,

relevant workpapers with supporting documents for each task, a knowledge posttest, and a

postexperiment questionnaire. See Figure 5 for an illustration of the experimental timeline. First,

participants were randomly assigned one of four conditions, escorted to their assigned

workspace, asked to assume the role of a new staff auditor at a fictional audit firm.

FIGURE 4

Experimental Design

Presence of high-ranking auditor

Absent

Present

(Cell 3)

Q High-ranking auditor absent High-ranking auditor present

S | Review | Task 1: Review investment testwork | Task 1: Review investment testwork
'z

[<B]

< (Cell 1) (Cell 2)

i

2

.E-

x‘f’ High-ranking auditor absent High-ranking auditor present

@2 | Prepare | Task 1: Prepare investment testwork | Task 1: Prepare investment testwork
|_

(Cell 4)
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FIGURE 5

Experimental Timeline

Random assignment to
condition
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Task 1
Feedback

Y

Task 2
Review investments testwork for
Company B

Y

Complete knowledge
posttest, manipulation check,
and demographic questionnaire.
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Participants begin the study by completing a task-specific knowledge pretest consisting
of ten questions, adapted from Messier et al. (2014) and Johnstone et al. (2015), with a total of
20 points possible. The pretest serves as a measure of prior task-specific knowledge regarding
investments. The questions and possible answers are presented in random order, see Appendix A.
These same ten questions are repeated (in random order) in the posttest.

During Task 1, all participants received the same background information, financial
statements, audit procedures, and supporting documentation for the same hypothetical audit
client, Halcyon Boards. The tasks were adapted, with permission, from an instructional resource
presented in Johnstone et al. (2015). After completing the Task 1, all participants responded to
the same feedback questions, as timely feedback increases effort (Lambert and Agoglia 2011)
and improves performance (Earley 2003). I included three feedback questions and the correct
response. Feedback question one was included to encourage participants to complete the
experiment within the time provided, and questions two and three were designed to highlight the
types and classification of investments, respectively. Figure 6, provides the specific feedback

questions as well as all possible responses.
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FIGURE 6

Feedback Questions
Question 1:
Did vou recalculate to footing or cross-footing?
o Yes
o No

Fesponse to answer if correct:
You responded: WNo, which is the correct answer.
Thank you! In the interest of time, please continue to assume all footing and cross-footing is correct.
Please do not spend your valuable time recalculating footing or cross-footing, as this has already been
completed by our offshore team.

Fesponse to answer if incorrect:
You responded: Yes.
In the interest of time, please assume all footing and cross-footing is correct. Please do not spend vour
valuable time recalculating footing or cross-footing, as this has already been completed by our offshore
team.

Question 2:
Baszed on vour understanding of marketable securities, the securities held by Halcyon
Boards, Inc. as of December 31, 2014:
o Debt securities are clearly blue chip but not debt securities
o Equity securities are clearly blue chip but not debt securities
o All are clearly blue chip securities
o All are clearly not blue chip securities

Response fo answer if correct:
You responded: All are clearly blue chip securities, which 1s the correct answer.
Blue chip refers to large well-established, financially sound companies that have operated for many
years.

Fesponse to answer if incorrect:
The correct answer is: All are clearly blue chip securities.
Blue chip refers to large well-established, financially sound companies that have operated for many
Years.

Question 3:
Would vou suggest the audit team request a fair-value specialist review Halcyon Boards' marketable
securities? Why?
o Yes
o No

Fesponse to answer if correct:
Y ou responded: No.
I agree, I see no reason to request a fair-value specialist, as all of HBI's marketable securities are level 1
assets

Fesponse to answer if incorrect:
You responded: Yes.
However, [ see no reason to request a fair-value specialist, as all of HBI's marketable securities are level
1 assets.
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To avoid carryover effects (O'Donnell and Schultz 2005), Task 1 and Task 2 presented
different hypothetical audit clients (Halcyon Boards and Kinetic Canoes, respectively), each with
its own background information, financial statements, and workpapers. Additionally,
experimental materials stated, “Thank you again for your hard work HBI! Please begin the
review of Kinetic Canoes, Inc. Remember, the two clients you are working on today are separate
entities and NOT related in any way. So please do your best to keep them separate.” Next, all
participants completed Task 2, where the dependent variables are measured. Finally, the
participants completed a posttest and responded to an exit questionnaire that included

manipulation check questions and demographic information.

Independent Variables
Task-specific Experience

To manipulate underlying task experience, | varied Task 1 (substantive testwork over
investments) at two levels: prepare and review.’ In both conditions, participants received the
same underlying information and documentation, all with no seeded errors. The only difference
is that the review condition included all sign-offs, cross-references, recalculations, and notations
of completed testwork. In the interest of time, footing and cross-footing were completed by the
experimenter in both conditions, and participants were told to “assume all footing and cross-
footing is correct” and no errors were seeded in the footing or cross-footing, see Appendix B for
illustrative example of Task 1.

The experimental materials hold constant the quality and quantity of the prior experience

and only manipulate the nature of the experience. Therefore, participants in the prepare condition

" Consistent with Abdolmohammadi (1999), the substantive testwork task in this experiment was
appropriate for a novice auditor.
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were asked to complete audit procedures related to substantive testwork over investments and
annotate sign-off and cross-referencing as well as conclude. Participants in the review condition
were asked to review these same procedures completed by “a first-year staff auditor” and provide
any review notes as well as their own conclusion. After Task 1, the remainder of the experiment
was the same for all participants.® In an effort to reduce possible carryover bias, after completing
Task 1, all participants were reminded that Task 2 was for a different hypothetical client.® Task 2
provides the dependent variable measures and is discussed below.

Social Environment — the Presence of Another
I manipulated the presence of a high-ranking auditor by using a confederate, such that

participants either completed the experiment in a workspace with a confederate assuming the
role of a high-ranking auditor (present) or alone (absent), see Figure 7. For the participants
assigned to the present condition, the confederate was in the workspace when the participant
arrived and remained throughout the entire experiment. Further, in the present condition
participants were introduced to the confederate and told she was “assuming the role of an audit
manager working on a different task and would not review their work.”*° This was further
reinforced via an email from an audit senior, which stated, “Also, Lynn Clark, a manager, will be
working in the conference room as well. However, she oversees other areas and will not be
reviewing your work.” Further, the confederate was instructed, “not [to] initiate conversation.” In

the event that a participant initiates conversation, the confederate was instructed to say, “I’m

8 Several studies have shown that procedural knowledge can be acquired from one task (e.g.,
Anderson et al. 1981; Ahn et al. 1992; Westermann 2016).

° Additionally, participants in the reviewing condition were informed that there were two
different preparers for Task 1 and Task 2 (O'Donnell and Schultz 2005).

10 To avoid deception, | disclosed the true nature of the confederate before participants began
Task 1. Further, to eliminate accountability, | reminded participants that the confederate would
not review their work, see IRB Certification at Appendix C.

26



working on a different area and am not familiar with the work assigned to you.” Participants in

the absence of another condition conducted the experiment in an equivalent workspace alone.

FIGURE 7
Workspace
High-ranking Auditor Absent High-ranking Auditor Present
- confederate
% mi - Hp
, part1c1pant , participant
| | ‘
door L. f door
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Dependent Variable

The dependent variables were captured via Task 2, in which participants were asked to
review substantive testwork over investments for a hypothetical company, Kinetic Canoes.
Participants were provided with partially audited financial statements, the investments in
marketable securities audit program, lead sheet, audit memoranda, marketable securities
schedule, and supporting documentation; all of these materials were provided electronically and
in hard copy, and included sign-offs, cross-references, indicated footing, cross-footing, and
recalculations as well as other relevant tickmarks. Consistent with Owhoso et al. (2002), eight
errors were seeded into this workpaper review task (see Figure 8 for description of errors), and
participants were asked to document their review comments electronically, within Qualtrics. The
main dependent variables of interest relate to the participant’s judgments and decisions while
completing the workpaper review in Task 2; those are (1) the number of seeded errors identified
and (2) the type of the seeded errors identified.

Each seeded error is a coded as a dichotomous variable (1 = error identified and 0 = error
not identified). Consistent with Lambert and Agoglia (2011), any comments requesting
additional work, further discussion with the preparer, or guidance from a superior auditor
counted as an error discovered. An error was only categorized as an error not discovered if the
participant provided no comments related to the error or noted that the workpapers appeared
appropriate. Errors identified were aggregated, in total and by error type (i.e., mechanical or

conceptual), for analysis.
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2)

3)

4)

5)
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8)

W/P
Ref.

FIGURE 8

Listing of Seeded Errors

Error Description

1-01

1-02

1-02

1-02

1-02

1-02

1-04

1-05
series

Staff auditor did not reference where work was completed for
procedure 1.07, which states, “Verified sales price by
examining invoices or broker's statement.”

The workpaper does not have preparer’s sign off.

Staff auditor proposed an adjustment to correct accrued
interest but did not adjust for accrued interest on the
commercial paper.

Investment in CVS debenture bonds should be classified as
Available for Sale; this investment and related interest should
be reclassified accordingly.

The commercial paper should not be classified as a Trading
Security. Proper classification as Available-for-Sale or Held-
to-Maturity would require additional documentation.

Proposed audit adjustment number 14 has the debit and credit
backwards.

Investment portfolio contains securities other than S&P 500
for equity securities and AA for debt securities.

Staff auditor tested the purchase price and failed to test year-
end valuation of the commercial paper, yet signed off on audit

procedure “Determined current market value through reference

to a financial reporting service or a similar source.”

Type of Error
Mechanical

Mechanical

Mechanical

Conceptual

Conceptual

Mechanical

Mechanical

Conceptual

29



CHAPTER 4
RESULTS

Manipulation Check Questions

Participants were asked to answer two manipulation check questions during the exit
questionnaire. To examine their attentiveness to the manipulation of experiential learning,
participants were asked, “What was the first audit task you completed?” To address whether the
experiment was successful in manipulating social facilitation and to parse out unintended
feelings of accountability among participants to the person in the room, the participants were
asked, “Was the person that will be reviewing your work in the room while you completed Task
1 and Task 2?” Ten of 68 participants (15%) failed the task-related questions, and only one
participant (1%) failed the second question. The participant who failed the second question also
failed the first, task-related, question. As | am unable to disentangle the effects of accountability
from social facilitation, for this one participant, | exclude all of this participant’s responses from
analysis. However, the remaining nine participants, who incorrectly answered the task questions,
remain in the final sample as their incorrect answer regarding Task 1 does not change their
exposure to the task and related learning opportunity. Additionally, excluding these nine

participants does not change the significance of the results and the inferences drawn from them.

Hypotheses 1 and 2
In conjunction, H1 and H2 specify the ordinal interactive effect of the two independent

variables on novice auditors’ identification of seeded errors that is illustrated in Figure 2. As
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such, I expect novice auditors who prepare testwork in Task 1 to identify more seeded errors in a
subsequent workpaper review task than those who review testwork in Task 1. Further, | expect
novice auditors working in the presence of a high-ranking auditor to identify more seeded errors
in a subsequent review task than those who work alone, especially for novice auditors who
prepare testwork in Task 1. Following my predictions specified by H1 and H2, | test the
hypotheses with a planned contrast using the following weights: -3 for the review/absent
condition (Cell 1), -2 for the review/present condition (Cell 2), +1 for the prepare/absent
condition (Cell 3), and + 4 for the prepare/present condition (Cell 4). Consistent with Rosnow et

al. (2000) I use the harmonic mean sample size.

Total Seeded Errors Identified

To test H1 and H2 | measure review performance as the number of seeded errors the
participant identifies. Table 2 presents the descriptive statistics (Panel A) and results from the
contrast (Panel C) used to test H1 and H2, along with results of the traditional ANOVA (Panel
B), for the total number of seeded errors correctly identified. Visually, the cell means (Figure 9
Panel A) are in a pattern partially consistent with the contrast, with Cell 4 highest, followed by
Cell 2, Cell 1, and Cell 3 (means = 1.57, 1.06, 0.83, and 0.68, respectively). The planned contrast
is marginally significant (p = 0.077). Further, the ANOVA interaction term is marginally
significant (p = 0.086) and the main effect of prepare/review lacks significance (p = 0.227).
These results do not support an experiential learning main effect (H1) and provide only marginal
support for the interaction (H2). In other words, participants who worked in the presence of a
high-ranking auditor and prepared testwork in Task 1, identified more seeded error in a testwork

review task.
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TABLE 2
Total Seeded Errors Identified

Panel A: Mean (Std. Dev.)

High-ranking High-ranking Row Means
Auditor Absent Auditor Present (SD)
Stage 1 Task Review Cell 1 Cell 2
Mean 0.83 1.06 0.94
(SD) (0.92) (0.85) (0.89)
n=18 n=16 n=34
Stage 1 Task Prepare Cell 3 Cell 4
Mean 0.68 1.57 1.06
(SD) (0.75) (1.34) (1.12)
n=19 n=14 n=33
Column Means 0.76 1.30
(SD) (0.83) (1.20)
n=37 n=30
Panel B: Conventional ANOVA results
Independent Variable df F p-value®
Presence 1 5.50 0.011
Prepare 1 0.06 0.227
Presence * Prepare 1 1.93 0.086

Panel C: Planned contrast

Test: Performance will be highest in the prepare/present condition (cell 4), lower in the
prepare/absent condition (cell 3), lower in the review/present condition (cell 2) and lowest in
the review/absent conditions (cell 1); as such contrast weights (in cell order) are -3, -2, +1,
and +4.

Source of Variation df F p-value
Contrast 1 3.24 0.077
Residual ° 2 2.13 0.102

Al p-values relating to directional hypotheses are one-tailed; otherwise p-values are two-
tailed.

bThe residual sum of squares represents the between-group variance not explained by the
contrast weights used to test the hypotheses (Buckless and Ravenscroft 1990). An
insignificant F-statistic for the residual indicates that the specified contrast is a good fit
(Lambert and Agoglia 2011).
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Seeded Errors Identified by Type

Further, | decompose the total error into the categorization by type of error (i.e.,
mechanical and conceptual). Prior research finds that staff auditors typically outperform audit
seniors, who outperform audit managers at detecting mechanical errors during a workpaper
review (Harding and Trotman 1999; Ramsay 1994). Further, audit seniors are more likely to
identify more mechanical than conceptual errors (Owhoso et al. 2002). Therefore, it is important
to understand the results of this study relative to detecting mechanical errors.

Consistent with total errors identified, to test H1 and H2, | measure review performance
as the number of mechanical seeded errors the participant identifies. Table 3 presents the
descriptive statistics (Panel A) and results from the contrast (panel C) used to test H1 and H2,
along with results of the traditional ANOVA (Panel B), for the total number of mechanical
seeded errors correctly identified. Cell means are in a pattern (Figure 9 Panel B) mostly
consistent with the planned contrast, with the Cell 4 highest, followed by Cell 2, Cell 1, and Cell
3 (means = 1.14, 0.38, 0.33, and 0.26, respectively). Such that only Cell 3 (absent/prepare) falls
outside of the expected pattern. The planned contrast is significant (p = 0.021).! These results
support both H1 and H2. Further, analysis of the number of conceptual seeded errors identified

does not provide support for H1 or H2, see Table 4.

1 As noted above, consistent with Rosnow et al. (2000) | use the harmonic mean sample size to
calculate the contrast coefficient
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Panel A:

FIGURE 9

Effects of a High-ranking Auditor on Performance of a Review Task
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Table 3

Mechanical Seeded Errors Identified

Panel A: Mean (Std. Dev.)

High-ranking High-ranking Row Means
Auditor Absent Auditor Present (SD)
Stage 1 Task Review Cell 1 Cell 2
Mean 0.33 0.38 0.35
(SD) (0.49) (0.62) (0.54)
n=18 n=16 n=34
Stage 1 Task Prepare Cell 3 Cell 4
Mean 0.26 1.14 0.64
(SD) (0.56) (1.10) (0.93)
n=19 n=14 n=33
Column Means 0.30 0.73
(SD) (0.52) (0.94)
n=37 n=30

Panel B: Conventional ANOVA results

Independent Variable df F p-value?
Presence 1 7.09 0.005
Prepare 1 4.07 0.024
Presence * Prepare 1 5.87 0.009

Panel C: Planned contrast

Test: Performance will be highest in the prepare/present condition (cell 4), lower in the
prepare/absent condition (cell 3), lower in the review/present condition (cell 2) and lowest in
the review/absent conditions (cell 1); as such contrast weights (in cell order) are -3, -2, +1,
and +4.

Source of Variation df F p-value
Contrast 1 8.88 0.021
Residual® 2 0.06 0.191

aAll p-values relating to directional hypotheses are one-tailed; otherwise p-values are two-
tailed.

®The residual sum of squares represents the between-group variance not explained by the
contrast weights used to test the hypotheses (Buckless and Ravenscroft 1990). An
insignificant F-statistic for the residual indicates that the specified contrast is a good fit
(Lambert and Agoglia 2011).
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Table 4
Conceptual Seeded Errors Identified

Panel A: Mean (Std. Dev.)

High-ranking High-ranking Row Means
Auditor Absent Auditor Present (SD)
Stage 1 Task Review Cell 1 Cell 2
Mean 0.50 0.69 0.59
(SD) (0.62) (0.60) (0.61)
n=18 n=16 n=34
Stage 1 Task Prepare Cell 3 Cell 4
Mean 0.42 0.50 0.45
(SD) (0.51) (0.52) (0.51)
n=19 n=14 n=33
Column Means 0.46 0.60
(SD) (0.56) (0.56)
n=37 n=30

Panel B: Conventional ANOVA results

Independent Variable df F p-value?
Presence 1 0.92 0.171
Prepare 1 0.92 0.171
Presence * Prepare 1 0.15 0.344

2All p-values relating to directional hypotheses are one-tailed; otherwise p-values are two-
tailed.
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CHAPTER 5
ADDITIONAL ANALYSES

Experience, Task Familiarity, and Distractibility

Additional analysis considers the possible effects of three participant-specific factors, that
have been demonstrated to affect performance: (1) prior audit experience (Waller and Felix
1984), (2) prior task-specific familiarity (Bonner et al. 1997), and (3) distractibility (Bridger et
al. 2013; Normand et al. 2014).12 Experience was measured in weeks and familiarity was
measured using a seven-point scale (1 = Not at all experienced and 7 = Very experienced) and
include general and investments specific questions about preparing and reviewing experience
prior to this study. Finally, | measured distractibility using the Cognitive Failures Questionnaire
(CFQ) (Broadbent et al. 1982), as highly distractible individuals tend to have lower performance
quality (Bridger et al. 2013; Forster and Lavie 2014; Normand et al. 2014). The CFQ is a self-
reported measure of failures in perception, memory, and motor function, is highly cited in the
psychology literature, and is robust in test-retest applications (Wallace et al. 2002) for examining
participants’ distractibility. The post-experiment questionnaire includes a series of self-reported
measures designed to capture and test for any such effects (see Figures 10 and 11). In an analysis
of variance, there is no significant effect of presence, prepare, or presence x prepare on

experience, task familiarity, or distractibility (see Tables 5.1 - 5.3).

12 While it is possible that each of these factors either individually or in combination may covary
with judgment quality, random assignment of participants to each of the conditions should
control for any related effects.
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I test the moderating effect of these variables. The inclusion of these variables,
individually or together, as covariates in the main analysis does not change the inferences
associated with hypothesis testing described in Chapter 4 when examining total seeded errors
(see Tables 6.1 - 6.2), mechanical seeded errors (see Tables 7.1 - 7.2), conceptual seeded errors

(see Tables 8.1 - 8.2).

FIGURE 10

Experience and Task-specific Familiarity Measures

INSTRUCTIONS: Please respond to the questions below, which relate to YOU
persenally, and NOT to the materials presented on the preceding pages:

How many WEEKS of audit experience do vou have?

Please indicate vour experience (1.e., familiarity) with the following andit tasks:

No prior Very
EXperience experienced

[ I O O . I ) O B () I I )

Preparing
Workpapers
Preparing
Investments
Workpapers

Reviewing
Workpaper
Reviewing
Investments
Workpapers
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FIGURE 11

Distractibility Measure

INSTRUCTIONS: Please respond to the questions below, which relate to YOU personally, and NOT
to the materials presented on the preceding pages. (Again, all of your responses are confidential):

The following are questions about tinor mistakes, which everyone makes from time to time, but
some of which happen more often than others. Please indicate how often these things have happened
to you in the last six months.

1} Do you read something and find you haven't been thinking about it and must read it again?
Never Albways
1 2 3 4 3 ] 7

2) Do you find vou forget why vou went from one part of the house to the other?
Never Abways
1 2 3 4 3 ] 7

3} Do vou fail to notice signposts on the road?
Never Always
1 2 3 4 3 ] 7

4) Do you find vou confuse right and left when giving directions?
Never Abways
1 2 3 4 3 & 7

5) Do vou have trouble making up yvour mind?
Never Always
1 2 3 4 3 ] 7

6) Do vou daydreaming when you ought to be listening to something?
Never Albways
1 2 3 4 3 ] 7

7} Do you start doing one thing at home and get distracted into doing something else (intentionally)?

Never Abways
1 2 3 4 3 ] )
) Do you find vou can’t quite remember something although it"s “on the tip of vour tongue™?
Never Abways
1 2 3 4 5 ] 7

9 Do you find vou can’t think of anything to say?
Never Always
1 2 3 4 3 ] 7
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TABLES.1

Univariate Results: Experience

Panel A: Mean (Std. Dev.)

High-ranking High-ranking Row Means
Auditor Absent Auditor Present (SD)
Stage 1 Task Review
Mean 6.56 5.94 6.26
(SD) (5.13) (6.82) (5.90)
n=18 n=16 n=34
Stage 1 Task Prepare
Mean 9.16 8.43 8.85
(SD) (4.97) (6.07) (5.39)
n=19 n=14 n=33
Column Means 7.89 7.10
(SD) (5.15) (6.49)
n=37 n=30
Overall Means 7.54
(SD) (5.76)
n=67
Panel B: ANOVA Results
F p-value
Presence 0.23 0.634
Prepare 3.27 0.076
Presence * Prepare 0.002 0.969

This table provides descriptive statistics and ANOVA results of total weeks of audit
experience. All p-values are two-tailed.
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TABLE 5.2

Univariate Results: Task Familiarity

Panel A: Mean (Std. Dev.)

High-ranking High-ranking Row Means
Auditor Absent Auditor Present (SD)
Stage 1 Task Review
Mean 8.78 8.25 8.93
(SD) (4.53) (4.19) (4.32)
n=18 n=16 n=34
Stage 1 Task Prepare
Mean 10.37 9.29 9.91
(SD) (4.40) (4.01) (4.21)
n=19 n=14 n=33
Column Means 9.59 8.73
(SD) (4.47) (4.07)
n=37 n=30
Overall Means 9.21
(SD) (4.29)
n=67
Panel B: ANOVA Results
F p-value
Presence 0.58 0.450
Prepare 1.54 0.220
Presence * Prepare 0.07 0.794

This table provides descriptive statistics and ANOVA results of participants’ self-
assessed level of experience related to workpapers. Task familiarity is a consolidated
measure ranging scale from 1 (none) to 28 (very experienced). All p-values are two-

tailed.

41



TABLE 5.3

Univariate Results: Distractibility

Panel A: Mean (Std. Dev.)

High-ranking High-ranking Row Means
Auditor Absent Auditor Present (SD)
Stage 1 Task Review
Mean 30.33 30.25 30.29
(SD) (4.88) (5.85) (5.27)
n=18 n=16 n=34
Stage 1 Task Prepare
Mean 29.26 27.43 28.438
(SD) (6.18) (9.44) (7.65)
n=19 n=14 n=33
Column Means 29.78 28.93
(SD) (5.53) (7.73)
n=37 n=30
Overall Means 29.40
(SD) (6.57)
n=67
Panel B: ANOVA Results
F p-value
Presence 0.35 0.558
Prepare 1.43 0.237
Presence * Prepare 0.29 0.593

This table provides descriptive statistics and ANOVA results of participants’ self-
assessed level of distractibility. All p-values are two-tailed.
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TABLEG6.1

Total Seeded Errors ANOVA Results including all Covariates:
Experience, Task Familiarity, and Distractibility

F p-value
Audit Experience 0.23 0.630
Task Familiarity >0.01 0.963
Distractibility 0.23 0.597
Presence 5.54 0.011*
Prepare 0.43 0.257*
Presence*Prepare 1.94 0.085*

This table provides ANOVA results of the total number of seeded errors identified by
participants. P-values marked with an * are one-tailed, consistent with directional hypothesis.
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TABLE 6.2

Total Seeded Errors ANOVA Results including individual Covariates:
Experience, Task Familiarity, and Distractibility

Panel A: Audit Experience included as a covariate

F p-value
Audit Experience 0.30 0.586
Presence 5.57 0.010*
Prepare 0.37 0.272*
Presence * Prepare 1.90 0.087*

Panel B: Task Familiarity included as a covariate

F p-value
Task Familiarity 0.20 0.654
Presence 5.58 0.010*
Prepare 0.45 0.252*
Presence * Prepare 1.93 0.085*

Panel C: Distractibility included as a covariate

F p-value
Distractibility 0.18 0.103
Presence 5.55 0.011*
Prepare 0.65 0.212*
Presence * Prepare 1.96 0.084*

This table provides ANOVA results of the total number of seeded errors identified by
participants. P-values marked with an * are one-tailed, consistent with directional hypothesis.

44



TABLE 7.1

Mechanical Seeded Errors ANOVA Results including all Covariates:
Experience, Task Familiarity, and Distractibility

F p-value
Audit Experience 0.40 0.531
Task Familiarity >0.01 1.000
Distractibility 0.03 0.859
Presence 712 0.005*
Prepare 3.05 0.043*
Presence*Prepare 571 0.010*

This table provides ANOVA results of the number of mechanical seeded errors identified by
participants. P-values marked with an * are one-tailed, consistent with directional hypothesis.
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TABLE 7.2

Mechanical Seeded Errors ANOVA Results including individual Covariates:
Experience, Task Familiarity, and Distractibility

Panel A: Audit Experience included as a covariate

F p-value
Audit Experience 0.79 0.379
Presence 7.39 0.005*
Prepare 3.12 0.041*
Presence * Prepare 5.87 0.009*

Panel B: Task Familiarity included as a covariate

F p-value
Task Familiarity 0.41 0.526
Presence 7.29 0.005*
Prepare 3.55 0.032*
Presence * Prepare 591 0.009*

Panel C: Distractibility included as a covariate

F p-value
Distractibility >0.01 0.993
Presence 6.94 0.006*
Prepare 3.92 0.026*
Presence * Prepare 5.75 0.010*

This table provides ANOVA results of the number of mechanical seeded errors identified by
participants. P-values marked with an * are one-tailed, consistent with directional hypothesis.
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TABLE 8.1

Conceptual Seeded Errors ANOVA Results including all Covariates:
Experience, Task Familiarity, and Distractibility

F p-value
Audit Experience >0.01 0.935
Task Familiarity >0.01 0.959
Distractibility 0.10 0.751
Presence 0.91 0.172*
Prepare 0.71 0.401*
Presence*Prepare 0.13 0.362*

This table provides ANOVA results of the number of seeded errors identified by participants.
P-values marked with an * are one-tailed, consistent with directional hypothesis.
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TABLE 8.2

Conceptual Seeded Errors ANOVA Results including individual Covariates:
Experience, Task Familiarity, and Distractibility

Panel A: Audit Experience included as a covariate

F p-value
Audit Experience 0.02 0.890
Presence 0.89 0.175*
Prepare 0.81 0.187*
Presence * Prepare 0.15 0.350*

Panel B: Task Familiarity included as a covariate

F p-value
Task Familiarity >0.01 0.988
Presence 0.90 0.173*
Prepare 0.89 0.175*
Presence * Prepare 0.15 0.350*

Panel C: Distractibility included as a covariate

F p-value
Distractibility 0.14 0.710
Presence 0.96 0.166*
Prepare 0.79 0.195*
Presence * Prepare 0.13 0.359*

This table provides ANOVA results of the number of conceptual seeded errors identified by
participants. P-values marked with an * are one-tailed, consistent with directional hypothesis.
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Time on Task 1

The time spent on an experiential learning task is commonly associated with increased
subsequent performance by accounting (Salterio 1994) and psychology research (Shell et al.
2010). To rule out increased time on Task 1 as a potential confound with the experiential
learning manipulation (i.e., reviewing or preparing in Task 1), | examine the mean time on Task
1, as recorded by Qualtrics, across experimental conditions. The overall mean time on Task 1 is
22.8 minutes. In an analysis of variance, there is no significant effect of condition on the time
spent on Task 1, see Table 9. Accordingly, it appears that the experiential learning manipulation

is not confounded with time on Task 1.
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TABLE 9

Univariate Results: Time on Task 1

Panel A: Mean (Std. Dev.)

High-ranking High-ranking Row Means
Auditor Absent Auditor Present (SD)
Stage 1 Task Review
Mean 20.55 23.49 21.93
(SD) (9.28) (8.14) (8.76)
n=18 n=16 n=34
Stage 1 Task Prepare
Mean 22.77 25.09 23.76
(SD) (8.94) (7.43) (8.29)
n=19 n=14 n=33
Column Means 21.69 24.23
(SD) (9.05) (7.73)
n=37 n=30
Overall Means 22.73
(SD) (8.52)
n=67
Panel B: ANOVA Results
F p-value
Presence 1.55 0.217
Prepare 0.82 0.368
Presence * Prepare 0.02 0.884

This table provides descriptive statistics and ANOVA results of participants’ time (in
minutes) spent on Task 1. All p-values are two-tailed.
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Time on Task 2

I examine participant time on Task 2 as a proxy for effort. To rule out increased time on
Task 2 as a potential explanation for the results noted in Chapter 4, | examine the mean time on
Task 2, as recorded by Qualtrics, across experimental conditions. The overall mean time on Task
2 is 16.2 minutes, see Table 10.1. In an analysis of variance, there is no significant effect of task-
specific experience on the time spent during Task 2 (p-value = 0.74). However, there is a
significant effect of the presence of a high-ranking auditor on the time spent during Task 2 (p-
value = 0.02). Accordingly, | examine time on Task 2 as a potential covariate and find that
including participants’ time on Task 2 as a covariate, does not change inferences made on

Chapter 4, see Table 10.2.
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TABLE 10.1

Univariate Results: Time on Task 2

Panel A: Mean (Std. Dev.)

High-ranking High-ranking Row Means
Auditor Absent Auditor Present (SD)
Stage 1 Task Review
Mean 14.98 17.98 16.39
(SD) (5.79) (5.05) (5.58)
n=18 n=16 n=34
Stage 1 Task Prepare
Mean 15.37 18.44 16.67
(SD) (4.83) (5.31) (5.19)
n=19 n=14 n=33
Column Means 15.18 18.19
(SD) (5.24) (5.09)
n=37 n=30
Overall Means 16.52
(SD) (5.35)
n=67
Panel B: ANOVA Results
F p-value
Presence 5.52 0.022
Prepare 0.12 0.744
Presence * Prepare >0.01 0.979

This table provides descriptive statistics and ANOVA results of participants’ time (in
minutes) spent on Task 1. All p-values are two-tailed.
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TABLE 10.2

ANOVA Results including Time on Task 2 as a Covariates

Panel A: Total Seeded Error lIdentified

F p-value
Time on Task 2 2.99 0.089
Presence 3.22 0.029*
Prepare 0.48 0.245*
Presence * Prepare 1.96 0.084*

Panel B: Mechanical Seeded Error Identified

F p-value
Time on Task 2 7.75 0.007
Presence 3.60 0.032*
Prepare 4.02 0.025*
Presence * Prepare 6.45 0.007*

Panel C: Conceptual Seeded Errors Identified

F p-value
Time on Task 2 >0.01 0.997
Presence 0.83 0.182*
Prepare 0.90 0.173*
Presence * Prepare 0.15 0.350~*

This table provides ANOVA results, including Time on Task 2 as a covariate, of the number
of seeded errors identified by participants. P-values marked with an * are one-tailed,
consistent with directional hypothesis.
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Pretest/Posttest

The apprenticeship model allows auditors to develop technical knowledge and skills
through on-the-job learning (Westermann et al. 2015). In this study, | examine participants’ task-
specific knowledge ex-ante and ex-post, analyzing the results between and within subjects. To
rule out prior task-specific knowledge as a potential confound with experiential learning
manipulation, |1 examine the results of the task-specific knowledge pretest. The overall mean
score is 15.42 correct (out of 20 possible points), and the results of an analysis of variance,
indicate no significant differences in pretest scores across conditions, see Table 11.1. Further,
including participants’ pretest score as a covariate, does not change inferences made on Chapter

4, see Table 11.2.
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TABLE 11.1

Univariate Results: Pretest

Panel A: Mean (Std. Dev.)

High-ranking High-ranking Row Means
Auditor Absent Auditor Present (SD)
Stage 1 Task Review
Mean 14.72 14.88 14.79
(SD) (3.46) (3.05) (3.22)
n=18 n=16 n=34
Stage 1 Task Prepare
Mean 15.89 16.29 16.06
(SD) (2.47) (2.16) (2.32)
n=19 n=14 n=33
Column Means 15.32 15.53
(SD) (3.01) (2.73)
n=37 n=30
Overall Means 15.42
(SD) (2.87)
n=67
Panel B: ANOVA Results
F p-value
Presence 0.15 0.700
Prepare 3.38 0.071
Presence * Prepare 0.03 0.866

This table provides descriptive statistics and ANOVA results of participants’ pretest

score. All p-values are two-tailed.
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TABLE 11.2

ANOVA Results including Pretest score as a Covariates

Panel A: Total Seeded Error lIdentified

F p-value
Pretest 3.71 0.059
Presence 5.28 0.013*
Prepare 0.10 0.376*
Presence * Prepare 1.88 0.088*

Panel B: Mechanical Seeded Error Identified

F p-value
Pretest 1.06 0.308
Presence 6.82 0.006*
Prepare 3.01 0.044*
Presence * Prepare 5.76 0.010*

Panel C: Conceptual Seeded Errors Identified

F p-value
Pretest 3.58 0.063
Presence 0.78 0.190*
Prepare 1.91 0.086*
Presence * Prepare 0.19 0.331~*

This table provides ANOVA results, including pretest score as a covariate, of the number of
conceptual seeded errors identified by participants. P-values marked with an * are one-tailed,
consistent with directional hypothesis.

Task-related experience develops task-related knowledge (i.e., Bonner and Walker 1994;
Herz and Schultz 1999). Specifically, several studies have demonstrated that procedural
knowledge can be acquired from one task (e.g., Ahn et al. 1992; Westermann 2016). In a within-
subjects analysis of variance, there is no significant effect of condition on the declarative
knowledge portion of the pre/posttest score (p = 0.131), see Table 12, Panel B. However, a
within-subjects analysis of variance, provides support of an interacting effect of condition on the

procedural knowledge portion of the pre/posttest score (p = 0.034), see Table 12.
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TABLE 12

Repeated Measures ANOVA Results for Pretest/Posttest scores

Panel A: Total Score

F p-value
Pretest/Posttest 0.57 0.455
Presence 0.88 0.176 *
Prepare 0.07 0.400*
Presence * Prepare >0.01 0.472*
Panel B: Declarative Score

F p-value
Pretest/Posttest 0.05 0.833
Presence 0.85 0.181*
Prepare 0.11 0.268*
Presence * Prepare 1.28 0.131*
Panel C: Procedural Score

F p-value
Pretest/Posttest 1.07 0.306
Presence 0.08 0.390*
Prepare >0.01 0.477*
Presence * Prepare 3.47 0.034*

This table provides within subjects ANOVA results for pretest/posttest score. All P-values
use the Greenhouse-Geisser test. P-values marked with an * are one-tailed, consistent with
directional hypothesis
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CHAPTER 6
CONCLUSION

This study examines two potential effects of off-site audit work on the judgment quality
and development of staff auditors. First, | consider the effects of experiential learning that
reviewing auditors may miss as basic tasks are moved to service centers. Second, | examine the
effects of the presence vs. the absence of high-ranking auditors on the judgment quality of staff
auditors. By examining the potential unintended consequences resulting from the increase in off-
site audit work, this study contributes to the profession and auditing literature in several ways.
First, this study contributes to the base-level understanding of how the use of service centers for
basic audit tasks affects staff auditors. Further, | anticipate that audit firms may examine how the
labor-cost reductions realized from service centers might be offset by the increased cost of
training and development of on-site staff auditors. Additionally, by examining how changes in
the experiential learning opportunities affect a reviewing auditor’s judgment quality, the results
of this study extend prior audit literature (e.g., Libby 1995; Bonner 2008). Finally, this study
provides insight into the social effects of the presence of a high-ranking auditor on the judgment
quality of staff auditors.

This study is subject to several limitations, several of which provide an opportunity for
future research. Foremost, given the scope of this study, I am unable to test if missing
experiential learning early in an auditor’s career persists into the long-term. Future research
could examine whether knowledge acquisition and technical skills develop over a long period to

compensate for the experiential learning losses due to off-site audit work. Additionally, |
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examine the effects of off-site audit work on the review of substantive testwork in only one audit
area (i.e., investments). Perhaps future research could examine whether the findings of this study
can be generalized to the review of substantive testwork in other audit areas as well as controls
testing. Further, future research could explore how experience in preparing workpapers in an
audit area transfers to a review task in a different audit area. Finally, | hold constant the physical
presence and the lack of previous interactions between the participant and the confederate. When
examining auditor judgment quality, future research could consider positive and negative prior
interactions and, consistent with Aiello and Douthitt (2001), the “electronic” presence of another

auditor.

Limitations and Opportunities for Further Research

This study is subject to several limitations, several of which provide an opportunity for
future research. Foremost, given the scope of this study, I am unable to test if missing
experiential learning early in an auditor’s career persists into the long-term. Future research
could examine whether knowledge acquisition and technical skills develop over a long period to
compensate for the experiential learning losses due to off-site audit work. Additionally, |
examine the effects of off-site audit work on the review of substantive testwork in only one audit
area (i.e., investments). Perhaps future research could examine whether the findings of this study
can be generalized to the review of substantive testwork in other audit areas as well as controls
testing. Further, future research could explore how experience in preparing workpapers in an
audit area transfers to a review task in a different audit area. Finally, | hold constant the physical
presence and the lack of previous interactions between the participant and the confederate. When

examining auditor judgment quality, future research could consider positive and negative prior
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interactions and, consistent with Aiello and Douthitt (2001), the “electronic” presence of another

auditor.
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APPENDIX A

KNOWLEDGE PRETEST AND POSTTEST QUESTIONS
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This first section includes a few questions about your understanding of assets and related
audit testwork, Please do your best.

MNEXT

0n Decemnber 31, 2074, ABC Co. had investments in trading securities as follows:

Fair Markst Value Cost
Pink, Inc. 517,000 $ 9,000
Sim Co. 10,000 11,400
Beard Carp. 12,500 11,500

ABC's Decamber 31, 2014 balance sheet should report the trading sacurities as:

531,500
832,500
533,500

534,500

MEXT
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Select the audit procedure that is best suited for testing the following assertion:
Recorded investments represent investments actually owned at the balance-sheet date.

Verify that transfers from the trading portfolio to the held-te-maturity investment portfalio have
been property recarded.

Obtain positive confirmations as of the balance sheet date of investments held by independent
custodians.

Determine whether any ather-than-temporary impairments in the carrying value of investrments
have been properly recornded,

Trace opening balances in the general ledger to prioryear audit documentatian,

Confirming the units/shares of marketable securities (i.e., investments) would test which
financial statement assertion?

Completeness
Existence
Waluation

Obligation
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What i= the proper descriotion and treatment of the three classification of securities?
(Mote: each descriptor may be used maore than once or not at all)

Assessment Guidelines Book value should reflect: Unrealized gaing and losses ane:
Intent
to Irtent
buyfsell  pay 19 | Far oS e | Nokided  inchudedin
for by market in shareholders’
short- Category and value rna{:r{et cost eamings equity e
terrm hald
profits
Trading | O o o O o © o) 0 o}

e 0 0o o o o o o

iy OO0 0 O O o ©

NEXT

Which of the following is not one of the auditor’s primary objectives in an examination of
marketable securities?

To determine whether securities are authentic
To determine whether securities are properly classified on the balance sheet.
To determine whather securities are the property of the entity.

To determine wheather securities actually exist.
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Which of the following assertions is relevant to whether the marketable securities balances
include all securities transactions thal have taken place during the period?

Existence/occurrence
Complateness
Rights and obligations

Valuation or allocation

If an suditor discovers that the book values of a client'’s investments is overstated because of
a non-temparary decline in market value, they should

recommend that investments be classified as long term for balance sheet purposes with full
disclosure in the footnotes

recommend that the approximate markat value of the investments be shown in parentheses on the
face of the balance shaet

propose an adjustment so that the loss in value is recognized in the financial statements

pass on further work
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Short-term investments can best be described as:

amount of money paid in by investors during common or preferred stock issuance

investments purchased within one vear of maturity

investments that & company intends to hold for more than a year

a distribution of a portion of a company's earning

In Year One, an investor buys shares of Company X for $6,000 and shares of Company Y for
£17,000. By the end of that year, each of the investrments has increased in value by $2,000.
During Year Twa, the shares of Company X are sold for $10,100. If these investments are
viewed as trading securities, what income Is recognized by the investar in its income
statement as a result of this sale?

§100
52,100

54100

NEXT
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Statement of Financial Accourting Standards (SFAS) Na. 157 defines fair value as “the price
that would be received to sell an as=et or paid to transfer z liability in an orderly transaction
between market participants at the measurement date”

Match the definition to the asset type. {Use each defination anly once.)

[tems

These assels have prices
that "are directly
observable.. as well as
inguts that are not directly
pbservable.” These inputs
"are derived principally
from or corroborated by
observable market data.”

Thase azsets have prices
thet can be difficult to
determine as pricing
models include significant
unohservable inputs”
Further, "there might be
little, if amy, market activity
for these assets at the
measurement date”

These assels have
‘guoted prices in active
markets...which are easy
1 obtain and are religble
and verifishle’

Level 1 Asset

Level 2 Assats

Level 3 Assats
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APPENDIX B

RESEARCH INSTRUMENT - TASK 1

This appendix presents the independent variable portion of the research instrument (beginning on
the next page) provided to participants.
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Thank you again for participating in this research project.

This computer program will guide you through two simulated audit tasks each for a
different hypothetical client. For the purposes of this project, please assume the role of
a new staff-level auditor at JonesMillerDavis, LLP (a hypothetical large intemational
public accounting firm).

During the case, you will be asked to make decisions regarding two audit tasks.
Please your best to complete your work for each task within 25 minutes, spending no
more then 50 minutes in total. You should be able to draw on your accounting and
auditing knowledge and professional judgment, while using only the fact presented in
this case to make these decisions.

It is very important that you do not discuss any details of this case until everyone has
had a chance to paricipate.

lIse the huttons at the bottom of the screens to navigate between screens. To receive
credit for participating please enter your participant number below AND the provide
code from the final screen to the proctor upon completion.

Once you are ready, please enter your Participant Mumber and click “NEXT™ to begin

the case.
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{The participant number is coded to lead pariicipants to one of the following statemenis}
{Alone condition}
Use of Computer

As in practice, your work during this research study will be completed via computer.
Additionally, as sometimes happens in practice, the senior and manager you report to
are not on-site.

{High-ranking Auditor Present condition}

Use of Computer and Live Persons

As in practice, your work during this research study will be completed via computer.
Additionally, as sometimes happens in practice, the senior and manager you report o
are not on-site.

Howewver, you will conduct your work in an office with another person. This person is
assuming the role of an audit manager on the same clients, but is in charge of auditors
working in another location. In actuality, this person is an experienced accounting
professional who has been provided with limited information in this case. This person

will not review your work.
NEXT

{After this participants will either PREPARE or REVIEW
marketable securities substantive testwork in Task 1}

REVIEW CONDITION
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PREPARE CONDITION

The audit senior (Sam Rodgers) just sent you an email.

Hello,

Welcome to the firm! I'm sormy | am not out there with you. I'm working on another
project and I'l be there tomorrow. In the meantime, please concentrate on testwork over

marketable securities. You will be working on 2 different clients: Halcyon Boards and
Kinetic Canoes.

I've worked on both of these clients for the past 3 years and they are similar in that they
manufacture outdoor sports equipment. However, they are separate entities and NOT
related in any way. So please do your best to keep them separate.

I'd like fo you to start by preparing the marketable securities testwork for Halcyon
Boards. After you finish, I'll provide you some feedback. Then, I'd like you to review the
marketable securities testwork for Kinetic Canoes. For both these clients, all footing and
cross-footing has been completed and reviewed by our offshore team. Please

assume all footing and cross-footing is correct. Please do not spend your valuable
time recalculating footing or cross-footing, as this has already been completed by our
offshore team.

Please limit your time to 25 minutes on each client. This might seem daunting, but |
heard you are sharp and a hard worker. | have complete confidence in you.

R d Only included in the

SE‘—“' S “Other Auditor Present”
condition.

Sam Rodgers

Audit Senior

JonesMillerDavis, LLP
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Audit Task: You have been assigned to Investments testwork. Specifically, you have
been asked to prepare testwork over marketable securities.

Investments Testwork for Halcyon Boards, Inc.

This first audit task is concerned with the role of the audit process in detecting material
misstatements. Specifically, this task relates to the audit of investment in marketable
securities for Halcyon Boards, Inc. You have been assigned to PREPARE
WORKFPAPERS and complete the following:

1. Prepare the working papers, which include the audit program for marketable
securities, unaudited balance sheet and income statement, preformatted audit
memo, schedules, and supporting documents.

2. Perform and document procedures cutlined in the audit memo (I-01) using the
form on the next screen.

3. Make a final judgment ahout (a) the likelihood of material misstatements in the
financial statements and (k) the likelinood that you detected such misstatements,
if they exist.

As a staff auditor, you are aware that the audit senior may review your work.

Overview of Audit Client:

Halcyon Boards, Inc. (HBI) has been an audit client of the firm for several years. HBI
manufactures paddle boards for a variety water conditions and experience levels. Its
customer base includes both domestic and international customers. HEI has a 12/31
fiscal year-end.

HEI's business operations are seasonal, which produces large amounts in idle funds o
he invested tempararily in the fall and winter. HBI's treasurer usually invests in
marketable securties in mid-August and holds them until mid-January. They are sold in
late January and February to finance spring inventores. As management's focus is on
short-term investments with minimal risk, the portfolio is limited to debt securities rated
AA and above, and common stocks of "blue-chip" companies.

This is yvour first week as a staff level auditor on the HBI audit engagement.
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On the next screen you will find a pre-formatted audit memo where you will document
testwork completed. If you do nat identify issues when preforming a procedure, please type
‘Mone® in the issues noted block.

Please use the hyperinks below to download the following (you will need ALL of these files,
before you proceed:

=07 Lin i Fi ial temen
[-AFGE Audit Program
|-00 Lead Shest
=02 Schedule of Marketable Securities

|-03 Brokerage Staterment

104 Supporting Documentation from NYSE.com

Email from Senior Auditor Sam Rodogers
Client background
st of § T

All necessary dacuments have been provided electronically. Please hase your responses on
ONLY ¥OUR understanding of the materials provided and do not use any outside resources,
other than a calculator.

Mote:

Audit procedure #1.00 has been completed is signed off by the audit senior, Sam Rodgers.
Audit procedure #1.01 has been completed is signed off by the offshore team. You do not
need to check footing or cross-focting. Please do not spend your valuable time recaleulating
foating or cross-footing, as this has already been completed by our offshore team.

Audit procedure #3,00 has been completed is signed off by the audit senior, Sam Rodgers.
You do not need to any work aver this step.

Audit procedure #5.00 cannot be completed at this time, please skip it
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JonesMillerDavis, LLP

STANDARD TICKMARKS
A Footed.
= Cross-footed.
v Agreed to supporting documentation, without exception.
Rx Recalculated, no exceptions.
GL  Agreed to the curmrent year general ledger, without exception.
PY  Agreed to the prior year, without exception.
NA Mot applicable.
¥ Sum of.
FYE Fiscal year-end.
PBC Prepared by Client.
APG  Audit Program.
piflw  Pass on further work.
wiole Without exception {no exception noted).
wioimfe Without material exception (immatenal exception noted).
imm  Immaterial {difference is below audit misstatement posting threshold).

__JE Re-preformed as part of the review pI‘DDES-S.___-:J

NOTE:
All other tickmarks should be represented by a number inside a circle, e, @,
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GA-01

Halcyon Boards, Inc.
Balance $heat
4g of Dacember 31, 2014
{in thousands]

2014 201%
Account#  Account Tite Unaudited Auditad
ASSETS
10100 Cash and Cash Equivalents 12,625 11,665
10500 Investments In maristabie sacuities 2,545 1400 2,540 1400
110040 Accounis Receivable (net) 9,572 9,505
11500 Other Recalvadle (net) E3 56
12000 Inveniory {net) 14,718 14,504
Total Cumrant Asssts 33,524 38,270
15000 Froperty, Plant & Equipment [net) 2,597 2,799
Tofal Assets 42 4H 41,059
LIASILITIES AND STOCKHOLDER"S EQUITY
20000 ACCOUnis Payabie 3,007 2,663
21000 Oiher Cument Payables ES 52
Tolal Cumrant Llabiifles 3,072 2,715
26000 Motes Payable - Monclament 10,300 10,300
Total Liabllities 13,372 13,015
0000 Stockholders” Equity 23,049 28,044
Total Llablitles and Stockholdars’ Equity 42,421 41,059

page 1 of 2

81



Halcyon Boards, Inc.

Income Statement

For the year anded December 31, 2014

fin thousands)

2014 2013
Account#  Account Tiie Unaudited Audited
REVENUE
40000 Sales - Met 205 324 N4 573
Het Sales 205,324 A4 673
EXPENSES
50000 Cost of Goods Soi 154,405 153,569
Grogs Margin 50,919 51,104
OPERATING EXPENSES
&0000 Salares and Wages Expense 28,018 27,763
61000 Oiher Operating Expenses 17,187 16,731
Total Oparabing Expensss FLelns EEN:LE)
Het Incoms from Operations 5,714 6,610
OTHER INCOMENEXPENSE
47000 Interest and dividends eamed 35 0 a1 100
GEDOO Intarest expense [1.945) {1,676}
TOO0a Galnf{Loss) on disposal of investments 3 -0 13 100
&0000 Loss on dedine In market valus of securties - <00 (10} 100
Mot Income before Tax 3,857 I-APG 4,736
TEDOO Income Tax Expsnse (1,157} {1,439}
Met Income 2,700 3,358
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JonesMillerDavis, LLP

CLIENT. FiE: WE TITLE: Workpaper Ratersnos:
Haleyon Boards, Inc. 12-31-2044 Marketable Securities Audit Program ARG
| it Objeotiec: Accerbonic)

1] The balances refiect a compiete [I38ng of Investments, and the company's. ownership of such
assets 5 evidenoed by securities or other approprizte legal documents efther physicaily on hand E, G, RO
ior heid In safebeaping by obers.
2| Asset valkes, Investment IRCome of loss, vakaion alloeances, QRS or Sses on sk of

nvestments, and changes in far value are ecorded and presenied In sooondances Wil GAAP.
| imvestments are property desoribed and classfisd In e balnce shest, and discosunes have
been made for any restrictions, pledges, of llens against Se assets. The disciosures. requirsd by FiD, A, T,V
GAAP have besn made

3tepc  |Audit Procedurs Acceronic) |Zkgn-oft WP Faf
1.00(Obfain a schedule of al marketable securibes of iInvestments, IRcluding purchase and disposition - ?-_:- 53
niormation for Se penod. &
1.01] Test the derical accuracy A G OT @5 [
1.02] Reconclie amounts to the general iedger E. W
1.03| Dwbf=rmine that e folowing accounts are identified for specific classHicalion: PO
Equity Becuries and Debt S=ouries.
1.04] Verfy e exisience of seorfes by effer
(2} Inspect securites If mainkained by dient or E
(b} confirming the existence with Frusizes Rolkdng them
1.05] Agres the cost of reconded Investments 1o brokers' reports, canceied checks, or other
Supporing decumeniation E, R/
1.05| Defermine cument mamket value throwgh reference o a financial reporting service ora simliar W
SOUME.
1.07| ety sales price by examining Invoices of broker's stafement W
1.08] Defermine whether unrealzed gains and losses are propery accounted for. W
1.05| Recompuf= imberest and determine that accrued infsrest Is properiy recorded at year-=nd. AW
1.10] ‘erify dividend Income Wi a third-party dividend reporting serice o
2.00|Examine brokers' stalemenhs) for S period end and cross-reference to cllent provided AL aeT
schedule. .
3.00|Examine seiected doruments fo detemine f any sacuries have besn piedged as colateral by =
[a) asking management; and 31 =y BA-13
(k) reviswing iboard of direciors” minutes, loan agreements, and other dooaments.
4.00|Review and Inguire of management's iment v hoid seoarfties and review for proper classificabion A BD
of Invesiments (=g, Trading, Avaliable for Sake, and Hedd o Matarity).
S.00|Review fooinotes 1o insure required disclosurss:
() hawe besn mads and ane understandabie and PO, Flemse skip this sirp.
{b) are accurate and pr at the AT | Wil compiess later 57|

FINANCIAL STATEMENT AZZERTIONE
A Accuracy
©  Compieieness and ouo®
E Exisience
F/D Fresentation and disciasure
R Rights and oblgabons
Vo Waluations and allocation

Measurement Base

Fratay income @A P2 3,857,000
Farcentage Applied L5%
Calcated Flanning Materaity (3.5% of Pretaxy Income) ES

Crverall iplanning) MatedalEy (4.5% of Pretax income, roanded) 173,000

it Miz=tatement Posting Threshold (5% of Cvarall th‘hﬁ}‘] 8,650/
HOTE: Any audii differanoe greaier than the audB micsiatemant posting threshold would require an adjucting sniry.
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JonesMillerDavis. LLP

Prepared by:

CLIENT: EE
Haleyon Boards, Inc. 12iHH4

Worknapar BEvews

Hi

Inwestments in Marketable Securities Lead Sheet

Account 12i12m4 1231203
Ho. Account Mame Balance Balance
10500 Inwestments in marketable securities 2,548,000.00 2,540,000.00

47000  Interest and dividends eamed 4 51750 60.800.00

70000 GainiLoss) on disposal of invesiments 13045100 12.850.00

BODOO  Loss on dedine in market value of secunties - {10,208.00)
Group Total  2633,562.50

Tickmark legend
*  Footed, without exception
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JonesMillerDans, LLP

Prepared by

[ T Fkpace i FApacer Eatawros
Huicyon Boarda, inc. hreeilr AL SCHEDULE OF TS i MARKETABLE SECURITIES . FBC (£
Surrrary of Warkelate Secuftes
Er e — T
FEC
Prtehuses Ireszar
B € 5] BaF-B  HeBiDFsa I i ralepz | Hefsharesr L= d+ K
Bagining Shares o CurL o] Ening Markel Vel mostis cwned dividesd)
Sy Par Vavm Bawcn Dis P Valun Emzunt Dists Dénguraai Emarce [arcil] e Dhiderms Tots
Eoiity Securiies:
Time vewirom AL 115 2500 50,000 00 ne1ns - - Tacand (7.015.00)] - - - 1247 50 1.47.50 <
Hesro Dt (HD) o000 540,000 00 0 A3 - - ranans 50,010 00 - - - - -
Esacen Mabil Caip. (XOM) . . mo 5000 42100000 . . . . 481,000,00 857 SO0 . 905000 005000
Ml Pl {MHF1) . . mo 12000 75000000 . . . . TE, 000,00 74395000 . e12000 812000
Detdl Secuiities.

ATET B Datarius bonds 10000 1A M0N0 dasdhE - - fanish4 110000000  1,040,050.00 10,950.04)| - - 11,2000 - 11, 00000
UPE (LFS] 0% Debernume bords - - AT Al0M0D 41500000 - - - - 41500000 1008000 80000 - 000 00
Fdmtate (ALL| 1 Daberture Bunds - - A 000000 D00 0l0 o - - - - folei ] D05 A0 20 15,0000 - 15,000 00

2540 000 00 Sl D1 01 2573 D4 D) 5304500 & 2 548 D0d.00 2548, ik000 5 0duid 51T 5 S4 51750

B n —_— —':'_J —_— B

Tickimaik bagand
A Frasted, mithet anrapsion
© Cromm-lotis, without mezeption
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SOURCE: Obtained directly from Finandial Inwestments.

Financial

INVESTMENTS

FEWNTRES

Halcyon Boards, Inc.
Treasurer

123 West 5t
SOMETOWM, US 01224

Fovelops D21021827

Your Portfolio Summary

Home Depot (HD)
Beginning walue as of Jan 1

Ending value as of Dec 31
Change in investment value

TICKMARKS

< Cross-footed.

£2,540,000.00

$2,546,000.00
$6.,000.00

D4 306 000

WP -3
Prapared by:

Brokerage Account Statement
Janusry 1, 2014 - December 31, 2014

—
Online Firdny.com
FAST(sm-Automated Telephons 833-333-3533
Customer Sarice B33-333-3330
Your Advisor
INVESTMENT MANAGEMENT
267 UPTHE RDAD
SOMETOWN, US 012345
PHONE: (S55)555-0555
Value by Account
Net Value Net Value
General Investment Acocount Mumber  January 1, 2014 December 31, 2014
Financial Account 11-11-1111 52,540,000.00 $2.545,000.00
Total Portiolic Vale 52,540,000.00 $2.546.000.00
L A
Income Summary
Year to Date
Taxable $52.547.50
Tax-sxempt -
Total F54.517.50
A
Fageiof3
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SOURCE: Obtained directly from Financial nvestments, I I I WE: 103

Financial

Brokerage Account Statement
INVESTMEMNTS
January 1, 2014 - December 31, 2014

) _ —

Your Portfolio Detail

Flnanclal Account 111-11-1111 Halcyon Soands, Inc.

Account Summary Ineome Summary

Beginning valug s of Jan 1 5 2,540.000.00 Year to Date

Wihdrawals - 2,573,045.00  Tax-Exempl -

Deposits 2,54E,000.00  Dividends: 19,517.50

Change In Investmant vaiue 33,045.00 Inderest 35,000.00

Ending valus as of Dec 31 5 2,545,000.00  Total 54,517.50

. .

Cuantity Price par Unit Total Vakin

HoldIngs: il as of Decerier 31,2014 1B IR0 ANILR Tets Cost Basis ABBADEA

Stocks  47.3% of holdings: A E [ D=2xB

Exmon Mobll Corp. [KOM) E0aooo 5 97580 & 4E1,000.00 5 487900.00

MoGraw-HIl Financial (MHFI1} 1200000 % 51930 & T50,000.00 5 T43160.00

Bonds 51.7% of holdings

UPRS {UPS19) 8% Debenture bonds 4,000.00 § 102520 $ 415,000.00 ¥ 410,080.00

09.000% 101572019 43 FXIC INSURED

Allstate {ALL1E) 10% Debenture bonds 00000 05 100560 0§ 200,000.00 5 505040.00

10.000% DSAS/201E Aa FXIC INSURED

oot DEDGIA G001 02 337 1237 o 10Ra00 Poge2of3
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SOURCE: Obtained directly from Finandal Investments

Financ

.
ial
INVESTMENTS

I I I WE: -03

Brokerage Account Statement
January 1. 2014 - December 31, 2014

Your Portfolio Detail
Financial Account 111-11-1111 Halcyon Beands, Inc
Transaction Details That acdings wlli actily Des parced]
Brokerage Activity
A B C D=AxB E=D-C
Sattlement
Dt Security Deseription Chuantity Price per Unkt (=13 Transastion Smournt Transaction Profiiloss)
215 ATET [(ATT2T) 5 Debenture bonds “fou soid -I000 " F IRl F 1E0m0IT 10550 BEE00-
2715 AT&T [ATT21) 8% Debenture bonds Interest received 11,000.00
215 Time Wamer Cable (TWC) - dividend of $00.2850  Dwidend receved 1.347.50
per share
73 Time Wamer Cable [ 1W5) You soid -3.500 183710 @50,000.00 42 0E5.00 -7 0T,
314 Home Depot (HD) “You soid -B,000 9B.300 340,000.00 300.010.00 50.010.00 )
8720 Exxon Mobid Corp. (XOM) ‘fou bought 5,000 06.200 481,000.00
8720 McGraw-Hill Financial (MHFI) *You bought 12,000 82.500 750,000.00
10731 Allstate (ALL13) 10% Debenture bonds *You bought 8,000 * 100.000 900,000.00
10731 UPS (UPS10) 0% Debenture bonds “fou bought 4,000 * 102.750 415,000.00
12730 Allstate (ALL13) 10% Debenture bonds Interest received 15,000.00
12737 UFS [UPST0) U Debenture bonds Interest received 0.000.00
12731 Exooon Mobd Corp. [XOM) - dividend of $01.8100 Dividend recenved 08,050.00
per share
12731 MeGraw-Hill Financial (MHF) - dwidend of Dividend recewed B,120.00
$00.7600 per share
" par value far debenture bonds s $100.000 per unk.
o4 108000 Fage3af3

Doy 002 DONL (031337
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JonesMillerDavis, LLP Prepared by:

Client FYE: Workpaper Tite: Workpaper Refarence:
Halcyon Boards 12/31/2014 MARKETABLE SECURITIES-STOCKS l-04a

Source: These Sinplts were obtained directly from NYSE.com.
Purpose: To verify trading price on 12/31/14 and dividends declared in 2014.

NYEE A2ANE, 1204 F

NEW YORK STOCEK EXCHANGE

EXXON MOEIL CORP. (XOM)

TOTE TUOTE/ENYS:0XM COMPANY INFORMATION (/XNY¥S:0XM/COMPANTY)
DATE QOFEN LOW HIGH CLOSE VOLUME | ADJ CLOSE
Dec 31, 2014 97.14 968.83 97.61 97.58 998773 97.58

Payable Amount Ex-Date Record Declaration | Dividend Type
12/18/2014 $01.810 | 12/2/2014 | 12/4/2014 | 11/20/2014 Cash

hitlps:ikanaw. Ny e comiquobaNY S-03M
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Prepared by:

Cllent FYE: Workpaper Tite: Workpaper Reference:
Halcyon Boards 12/31/2014 MARKETABLE SECURITIES-STOCKS I-04b
Source: These Sinplts were obtained directly from NYSE.com.
Purpase: To verify trading price on 12731114 and dividends declared in 2014.
KYEE 12375, 112 FM

NEW YORK STOCK EXCHANGE

MCGRAW HILL FINANCIAL INC (NYSE:MHFI)

QUOTE (/QUOTE/XNYS:MHFI

COMPANY INFOEMATION |

Y5 MHFI/ COMPANTY)

HISTORICAL PRICE

DATE OPEN LOW HIGH CLOSE VOLUME | ADJ CLOSE
Dec 31, 2014 6l1.24 61.24 61.98 61.93 389201 6193
Dividend History for Janunary, 1 2014 - December 31, 2014
Payable Amount Ex-Date Record Declaration | Dividend Type
12/10/2014 300.760 | 11/21/2014 | 11/25/2014 | 10/23/2014 Cash

Dt i Y S COMIqUtENY S - MHF]
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JonesMillerDavis, LLP Prepared by:

Cllent FYE: Workpaper Tibe: Workpaper Reference:
Halcyon Boards  12/31/2014 MARKETABLE SECURITIES-STOCKS 1-04¢c

Source: These Sinplts were obtained directly from NYSE.com.
Purpose: To verify trading price on 123114 and dividends declared in 2014.

NYBE 423N5, 12233 P

NEW YORK ARCA BONDS

UPS CORP 09.000% SR DEB 10/15/19
(NYSE ARCA:UPS19)

Bond Center > Bond Screener > Bond Screener Eesults » Bond Profile

TOTE TOTE/ARCE:-TPS10
P8 G5 051000% SeDes SOMSASI A of 31-DEC-2014

Price: 102520
Coupon (%]: 10.000
Maturity Date: 15-0CT-2019
Fitch Ratings: AL

Coupon Payment: Semi-Annusl
Cﬂupuﬂ Date: 15-AFP-19499
Type: Corporate
Callable: Neo

hitpes itwaw. nyse comiquatePS 19605
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JonesMillerDavis, LLP Prepared by:

Cllent FYE: Workpaper Tite: Workpaper Refarence:

Halcyon Boards  12/31/2014 MARKETABLE SECURITIES-STOCKS 1-04d

Source: These Sinplts were obtained directly from NYSE.com.
Purpose: To verify trading price on 12/31/14 and dividends declared in 2014.

WYEE 42315, 121 F

MNEW YORK ARCA BONDS

ALLSTATE CORP 10.000% SR DEBE 06/30/18
(NYSE ARCA:ALL18)

Bond Center * Bond Screener > Bond Screener Eesults » Bond Profile

TOTE TTOTE /ARCE-ALL1S
DANSEatS G 0/000% SeDSOSIISTISII :- of °1-DEC 2014

Price: 100.560
Coupon (%) 10.000
Maturity Date: 30-JUN-2018
Fitch Ratings: AA

Coupon Payment: Semi-Annual
Coupon Date: 30-DEC-1998
Type: Corporate
Callable: Mo

Iittpes itwraw ny e comiquotalALL 1SB0S
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Prepared by:

Client

Halcyon Boards

FYE:
12/31/2014

Workpaper

Tite:

MARKETABLE SECURITIES-STOCKS

Workpaper Reference:
I-04e

Source: This Sinplts was obtained directly from NYSE.com.

Purpose: To test completeness, venfying no dividends declared in 2014 by Home Depot (HD).

NYEE

NEW YORK STOCK EXCHANGE

HOME DEPOT (HD)

A23N5, 221 FM

Dividend History for January, 1 2014 - December 31, 2014

Payable

Amount

Ex-Date

Record

Declaration

Dividend Type

ittpes itarawr. nyse. comiquota XNy S:HD
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Prepired by:
Dropdown Box: “"‘-—-.__‘_‘_‘___ A
¥
Sraff Auditor
Senior Auditor
CLIENT: FYE: WPF TITLE: WE:
Haleyon Boarde, Ine,  12-31-2014 MARKETABLE SECURITIES I-01
Purpose:

To obtain sufficient and appropriate audit evidence regarding the existence, completeness,
rights and cbligations, valuation, and presentation and disclosure of marketable securities as
described in the audit program steps 1.00 to 4.00 21 1-APG.

Procedures performed:

1.00 Obtained a schedule of all marketable securities of investments, including purchase
and disposition information for the pericd Dropdown Box:

Workpaper referancs: Completed by Issues noted

‘Mone' if noissues

Flease choose one for each: +

100

-0l Staff Auditor
=02 Senior Auditor

1-03
1.07 Tested the clerical accuracy 1-04

N/&

qk

Workpaper referance: Completed by Issues noted
"Mone’ If no issues

Please choose one for each:

L L
e
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1.06 Determined current market value through reference to a financial reporting service ora
similar source

Workpaper reference; Completed by: |=sues noted

‘Mone’ if no issues

Ak
Ar

Fleaze choose one for each:

1.07 Verified sales pnce by examining involces or broker's statement.

Workpaper referanca: Completed by: Issues noted

"Mone” if no issues

L1
L L]

Fease choose ane for each

1.08 Determined whether unrealized gains and losses are properly accounted for.

Workpaper reference: Campleted by: Issues noted

Mone” if no issues

LS
Ll

Flease chonss ane for each:

1.09 Recomputed interest and deterrmine that accrued interest is properly recorded at year-
end.

Warkpaper reference: Completed by lssuas noted
“Mara” if noissuas

Please choose ane for each:

L L
Ak

1.10 Verified dividend income with a third-party dividend reporting service,

Warkpaper refansnce: Complated by lzsuas noted
“Mor” if no issues

Pleage choose one for each:

k.
L
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1.02 Reconciled amounts to the general ledger.

Workpaper reference: Completed by: Issues noted
‘Mone” if no issues

Please choose one for eachs ik s

1.03 Determined that the following accounts are identified for specific classification: Equity
Securities and Debt Securities.

Warkpaper reference: Completed by: lssues noted

‘Mong’ il no issues

Please choose one for each

1.04 Verified the exislence of sscurities by either: (2) inspect securities il mainiained by
client or (b} confirming the existence with trustees halding therm.

Warkpaper referance: Cormipleted by: Issues notac

"Mone’ if no issues

L L
ap

Pleaze choose one for eacke

1.05 Agreed the cost of recorded investments to brokers’ reports, canceled checks, or other
supporting documentation.

Workpaper reference Completed by Izsses noted

‘Mone” if no issues

kb
A

Please choose one for each:
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2.00 Examined brokers' staternent(s) for the period end and eross-reference to client provided schedule,

‘Workpapar referance: Completbed by Issues noted

“Mone” it no issues

Ll
£l

Flease choose ona for asch:

3.00 Exarnined selected documents to determine if ary securities have been pledged as collateral by:
(8} esking management; and
(b} reviewing board of directors’ minutes, loan agreements, and other documents.

Workpaper reference: Completed by: Issues nated
GA03 Senior Auditer Mone

400 Review and inguire of management's intent 10 hald securities and review for proper classification of investments
(... Trading, Availabie for Sale, and Held to Maturity).
Workpaper refererde: Completed by: Isgues roted
"Mone” il no issues

Flease choose ane Tor each; = ¥

5.00 Review footnotes to insure required disclosure
{g)  heve beenmade and are understandable and
{b)  are accurate and properly presented at the appropriate amounts

T be completed at a later date by Sam Rodgers, Senior Auditar,
sae -APG for workpaper reference and conclusion related to step 5.00.

This section is preset to
match information on
the prior screen, which
indicates that the audit
senior already
completed this step.
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Conclusion:

There ks sufficient appropriate evidence o provide reasonable assuranca that Haleyon Boards'
marketable securities are free of material misstaterment for the year ending 12/31/2074

There s NOT sufficient appropriate evidence to provide reasonable assurance that Haloyon Board's
marketable securities are free of material misstatement for the year ending 12/31/2074

p—
NEXT
How confident are you in your conelusion regarding Haleyon Boards?
Mot at all Very
Confident Confident

1 2 3 4 ] & 7

These two possible
reSpoOnses ars
presented in random
order.

{End of Task 1 - PREPARE condition. Next participants in the PREPARE condition will
proceed to the feedback section}
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REVIEW CONDITION

The audit senior (Sam Rodgers) just sent you an email.

Hello,

Welcome to the firm! I'm sormy | am not out there with you. I'm working on another
project and Il be there tomorrow. In the meantime, please concenfrate on testwork over

marketable securities. You will be working on 2 different clients: Halcyon Boards and
Kinetic Canoes.

['ve worked on both of these clients for the past 3 years and they are similar in that they
manufacture outdoor sports equipment. However, they are separate enfities and NOT
related in any way. So please do your best to keep them separate.

I'd like to you to start by reviewing the marketable securities testwork for Halcyon
Boards. After you finish, I'll provide you some feedback. Then, I'd like you to review the
marketable securities testwork for Kinetic Canoes. For both these clients, all footing and
cross-footing has been completed and reviewed by our offshore team. Please

assume all footing and cross-footing is correct. Please do not spend your valuable
time recalculating footing or cross-footing, as this has already been completed by our
offshore team.

Please limit your time to 25 minutes on each client. This might seem daunting, but |
heard you are sharp and a hard worker. | have complete confidence in you.

R d Only included in the

5:9'“ S “Other Auditor Present”
condition.

Sam Rodgers

Audit Senior

JonesMillerDavis, LLP
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Audit Task: You have been assigned to Investments testwork. Specifically, you have
bheen asked to review testwork over marketable securities.

Investments Testwork for Halcyon Boards, Inc.
This first audit task is concemed with the role of the audit process in detecting material
misstatements. Specifically, this task relates to the audit of investment in marketable
securities for Halcyon Boards, Inc. You have been assigned to REVIEW
'WORKFPAPERS prepared by a first-year staff auditor and complete the following:
Review the working papers, which include the audit program for marketable
securities, unaudited balance sheet and income statement, and a staff auditor's
workpapers, which include a lead sheet, audit memo, schedule, and supporting
documentation.
Prepare any necessary review notes or comments using the form on the next screen.
Make a final judgment about (a) the likelihood of material misstatements in the financial
statements and (b) the likelihood that the staff auditor detected such
misstatements, if they exist.

As a staff auditor, you are aware that the audit senior may review your work.

Owverview of Audit Client:

Halcyon Boards, Inc. (HEI) has been an audit client of the firm for several years. HBI
manufactures paddle boards for a varety water conditions and experience levels. Its
customer base includes both domestic and intemational customers. HEI has a 12731
fiscal year-end.

HEBI's business operations are seasonal, which produces large amounts in idle funds to
e invested tempaorarily in the fall and winter. HEI's freasurer usually invests in
marketable securities in mid-August and holds them until mid-January. They are sold in
late January and February to finance spring inventories. As management’s focus is on
short-term investments with minimal risk, the portfolio is limited to debt securities rated
AA and above, and comman stocks of "hlue-chip” companies.

This is your first week as a staff level auditor on the HBI audit engagement.
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On the next screen you will find a comment sheet, document any review comments may
have here. If you have no cormments or less than the space provided, please select "none”
fram the drop down list and type NA in the comments block,

Please use the hyperlinks below to access the following:

A-01 Lin i Financial n
EAPE Audit Program

00 Lead Sheet

01 harketahl ities Audit Mam
102 Schedule of Marketable Securities
FO3 Brokera:

34 Supparting Documentation from NYSE.com

Email from Audit Senior, Sam Rodgers
lier ki i

List of Standard Tickmarks

All necessary documents have been provided elecironically, Please Dase your responses on
OMLY YOUR understanding of the materials provided and do not use any outside resources,
ather than a calculator,

Mote:

Audit procedure #1.00 has been completed is signed off by the audit senior, Sam Rodgers.
Audit procadure #1.07 has been completed is signed off by the offshore team. You do not
nead to check footing or cross-footing. Please do not spend vour valuable time recalculating
feoting or cross-footing, as this has already been completed by our offshore team.

Audit procadure #3.00 has been completed is signed off by the audit senior, Sam Rodgers.
You do not need to any work over this step.

Audit procedure #5.00 cannot be completed at this time, please skip it.
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JonesMillerDavis, LLP

STANDARD TICKMARKS
A Footed.
= Cross-footed.
v Agreed to supporting documentation, without exception.
Rx Recalculated, no exceptions.
GL  Agreed to the current year general ledger, without excepfion.
PY  Agreed to the prior year, without exception.
MA Mot applicable.
¥ Sum of.
FYE Fiscal year-end.
PBC Prepared by Client.
APG  Audit Program.
pif'w  Pass on further work.
wioie Without exception (no exception noted).
wio/mfe Without material exception (immatenal exception noted).
imm  Immaterial (difference is below audit misstatement posting threshold).

-__ lQ Re-preformed as part of the review process. ___::-‘J

NOTE:
All other tickmarks should be represented by a number inside a circle, i.e, @.
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GA-01

Haleyon Boards, Inc.
Balance Sheat
48 of Dacembar 31, 2014
{in thowsanda)

2014 2013
Account#  Account Tiis Unaudited Auditad
ASSETS
10100 Cash and Cash Equivalents 12,625 11,665
10500 Investments In markatable securties 2,545 100 2540 100
11000 Accounis Receivable (net) 9,572 9,505
11500 Oiher Recalvadle (net) 63 56
12000 Inveniory inet) 14,718 14,504
Tolal Cumrant Assets 39,524 38,270
15000 Froperty, Plant & Equipment [net) 2,507 2,790
Total Assats 43 &4 41,050
LIABILITIES AND STOCKHOLDER™S EQUITY
20004 Accounis Payable 3,007 26563
21004 Ciher Cument Payables BS 52
Tolal Cumant Liabliflas 3.072 2,715
26009 Motes Payable - Noncament 10,300 10,200
Total Liabdlitiea 13,372 13,015
S000T Stockholders” Equity 29,049 28044
Taotal Liablitles and Stockholdars’ Equity 42 41 41,059

page 1ol 2
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Halcyon Boards, Inc.

Income Statement

For the year ended Decembar 31, 2014

{in thouaanda)

2014 2013
Account#  Account Tiia Unaudited Auditad
REVEHUE
40000 Sales - Met 205,324 204 E73
Mt Sales 205,324 04 E73
EXPEMSES
50000 Cost of Goods Sold 152,405 153,569
Grogs Margin 50,919 51,104
DPERATING EXPENSES
50000 Zalares and Wages Expense 23,018 27,763
61000 Oiher Operating Expensas 17187 16,731
Total Uperating EXxpenses 3505 EEWLT)
Hel Income from Operations 5,714 6,610
OTHER INCOMENREXPENSE
47000 Interest and dividends eamed 55 10 ai 100
G6E000 Interesi expense [1.945) {1.B76)
ToO0a Galnf{Loss) on disposal of Investments 2 -0 12 140
&0000 Loss on dedine In market valus of sacunties - =00 (10 1-00
Met Income befors Tax 3,857 ARG 4,738
TEODO Income Tax Expense [1.157] {1.439)
Net Income 2,700 3,358

104
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JonesMillerDavis, LLP

CLIENT: FYE: WP TITLE: Workpaper Reference:
Halcyon Boards, Inc.  12-31-2014 Marketable Securities Audit Program I-APG
Audit Objectives: Assertion(s)

1|The balances reflect a complete listing of inwestments, and the company's ownership of such
assets is evidenced by securnties or other appropriate legal documents either physically on hand E.C.RO
or held in safekeeping by others.

Asset values, mvestment income or loss, valuation allowances, gains or losses on sales of
nvestments, and changes in fair value are recorded and presented in accordance with GAAP.
3|Inwestments are propery described and classified in the balance sheet, and disclosures have
ben made for any restrictions, pledpges, or iens against the assets. The disclosures required by | P/D, A GV
GAAFP have been made.

L]

AV

Steps |Audit Procedure Assertion{s) | Sign-off | WP Ref
1.00{0Obtain a schedule of all marketable securibies of investments, incleding purchase and dispositon o ,_5@-’? 102
nformation for the period. d
1.01| Test the derical accuracy. ACV OTEI4EE 102
1.02{ Reconcile amounts to the general ledger. E.W A -2
1.03| Determine that the follewing accounts are identified for specific classification: BID et |02
Equity Securities and Debt Securities. -
1.04| Verfy the existence of securities by either _
{a) inspect securibes if maintained by client or E A 12
{b) confiming the existence with rusiees holding them.
1.05| Agree the cost of recorded investments to brokers’ reports, canceled checks, or other E RO ) 103
supporting documentation. '
1.08( Determine current market value through reference to a financial reporting service or a similar ¥ A 103
SOUNCE.
1.07| Venfy sales price by examining inwoices or broker's statement v (=] I3
1.08] Determine whether unrealized gains and losses are property accounted for. v A 102
1.08| Recalculate interest and determine that accrued interest is propery recorded at year-end. AN =] (7]
1.10{ Verfy dividend income with a thind-party dividend reporting senvice. C.v A 1-04
2 00{Examine brokers’ statement(s) for the penod end and cross-reference to client provided schedule. A =4 102
3.00(Examine selected docurmnents to determine if any securities have been pledged as collateral by:
{a) asking management. and RIO ._5-{? GAD3
(b} reviewing board of directors’ minutes, loan agreements, and other documents. ’
4 D0{Review and inquire of management’s intent to hold securites and review for proper classification AFD = 102
of investments (e.g., Trading. Available fior Sale, and Held to Maturity). ) =
5.00{Review footnotes to nsure required disclosures:
{a) have been made and are understandable and PD, Please skip ihis sten.
{b} are accurate and properiy presented at the appropriate amounts. ACW |H|mmm5q

FINAMCIAL STATEMENT ASSERTIOMS

A Accuracy
C  Completeness and cutof®
E Existence

PD Presentation and disclosure
R/O  Rights and obligations
VW Valuations and allocation

Measurement Base
GA-01 p2

Pretax mcome P3.857.000
Percentage Applied 4 5%
Calculated Planning Materiality (4.5% of Pretax Income) 173,565
Owerall {planning) Matenality (4.5% of Pretax Income, rounded) 173,000
Audit Misstatement Posting Threshold (5% of Overall Materiality) 8,650

NOTE: Any audit difference greater than the audit misstatement posting threshold would require an adjusting entry.
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JonesMillerDavis, LLP Prepared by:
=

CLIENT: FYE: Workpaper Review:
Halcyon Boards, Inc. 1213114 |-0

Investments in Marketable Securities Lead Sheet

Account 1213112014 1213172013
No. Account Name Balance Balance
10500  Investments in marketable securities TE 2,546,000.00 1-02 Py 2,540,000.00 1-02
47000  Interest and dividends eamed 54 51750 1-02 60,800.00
70000 Gaind{Loss) on disposal of investments 33,045.00 1-02 12,950.00
80000 Loss on decline in market value of securities - 02 (10,208.00)
Group Total  2,633,562.50 2,603,542.00
A A
Tickmark legend

A Footed, without exception
PY Agreed to prior year at GA-01, wiofe
TE Agreed to trial balance on GA-01, wiole
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JonesMillerDavis, LLP Prepared by:

SA
Client FYE: Workpaper Title: Workpaper Reference:
Halcyon Boards  12-31-2014 MARKETABLE SECURITIES MEMO 1-01
Purpose:

To obtain sufficient and appropriate audit evidence regarding the existence, completeness, rights and
obligations, valuation, and presentation and disclosure of marketable securities as described in the audit
program steps 1.00 to 4.00 at I-APG.

Procedures performed:
1.0 Obtained a schedule of all marketable securities of investments, including purchase and
disposition information for the period. Completed by Senior Auditor see wp 1-02.

1.01 Tested the clerical accuracy. Completed by Offshore Team # 3498, at wp 1-02, no issues
noted.

1.02 Reconciled amounts to the general ledger. Completed by Staff Auditor (SA) at 1-02, no
issues noted.

1.03 Determined that the following accounts are identified for specific classification: Equity
Securities and Debt Securities. Completed by Staff Auditor (SA) at wp 1-02, no issues
noted.

1.04 Verified the existence of securities by either: (a) inspecting securities if maintained by
client or (b) confirming the existence with trustees holding them. Completed by Staff
Auditor (SA) at wps 1-02 and 1-03, no issues noted.

1.05  Agreed the cost of recorded investments to brokers’ reports, canceled checks, or other
supporting documentation. Completed by Staff Auditor (SA) at wps 1-02 and 1-03, no
i1ssues noted.

1.06 Determined current market value through reference to a financial reporting service or a
similar source. Completed by Staff Auditor (SA) at wps 1-02 and 1-04 series, no issues
noted.

1.07 Verified sales price by examining invoices or broker's statement. Completed by Staff
Auditor (3A) at wps 1-04 series, no issues noted.

1.08 Determined whether unrealized gains and losses are properly accounted for. Completed
by Staff Auditor (SA) at wp 1-02, immatenal difference noted, pass on further work.

1.09 Recalculated interest and determined that accrued interest is properly recorded at year-
end. Completed by Staff Auditor (SA) at wps 1-02, no issues noted.

1.10  Verified dividend income with a third-party dividend reporting service. See wp 1-04 series,
no issues noted.

200 Examined brokers® statement(s) for the period end and cross-reference to client provided
schedule. Completed by Staff Auditor (SA) at wps 1-02 and 1-03 series, no issues noted.

300 Examine selected documents to determine if any securities have been pledged as collateral
by: (a) asking management; and (b) reviewing board of directors’ minutes, loan agreements,
and other documents. Completed by Senior Auditor (SR) at wp GA-03, none noted.

400 Review and inquire of management's intent to hold securities and review for proper
classification of investments (e_g., Trading, Available for Sale, and Held to Maturity).
Completed by Staff Auditor (SA) at wp 102, no issues noted.

500 Review footnotes to insure required disclosures:

(a) have been made and are understandable and Step 5.00 o be completed at a later date by

(b) are accurate and properly presented at the appropriate amounts. Sam Rodgers, Senior Auditer,
see l-APG for workpaper reference and
conclusion related to step 5.00.

Conclusion, based only on audit program steps 1.00 to 4.00 at |-.APG:
There is sufficient appropriate evidence to provide reasonable assurance that marketable securities are
free of material misstatement for the year ending 12/31/2014.

107



JonesMillerDavis, LLP

T FTE
Haloyon Boards, Ine. 12152014

T T
SCHEDULE OF INVESTMENTS I MARKETABLE 3ECURITIES - PEC

O

10
Summary of Marketable Securties
Year Ended December 31, 2014
Purchases Disposals Income:
A B T 0 G=F-8 H=8+DF+0 1 TSunfaiAz Feleharee:  L=d+ K
Shares or Beginning Shares ar GainiiLozs) Ending Market Vaise  ‘meonthe owned  divicend)
Becuriy Par Ve Baiance Date Par Vae Amgunt Date Amgunt Dispozal Balance (231 Inberest Dividends Total
Equity 3=ourtties . -
Time Wamer Cable 3500 S50.000.087 10DAM3 - - LELERR] eizzazod® {7.045.00} - - - 134750 1Tt
Home Depot (4D} 2000 S40000.00. 1031013 - - 131414 830.010.00 50,090.00 - - - -
Exxon Mobil Sorp. (XOM) - - 082814 5p00| 481,000.00 - - - - 481.000.00 487,300.00 - 5,050.00
MicGraw-£41l Financlal (MHFT) - - e 12000,  7E0,000.00 - - - - 7E0,000.00 743,960.00) - 5,120.00
Dbt Becurities: s - 3
ATET 5% Debeniure bonds 11 1,00,00000  1,050,000.00 0830¢13 - - 4 1,100,000.00° T, 04005000 19.850.00) - - 11,000,000, - 11,000.00
UPS (UF2) 5% Debenture bonds - - 1034 £00,000.007 F1E00000° - - - - 415.000.00 410,080.00 5,000.00 - 5,000.00
Allstate: (ALL} 10% Deberiture bonds - - 1031114 S00,00000, 50000000 - - - - 300.000.00 205,040.00 15.000.00 - 15,000.00
= T . [ -
2.540,000.000F7 2,546.000.007 2.573.045.00 33,045 00 545.000.00 ¢ _2.545,180.00k 3500000, 13.517.50 54517508
O O O O _',._‘.\ g O

Tiskmark legend
# Footed, without exception
< Cross-footed, without excepson
R, Fecakulated, wEnout exceston
I Sumaf
Agreed to the cument year trial batance at GA-D1, wERoUt exception
FY Agreed to the prior year (12/31/13) trial balance, without exception
i Immaterial (dferance Iz beiow audt mizstatament postng threshokd)
nfw Fass on farther work
@ Sacurties heid In broker's account, confirmed on Brokerage ACcount Statement at 103, wihout excestion
(I Agreed to Erckerage Account Stalements at 103, wEROUt exception
@ imterest and dividend payments verflied Srough examination of Brokerage ACcount Statements at 103 B2, wihout exception
@ Verthed no dividend was deciared in 2014 with NYSE.com, see |-04s, without sxcepson
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SOURCE: Obtained directly frem Financial Investments.

Financial

INVESTMENTS

Envelope 021021337
#EWNFRKS

Halcyon Boards, Inc.
Treasurer

123 West St
SOMETOWN, US 012341

Your Portfolio Summary

Home Depot (HD)

-0z
Beginning value as of Jan 1 $2.540.,000.00

Ending value as of Dec 31 02§27 546,000.00

Change in investment value 56,000.00
TICKMARKS
* Footed.
< Cross-footed.
R, Recomputed, no exceplions.
00001 060228 0001 021071227 04 106 000

WP: 103 B
Prepared by: ‘é}q

Brokerage Account Statement
January 1, 2014 - December 31, 2014

—
Online Finlmv.com
FAST(sm}-Automated Telephone 855-555-5555
Customer Sarvice B55-555-5550
Your Advisor
INVESTMENT MANAGEMENT
267 UFTHE ROAD
SOMETOWN, US 012345
PHOMNE: {555)555-0555

Value by Account

Net Value Met Value

General Investment Account Mumber  January 1, 2014

Financial Account 1M1-11-1111 $2.540,000.00

102
Total Portfolio Value $2.540,000.00

a

December 31, 2014

$2.546.000.00

10
22,548,000.01}

a

Income Summary

Taxable
Tax-zxempt

Total

109

‘fear to Date
$52.547.50

-0z
354.51 ?.5,\[J p2
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S0URCE: Obtained directly from Financial Investments. I I I WP -3

Financial

INVESTMENTS Brokerage Account Statement

January 1, 2014 - December 31, 2014

Your Portfolio Detail

Financial Account 111-11-1111 Haleyon Boards, Inc.

Account Summary Income Summary

Beginning valus as of Jan 1 H2 5 2,540,000.00 Year to Date

Withdrawals - 257304500 Tax-Exempt -

Deposits. 2,546,000.00 Dividends 18.517.50

Change in investment value 33,045.00  Interest 35,000.00

Ending value as of Dec 31 1oz $ 2,546,000.00  Total Pl 54 517.50

A a

‘Quantity Price per Unit Total Value

Mﬂw"m“ 1212014 1212014 Total Coct Bacle 123102014

Stocks 47 3% of holdings A B C D=AxB

Exxon Mobil Corp. (XOM) M2 spoooo s orsep, S 02431 0000 $"92487.000.00

McGraw-Hill Financial (MHFT) H2 12,000.00 5 61 .uaqlnmh 3 750,000.00 3 743,160.00

Bonds 51.7% of holdings

UFS (UPS18) 8% Debenture bonds 4.,000.00 5 102.520 5 415,000.00 $ | 410,080.00

02.000% 10/15/2018 Aa FXIC INSURED -oac

Allstate (ALL18) 10% Debenture bonds 9,000.00 5 100.5&|ﬂ_04d 3 900,000.00 3 805,040.00

10.000% D5/15/2018 Aa FXIC INSURED

oo B8 0001 DRANELET 04 108 000 Page 2of 3
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SOURCE: Obtained directly from Financial Investments. I I | WP:1-03

Financial

INVESTMENTS Brokerage Account Statement
January 1, 2014 - December 31, 2014

—
Your Portfolio Detail
Financial Account 111-11-1111 Halcyon Boards, Inc.
Transaction Details Tor HoKngs With SCOvity iz REnoa)
EBrokerage Activity
A B C D=AxB E=D-C
Tettioment
Date Zacurity Dscaripticn Quanitty Frioe per Unit . Gost Trancaotion Amount Trancaction FrofitiLocs)
2/15 AT&T (ATT21) 8% Debenture bonds You sold -1.000 " 3 94.550 $ 1.050,000.00 3 ‘1.D4E.35E.JDR 3 |_gf_ -8,850.00=
2/15 ATET (ATT21) 8% Debenture bonds Interest received | 11,000.00 '
2/15 Time Wamner Cable (TWC) - dividend of $00.3850 Dividend received | 1,347 .50
per shars
313 Time Warmer Cable (TWC) You sold 2 _3 500 183710 T 1650.000.00 84208500 R, -7.015.00
3/14 Home Depot (HD) You sold -8,000 08800 1340.330.[!3 880.010.00 «50.010.00
8/28 Exxon Mobil Corp. (XOM) “You bought 5,000 86.200 481,000.00
8/28 McGraw-Hill Financial (MHF 1) You bought 12.000 62.500 750,000.00
10/21 Allstate (ALL18) 10% Debenture bonds ou bought 9,000 * 100.000 800,000.00
10/31 UPS (UPS19) 9% Debenture bonds You bought 4,000 * 103.750 415,000.00
12/30 Allstate (ALL18) 10% Debenturs bonds Interast received 15,0000 :'I—O-td
12/31 UPS (UP319) 9% Debenture bonds Interast received 9.000.00, .,
12131 Exxon Mobil Corp. (X0OM) - dividend of $01.8100 Dividend received 9,050.00
per share -4z -naz
12131 McGraw-Hill Financial (MHFI) - dividend of Dividend received 8,120.00
$00.7800 per share . Hoab
YT,
* par value for debenture bonds is $100.000 per unit
00001 060328 0001 021021327 04 108 D00 P:ae 3of3
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JonesMillerD

avis, LLP

Prepared by f_;;.ql

Client:

Halcyon Boards

FYE:
12/31/2014

Workpaper Title:

Workpaper Reference:

MARKETAELE SECURITIES-STOCKS

1-04a

Source: These Sinplts were obtained directly from NYSE com.

Purpose: To verify trading price on 12/31/14 and dividends declared in 2014.

NYSE

NEW YORK STOCK EXCHANGE

EXXON MOBIL CORP. (XOM)

QUOTE |/ QUOTE/XNYS:0XM)

172315, 1:.04 PM

COMPANY INFORMATION [/ XNYS:OXM/COMPANY

HISTORICAL PRICE
DATE OPEN LOW HIGH CLOSE VOLUME | ADJ CLOSE
Dec 31, 2014 97.14| 96.83| 97.61 97.58 | 998773 [1.03p2 97.58
Dividend History for January, 1 2014 - December 31, 2014
Payable Amount Ex-Date Record Declaration | Dividend Type
12/18/2014 $01.810| 12/2/2014| 12/4/2014 | 11/20/2014 Cash
-03 p3

hitps:fanaw. nyse com'guate NS 0XM
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JonesMillerDavis, LLP

Prepared by: C;;q

Client:

Halcyon Boards

FYE: Workp
12/31/2014 MAR

aper Title:

Workpaper Reference:

KETABLE SECURITIES-STOCKS

1-04b

Source: These Sinplts were obtained directly from NYSE.com.
Purpose: To venfy trading price on 12/31/14 and dividends declared in 2014.

NYSE

NEW YORK STOCK EXCHANGE

MCGRAW HILL FINANCIAL INC (NYSE:MHFI)

QUOTE (/QUOTE/XNYS:MHFI)

12315, 112 PM

COMPANY INFORMATION |/ XINYS:MHFI/ COMPANY)

HISTORICAL PRICE
DATE OPEN LOW HIGH CLOSE VOLUME | ADJ CLOSE
Dec 31, 2014 61.24| 6124| 61.98 61.93| 589201 [1.03p2 61.93
Dividend History for January, 1 2014 - December 31, 2014
Payable Amount Ex-Date Record Declaration | Dividend Type
12/10/2014 | $00.760 | 11/21,/2014 | 11/25/2014 | 10/23/2014 Cash

1-03 p3

hitps:/fansnw. nyse comguote Ny S:MHFI
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JonesMillerDavis, LLP Prepared by: (A

Client: FYE: Workpaper Title: Workpaper Reference:
Halcyon Boards  12/31/2014 MARKETABLE SECURITIES-STOCKS 1-04c

Source: These Sinplts were obtained directly from NYSE.com.
Purpose: To venfy trading price on 12/31/14 and dividends declared in 2014.

NYSE 123135, 12239 PM

NEW YORK ARCA BONDS

UPS CORP 09.000% SR DEB 10/15/19
(NYSE ARCA:UPS19)

Bond Center > Bond Screener = Bond Screener Results = Bond Profile

QUOTE (/QUOTE/ARCX:UPS19
As of 31-DEC-2014

Price: 1-02 n? 102.520
Coupon (%): 10.000
Maturity Date: 15-0CT-2019
Fitch Ratings: Al

Coupon Payment: Semi-Annual
Coupon Date: 15-ARP-19993
Type: Corporate
Callable: Mo

hitps:thanener. nyse comguote/LIPS19B0DS
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onesMillerDavis, LLP Prepared by:
J

Client FYE: Workpaper Title: Workpaper Reference:
Halcyon Boards  12/31/2014 MARKETABLE SECURITIES-STOCKS 1-04d

Source: These Sinplts were obtained directly from NYSE.com.
Purpaose: To venfy trading price on 12/31/14 and dividends declared in 2014

NYSE 1723135, 12204 PM

NEW YORK ARCA BONDS

ALLSTATE CORP 10.000% SR DEB 06/30/18
(NYSE ARCA:ALL18)

Bond Center = Bond Screener = Bond Screener Results > Bond Profile

QUOTE (/QUOTE/ARCX:ALL1S
As of 31-DEC-2014

Price: 1-03 2! 00-560
Coupon (%): 10.000
Maturity Date: 30-JUN-2018
Fitch Ratings: AA

Coupon Payment: Semi-Annual
Coupon Date: 30-DEC-1998
Type: Corporate
Callable: No

hitps:ifanene. nyse comguote’ALL 1BBDS
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onesMillerDavis, LLP Prepared by:
J A

Client FYE: Workpaper Title: Workpaper Referance:

Halcyon Boards  12/31/2014 MARKETABLE SECURITIES-STOCKS 1-04e

Source: This Sinplis was obtained directly from NYSE_com.
Purpose: To test completeness, verifying no dividends declared in 2014 by Home Depot
(HD).

NYSE 1723015, 2:21 PM

NEW YORK STOCK EXCHANGE

HOME DEPOT (HD)

Dividend History for January, 1 2014 - December 31, 2014

Payable Amount Ex-Date Record Declaration | Dividend Type

- 1-02 - - - - -

hitps:fannw. nyse comdquoteM Y S:HD
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Halcyon Boards, Inc.
Marketable Securities

Dropdown Box:

Carmment 1

Camment 2

Comment 3

Camment 4

Camment 5

Comment &

Comrment 7

Comment 8

Comment 9

Carmment 10

Conclusion:

There is sufficient appropriate evidence to provide reasonable assurance that Haleyon Boards'
rmarketable securities are free of material misstatement for the year ending 12/31/2014.

Ihere is NOT sufficient appropriate evidence to provide reasonable assurance that Haleyon Board's |>—
marketable securities are free of material misstatement for the year ending 12/31/2014.

WP Ref Mo

REVIEW NOTES FYE 12/31/14

Review Notes

("NA If none)

Ak

Ak

1-00
o1
-0z
1-03
1-04
N/A

TEXT BOX

Ak

Ak

Ak

Ak

Ak

Ak

Ak

117

These two possible
responses are
presented in random
order.

—_—




How confident are you in your conclusion regarding Haleyon Boards?

Mot at all Very
Confident Confident
1 2 =l 4 = fi 7
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Please return all materials to the envelope marked Task 1 and close all PFD
files, before clicking the NEXT button.

NEXT

119



APPENDIX C

IRB CERTIFICATION
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Office for Reseanch

Institutiona Review Boad fior the
Protectson of Human Subjects

THE UNIVERSITY OF

ALABAMA

R ESE ARTCH

L

158 R AdministraBon Buslding
Bax BFOI2F

Tiscaloosy, Alsbama 35487-012F
(205 | 148-B861

Fhx [ 205 ) 14E-FIED

Toul FRee (BIT) BH0-3066

MNovember 2, 2015

Heather Carrasco
Dept. of Accounting
CCBA

Box 870220

Re: IRB#: 15-OR-339 “New Auditors and New Technology™
Dear Ms, Carmsco:

The University of Alabama Institutional Review Board has granted approval for your
proposed research.

Your application has been given expedited approval according to 45 CFR part 46.
You have also been granted the requested waiver of written documentation of
informed consent and the waiver for concealment. Approval has been given under
expedited review category 7 as outlined below:

(7) Research on individual or group characteristics or behavior (including, but not
limited to, research on perception, cognition, motivation, identity, language,
communication, cultural beliefs or practices, and social behavicr) or research
employing survey, interview, oral history, focus group, program evaluation, human
factors evaluation, or quality assurance methodologies

Your application will expire on October 31, 2016. If your research will continue
beyond this date, complete the relevant portions of the IRB Renewal Application. If
you wish to modify the application, complete the Modification of an Approved
Protocol Form. Changes in this study cannot be initisted without IRB approval,

except when neccssary 1o eliminate apparent immediate hazards to paricipants.
When the study closes, complete the appropriate portions of the IRB Request for

Study Closure Form.

Please use reproductions of the IRB approved stamped consert form to provide to
your participants.

Should you need to submit any further correspondence regarding this proposal,
please include the above application number,

Good luck with your research.

Sincerelv.

Carpangfito T. Myles, M&M, CIM, CIP e
Directdr & Reseangli Complifinee OfTicer
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IRB Project #: 1%" Ull ‘3?1"5]

UNIVERSITY OF ALABAMA
INSTITUTIONAL REVIEW BOARD FOR THE PROTECTION OF HUMAN SUBJECTS
REQUEST FOR AFPROVAL OF RESEARCH INVOLVING HUMAN SUBJECTS

| Identifving information

Principal Investigator
Wemes:  Heather Carrasco
Department;  Culverhouse College of
Accountancy
ﬂu“:g:: Culverhouse College of
Commerce & Business
Adminisiralion
University:  University of Alabama
Address: Box 870220
Telephone:  205-348-8392
FAX: 205-34B8-8453
E-mail: hlcarrascofiicha.ua.edu

Second Investigator Third Investigator
Fick Hatfield
Culverhouse College of
Accountuncy
Culverhouse College of
Commerce & Business
Admiintstration
Dniversity of Alabama
Box 870220
205-348-8392
205-348-84 5%
rhatfielilcha. va.edu

Title of Besearch Project: Mew Auditors and Mew Technology

Date Subinitted: 9915
Funiding

Type of Propozal [ Mew | [ Revision

— e ey

LA facully or stall member signature;

Culverhouse College of Commerce & Business Administration and Culverhouse
Source: School of Accountancy

[0 Renewsl O Cuomgleted [ Exemypt
Plewse attich o renewal
fention

“Please atlach & mﬁlinuinéﬁ:vﬁv afsludif:i i n;r_1_
Phase enle the original [RFE o !bi’!@ﬂ gl

Il NOTIFICATION OF IRB ACTION (1o be completed by IRB):

_ Full board _ {

Type of Review: _ Expedited
IRE Action:
_ Rejected Dhade
_ ., Tabled Pending Revisions Diade:
___Approved Pending Revisions Drate:
_ﬁ’- pproved-this proposal ecnplies with University and federal regulations for the protection of human
sukbjects. ;
Approval is effective until the fallowing dnte: |0 ’ 3 I Tole
ltems approved: - Research protocol (chated ]
o Informed consent {dated ]
Becruitment materials (dited 3
~ Konher Wliver Wriben dicideted )

Approval signature
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Research Invitation

Heather Carrasco, Principal Investigator from the University of Alabama, is conducting a
research study called New Technologies and New Auditors. She wishes to find out how
new auditors respond to changes in auditing related to advances in technology.

Taking part in this research study imvolves completing a web survey that will take about
60 minutes. This survey contains guestions about substantive testwork in a hypothetical

annual audit.

We will protect your confidentiality by holding your responses in strict confidence, and
no attempt will be made to attribute responses o you. Only the research team members
will have access to the data. The data will be password protected. Only summarized
data will be presented at meetings or in publications.

By agreeing to paricipate in the study, you wil gain experience on substantive testwork
that is very similar to atask that is performed by professional auditors. In addition, part
of your grade in AC532 may be derived from completion of the research study and

guestionnaire. Instead of the research study, you may choose fo complete an
dternative assignment of similar time/effort to obtain the same amount of course credit.
Whether you complete the research study or the aternative assignment, you will receive
amaxmum of 40 points towards your final grade in ACS32 (this represents
approximately 8% of your total grade). The findings from this research study will be
useful to academics, professionals and regulators for providing a balanced
understanding on this important topic. The chief risk is that some of the questions may
make you uncomfortable.

If you have questions about this study, please contact either: Heather Carrasco at 205-
348-8392 or hicarrascoi@cha.ua.edu or Rick Hatfield at 205-348-8382 or

rhatfiel@cba.ua.edu.

If you have questions about your rights as a research participant contact Me. Tanta
Myles (the University Compliance Officer) at (205) 348-8461 or toll-free at 1-877-820-
30686. If you have complaints or concerns about this study, file them through the UA IRB
outreach website at hitp:losp.ua. edu/site/PRCO_Welcome html. Also, if you participate,
you are encouraged to complete the short Survey for Research Participants online at
this website. This helps WA improve its protection of human research participants.

YOUR PARTICIPATION IS COMPLETELY VOLUNTARY. You are free to not
participate or stop participating any time before you submit your answers.

Purpose
This research study will simulate typical audit tasks. You will be provided with audit

scenanos and asked to make decisions and conclusions regarding audit testwork.

UMIVERSITY OF ALABAMA B
{ONSENT FORM APPR OVE l_l_ﬁ
Lxeranonoase: L0 l anlanllo
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If you undarstand the statements above, are at least 19 years old, and freely consant to
ba in this study please study, select CONTINUE and then click on the NEXT bution to
begin.

o CONTINUE
o EXIT

T —— T — e —_ il e T 2o — —_ e s e

LNIVEREITY OF ALARAMA
CONSENT rorm approvgp: 1] [1 11
EXPIRATION D ATE:
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