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The Effect of National Office and External Inspection on Audit Partner’s Judgment

ABSTRACT
This paper investigates how efforts to improve audit quality within audit firms and outside of
audit firms collectively affect audit partner’s judgment. Externally, audit regulators conduct
inspections and provide feedback to auditors with the goal of improving audit quality. Internally,
national office supports auditor partners to make judgment and prepare for inspections. However,
we know little about how the two forces interact. Using a between subject experiment with audit
partners and senior managers, I predict and find that when the regulator is antagonistic (i.e.,
when audit regulator’s feedback anchors on failure), audit partners working with a collaborative
national office are less committed to their negotiation goals than those working with a
prescriptive national office, and are more likely to rely on integrative negotiation strategy
(Expand the Agenda) that seeks to benefit both the client and the auditor than those working with
a prescriptive national office. However, when the regulator is less antagonistic, audit partners are
more committed to reducing client’s aggressive net income. My findings demonstrate national
office’s move towards a more collaborative consultation approach could have negative
consequences under an antagonistic regulatory environment, but they may be mitigated when the
regulatory environment is less antagonistic.

I. INTRODUCTION
Audit quality has been a key focus of audit regulators for the last 20 years (Public
Company Accounting Oversight Board (PCAOB) 2002; Canadian Public Accountability Board
(CPAB) 2018). To improve audit quality, audit regulators perform detailed inspections on audit
firms (Dowling et al. 2018; Johnson et al. 2018; Westermann et al. 2018), and audit firms rely on
national office to support auditor partners’ judgment and to manage the inspection process
(Aghazadeh et al. 2020). Yet we know little about how this combination of efforts affects key
audit judgments, including how the auditor and client management resolve auditor proposed
accounting adjustments that differ from the client’s initial accounting positions (Choudhary et al.
2018). As proposed accounting adjustments may contain both clear-cut misstatements and more
subjective “grey areas” requiring judgment, resolution of proposed accounting adjustments often
requires negotiation between the auditor and the client management (Gibbins et al. 2001). Audit
partner’s judgment at the onset of negotiation, such as how committed the audit partner is to her
goal of adjusting accounting numbers and her choice of negotiation strategy, affect the
negotiation process, negotiators’ relationship, the ultimate outcome, and future negotiations
(Pruitt and Carnevale 1994; Sanchez et al. 2007; Trotman et al. 2009; Gibbins et al. 2010). In
this study, I draw on regulatory focus theory to examine how audit partner’s judgment at the
onset of the negotiation is affected by national office’s approach to consultations and audit
regulator’s feedback characteristics.
Regulatory focus theory is based on the insight that circumstances individuals face can
trigger a prevention focus or a promotion focus, and the triggered regulatory focus affects how
individuals perceive and pursue their goals. In negotiations, promotion focused individuals are
less committed to their negotiation goal than prevention focused individuals (Molden and Hui
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2011). Promotion focused individuals are also more likely than prevention focused negotiators to
rely on integrative negotiation strategies that expand the pie through trade-offs and problem
solving than distributive strategies that divide the pie through contending and conceding
(Galinsky et al. 2005). 1 Negotiator’s regulatory focus can be activated, for example, by receiving
feedback anchored on failure or success (Van Dijk and Kluger 2004, 2011) and by leader
emphasis on avoiding failure or pursuing success (Brockner and Higgins 2001; Johnson et al.
2017). Thus, theoretically, different contextual factors may trigger congruent or incongruent
regulatory focus. For instance, in the audit setting, an auditor may interact with a national office
that emphasizes obligations and responsibilities (as opposed to ideals and aspirations), receive
feedback from regulators on presence or absence of failure in her compliance, but the same
auditor may have coworkers who are promotion focused, always striving towards the best
solution (as opposed to avoiding mistakes). However, there is little research on how multiple,
regulatory-focus-inducing contextual cues interact. Thus, I also explore cognitive and
motivational implications when contextual factors highly salient in the auditing environment –
audit firm’s national office and audit inspections – activate congruent vs. incongruent regulatory
focus.
In large audit firms, national office improves audit quality through assisting partners in
making complex and difficult audit judgments (Salterio and Denham 1997; Aghazadeh et al.
2020; Chen and Choudhary 2020). Post-SOX, national office is also involved in preparing
auditors for audit inspections (Malsch and Couchoux 2020). Consultations with national office in
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Researchers distinguish between two general negotiation strategies: integrative (win-win) and distributive (winlose). Tactics that characterize integrative strategy includes Problem Solve (searching for a new solution that meets
both negotiation parties’ needs) and Expand the Agenda (adding new issues to the negotiation to allow both parties
to gain something). Tactics that characterize distributive strategy includes Contend (directly and forcefully challenge
the other party), Concede (giving in to induce reciprocal concessions) and Compromise (splitting the differences)
(Sanchez et al. 2007; Gibbins et al. 2010).
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the audit process are viewed as an essential component of the audit by audit firms (EY 2019;
PwC 2019) and as an audit quality indicator that audit regulators encourage (PCAOB 2015).
Prior research shows that national office can take different approaches to supporting local office
partners through consultations (Salterio and Denham 1997; Westermann et al. 2018; Aghazadeh
et al. 2020). At one extreme, national office can be prescriptive, focusing on partners’ not having
deficiencies in their engagements that would draw negative inspection findings from audit
regulators such as the PCAOB. At the other extreme, national office can act in a collaborative
manner with partners, focusing on supporting audit partners to develop the best resolution to
differences with client management that satisfy multiple stakeholders and within constraints of
professional standards (Gold et al. 2012; Aghazadeh et al. 2020). I hypothesize that a
prescriptive national office activates a prevention focus in audit partners, whereas a collaborative
national office activates a promotion focus. Given their promotion focus, I expect audit partners
who work with a collaborative national office are i) more likely to use integrative negotiation
strategies that seek to create win-win solutions, and ii) less committed to their negotiation goal
than those working with a prescriptive national office.
I also examine whether the impact of national office approach to consultations is
contingent upon characteristics of inspection feedback from audit regulators. I contrast
antagonistic inspection feedback that anchors on finding and reporting audit failure (Dowling et
al. 2018; Johnson et al. 2018; Westermann et al. 2018) with feedback anchored on finding and
reporting opportunities of improvement, while holding constant the underlying issues discovered
during inspection. I expect that feedback anchored on failure activates prevention focus, whereas
feedback anchored on opportunities of improvement activates promotion focus. I explore
whether experiencing fit, that is, when the national office approach and the inspection feedback
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activate the same type of regulatory focus, increase auditor’s goal commitment and change their
negotiation strategy choice.
I test my expectations in a 2 × 2 between-participant experiment where audit partner and
senior manager participants prepare to resolve accounting adjustments with a hypothetical client
in a year-end audit. The unadjusted accounting differences include both clear-cut errors and
subjective estimates that the audit team believe lead to overstated income. I manipulate national
office’s approach to consultations as prescriptive, focusing on not being caught as deficient, or
collaborative, focusing on supporting partners to come up with the best solution within the
constraints of audit standards. Holding constant the underlying issues identified during
inspection, I contrast an antagonistic regulator, one that focuses on finding and reporting failure
in auditor’s work, with one that focuses on finding and reporting opportunities of improvement in
auditors’ work. I measure audit partners’ commitment to the goal of reducing the client’s
overstated income, as well as their intended reliance on integrative negotiation strategies
(specifically, Expand the Agenda and Problem Solve) and distributive negotiation strategy
(specifically, Concede) (Gibbins et al. 2010).
I find that when audit regulator is antagonistic (that is, its inspection feedback anchors on
identifying and criticizing failure), audit partners are less committed to the goal of reducing
aggressive accounting income when the national office is collaborative than when the national
office is prescriptive. With regards to negotiation strategy, audit partners working with a
collaborative national office are more likely than those working with a prescriptive national
office to resort to integrative negotiation strategy (Expand the Agenda) that seeks to benefit both
the client and the auditor. However, given the same collaborative national office, I find that
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reframing regulator’s inspection feedback from failure to opportunities of improvement increases
audit partners’ commitment to the goal of reducing aggressive income.
My study has implications for academics, practitioners, and regulators. As national
offices in large audit firms move towards a more collaborative approach to consultations
(Aghazadeh et al. 2020), my study provides theory-consistent evidence that such a move could
have unintended negative consequences, especially in an antagonistic regulatory environment
that often characterizes PCAOB (Dowling et al. 2018; Johnson et al. 2018; Westermann et al.
2018). As researchers call for changes in audit regulatory approach (Peecher et al. 2013), my
study provides evidence that, holding constant the underlying audit issues identified, a subtle
change from reporting and highlighting inspection feedback as failures to opportunities of
improvement could increase audit partners’ commitment to reducing aggressive accounting and
increase their motivation to rely less on negotiation strategies that benefit the clients. As such,
my study extends prior literature that documents limitations to PCAOB’s current inspection
approach (Glover et al. 2009; Glover et al. 2019; Stuber and Hogan 2020). By drawing on
regulatory focus theory, I also provide evidence on why auditors appear to gravitate towards the
minimum bar by audit standards rather than strive to improve audit quality (Aobdia 2018).
Lastly, I extend regulatory focus theory literature by examining how multiple contextual cues
that activate (in)congruent regulatory focus affect individuals’ pre-negotiation judgment.
The remainder of this paper is organized as follows. I review relevant literature and
develop my hypotheses in Section II. Section III and IV describe the experiment design and
present the results from the experiment. Section V concludes with discussion of implications of
this study.
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II. HYPOTHESIS DEVELOPMENT
Background
The past two decades saw an increasing emphasis on audit quality, and as a result, a
significant amount of resources both within the audit firms and outside of audit firms have been
devoted to the goal of improving audit quality. Across the globe, external audit regulators pursue
the goal of improving audit quality through periodic inspections over auditors’ working papers
(U.S. House of Representatives 2002; PCAOB 2002; CPAB 2018). Within audit firms, there is
an increase push towards consultations with national office, who “provides technical expertise in
accounting, auditing, and regulatory support to our engagements” (Deloitte 2019; EY 2019; PwC
2019). National offices increase audit firms’ – particularly Big 4 audit firms’ – audit quality
through knowledge sharing and internal monitoring (Chen and Choudhary 2020), and in
response to external inspections, national offices is involved throughout the inspection process to
prepare auditors (Westermann et al. 2018; Malsch and Couchoux 2020). Given the amount of
resources devoted by audit regulators to inspecting auditors and by national offices to supporting
auditors to make sound judgment, it is imperative to understand whether such efforts achieve
their goal of improving audit quality. I study the effect of this combination of efforts in the
context of auditor proposed accounting adjustments.
Accounting adjustments refer to “a proposed correction of the financial statements that,
in the auditor’s judgment, may not have been detected except through the auditing procedures
performed” (para .09, AU 380, Communication with Audit Committees). After auditors conduct
tests and gather audit evidence, typically the audit partner presents auditor-uncovered financial
reporting misstatements to client management. The audit partner and the client management then
collectively decide to make (record) or waive (not record) the proposed adjustments (or some

6

thereof) through negotiations. Such negotiations between audit partner and client management
over proposed audit adjustments is widespread, even in the post-SOX environment (Antle and
Nalebuff 1991; Gibbins et al. 2001; Gibbins et al. 2005; Sanchez et al. 2007). The outcome of
these negotiations is recorded adjustments that change financial statement amounts from the
amounts presented to the auditor by client management to the amounts ultimately agreed by both
the auditor and the management. As such, auditor proposed adjustments and the negotiations
between audit partner and client management to resolve those adjustments are among the final
steps in the financial reporting process and a key determinant of audit quality and financial
reporting quality (Choudhary et al. 2018). In other words, negotiations over auditor proposed
accounting adjustments are directly linked to audit regulator’s concern of audit quality.
Researchers have recognized that contextual features outside direct control of negotiating
parties play an important role throughout the negotiation process (Gibbins et al. 2001; Salterio
2012). Such contextual features include accounting standards (Ng and Tan 2003), negotiators’
competence (Iyer and Rama 2004; Gibbins et al. 2010; Ng and Shankar 2010), and the
relationship between client management and auditor (Bame-Aldred and Kida 2007; Gibbins et al.
2010; Wang and Tuttle 2009; Dodgson et al. 2020). 2 Despite the continued trend towards more
consultations with national office throughout audit engagements (Deloitte 2019; EY 2019), it
remains unclear how the approach in which national office handles consultations affects audit
partners’ negotiation behaviour. In this paper, I contrast between two distinct approaches
national offices can take to consultations: prescriptive or collaborative. Under a prescriptive
approach, national offices have an “overwhelming, overriding concern” with not being found
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Note that those are the contextual features that audit partners rank as significantly more important (Gibbins et al.
2001; Gibbins et al. 2005), or “top accounting contextual features”. Less important features have also been studied
but for brevity those studies are not listed here.
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deficient in PCAOB inspections; under a collaborative approach, national offices view
consultations as “a sign of strength to get the right answers” within constraints of audit standards
as opposed to a way to avoid being caught deficient by regulators (Aghazadeh et al. 2020). The
distinction is particularly relevant in the recent years as national offices appear to move from the
prescriptive approach towards a collaborative approach (Aghazadeh et al. 2020), but the effect of
such a change in approach remains unclear.3 To understand and predict the effect of national
office’s prescriptive (collaborative) approach towards consultation on audit partner’s judgment, I
draw on regulatory focus theory.
Regulatory Focus Theory and Hypotheses Development
Regulatory focus represents the motivational state under which an individual guides her
goal-directed activities (Freitas and Higgins 2002; Cesario et al. 2004; Pham and Avnet 2009). 4,5
Regulatory focus theory is concerned with how goal is perceived and why specific goal-pursuit
strategies are adopted as a result of that perception (Higgins 1997; Higgins 1998; Brockner et al.
2004). 6 In other words, regulatory focus theory is concerned with “how a person plays the
game” as opposed to “whether a person wins or loses” (Kruglanski 2006).
Regulatory focus theory distinguishes between promotion focus and prevention focus.
Promotion focus originates from growth and nurturance needs, and is associated with a
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Gold et al. (2012) manipulate whether consultation requirement is strict (mandatory and binding) versus lenient
(advisory and non-binding). While a prescriptive (collaborative) national office may appear to be strict (lenient), the
key in my construct is whether the national office focuses on avoiding being caught deficient (reaching the best
solution) while staying in the constraint of audit standards, and thus is different from Gold et al. (2012).
4
Regulation means “modulation of thought, affect, behaviour, or attention via deliberate or automated use of
specific mechanisms and supportive metaskills” (Karoly 1993). An individual’s self-regulation encompasses the
processes and motivations involved in regulating affect, cognition, and behaviour in relation to goals and outcomes,
whether desired and undesired (Karoly 1993; Carver and Scheier 1998; Johnson et al. 2006; Higgins and Pittman
2008).
5
Psychology literature refers to “regulatory focus”, “regulatory orientation”, “regulatory systems” without
discrimination. For consistency, this study uses “regulatory focus” only. Other psychological states that have been
studied by auditing researchers include mood (Griffith et al. 2018) and mindset (Griffith et al. 2015).
6
Note that regulatory focus theory takes as given that people seek pleasure and avoid pain as goals (Higgins 1997b).
It does not focus on value or expectancy of the goal itself (Feather 1982) or the outcome of goal pursuit.
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sensitivity to achievement of ideals, hopes, aspirations, and advancement to a better state (Crowe
and Higgins 1997). Prevention focus originates from protection and security needs, and is
associated with a sensitivity to avoiding failure to fulfill duties, safeties, responsibilities, and
maintaining against falling to a worse state (Higgins 1997; Higgins and Cornwell 2016). 7 A
given goal can be perceived differently depending on which regulatory focus is activated for an
individual. Individuals with a promotion (prevention) focus perceive their goal as expanding and
approaching an achievement (contracting and avoiding failure) (Idson et al. 2004). As
motivational states, promotion focus and prevention focus coexist in every person and are
independent of each other (Pham and Avnet 2009; Higgins and Cornwell 2016). Neurological
studies using fMRI also support the existence of two distinct systems regulating avoidance of
punishment versus achievement of rewards (Cunningham et al. 2005; Keller and Bless 2006;
Eddington et al. 2007; Touryan et al. 2007; Packer and Cunningham 2009).
Regulatory focus can be both chronic and situationally activated by contextual factors
such as leadership approach (Crowe and Higgins 1997). Regulatory focus trickles down from
leadership through the use of language and symbols (Brockner and Higgins 2001; Johnson et al.
2017), and employees’ levels of regulatory focus change when leadership approach changes
(Wallace and Chen 2006). For instance, prevention focus increases when leaders emphasize not
violating safety regulations, whereas promotion focus increases when leaders “emphasize
achievements and reaching for higher goals” (Wallace et al. 2009), focus on ideals (Kark and
Van Dijk 2007), and frame the situation in terms of growth and development (Kark and Van Dijk
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Growth and nurturance as well as protection and security are two fundamentally different survival needs. Maslow
(1955) distinguished “growth” needs from “deficit” or safety requirements. The importance of both what one would
hope to be and what one ought to be are well noted by other researchers (Rogers 1960; Bowlby 1969; Bowlby
1973).
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2007).8 In the auditing context, a prescriptive approach towards consultations is concerned with
ensuring an audit judgment would not be caught as deficient by audit regulators whereas a
collaborative approach emphasizes getting to the best answer for all parties involved, within the
constraint of accounting and auditing standards (Aghazadeh et al. 2020). Based on this
descriptive evidence, a prescriptive approach towards national office consultations is likely to
induce prevention focus in audit partners, whereas a collaborative one is likely to induce
promotion focus.
Given motivational attributes have the most direct and powerful influence on behaviour
(Barrick et al. 2002; Lanaj et al. 2012), auditor’s regulatory focus as a motivational characteristic
could have direct impact in their auditing behaviour through different goal pursuit strategies
undertaken by promotion- and prevention-focused individuals (Scholer and Higgins 2008). That
is, promotion-focus and prevention-focused individuals exhibit different goal pursuit behaviours.
Promotion focused individuals perceive their goal as aspirations and ideals to approach – an
alternative state. As a result, promotion focused individuals pursue goals by relying on strategies
that encourage seizing opportunities to approach that ideal alternative state (Higgins et al. 1994;
Crowe and Higgins 1997). In contrast, prevention focused individuals perceive their goals as
failures to avoid. They pursue goals by relying on strategies that emphasize avoiding falling
below a threshold and minimizing error of commission (Crowe and Higgins 1997) and thus
favours the status quo rather than an alternative state.
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This type of framing is consistent with transformational leadership (Bass 1999). Indeed, researchers have linked
transformational leadership with followers’ promotion focus and transactional leadership with followers’ prevention
focus (Kark and Van Dijk 2007; Neubert et al. 2008; De Cremer et al. 2009; Lanaj et al. 2012; Johnson et al. 2017).
However, given my hypotheses remain unchanged whether such behaviour is termed “transformational leadership”,
I do not introduce new constructs to keep parsimony of the paper.
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Research has found that prevention focused negotiators are more committed to their
negotiation goal because of their fear of falling below a threshold and thus losing the status quo
(Molden and Hui 2011). In contrast, promotion focused individuals are less committed to their
goals, because they are more concerned with whether an alternative ideal state is achieved
(Molden and Hui 2011). Promotion and prevention focused individuals’ different goal pursuit
strategies also extend to negotiation strategy choice. Negotiators may choose to adopt integrative
negotiation strategies (through which negotiators jointly solve problems, enlarge the pie, or find
trade-offs for win-win solutions) or distributive negotiation strategies (through which negotiators
divide a fixed pie that results in one party or neither party wins) at the onset of a negotiation
(Bazerman and Moore 2012). Given promotion focused negotiators’ concern with an alternative
state, they are more likely to use integrative negotiation strategies that “create values” and create
an alternative state, such as expand the agenda or problem solve. In contrast, prevention focused
negotiators are concerned with not falling below a threshold. Given their focus on the status quo,
they are less likely to use integrative negotiation strategies, and are more likely to use
distributive strategies that focus on how the current pie is divided (Trötschel et al. 2013).
Thus, because a national office that takes a collaborative (prescriptive) approach to
consultation activates promotion (prevention) focus in audit partners, I expect audit partners
working with a collaborative (prescriptive) national office are less (more) committed to their
goal at the onset of the negotiation, and are more (less) likely to choose integrative negotiation
strategies such as problem solve and expand the agenda.
My hypotheses are not without tension. While extant literature documents how regulatory
focus trickles down from leader to employees (Johnson et al. 2017), auditors who propose
accounting adjustments and resolve differences with client management are usually engagement
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partners. Their relationship with national office is not exactly that of leader-followers. Thus, it
remains to be tested whether regulatory focus’ trickle-down effect applies to a less hierarchical
context. My first set of hypotheses is as follows.
H1a: Compared to those working with a prescriptive national office, audit partners
working with a collaborative national office are less committed to their negotiation goals.
H1b: Compared to those working with a prescriptive national office, audit partners
working with a collaborative national office are more likely to use integrative negotiation
strategies (such as expand the agenda or problem solve).
Given one important role national offices play is to prepare for audit inspections, I also
examine whether characteristics of audit inspections moderate the effect of national office
approach on audit partner’s judgment. It is important to examine the effect of such regulatory
features on auditor-client management negotiations because they are ranked as a significantly
important contextual factor by auditors, yet their effect is not understood (Gibbins et al. 2001;
Salterio 2012).
Communication from audit regulators to auditors, including inspection reports, provides
feedback to auditors under inspection. Such feedback is influenced by the audit regulatory
environment, which can be more antagonistic or less antagonistic. For example, PCAOB’s
inspection reports are known to be “penalties oriented” (Peecher et al. 2013), and auditors
perceive “everything in the inspection report” as “an audit failure” (Johnson et al. 2018). Indeed,
almost all PCAOB reports start inspection results with how auditors failed their task (for
example, see Appendix 2, Panel A). Psychologists find that such antagonistic feedback – one that
anchors on presence and absence of failure – activates prevention focus (Roney et al. 1995; Idson
and Higgins 2000; Van Dijk and Kluger 2004; Van Dijk and Kluger 2011). In Roney et al.
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(1995), the same negative outcome activates a promotion focus (prevention focus) if the
feedback is anchored on opportunity of improvement (anchored on failure).9
Given the current audit regulatory environment, particularly that in the U.S., is
characterized by “antagonistic” inspections (Dowling et al. 2018; Westermann et al. 2018),
feedback anchored on presence and absence of failure should lead to prevention focus in
auditors. Thus, a failures-anchored feedback should induce congruent (incongruent) regulatory
focus if national office’s approach towards consultation is prescriptive (collaborative).
Conversely, if inspection feedback is anchored on opportunities of improvement, then such
inspection feedback should lead to promotion focus, and thus induce congruent (incongruent)
regulatory focus if national office approach is collaborative (prescriptive). 10 Research has found
that alignment of regulatory focus, or regulatory fit, leads to improvements in task performance,
such as greater persistence and higher endurance (Förster et al. 1998; Hong and Lee 2008) and
willingness to behave in ways that improve measured outcomes (Higgins et al. 2003; Avnet and
Higgins 2006). However, psychology and consumer behaviour literature have largely focused on
alignment between the goal frame and the goal pursuit strategy manipulated. It is unclear
whether findings from regulatory fit extends to the alignment of two contextual cues that both
induce regulatory focus. If regulatory fit applies to alignment of two contextual cues, then I
should expect that audit partners are more committed to their goal, and more willing to use

Levin et al.'s (1998) discussion on “goal framing” touches upon a similar idea that “linguistic variation [in goal
framing] may also influence the strength of goal framing effects; that is, the alternative terms are not perceptually
equal… while promoting the same end result” (173 – 174, emphasis original). Their paper’s focus on differences
among three types of framing is beyond the scope of this paper.
10
I acknowledge that the current U.S. audit regulatory environment makes it unrealistic to have inspection feedback
anchored on opportunities of improvement. However, outside U.S., feedback from audit inspection takes different
styles (Malsch and Couchoux 2020), and even within U.S., researchers have called for new ways to reframe
auditors’ incentives different from current exclusively punitive ones to improve audit quality over the long term
(Peecher et al. 2013). Both lend plausibility to my manipulation, and my experimental design overcomes the
external validity issue by using a Canadian setting. See Section III for details.
9
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distributive strategies to claim a share of the pie (as opposed to only using integrative strategies
that expand the pie) when national office approach and inspection feedback orientation induce
matching regulatory focus than when they induce difference ones, because regulatory fit leads
people to “feel right” and persist in their goal pursuit behaviour.
In my second set of hypotheses, I focus on the effect of regulatory focus alignment
conditional on national office having a collaborative approach towards consultations. I do so for
two reasons. First, post SOX, national offices appear to gravitate towards a collaborative
approach (Aghazadeh et al. 2020), thus, examining the collaborative condition is more relevant.
Second, given my first set of hypotheses points to potential downside of a collaborative national
office, that is, a collaborative approach could lead to less committed audit partners who look for
win-win with client, I explore whether aligning regulatory focus through less antagonistic
feedback – inspection feedback anchored on opportunities of improvement – could mitigate the
negative consequences. However, my hypotheses are not without tension, as the extant literature
provides little on point guidance on how alignment between two regulatory-focus-inducing
contextual cues affect judgment. I state my second set of hypotheses as follows.
H2a: For audit partners working with a collaborative national office, changing regulator’s
inspection feedback anchor from failures to opportunities of improvement leads to greater
commitment to audit partners’ negotiation goals.
H2b: For audit partners working with a collaborative national office, changing
regulator’s inspection feedback anchor from failures to opportunities of improvement
reduces audit partners’ likelihood to use integrative negotiation strategies (such as expand
the agenda or problem solve).
III. EXPERIMENTAL DESIGN
I test my hypotheses in a 2 × 2 experiment in which I manipulate efforts to improve audit
quality within audit firm (national office’s prescriptive vs. collaborative approach towards
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consultations) and outside firm (inspection feedback anchored on failure vs. opportunities of
improvement [improvement hereafter]) between subjects.
Task
Participants took the role of an engagement partner preparing to propose accounting
adjustments to client management. Participant read the case material and provided their
negotiation-related judgments. The case, adapted from Gibbins et al. (2010), provides
background information about the audit firm and the client. The case includes information about
current year audit work, where the audit team believe net income is overstated by a material
amount due to both clear-cut errors and differences in estimates. I hold constant key contextual
features that prior literature found to influence negotiations between auditor and client
management, including characteristic of the client board (including its audit committee) (Ng and
Tan 2003), auditor tenure (Wang and Tuttle 2009; Dodgson et al. 2017), the review partner and
the audit team (Bobek et al. 2012), time pressure (Tan and Trotman 2010; Bennett et al. 2015),
and relationship between the client and the auditor (Gibbins et al. 2010; Dodgson et al. 2020).
The adapted experiment instrument was reviewed by a Big 4 audit partner and a former senior
manager who worked at national office of a Big 4 firm. They confirmed the case’s
understandability, realism, and provided comments that are incorporated into my instrument.
After reading the case, participants provided their pre-negotiation judgment, including
how likely they are to use distributive and integrative strategies to resolve the accounting
differences. Next, participants answered additional questions, including their commitment to
their goal of reducing client’s net income. Lastly, participants completed post-experimental
questionnaire and demographic questions. I pilot tested my instrument on 81 upper year
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undergraduate students with audit experience. Results show my manipulations generated
reactivity and in expected directions.
Independent Variables
National Office Approach
I manipulate approach to national office consultations as prescriptive or collaborative.
Based on prior literature (Salterio and Denham 1997; Aghazadeh et al. 2020) and conversation
with practitioners, I describe a prescriptive national office as one that is concerned with not being
caught deficient by audit regulator, being defensive with their decisions, and adopts an
authoritative and formal process. I describe a collaborative national office as one that is
concerned with supporting the auditor to come up with a well-supported conclusion within
constraints of audit standards, adopts a process that works alongside with the auditor and leaves
room for informal check-ins. See Appendix 1, Panel A for exact wording of the manipulations.
Inspection Feedback Anchor
I manipulate regulator’s inspection feedback as anchored on failure or anchored on
opportunities of improvement. In failure condition, participants receive feedback from audit
regulator that her audit team failed to critically evaluate reasonableness of an issuer’s revenue
recognition prior to reaching its conclusion. Further, the team failed to consider contradicting
evidence and failed to evaluate whether the client could satisfy its assumptions. In improvement
condition, participants receive feedback from the same regulator who indicates that her audit
team did not achieve high quality in critically evaluating reasonableness of an issuer’s revenue
recognition. Further, the team did not achieve high quality in considering contradicting evidence
and did not achieve high quality in evaluating whether the client could satisfy its assumptions.
See Appendix 1, Panel B for exact wording of the manipulations across each condition.
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The choice of audit regulator who provides either failure- or improvement-anchored
feedback in the case is intentional. The U.S. audit regulator, PCAOB, is known for the
antagonistic manner it interacts with auditors under inspection (Dowling et al. 2018;
Westermann et al. 2018). Given it is highly unlikely that the PCAOB would provide feedback in
a non-antagonistic way, using PCAOB in my manipulation could potentially sabotage its
effectiveness. On the other hand, the Canadian audit regulator, Canadian Public Accounting
Board (CPAB) is perceived to be different from the PCAOB (Malsch and Couchoux 2020;
Peecher et al. 2013) such that both failure- and improvement-anchored feedback styles could
remain plausible. Furthermore, I expect most of my participants to have direct experience with
CPAB (as opposed to PCAOB) inspections, thus, using CPAB as the audit regulator in the
experiment mitigates the concern that the results are driven by (un)familiarity of the style in
which inspection feedback is delivered.11
To explore potential differences between CPAB and PCAOB, I collect data in two
additional cells. In those two cells, I manipulate national office as prescriptive and collaborative,
as described above. Inspection feedback, however, comes from joint PCAOB-CPAB inspection
(as opposed to CPAB inspection) and is anchored on failure, because this is the style that the
PCAOB is known for. 12 Keeping only failure-anchor also ensures I use audit partners and senior
managers most efficiently. Thus, the full experiment uses a 2 (national office approach:
prescriptive vs. collaborative) × 3 (inspection feedback: CPAB anchored on failure vs. CPAB

11

However, Canadian auditors collectively experience both CPAB inspections and PCAOB inspections (in the form
of joint CPAB-PCAOB inspections) because those Canadian auditors with clients cross listed in the U.S. are subject
to inspections jointly conducted by PCAOB and CPAB.
12
I refer to PCAOB-CPAB joint inspections instead of PCAOB inspections in the instrument because PCAOB’ s
inspections of Canadian audit firms are done in conjunction with CPAB. I use PCAOB and joint PCAOB-CPAB
inspection interchangeably in my subsequent discussion for brevity.
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anchored on improvement vs. PCAOB anchored on failure) factorial design, although my main
focus is on the fully crossed 4 cells described earlier.
Dependent Variables
Consistent with Gibbins et al. (2010) from which I draw my instrument, I measure two
primary dependent variables: commitment to negotiation goals and intended negotiation strategy.
Auditors responded to the statement “You feel strongly that you have to achieve a resolution that
will result in a substantial reduction in JEL’s unaudited net income” on an 11-point Likert scale
(-5 “completely disagree” to 5 “completely agree”). I use this dependent measure, which has
been validated in prior literature (Locke and Latham 1990; Gibbins et al. 2010), to test
Hypotheses 1a and 2a. To control for the possibility that participants set different goals due to
my manipulations, I also ask participants what their negotiation goal is (“What amount of
accounting adjustments, if any, would be your goal in your discussion with JEL's management to
resolve the differences between your audit team and the client?”), to which participants provided
a numerical answer.
To measure auditors’ intended negotiation strategy use, I use validated measures from
Gibbins et al. (2010) that adapted from an inventory of tactics in Rahim (1983) to the auditorclient management negotiation setting. Auditors indicate on an 8-point scale ranging from 0
(“very unlikely to use”) to 7 (“very likely to use”) how likely they are to use each of the 21
tactics that are either integrative (“Expand the agenda” and “Problem solve” strategies that seek
win-win) or distributive (Contend, Concede, or Compromise strategies that result in one party
wins or neither party wins). The order of the negotiation tactics is randomized for participants. I
discuss the validity of the measures in Results section below.
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Participants
A total of 131 audit partners and senior managers from six international public
accounting firms (including all Big 4 firms and two medium-sized audit firms) accessed the
online experiment.13 Of those participants, 98 auditors (76 from Big 4, 9 from medium
international firms, 1 other, 12 unidentified) proceeded beyond the case material.14 The median
time spent on the experiment is 26 minutes. On average, participants had 19 years of experience,
with 90% of participants had at least 10 years of experience and 50% had at least 20 years, and
all of them held audit partner or senior manager position. Thus, participants are appropriate for
the experiment task, resolving accounting adjustments with client management (Gibbins et al.
2001). Thirty percent of participants were female. Most participants indicated experience with
Canadian public companies (80%) and U.S.-listed public companies (61%). As expected, most of
my participants had experienced CPAB inspections (79%), with less than half had experience
with joint PCAOB-CPAB inspections (42%). This validates my choice of using CPAB as the
audit regulator in the case. I include firm type (Big 4, medium size, other) as a covariate in my
analyses consistent with findings from Gibbins et al. (2001) and archival literature that finds
differential effects of national office on Big 4 versus non-Big 4 firms (Chen and Choudhary
2020). None of the other demographic factors differs across conditions and hence is not
discussed further. Table 1 lists participant exclusion criteria, their distribution across conditions,
inspection experience, and demographic information in Panels A, B, C, and D, respectively.
[Insert Table 1 here]

13

The experiment received ethics approval from the university.
The number of participants included in analyses differs due to missing responses to individual dependent
measures.
14
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Participants indicated that in their practice, they have involved their national office and
thought about audit regulators as they proposed accounting adjustments and resolved differences
with clients (both significantly greater than “half of the time”, p-value = 0.000). Participants also
rated the case as realistic (7.57 on a scale of 0 to 10 for the statement “The case is realistic”, pvalue = 0.000) and relatively easy (8.64 on a scale of 0 to 10 for the statement “The case is easy
to understand”, p-value = 0.000). Audit partners and senior managers did not perceive
differences across cells in other non-manipulated aspects of the audit environment that are
mentioned in the experiment instrument, including how tight the timelines are to resolve the
issues with the client management, whether a range of acceptable net income number exists, and
financial reporting aggressiveness of the client (all p’s > 0.50).
IV. RESULTS
Comprehension Check
Participants recalled the style of communication with national office in the case.
Participants in the prescriptive condition recalled the style as significantly more formal than
participants in the collaborative condition (9.22 vs. 7.69, p = 0.001).15 Participants also recalled
who conducted audit inspection in the case. Ten participants (10%) recalled a different regulator
than what is specified in the case. I use responses from all participants in my analyses as
inclusion does not lead to qualitatively different responses unless otherwise noted.
Manipulation Check
Based on regulatory focus theory, I theorize that inspection feedback anchored on
opportunities of improvement activates a promotion focus whereas feedback anchored on failure
activates a prevention focus. Consistent with promotion-focused (prevention-focused)

15

Unless otherwise noted, I use one-tailed t-test for directional predictions.
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negotiators being more concerned with what they want to achieve (what they do not want to fall
below), untabulated t-test shows that participants receiving improvement-anchored feedback
rated their negotiation goal as marginally more important than those receiving failure-anchored
feedback (6.23 vs. 5.89, p = 0.092), suggesting that improvement-anchored feedback activates a
stronger promotion focus than failure-anchored feedback. My manipulation checks provide some
evidence of regulatory focus manipulation, consistent with prior studies that find regulatory
focus may be activated unconsciously, and that people are not typically aware of their focus
(Bargh and Chartrand 1999; Peecher et al. 2019).
Negotiation Strategy Measures
I first replicate findings in Gibbins et al. (2010) that the 21 validated measures load on to
predicted constructs. Based on Gibbins et al. (2010), I expect ex ante that tactics 1 to 5 represent
the latent variable “Expand the Agenda” strategy (integrative); tactics 6 to 10 represent the latent
variable “Concede” strategy (distributive); tactics 11 to 13 represent the latent variable
“Compromise” strategy (distributive); tactics 14 to 17 represent the latent variable “Contend”
strategy (distributive); tactics 18 to 21 represent the latent variable “Problem Solve” strategy
(integrative). Results from principal component factor analysis and confirmatory factor analysis
generally replicate their results (c.f., Gibbins et al 2010, Table 4), which I report in Table 2 and
discuss below.
Principal component factor analysis using participants’ responses to the 21 tactics
(“Please rate how likely you would take each of the following approaches in this specific
situation in the case.” on a scale from 0 (very unlikely to use) to 7 (very likely to use),
subsequently recoded to 1 to 8) confirms, as expected, existence of five factors with eigen values
greater than 1.0. Together, these five factors account for 59% of the variances. Using a factor
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loading cut-off of 0.5 and varimax rotation, negotiation tactics 1, 2, and 4 load onto factor 1 with
a Cronbach’s alpha of 0.83; negotiation tactics 6, 7, and 8 load onto factor 2 with a Cronbach’s
alpha of 0.80; negotiation tactics 11, 12, and 13 load onto to factor 3 with a Cronbach’s alpha of
0.64; negotiation tactics 15, 16, and 17 load onto factor 4 with a Cronbach’s alpha of 0.49;
negotiation tactics 18, 19, and 21 load onto factor 5 with a Cronbach’s alpha of 0.72.16 In other
words, negotiation tactics load onto factor 1, 2, and 5 with Cronbach’s alpha of 0.72 to 0.83,
indicating good fit for those three factors (Nunnally 1978). Table 2 lists the factor that each tactic
loads onto. Comparing principal factor analysis results with my expectation, factor 1 corresponds
to latent variable “Expand the agenda” strategy, factor 2 corresponds to latent variable
“Concede” strategy; factor 3 corresponds to “Compromise” strategy with low Cronbach’s alpha;
factor 4 corresponds to “Contend” strategy with low Cronbach’s alpha; factor 5 corresponds to
“Problem Solve” strategy.
To validate these underlying latent constructs, I use confirmatory factor analyses on the
factors that emerge. A three-factor model using factor 1 (“Expand the Agenda”), factor 2
(“Concede”) and factor 5 (“Problem Solve”) shows the best fit (goodness of fit statistics: χ2 (24)
= 18.33, p = 0.787, CFI = 1.000, RMSEA = 0.000), and all tactics load significantly to their
corresponding latent variables (p = 0.000).17 Based on the exploratory factor analysis and
confirmatory factor analysis, I conclude that Concede, Expand the Agenda, and Problem Solve
strategies have tactics load onto them significantly and according to predictions: tactics 6, 7, and
8 load onto Concede; tactics 1, 2 and 4 load onto Expand the Agenda; tactics 18, 19, 21 load onto
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I obtain the same factors with quartimax rotation and oblique rotation. The two strongest factors (factors 1,
composed of tactic 1, 2, and 4; factor 2, composed of tactic 6, 7, and 8) are the same as varimax rotation.
17
In comparison, a five-factor model fails to converge. Dropping the weakest factor, a four-factor model using
factor 1 (“Expand the agenda”), factor 2 (“Concede”), factor 3 (“Compromise”), and factor 5 (“Problem Solve”)
shows poor fit (χ2 (48) = 71.90, p = 0.014, RMSEA = 0.073, CFI = 0.936). A three-factor model using factor 1, 2
and 3 shows slightly worse fit (χ2 (24) = 26.98, p = 0.305, RMSEA = 0.036, CFI = 0.989) than the model using
factors 1, 2, and 5.
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Problem Solve. To test my hypotheses on integrative negotiation strategies, I use the average of
tactics 1, 2, 4 to form one composite measure for Expand the Agenda strategy, and the average of
tactics 18, 19, 21 to form one composite measure for Problem Solve. For distributive negotiation
strategies, I use the average of tactics 6, 7, 8 to form one composite measure for Concede. I use
the composite measures to run 2 × 2 ANOVA, where each latent negotiation strategy variable is
the main dependent variable.18
[Insert Table 2 here]
Preliminary Analysis
Untabulated ANOVA shows that, across all six cells (four main experiment conditions
plus two conditions where failure-anchored feedback comes from joint PCAOB-CPAB
inspection), there is a marginally significant (p = 0.072) main effect of inspection on audit
partners’ commitment to their goal of reducing client’s net income, a marginally significant (p =
0.066) main effect of national office and an interaction effect of national office and inspection
that approaches significance on audit partners’ use of Expanding the Agenda strategy (p =
0.106), and a marginally significant (p = 0.094) main effect of inspection on audit partners’ use
of Concede strategy. I discuss my tests of hypotheses on the four main conditions, followed by
analyses on the two additional conditions where inspection is delivered jointly by the PCAOB
and CPAB.
Tests of Hypotheses
I first test whether audit partners set different goals in response to my manipulations.
Untabulated simple t-test shows that participants in the prescriptive national office conditions set

18

I also run MANOVA using the underlying tactics that form the latent variables Expand the Agenda (tactics 1, 2,
4), Concede (tactics 6, 7, 8), and Problem Solve (tactics 18, 19, 21). Results are consistent with ANOVA unless
otherwise noted.
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significantly higher goal than those in the collaborative national office conditions (33.12 vs.
29.29, t = 2.13, p = 0.019). Partners’ commitment to their negotiation goal is also correlated with
the goals they set (significant at 0.1 level). As such, I control for negotiation goal in my
subsequent analyses on audit partners’ commitment to their goals. For completeness, Table 3
includes descriptive statistics and 2 × 2 ANOVA using audit partner’s goal as dependent
variable.
[Insert Table 3 here]
Hypothesis 1a predicts that a collaborative national office approach reduces audit
partners’ commitment to their goal of reducing client’s net income. Hypotheses 2a predicts that
changing inspection feedback anchor from failure to opportunities of improvement increases
commitment for audit partners working with a collaborative national office. Descriptive statistics
(raw and adjusted means and standard deviations) are shown in Table 4, Panels A and B. I also
include the conventional ANOVA and post hoc tests in Table 4, Panels C and D. Given my
ordinal interaction prediction, contrast coding is the most appropriate test. In accordance with the
hypothesized interaction, contrast weight of -3 in the Collaborative National Office/Failureanchored Inspection feedback and +1 for the other three conditions are appropriate (Buckless and
Ravenscroft 1990; Guggenmos et al. 2018). As shown in Table 4, Panel E, the planned custom
contrast is highly significant (p = 0.015), with insignificant residual between-cell variance (p =
0.784) providing support for H1a and H2a. In other words, audit partners working with a
collaborative national office are less committed to reducing client’s net income, but inspection
feedback anchored on opportunities of improvement (rather than failure) mitigates the negative
consequences and increases audit partners’ commitment to reducing client’s net income. Figure 1
illustrates the results for H1a and H2a.
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Follow-up tests provide additional support for my hypotheses. Untabulated simple t-test
shows that a prescriptive national office approach results in significantly higher commitment in
audit partners than a collaborative one (9.62 vs. 8.71, p = 0.040). As shown in Table 4, Panel C,
two-way ANCOVA shows a marginally significant main effect of national office approach (p =
0.085) and a marginally significant main effect of inspection feedback orientation (p = 0.079).19
Post hoc tests (Table 4, Panel D) show that, when inspection feedback is anchored on failure, a
collaborative national office leads audit partners to be significantly less committed to their goal
of reducing client’s net income than a prescriptive national office (F1,54 = 4.88, p = 0.032).20 Post
hoc analysis also shows that, conditional on a collaborative national office approach, audit
partners who receive improvement-anchored feedback are significantly more committed to
reducing client’s net income than partners who receive failure-anchored feedback (9.29 vs. 7.89,
F1,54 = 5.25, p = 0.027), supporting hypothesis H2a.21 Overall (collapsing across national office
approach), improvement-anchored feedback result in marginally higher goal commitment
compared to failure-anchored feedback among audit partners (9.52 vs. 8.83, p = 0.094).
My findings suggest that audit firms’ move towards a more collaborative approach of
national office consultations could lead to audit partners being less committed to reducing
client’s aggressive net income. However, the negative effect of a collaborative national office is
mitigated when the audit regulatory environment is less antagonistic (i.e., when inspection
feedback anchor changes from failure to opportunities of improvement) even when the
underlying issues discovered and reported during inspection are held constant.

19

Dropping those who failed comprehension check results in a statistically significant main effect (p = 0.025) of
feedback orientation and a marginally significant interaction (p = 0.076). Excluding controls (firm type and
negotiation goal), national office remains significant (p = 0.047) while feedback orientation approaches significance
(p = 0.114).
20
Simple t-test shows a consistent significant difference with t value of 2.14 and p value of 0.022.
21
Simple t-test shows a consistent significant difference with t value of 1.90 and p value of 0.036.
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[Insert Table 4 and Figure 1 here]
Hypothesis H1b and H2b predict the effect of national office approach and inspection
feedback on audit partners’ negotiation strategy choice. Consistent with prior literature finding
audit partners are inclined to use integrative strategies that seek “win-win” for both the client and
the auditor than distributive strategies that seek to divide the pie so that one (or neither) party
wins (Gibbins et al. 2010, Table 5), audit partners in my experiment are significantly more likely
to use Problem Solve strategy than Concede strategy (6.45 vs. 3.91, p = 0.0000). However, audit
partners in my experiment are more likely to use Concede strategy than Expand the Agenda
(3.91 vs. 2.70, p = 0.000).
Focusing specifically on integrative negotiation strategies, Table 5, Panel A shows the
descriptive statistics, while Panels B and C provide conventional ANOVA test and post hoc
analysis for Expand the Agenda strategy. The results for contrast testing are shown in Table 5,
Panel D. Using contrast weight of +3 in the Collaborative National Office/Failure-anchored
Inspection feedback and -1 for the other three conditions (Buckless and Ravenscroft 1990;
Guggenmos et al. 2018), I find the planned custom contrast is significant (p = 0.061), with
insignificant residual between-cell variance (p = 0.124), providing support for my H1b and H2b.
Consistent with my hypothesis, audit partners in the collaborative national office
conditions are significantly more likely to use integrative negotiation strategy (Expand the
Agenda) than partners in prescriptive national office conditions (2.94 vs. 2.41, p = 0.049). Twoway ANOVA shows a significant main effect of national office approach (p = 0.008). Post hoc
tests (Table 5, Panel C) show that, given failure-anchored inspection feedback, partners are more
likely to prefer integrative negotiation strategy (Expand the Agenda) when they work with a
collaborative national office than a prescriptive national office (F1,54 = 3.37, p = 0.072).
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To the extent that researchers are concerned with how audit partners readily adopt
integrative negotiation strategy that seek to “create value” or accomplish win-win with clients,
my results suggests that a move towards a collaborative approach of national office consultations
in an antagonistic audit regulatory environment could worsen the problem. The negative effect of
a collaborative national office is not mitigated when the inspection feedback anchors on
opportunities of improvement (as opposed to failure): given a collaborative national office
approach, audit partners who receive improvement-anchored feedback are as likely to prefer
integrative negotiation strategy (Expand the Agenda) as partners receiving failure-anchored
inspection feedback (F1, 54 = 0.20, p = 0.654), failing to support hypothesis H2b even though
directionally, partners receiving improvement-anchored feedback appear to be less inclined to
use integrative strategy (Expand the Agenda) than those receiving failure-anchored feedback.
Thus, a collaborative national office leads audit partners to be on the outlook for win-win with
the client, regardless of whether audit regulator’s inspection feedback stress opportunities of
improvement or failure. Figure 2 illustrates the results for H1b and H2b.
[Insert Table 5 and Figure 2 here]
Descriptive statistics of audit partners’ use of Problem Solve negotiation strategy is
shown in Table 6. While ANOVA and contrast testing (untabulated) do not show a significant
effect when Problem Solve negotiation strategy is the dependent variable, both ANOVA and
contrast testing show results broadly consistent with theory when I use the average of Expand the
Agenda and Problem Solve to form a composite measure for integrative negotiation strategy
(results untabulated). Specifically, ANOVA shows a marginally significant effect of national
office (F1, 58 = 3.04, p = 0.087). Using contrast weight of +3 in the Collaborative National
Office/Failure-anchored Inspection feedback and -1 for the other three conditions (Buckless and
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Ravenscroft 1990; Guggenmos et al. 2018), I find the planned custom contrast approaches
significant (p = 0.107), with insignificant residual between-cell variance (p = 0.308).
[Insert Table 6 here]
I also analyze how likely participants are to use distributive negotiation strategies
(specifically, Concede strategy). While untabulated ANOVA does not show a significant main or
interaction effect, simple t-test shows that audit partners receiving failure-anchored feedback are
directionally more likely to use Concede than partners receiving improvement-anchored
inspection feedback (4.15 vs. 3.68, t = 1.14, p = 0.130). This would be consistent with the
theoretical argument that failure-anchored (improvement-anchored) feedback activates
prevention focus (promotion focus), and prevention focused negotiators are more likely to use
distributive negotiation strategy than promotion focused negotiators.22 Figure 3 illustrates the
results.
[Insert Table 7 and Figure 3 here]
Supplemental Analysis
In my supplemental analysis, I perform path analyses to provide additional evidence on
the hypothesized relationship between national office approach / inspection feedback anchor,
regulatory focus, and goal commitment / negotiation strategy choice. I then rule out plausible
alternative hypotheses. Finally, I compare my main results to those of the two additional cells
where the inspection is conducted by PCAOB and CPAB jointly to provide evidence on
institutional effect of audit inspection independent of how inspection feedback is delivered.

22

In particular, Trötschel et al. (2013) find that prevention focused negotiators are likely to use Concede strategy
when they have low goals (but are less likely to concede if they have high goals). Given prior auditor-client
negotiation literature finds that audit partners do not start negotiations with a high opening amount that they
subsequently walk down (Gibbins et al. 2010), my findings are consistent with the interpretation that prevention
focused audit partners in my experiment are more likely to use Concede strategy because audit partners’ negotiation
goals are low.
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I use the Preacher and Hayes (2008) bootstrapping approach (PROCESS model 8 in
SPSS) to test the indirect effect of national office approach and inspection feedback anchor on
my dependent variables (commitment to negotiation goals and use of integrative negotiation
strategy) via regulatory focus. In untabulated model where the dependent variable is audit
partners’ commitment to their negotiation goals, the conditional process analysis shows a
significant model (p = 0.022) and a significant path from national office approach and inspection
feedback anchor to auditor’s promotion focus (a11 = 0.51, p = 0.004; a12 = 0.53, p = 0.027; a13 = 0.06, p = 0.021). In Figure 4, I show the moderated mediation model where the dependent
variable is audit partners’ use of integrative negotiation strategy (Expand the Agenda). The
conditional process analysis yields a significant model (p = 0.026) for. In addition to significant
individual and interaction paths from national office approach and inspection feedback anchor to
promotion focus, the path from audit partners’ promotion focus to integrative negotiation
strategy use is also significant (b1 = -0.65, p = 0.004).
[Insert Figure 4 here]
In Figure 5, I report additional path analyses. In the model specified (model significant at
p = 0.000), I find that using integrative negotiation strategy is negatively related to the amount of
accounting adjustments audit partners propose, such that audit partners who are more likely to
engage in Expand the Agenda strategy also propose lower accounting adjustments (p = 0.003),
and audit partners who are more likely to engage in Problem Solve strategy also propose lower
accounting adjustments (p = 0.094), in addition to a significant relationship between national
office approach and the negotiation goal that partners would like to achieve (p = 0.027).
Furthermore, I rule out that my results are driven by other competing hypotheses. First, I
rule out that audit partners feel less accountable when inspection feedback anchors on
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opportunities of improvement rather than failure. Participants’ response to the question “You feel
highly accountable to the external inspector” does not differ by condition (all p’s greater than
0.5). I also rule out that the negotiation judgment is driven by risk attitude, as participants’ selfassessed risk attitude does not differ by condition (all p’s greater than 0.5).
I also analyze the additional conditions, where joint PCAOB-CPAB inspection delivers
failure-anchored feedback but national office varies between participants as having either a
collaborative or a prescriptive approach to consultations. I group those two additional cells with
the two experimental conditions where the same failure-anchored feedback is delivered by
CPAB, thus forming a 2 (inspector: joint PCAOB-CPAB vs. CPAB) × 2 (national office
approach: prescriptive vs. collaborative) between subject design. I use this new 2 × 2 design to
tease out the effect of unobservable institutional difference while holding constant everything
else that is difficult to control for outside of experimental method, such as the content of
inspection report. I find a significant main effect of inspector on audit partners’ commitment to
their negotiation goals (untabulated ANOVA: F1, 56 = 3.83, p = 0.056) such that partners
receiving feedback from joint PCAOB-CPAB inspection are more committed than those
receiving the exact same feedback from CPAB inspection (8.83 vs. 9.73, t = 1.69, p = 0.049).
However, the difference in commitment is entirely driven by collaborative national office
condition (7.89 vs. 9.76, t = 2.61, p = 0.008). I also find a marginally significant interaction
effect of inspector × national office approach on audit partners’ likelihood to use integrative
negotiation strategy (Expand the Agenda) (untabulated ANOVA: F1, 63 = 2.90, p = 0.094).
Specifically, audit partners under joint PCAOB-CPAB inspections are marginally less likely to
use Expand the Agenda strategy than partners under CPAB inspection when national office is
collaborative (3.36 vs. 2.46, t = 1.62, p = 0.058).
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Audit partners receiving feedback from joint inspections are also less likely to use
Problem Solve strategy than partners receiving the same feedback from CPAB inspection (6.71
vs. 6.24, t = 1.41, p = 0.082). The differential likelihood to use Problem Solve strategy is
concentrated in the prescriptive national office condition (6.80 vs. 5.86, t = 1.88, p = 0.035).
Furthermore, I find a significant main effect of inspector on audit partners’ likelihood to use
Concede negotiation strategy (untabulated ANOA: F1,63 = 5.68, p = 0.020). Specifically, audit
partners receiving feedback from joint inspections are less likely to use Concede strategy than
partners receiving the same feedback from CPAB inspection (4.15 vs. 3.33, t = 2.34, p = 0.012).
The differential likelihood to use Concede strategy is concentrated in prescriptive national office
conditions (4.29 vs. 3.06, t = 2.90, p = 0.004).
These results indicate the existence of unobservable institutional differences beyond
content, tone, or anchor of the inspection feedback per se, and validate my experimental design
choice to specify the inspector and thus control for such unobservable institutional differences.
These results also suggest that, despite audit professionals’ claim that PCAOB inspections have
gone too far in terms of penalizing auditors, partners are less likely to concede or solve problems
together with clients when they face PCAOB inspections than when they face CPAB inspections,
particularly when national office is prescriptive. With a collaborative national office, there is no
difference in partners’ likelihood to use Concede or Problem Solve strategy, but partners are
more committed and less likely to resort to Expand the Agenda strategy. Thus, while a
collaborative national office may be detrimental to auditors under CPAB inspections, they might
be beneficial to auditors under PCAOB or joint PCAOB-CPAB inspections.
Concentrating on the 1 × 2 conditions, I find that, given PCAOB inspections, audit
partners working with a collaborative national office are less likely to use Concede strategy than
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those working with a prescriptive national office (3.59 vs. 3.06, t = 1.30, p = 0.10), and more
likely to use Problem Solve strategy than those working with prescriptive national office (5.86
vs. 6.59, t = 1.62, p = 0.058). This is consistent with the notion that collaborative (prescriptive)
national office activates promotion (prevention) focus, and promotion (prevention) focused
negotiators are more likely to resort to integrative (distributive) strategy.
Furthermore, under the collaborative national office condition, more participants set a
high goal than the prescriptive national office condition (83% vs. 44% set their goal as the
maximum amount of accounting adjustments possible, t = 2.58, p = 0.007), and those working
with a collaborative national office are also less fearful of the next inspection than those working
with a prescriptive national office (7.81 vs. 5.35, t = 3.27, p = 0.001). This explorative analysis
suggests that a collaborative national office could be beneficial on certain dimensions given
PCAOB inspections, that is, audit partners are more likely to have a high negotiation goal (in
terms of the amount of accounting adjustments to propose to client management), and are less
fearful of the next inspection (although their goal commitment does not differ at a statistically
significant level).
V. DISCUSSION AND CONCLUSION
External inspections of auditors’ work are key to achieving audit regulator’s mandate of
improving audit quality (McDonough 2005). Encouraged by audit regulators, audit firms use
national office to support audit partners’ judgment and to manage inspection process. Recently,
researchers note that national offices appear to move from a prescriptive approach where the
overarching concern is avoiding being caught as deficient by audit regulators, to a collaborative
approach where the goal is to come up with a “best solution” that satisfy multiple stakeholders
within the constraint of audit standards (Aghazadeh et al. 2020). Guided by regulatory focus
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theory and using a 2 × 2 between subject experiment with 98 audit partners and senior managers,
I predict and find that national office’s approach towards consultations, along with whether
inspection feedback is antagonistic or not (i.e., whether it anchors on failure or opportunities of
improvement), affect auditor’s judgment at the onset of negotiations with client management
over proposed accounting adjustments.
I find that, in an antagonistic audit regulatory environment where inspection feedback
anchors on failure, audit partners working with a collaborative national office are less committed
to the goal of reducing client’s aggressive accounting than partners working with a prescriptive
national office. With regards to negotiation strategy choice, perhaps worryingly, all partners are
more likely to choose Concede strategies than Expand the Agenda, although they are most likely
to choose Problem Solve strategy where they work with their clients to jointly achieve win-win. I
find that audit partners working with a collaborative national office prefer tactics that seek to
Expand the Agenda more than audit partners working with a prescriptive national office. Thus, in
an antagonistic regulatory environment such as what characterizes the relationship between
regulator and audit firms in the U.S. (Dowling et al. 2018; Westermann et al. 2018; Peecher et al.
2019), a move towards collaborative national offices could lead to unintended negative
consequences during “the last chance to improve financial reporting” (Choudhary et al. 2018).
That is, since auditor proposed accounting adjustments are associated with a reduction in
earnings management, partners that are less committed to reducing aggressive accounting and
more willing to seek win-win with clients may produce more aggressive financial reporting and
lower audit quality. Nonetheless, I also find that a collaborative national office is not always
detrimental to audit quality. Holding the underlying issues identified during inspection constant,
when regulator’s inspection feedback anchors on opportunities of improvement as opposed to
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failure, audit partners are more committed to curbing aggressive income. However, audit
partners receiving inspection feedback anchored on opportunities of improvement are just as
likely to use integrative negotiation strategy (Expand the Agenda) as those receiving inspection
feedback anchored on failure.
I also find that the identity of audit regulator makes a difference. Given the same
inspection feedback, whether the inspection is performed by CPAB or PCAOB leads to different
behaviour patterns such that when working with a prescriptive national office, audit partners
under joint PCAOB-CPAB inspection are less likely to use Concede or Problem Solve than
partners under CPAB inspection. This finding corroborates prior studies documenting higher
financial statement quality after PCAOB’s inspection programs start in non U.S. regions
(Lamoreaux 2016). I also find that, when working with a collaborative national office, audit
partners under joint inspection are more committed to reducing aggressive client income and less
likely to rely on Expand the Agenda strategy than partners under CPAB inspection. My results
are consistent with the interpretation that a collaborative national office mitigates negative
consequences of a regulatory environment that is either too friendly (improvement-anchored
inspection feedback from CPAB) or too antagonistic (failure-anchored inspection feedback from
PCAOB), extending Bauer et al. (2018) who find that regulatory pressure affects auditor
behaviour in a reverse U-shape between regulatory pressure and audit task performance quality.
My study makes several contributions. To my knowledge, it is the first experimental
study that juxtapositions efforts to improve audit quality within audit firms and outside of audit
firms, and finding that both efforts interact but not always in ways that regulators intend. My
controlled experiment provides causal evidence that collaborative national offices in an
antagonistic regulatory environment could lead to less commitment from audit partners to
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reducing earnings management, and more willingness to expand the pie with client to reach winwin. I also experimentally show that some of those negative consequences disappear if
regulator’s inspection feedback anchors on opportunities of improvement. This finding
corroborates researchers’ call for change in how audit regulators incentivize auditors to achieve
high audit quality (rather than merely avoid falling below a minimum threshold) (Peecher et al.
2013; Aobdia 2018). I also contribute to psychology literature on regulatory focus by showing
how two contextual cues interact. I find positive outcomes when contextual cues induce aligned
regulatory focus than when contextual cues are not aligned, thus extending prior literature
beyond “fit” between how goal frame and assigned goal pursuit strategy.
This paper is subject to limitations with all experimental research. Expert participants are
difficult to access, and there is a limited number of audit partners and senior managers. Given my
sample size, I have limited direct evidence that regulatory focus mediates my experimental
results. However, even with a large sample size, individuals may not be aware of their regulatory
focus or its impact on their behaviour (Peecher et al. 2019). Despite these concerns, participants
in this study respond to regulatory focus checks in ways that are not inconsistent with my
predictions. Second, I only test for pre-negotiation judgment. Future research could examine how
(mis)aligned regulatory focus induced by contextual cues leads to negotiation outcomes in
dyadic pairs of auditors and clients, such as the actual amount of accounting adjustments
recorded. Based on prior literature, I expect that different initial choice of negotiation strategy at
the onset is directly related to eventual negotiation outcomes (Yukl 1974; Bame-Aldred and Kida
2007), as is level of commitment (Jordan and Roloff 1997).
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Figure 1

The effect of national office approach and inspection feedback orientation on
audit partners’ goal commitment

Commitment To Negotiation Goal

9.73
9.29
9.5

7.89

Feedback anchored on
failure

Feedback anchored on
improvement

Prescriptive national office Collaborative national office

National office approach

Audit partner’s goal commitment is measured on a 11-point scale. Higher numerical values
indicating higher commitment to the goal of “achieving a resolution that will result in a
substantial reduction in JEL's unaudited net income.”
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Likelihood to use integrative negotiation strategy
(Expand the Agenda)

Figure 2

The effect of national office approach and inspection feedback orientation on
audit partners’ use of Expand the Agenda negotiation strategy

3.36

3.11
2.36
Feedback anchored
on failure
2.02
Feedback anchored
on improvement

Prescriptive national office

Collaborative national office

National office approach

Participant rate on a 8-point scale on how likely they are to use each of the negotiation tactics in
Table 2. Tactics 1, 2, and 4 load onto one factor consistent with latent variable integrative
negotiation strategy “Expand the Agenda”. I use the average of responses to tactics 1, 2, and 4 as
a composite measure for how likely audit partners are to use integrative negotiation strategy
(Expand the Agenda). Higher score means greater likelihood to choose the integrative Expand
the Agenda strategy.
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Figure 3

The effect of national office approach and inspection feedback orientation on
audit partners’ use of Concede negotiation strategy

Likelihood to use distributive negotiatoin strategy
(Concede)

4.29

4.00

3.73
3.62
Feedback anchored
on failure
Feedback anchored
on improvement

Prescriptive national office

Collaborative national office

National office approach

Participant rate on a 8-point scale on how likely they are to use each of the negotiation tactics in
Table 2. Tactics 6, 7, 8 load onto one factor consistent with latent variable distributive
negotiation strategy “Concede”. I use the average of responses to tactics 6, 7, 8 as a composite
measure for how likely audit partners are to use distributive negotiation strategy (Concede)
Higher score means greater likelihood to choose Concede negotiation strategy.
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Figure 4
Indirect effect of national office approach and inspection feedback
orientation on audit partners’ use of integrative negotiation strategy (Expand the Agenda)
via regulatory focus
Promotion focus
National office
approach

Integrative
negotiation strategy
(Expand the Agenda)
Prevention focus

Inspection feedback
anchor

National office → Promotion focus: a11 = 0.51, p = 0.003
Inspection feedback → Promotion focus: a12 = 0.54, p = 0.026
Interaction of national office and inspection feedback → Promotion focus: a3 = -0.06, p = 0.019
National office → Prevention focus: a21 = 0.07, p = 0.633
Inspection feedback → Prevention focus: a22 = 0.18, p = 0.374
Interaction of national office and inspection feedback → Prevention focus: a23 = -0.01, p = 0.530
Promotion focus → Integrative negotiation strategy: b1 = -0.65, p = 0.004
Prevention focus → Integrative negotiation strategy: b2 = -0.02, p = 0.925
National office → Integrative negotiation strategy: c1 = 0.26, p = 0.338
Inspection feedback → Integrative negotiation strategy: c2 = 0.53, p = 0.162
Interaction of national office and inspection feedback → Integrative negotiation strategy: c3 =
-0.04, p = 0.345
Figure 4 depicts the coefficients of the indirect effect of national office approach and inspection
feedback orientation on audit partners’ commitment to their goals via regulatory focus for the
four main experimental conditions. I follow Preacher and Hayes (2008) bootstrapping approach
(PROCESS model 8), where confidence intervals are bias-corrected intervals for the estimate of
the indirect effect, estimated using 5,000 bootstrapped re-samples of the data with replacement.
National office approach is measured on a 11-point scale, with higher value indicating more
prescriptive national office. Inspection feedback orientation is measured on an 11-point scale,
with higher value indicating more antagonistic inspection feedback. Promotion focus is measured
on a 7-point scale to the question “You stated your accounting adjustments goal in your
discussion with JEL management above (question #2). How important is this goal to you”, with
higher value indicating a higher promotion focus. Prevention focus is measured on a 7-point
scale to the question “You stated the minimum accounting adjustments you would accept in your
discussion with JEL management above (question #3). How important is this minimum amount
to you”, with higher value indicating greater prevention focus.
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Figure 5

Path analysis of national office approach and inspection feedback orientation on negotiation strategy and
negotiation judgment

National office
approach

-3.83**
(1.73)

ETA

Negotiation goal
-0.19***
(0.06)

Accounting
adjustments
Inspection feedback
anchor

-0.30*
(0.17)
-0.48**
(0.26)

Importance of goal

-0.11*
(0.06)

-0.231***
(0.07)

-0.477***
(0.18)

PS

Concede

Compromise

Likelihood
of audit
partner
negotiation
strategy
use

Contend

Coefficient (standard error) *p<0.10 **p<0.05 ***p<0.01

Note: The path analysis is conducted on the four main experimental conditions (n = 83) using maximum likelihood with missing
values (results remain the same using bootstrapping method). National office approach refers to national office’s approach to
consultations, manipulated as either prescriptive or collaborative. Feedback refers to inspection feedback anchor, manipulated as either
anchored on failure or opportunities of improvement. ETA refers to Expand the Agenda strategy; PS refers to Problem Solve strategy.
See Table 2 for tactics that underlie each of the negotiation strategy. Negotiation goal refers to the amount of accounting adjustments
audit partners would like to achieve, elicited as a numerical input. Accounting adjustments refers to the amount of accounting
adjustments audit partners would propose, elicited through a scale from $0 (no adjustment) to $35.7 million (book all adjustments that
the audit team suggests). Importance of goal refers to the question “You stated your accounting adjustments goal in your discussion
with JEL management above (question #2). How important is this goal to you”, elicited via a 7-point scale, with higher score
indicating greater importance.
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Table 1

Descriptive statistics of experiment participants

Panel A: Participant inclusion and exclusion
Total number of times the online study is accessed
Incomplete answers (do not proceed beyond the case)
Unqualified participants (< 1 year of experience in public accounting)
Participants included in statistical analysis
Distribution by condition
Main experimental conditions:
Inspection feedback anchored on failure
Prescriptive national office
Collaborative national office
Inspection feedback anchored on opportunities of improvement
Prescriptive national office
Collaborative national office
Additional conditions: inspection feedback anchored on failure but delivered
by joint PCAOB-CPAB inspection rather than from CPAB inspection
Collaborative national office
Prescriptive national office
Total

131
32
1
98

16
15
16
15

18
18
98

Panel B: Number (percentage) of participants with inspection experience from CPAB, joint
PCAOB-CPAB, or neither
CPAB inspection
Joint PCAOB-CPAB inspection
None of PCAOB, CPAB, or joint inspections

77
41
16

Panel C: Participant position at their firm
Position at the firm
Partner
Senior manager
Manager
Other
Missing answer
Total

60
26
0
0
12
98
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(79%)
(42%)
(16%)

Table 2 List of negotiation tactics and likelihood to use
No. Negotiation tactic*
Panel A: Expand the Agenda strategy’s tactics
1
Bring other issues to the discussion, such that I could trade off on other issues to
resolve this issue in my favour.
2
Attempt to find other issues with JEL, so I could accede to their wishes at the same
time as achieving my position on this issue.
3
Provide all relevant information to JEL's management so we could solve this issue
together in the context of other issues.
4
Attempt to find other issues with JEL, which I could add to the discussion.
5
Try to work with JEL's management to develop a proper understanding of this issue
in the context of other issues.

Likelihood of use Factor loadings
Mean (SD)
(>0.5)
2.91*** (1.93)

0.864

2.51*** (1.69)

0.872

7.33*** (1.39)

N/A

2.47*** (1.65)
7.23*** (1.15)

0.830
N/A

Panel B: Concede strategy’s tactics
6
Try to satisfy the expectations of JEL's management.
7
Attempt to accommodate the wishes of JEL's management.
8
Try to satisfy the needs of JEL's management.
9
Make concessions from my position to JEL's management.
10 Give in to the wishes of JEL's management.

3.75* (1.70)
3.33*** (1.70)
3.93 (1.88)
3.06*** (1.43)
1.55*** (0.97)

0.787
0.824
0.849
N/A
N/A

Panel C: Compromise strategy’s tactics
11 Try to play down the differences with JEL's management to reach a compromise.
12 Use “give and take” so that a compromise could be made with JEL' s management.
13 Negotiate with JEL's management so that a compromise could be reached.

3.10*** (1.88)
4.16 (2.09)
4.45** (2.17)

0.780
0.759
0.753

Panel D: Contend strategy’s tactics
14 Argue with JEL's management to show them the merits of my position.
15 Use my influence to get my position accepted by JEL's management.
16 Use my expertise in accounting to influence the resolution in my favour.
17 Remain firm with my initial proposed accounting adjustment.

4.19 (2.21)
5.38*** (1.98)
6.59*** (1.26)
5.85*** (1.55)

N/A
0.768
0.569
0.666
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Panel E: Problem Solve strategy’s tactics
18 Try to work with JEL's management to find new solutions to this issue that satisfy
both of our expectations.
19 Try to investigate the issue further with JEL's management to find a new solution
acceptable to both of us.
20 Try to bring all my concerns about this issue out into the open with JEL's
management so that the issue could be resolved in the best possible way.
21 Try to integrate my ideas about how to resolve this issue with JEL's management to
come up with a new solution jointly.

6.31*** (1.79)

0.766

6.63*** (1.68)

0.838

7.41*** (0.99)

N/A

6.20*** (1.76)

0.789

Note: Auditors indicate on an 8-point scale ranging from 0 (“very unlikely to use”) to 7 (“very likely to use”) how likely they are to
use each of the 21 tactics that are either integrative (“Expand the Agenda” and “Problem Solve” strategies that seek win-win) or
distributive (Contend, Concede, or Compromise strategies that result in one party wins or neither party wins) (recoded to 1 to 8). The
order of the negotiation tactics is randomized for participants.
*, **, *** indicates significantly different from midpoint at 0.1, 0.05, and 0.001 levels.
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Table 3

Negotiation goal measures

Panel A: Audit partner’s negotiation goals, mean (SD) [N]
Negotiation goal

Feedback
anchored on
failure (CPAB)

Prescriptive national
office

33.44
(5.25)
[16]
28.86
(10.13)
[15]
31.23
(8.19)
[31]

Collaborative
national office
Means (SD) for
feedback

Feedback
anchored on
opportunities of
improvement
(CPAB)
32.80
(4.01)
[16]
29.73
(7.48)
[15]
31.31
(6.05)
[31]

Means (SD) for
national office

Feedback from
joint inspection
anchored on
failure

33.12
(4.60)
[32]
29.29
(8.76)
[30]
31.27
(7.14)
[62]

31.60
(6.09)
[18]
33.28
(5.71)
[18]
32.44
(5.88)
[36]

Audit partner’s negotiation goal is elicited by the question “What amount of accounting
adjustments, if any, would be your goal in your discussion with JEL’s management to resolve the
differences between your audit team and the client?” Higher numbers indicate larger accounting
adjustments, or more conservative accounting income.
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Table 4

Goal commitment measures

Panel A: Audit partner’s commitment to the goal of reducing client’s income, raw mean
(SD) [N]
Commitment to the
goal of reducing
client income

Feedback
anchored on
failure (CPAB)

Prescriptive national
office

9.5
(1.91)
[14]
{1}
7.9
(1.73)
[12]
{2}
8.83
(1.97)
[26]

Collaborative
national office

Means (SD) for
feedback

Feedback
anchored on
opportunities of
improvement
(CPAB)
9.73
(1.75)
[15]

Means (SD) for
national office

Feedback from
joint inspection
anchored on
failure

9.62
(1.80)
[29]

9.69
(2.12)
[16]

9.29
(1.82)
[14]
{3}
9.52
(1.77)
[29]

8.71
(1.88)
[24]

9.76
(1.89)
[16]

9.21
(1.87)
[53]

9.73
(1.97)
[33]

Commitment is measured on a 11-point scale from 0 to 10, higher numerical value indicates
higher commitment to the goal of “achieving a resolution that will result in a substantial
reduction in JEL's unaudited net income.”
Panel B: Audit partner’s commitment to the goal of reducing client’s income, adjusted
mean (SD) [N]
Commitment to the
goal of reducing
client income

Feedback
anchored on
failure (CPAB)

Prescriptive national
office

9.5
(0.19)
[14]
7.94
(0.27)
[12]
8.78
(0.83)
[26]

Collaborative
national office
Means (SD) for
feedback

Feedback
anchored on
opportunities of
improvement
(CPAB)
9.73
(0.12)
[15]
9.29
(0.30)
[14]
9.52
(0.32)
[29]

Means (SD) for
national office

Feedback from
joint inspection
(anchored on
failure)

9.62
(0.19)
[29]
8.66
(0.74)
[26]
9.17
(0.71)
[55]

9.57
(0.28)
[16]
9.31
(0.22)
[16]
9.44
(0.28)
[32]

Commitment is measured on a 11-point scale from 0 to 10, higher numerical value indicates
higher commitment to the goal of “achieving a resolution that will result in a substantial
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reduction in JEL's unaudited net income.” Sample mean adjusted for controls (firm type and
audit partners’ negotiation goal).
Panel C: 2 × 2 ANOVA
Source of variation
Model
National office approach
Inspection feedback orientation
Feedback orientation × National office approach
Control: firm type
Control: negotiation goal
Residual

Df
6
1
1
1
2
1
46

MS
6.41
9.72
11.57
7.30
7.16
3.96
3.14

F
2.05
3.10
3.69
2.33
2.28
1.26

p-value
0.079
0.085
0.061
0.134
0.114
0.267

National office is manipulated as having either a prescriptive or collaborative approach towards
consultations. Inspection feedback is manipulated as either anchored on failure or improvement.
I control for firm type (whether participants work for big 4, medium size, or other types of firms)
and negotiation goal (numerical amount of accounting adjustments participants indicated as their
goal in discussion with client management). Dropping the controls result in qualitatively similar
results (significant main effect of national office approach, p<0.05, and main effect of inspection
feedback approaching significance, p=0.11). Results are two-tailed.
Panel D: ANOVA post hoc tests
Prescriptive national office > Collaborative national office given
“failure” feedback; {1}>{2}
Feedback anchored on improvement > Feedback anchored on
failure given collaborative national office; {3}>{2}

F value
4.88

p-value
0.0321

5.25

0.0267

Panel E: Contrast testing using [+1, -3, +1, +1]
Source
Contrast
Residual between-cells variance
Total between-cells variance
Error
Total

SS
20.93
1.60
22.53
160.19
182.72
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df
1
2
3
49
52

MS
20.93
0.80
7.51
3.27

F-statistic
6.40
0.24
2.30

p-value
0.015
0.784
0.089

Table 5

Expand the Agenda negotiation strategy measures

Panel A: Participant’s use of integrative negotiation strategy Expand the Agenda, mean
(SD) [N]
Likelihood to use
Feedback
integrative
anchored on
negotiation strategy
failure (CPAB)
(Expand the Agenda)
Prescriptive national
office

Collaborative national
office

Means (SD) for
feedback

2.36
(1.60)
[15]
{1}
3.36
(1.49)
[14]
{2}
2.84
(1.60)
[29]

Feedback
anchored on
opportunities of
improvement
(CPAB)
2.02
(1.14)
[15]

Means (SD)
for national
office

Feedback from
joint inspection
(anchored on
failure)

2.19
(1.37)
[30]

2.80
(1.55)
[17]

3.11
(1.60)
[15]
{3}
2.57
(1.47)
[30]

3.23
(1.52)
[29]

2.46
(1.63)
[18]

2.70
(1.53)
[59]

2.63
(1.58)
[35]

Participant rate on a 8-point scale on how likely they are to use each of the negotiation tactics in
Table 2. Tactics 1, 2, and 4 load onto one factor consistent with latent variable integrative
negotiation strategy “Expand the Agenda”. I use the average of responses to tactics 1, 2, and 4 as
a composite measure for how likely audit partners are to use integrative negotiation strategy
(Expand the Agenda).
Panel B: 2 × 2 ANOVA with dependent variable likelihood to use integrative negotiation
strategy Expand the Agenda
Source of variation
Model
National office approach
Inspection feedback orientation
Feedback orientation × National office approach
Residual

Df
3
1
1
1
55

MS
5.75
16.10
1.24
0.03
2.15

F
2.67
7.48
0.57
0.01

p-value
0.056
0.008
0.452
0.910

Panel C: ANOVA post hoc tests
Prescriptive national office < Collaborative national office given
“failure” feedback; {1}<{2}
Feedback anchored on improvement < Feedback anchored on failure
given collaborative national office; {3}<{2}
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F value
3.37

p value
0.072

0.20

0.654

Panel D: Contrast testing using [-1, +3, -1, -1]
Source
Contrast
Residual between-cells variance
Total between-cells variance
Error
Total

SS
7.91
9.34
17.25
118.46
135.71
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df
1
2
3
55
58

MS
7.91
4.67
5.75
2.15

F-statistic
3.67
2.17
2.67

p-value
0.061
0.124
0.056

Table 6

Problem Solve negotiation strategy measures

Panel A: Participant’s use of integrative negotiation strategy Problem Solve, mean (SD) [N]
Likelihood to use
integrative negotiation
strategy (Problem
Solve)

Feedback
anchored on
failure
(CPAB)

Prescriptive national
office

6.80
(1.34)
[15]
6.62
(1.36)
[14]
6.71
(1.33)
[29]

Collaborative national
office
Means (SD) for feedback

Feedback
anchored on
opportunities of
improvement
(CPAB)
6.18
(1.61)
[15]
6.22
(1.38)
[15]
6.20
(1.47)
[30]

Means (SD)
for national
office

6.49
(1.49)
[30]
6.41
(1.36)
[29]
6.45
(1.42)
[59]

Feedback from
joint
inspection
(anchored on
failure)
5.86
(1.48)
[17]
6.59
(1.16)
[18]
6.24
(1.35)
[35]

Participant rate on a 8-point scale on how likely they are to use each of the negotiation tactics in
Table 2. Tactics 18, 19, 21 load onto one factor consistent with latent variable negotiation
strategy “Problem Solve”. I use the average of responses to tactics 18, 19, 21 as a composite
measure for how likely audit partners are to use Problem Solve strategy.
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Table 7

Concede negotiation strategy measures

Panel A: Participant’s use of distributive negotiation strategy (Concede), mean (SD) [N]
Likelihood to use
distributive negotiation
strategy (Concede)

Feedback
anchored on
failure
(CPAB)

Prescriptive national
office

4.29
(1.08)
[15]
4.00
(1.91)
[14]
4.15
(1.52)
[29]

Collaborative national
office
Means (SD) for feedback

Feedback
anchored on
opportunities of
improvement
(CPAB)
3.73
(1.84)
[15]
3.62
(1.54)
[15]
3.68
(1.66)
[30]

Means (SD)
for national
office

4.01
(1.50)
[30]
3.80
(1.71)
[29]
3.91
(1.60)
[59]

Feedback from
joint
inspection
(anchored on
failure)
3.06
(1.32)
[17]
3.59
(1.09)
[18]
3.33
(1.22)
[35]

Participant rate on a 8-point scale on how likely they are to use each of the negotiation tactics in
Table 2. Tactics 6, 7, 8 load onto one factor consistent with latent variable distributive
negotiation strategy “Concede”. I use the average of responses to tactics 6, 7, 8 as a composite
measure for how likely audit partners are to use Concede strategy.
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Appendix 1
Panel A

Tabulation of manipulations

national office approach

Prescriptive
(prevention focus)
The national office has a formal consulting
process, requiring formal documentation
(usually a memo) about the issue prior to the
formal consultation.
You have observed that the national office is
very concerned with being compliant with
external regulators such as the PCAOB and
CPAB and emphasizes providing strong
defense against second-guessing by
regulators. The national office emphasizes
following formal procedures of consultation,
including writing up formal memos prior to
initiating consulting with the national office.
In addition to the documentation requirement,
the national office usually takes an
authoritative approach to consultations,
providing prescriptive “final say” on issues
consulted. The final issue resolution memos
are subject to national office review.
Panel B

Collaborative
(promotion focus)
The national office has a formal consulting
process but is also accessible for informal
consultations over the phone.
You have observed that the national office is
very concerned with supporting the
engagement team to arrive at a well-supported
conclusion through collaboration with you
and your audit team. The national office has a
formal consulting process, but has also been
available to you over the phone for informal,
verbal consultations through which you have
checked your tentative conclusions. In
addition, the national office usually takes a
collaborative approach to consultations,
leaving you with the ownership of the issue
including ensuring the results are documented
in the audit file.

Inspection feedback style

Failures
(prevention focus)
One of your engagements (not JEL) was
inspected. The following paragraph was noted
in the report issued by CPAB.

Opportunities of improvement (CPAB)
(promotion focus)
One of your engagements (not JEL) was
inspected. The following paragraph was noted
in the report issued by CPAB.

“The firm failed to critically evaluate the
reasonableness of the issuer’s revenue
recognition prior to reaching its conclusion.
Specifically,

“The firm has not achieved high quality in
critically evaluating the reasonableness of the
issuer’s revenue recognition prior to reaching
its conclusion. Specifically,

•
In determining whether or not the
issuer’s analysis was reasonable, the firm
failed to consider evidence that contradicted
the issuer’s conclusion or supported an
alternative conclusion.

•
In determining whether or not the
issuer’s analysis was reasonable, the firm did
not achieve high quality judgment in
considering evidence that contradicted the
issuer’s conclusion or supported an alternative
conclusion.
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•
The firm failed to evaluate the issuer’s
likelihood of achieving its assumptions,
including whether management had the
ability to carry out its plans and whether those
plans could produce the projected results.”

•
The firm did not achieve high quality
judgment in evaluating the issuer’s likelihood
of achieving its assumptions, including
whether management had the ability to carry
out its plans and whether those plans could
produce the projected results.”

Recurring inspection themes indicate that
failures in this area persist.”

Recurring inspection themes indicate that
high quality audit in this area has not been
achieved. Each firm continues to make effort
to improve, and CPAB acknowledges that the
firms are rethinking how they deliver higher
audit quality.”
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Appendix 2

Example of PCAOB’s and CPAB’s inspection report

Panel A: PCAOB’s findings excerpt (emphasis added)
(1) the failure, in an audit of ICFR, to perform sufficient procedures to test the design and
operating effectiveness of controls over the valuation of property, plant, and equipment
("PPE") (AS 2201.39, .42, and .44); and
(2) the failure to perform sufficient procedures to test the valuation of PPE (AS 2501.11
and .12).
(3) the failure, in an audit of ICFR, to perform sufficient procedures to test the design and
operating effectiveness of controls over the valuation of mining interests (AS 2201.39, .42,
and .44); and
(4) the failure to perform sufficient procedures to test the valuation of mining interests (AS
2502.26, .28, .36, and .40).
(5) the failure to perform sufficient procedures to test the valuation of intangible assets (CAS9
500.08; CAS 540.18); and
(6) the failure to perform sufficient procedures to test the occurrence and completeness of
revenue (CAS 330.06, .07 and .21).
(7) the failure to perform sufficient procedures to test the occurrence of revenue (AS 2301.08
and .13).
Panel B: CPAB’s findings excerpt (emphasis added)
Inspection findings indicate that auditors often avoid testing the controls by 'auditing around'
the computer system.
Insufficient or ineffective audit procedures, or reliance on audit evidence of limited value.
If the auditor does not fully understand the terms of service contract and how those services
will be performed and invoiced, key performance obligations that must be met before revenue
can be recognized may be missed. As a result, the testing may not provide evidence that
revenue was recorded according to accounting requirements.
The auditor may incorrectly assess the value of audit evidence. For example, if an auditor
relies on a confirmation from a third party service provider to support the revenue reported but
that third party obtains the underlying information from the company itself, the confirmation is
not independent evidence.
Note: Panel A is an excerpt from PCAOB’s inspection of a Canadian Big 4 office for audits
conducted for the year ended December 31, 2015. Panel B is an excerpt from CPAB’s inspection
of a Canadian Big 4 office for audits conducted for the year ended December 31, 2015.
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