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PERFORMANCE EVALUATIONS IN AUDIT FIRMS: EVALUATION FOCI
AND DYSFUNCTIONAL BEHAVIOUR

ABSTRACT

Previous research has only minimally examined the association between the behaviour and
performance evaluations of individual auditors beyond the use of efficiency-focused
evaluations. We examine the association between dysfunctional auditor behaviour and three
evaluation foci: an efficiency focus, a client focus and a quality focus. Our results, which
are based on questionnaire responses from 196 auditors, demonstrate that an efficiency
focus is not associated with dysfunctional behaviour. A client focus is found to be
associated with dysfunctional behaviour. Finally, and perhaps most importantly, our results
show that it seems possible to limit dysfunctional behaviours through a quality focus in
performance evaluations. Our results provide insights of use to practitioners and regulators
on how performance evaluations may not only induce but also reduce dysfunctional auditor
behaviours.
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INTRODUCTION

Audit firms and their auditors have public interest obligations pertaining to mandatory
audits but are also private firms with commercial objectives, which instils a potential
conflict between professional and commercial commitments (Carrington et al., 2013;
Samuel et al., 2009; Suddaby et al., 2009; Wyatt, 2004; Zeff, 2003a; Zeff, 2003b). This
delicate balance between commercialism and professionalism presents significant

challenges for audit firms with regard to performance evaluation design.

Another challenge concerns how performance is measured. Audit firms have an interest
in the efficient management of resources (staff) and therefore various measures of
cost/effectiveness are prevalent in audit firms (Anderson-Gough et al., 2001). Following
the coexistence of both professional and commercial commitments, audit firms also
have interests in measuring performance along these dimensions. Professional
performance may be understood as contributions to audit quality, but quality is difficult
to measure as audits are credence goods—i.e. goods for which quality is difficult or
extremely costly to observe, even after delivery (Knechel et al., 2013a). Commercial
performance may be measured based on revenue contributions, but may also be more
broadly related to client relationships. This implies that performance evaluations are
likely to accommodate both quantitative and financial measures, included in formal
evaluation systems, and more qualitative measures that may be perceived structurally or

socially by auditors.

It is arguably unsurprising that concerns have been raised with regard to incentives
oriented towards commercial objectives (Zeff, 2003b), and calls have been made for
performance evaluation to address professional values (IFIAR, 2015). Thus, measures
in auditor performance evaluation lead to auditor incentives that may induce or reduce
risks of behaviours in conflict with professional standards (Knechel et al., 2013a; Zeff,
2003b). Such behaviours may be referred to as dysfunctional in the sense that they
increase the risks of issuance of an incorrect audit opinion or of other flawed outcomes

of audit engagements.



Previous research suggests that particular ways of evaluating the performance of
individual auditors produce perverse auditor incentives that may fuel their dysfunctional
behaviours (Beekes et al., 2014; Otley & Pierce, 1995; Otley & Pierce, 1996a; Otley &
Pierce, 1996b; Pierce & Sweeney, 2004). However, the empirical findings are mixed
regarding the extent to which performance evaluations of auditors are associated with
dysfunctional behaviour. Furthermore, previous research has focused only on the effects
of particular efficiency-focused measures that may promote dysfunctional behaviours
and not on other evaluation measures that may have similar effects or, potentially more

interesting, on measures that may actually reduce dysfunctional behaviour.

To further refine and broaden knowledge on performance evaluations presented in
previous research, we consulted previous studies to develop an understanding of how
performance evaluations may take place (Beekes et al., 2014; Coram et al., 2004;
Huddart, 2013; Knechel et al., 2013b; Otley & Pierce, 1996a; Otley & Pierce, 1996b;
Pierce & Sweeney, 2004; Pruijssers et al., 2013). However, the academic literature, in
concentrating almost entirely on the efficiency focus, has not provided a comprehensive
understanding of actual performance evaluation foci used in audit firms. Consequently,
we were not able to construct measures of performance evaluation foci based entirely on
the academic literature. Therefore, we engaged with a group of approximately 100

practitioners to deepen this understanding.

The practitioners, who were experienced staff auditors and managers participating in a
course on research methods in accounting, were asked to discuss which measures they
(or their colleagues) found of importance in formal or informal performance evaluations
performed by their superiors. From these efforts, we collected a gross list of measures
that individual auditors may encounter to varying extents in actual performance
evaluations. These measures included specific metrics (e.g. the share of billable hours)
and more subjective measures (e.g. customer evaluations). Our qualitative analysis of
similarities between these measures, supported by confirmatory factor analyses (see the
method section for further information), identified three different evaluation foci. These
foci were labelled after what appeared to be their objective: an efficiency focus, a client

focus or a quality focus.



While the foci in some empirical contexts may be of varying relevance to either staff
auditors or managers, we consider the foci to be meaningful for both staff-level auditors
and managers in Denmark, which is the empirical setting for the survey. This is
attributed to the low audit exemption threshold in Denmark, implying that numerous
smaller businesses are subjected to mandatory audits. The fact that many auditors work
with audit clients of varying sizes implies that even staff-level auditors work alone or
with one or two other auditors in certain engagements, whereby they not only assume
responsibility for the efficiency and quality of their own efforts, but also a considerable
level of responsibility for the quality of the engagement and for the performance of
client relationships. Thus we hypothesize that the efficiency focus and client focus are
associated with an increase in dysfunctional behaviour at both the staff auditor and
manager levels (H1-H2), while the quality focus limits it (H3). Using data collected
through a survey, we find support for H2 that the client focus may promote
dysfunctional behaviours. Furthermore, we find support for H3 and thus for the main
tenet: that dysfunctional behaviour can be discouraged through performance

evaluations.

This study contributes by elucidating the consequences of client-focused and quality-
focused evaluations and by demonstrating that efficiency-focused evaluations may not
be as problematic as suggested in previous studies. More specifically, this study makes
three significant contributions. Firstly, we document that efficiency-focused evaluations
do not appear to be associated with dysfunctional behaviour. This finding suggests that
performance evaluations in audit firms can include measures related to efficiency
without escalating dysfunctional behaviours. Secondly, a broader set of performance
evaluation measures is examined than in previous studies. The findings show that client-
focused performance evaluations fuel dysfunctional behaviour, and this paper thus
supports concerns regarding the evaluation focus on client satisfaction and revenue from
non-audit services. The paper also demonstrates that quality-focused evaluations may
enhance auditor professionalism, and we thereby bring much needed nuances to
extensive debates on incentive systems in audit firms, especially because previous

debates have tended to depict such systems in opposition to public interests (Doty,



2011; FRC, 2012; IAG, 2013; IFIAR, 2015; PCAOB, 2008; Zeff, 2003b). Thirdly, it is
shown that the effects of performance evaluations on dysfunctional behaviours are
mainly evident for the least experienced auditors. This may indicate that more
experienced auditors are subjected more to social controls related to their socialization
as professionals rather than to administrative controls in performance evaluation

systems.

PREVIOUS RESEARCH AND HYPOTHESES ON PERFORMANCE
EVALUATIONS AND DYSFUNCTIONAL BEHAVIOURS

Performance Evaluations and Dysfunctional Behaviours in Audit Firms

A strand of audit research has addressed behaviours that may be directly or indirectly
associated with audit quality, including insufficient evidence-gathering, flawed audit
procedures, inaccuracy, acceptance of invalid client explanations, the omission of
required procedures, the underreporting of time, the documentation of procedures that
have not been performed, and client overcharging (Alderman & Deitrick, 1982; Beekes
et al., 2014; Donnelly et al., 2003; Herrbach, 2001; Kelley & Margheim, 1990; Lambert
& Agoglia, 2011; Otley & Pierce, 1995; Otley & Pierce, 1996a; Otley & Pierce, 1996b;
Pierce & Sweeney, 2004; Pruijssers et al., 2013; Svanstrom, 2016). This behaviour has
been referred to as dysfunctional behaviour (Kelley & Margheim, 1990; Lambert &
Agoglia, 2011; Otley & Pierce, 1996a; Pruijssers et al., 2013; Svanstrom, 2016),
reduced audit quality behaviour (Coram et al., 2004; Coram et al., 2008; Svanberg &
Ohman, 2015) and quality-threatening behaviour (Beekes et al., 2014; Pierce &
Sweeney, 2006; Sweeney & Pierce, 2004; Sweeney et al., 2013).

Given the severe consequences of dysfunctional behaviour, the causes of this type of
behaviour have been subject to some investigation (e.g., Donnelly et al., 2003; Pierce &
Sweeney, 2004). Suggested antecedents include time pressure (Coram et al., 2004;
Otley & Pierce, 1996b; Svanstrom, 2016), audit firm governance practices (Pruijssers et
al., 2013), characteristics of the audit review process (Lambert & Agoglia, 2011),
auditors’ identification with clients (Svanberg & Ohman, 2015) and performance
evaluations (Beekes et al., 2014; Otley & Pierce, 1996a; Pierce & Sweeney, 2004).



Only three previous studies have empirically responded to the debates on audit quality
consequences of performance evaluations. In an early paper, Otley and Pierce (1996a)
find no association between dysfunctional behaviour and a performance evaluation
emphasis on meeting time budgets. More recently, Beekes et al. (2014) investigated this
association in a specific UK audit firm and reported a significant positive association
between being target-focused and quantitative in performance evaluations of auditors
and dysfunctional behaviour. Finally, Pierce and Sweeney (2004) find that a budget
orientation in performance evaluations is not associated with dysfunctional behaviour.
However, they also find that an emphasis on what they refer to as non-accounting
measures in performance evaluations causes reduced dysfunctional behaviours. Non-
accounting measures examined in their study include such diverse measures as the
ability to communicate, client relationships, non-audit services, quality and technical
abilities (Pierce & Sweeney, 2004, p. 431). This study is very interesting because, to our
knowledge, it is the only study showing that performance evaluations can discourage
dysfunctional behaviour. However, it employs a very broad multi-item measure, and it
is reasonable to expect that some measures may in fact have diluted or even
counteracted this effect. For example, auditor perceptions of being evaluated on their
capacities to sell non-audit services may be differently associated with dysfunctional
behaviours compared to perceptions of being evaluated on technical abilities.

Hypothesis Development
We posit that performance evaluations may induce or reduce dysfunctional behaviour,
depending on the evaluation focus. We present three evaluation foci in the following

sections.

The Efficiency Focus

Time budgets and billable hours are the focus areas commonly employed in
professional service firms, in which a focus on time inputs and on the efficient use of
time appears to be essential to management control (Anderson-Gough et al., 2001;
Cooper et al., 1996; Gendron & Spira, 2009; Lewis & Brown, 2012). Given the
importance of time as the primary cost driver, previous research has focused on how,

why and with what consequences this cost driver is managed within audit engagements



(Alderman & Deitrick, 1982; Beekes et al., 2014; Coram et al., 2004; Kelley &
Margheim, 1990; Lopez & Peters, 2011; Otley & Pierce, 1996b; Pierce & Sweeney,
2004; Svanstrom, 2016). This body of research has identified that audit firms use time
budgets, measure engagement profitability (whether fees cover costs), and emphasize

the importance of time deadlines.

An emphasis on efficiency may, however, be counterproductive to the professional
behaviours of auditors. Pressures to meet time budgets and to ensure the efficiency of
audit engagements may cause auditors to, for example, skip time-consuming procedures
or accept weak audit evidence. Evidence of these effects is presented in two recent
studies that find time pressure to be a factor that reduces audit quality (Lopez & Peters,
2011; Svanstrom, 2016). Likewise, empirical studies have shown that pressures to meet
or beat time budgets or time deadlines compromise audit quality (Otley & Pierce,
1996b; Pierce & Sweeney, 2004). While at first glance such responsibilities seem to be
of concern to managers with direct budget responsibilities, we expect, in line with
previous research, that pressures to be efficient are likewise perceived by staff auditors
who perform individual tasks within a pre-set number of hours or who are otherwise

evaluated on how efficiently they perform.

Thus, we hypothesize the following:

H1. The prevalence of an efficiency focus in performance evaluations is positively

associated with the dysfunctional behaviours of auditors.

The Client Focus

Previous research has primarily focused on evaluation measures and methods that are
designed to align the incentives of individual auditors with the efficiency goals of an
audit firm. However, commercialism in audit firms may be more nuanced than this, and
evaluation measures may also be more outward-looking and related to, for example,
practice development, winning and retaining clients, client satisfaction and the ability to

sell services (Hooks et al., 1994; Pruijssers et al., 2013).



The relevance of considering this type of client-focused evaluation is related to ways in
which the profitability of audit firms depends on strong client relationships and, more
specifically, to perceived increased pressures on auditors to maximize revenues from
each client (Causholli et al., 2014). According to Zeff (2003b), for example, there has
been a deterioration in professional values as ‘the audit mentality at the top management
of the firms was replaced by a consulting mentality, including a headlong drive for
growth, profitability and global reach—business, not professional values’ (Zeff, 2003b:
p. 280; see also Carrington et al., 2013; Wyatt, 2004). Indeed, we consider it likely that
the behaviours of individual auditors are affected when an auditor is assessed on the
ability to develop strong client relationships, to generate revenues from additional

services sold and to attract new clients.

We believe that this impact is likely to occur regardless of an auditor’s level of
experience; partners may have decisive interactions with more central personnel in the
client company, but managers and staff-level auditors, on the other hand, have frequent
interactions with client staff (Gibbins et al., 2007; Sweeney & Pierce, 2011).
Furthermore, if a deterioration of professional values is taking place among audit
partners, as suggested by Zeff (2003b), this is likely to spread along the hierarchy
(Kornberger et al., 2011; Wyatt, 2004) (for example, because of the attention to partner

promotion criteria among non-partners).

In line with this discussion, Trompeter (1994) shows in an experimental setting that it
may impair audit partner objectivity and interfere with audit judgements when client
retention is used as a performance measure in partner compensation schemes. Bennett
and Hatfield (2013) find that staff-level auditors may engage in dysfunctional
behaviours when auditors believe that a client would otherwise be annoyed. There is
also considerable research and regulatory development focusing on the consequences of
providing non-audit services to audit clients (Causholli et al., 2010; EU, 2014; Habib,
2012), and while the results of previous research are not unequivocal, there is a general
agreement that non-audit services constitute a potential threat to auditor independence
(Causholli et al., 2014; Habib, 2012; IFIAR, 2015). In particular, researchers have

found that when there is a prospect of future benefits (e.g. client retention or clients



buying additional services), auditor judgement and behaviours may be affected in
relation to financial reporting quality (Causholli et al., 2014; Cohen & Trompeter, 1998)

or in evidence-gathering choices (Felix et al., 2005).

We suggest that a client focus employed in auditor evaluations may augment
dysfunctional behaviours, as auditors may be concerned with pleasing clients and thus
may be reluctant to challenge client explanations or to perform rigorous procedures that
may upset client staff. Auditors may also avoid audit procedures that might reveal

findings that client staff would not want to be revealed.

Based on the above discussion, we hypothesize the following:

H2. The prevalence of a client focus in performance evaluations is positively
associated with dysfunctional auditor behaviours.

The Quality Focus

An audit is a good whose quality is difficult and costly for outsiders to assess (Knechel
et al., 2013a). Furthermore, even if clients detect poor audit quality, they may have
incentives to withhold information about it (Moizer, 1992). This also means that unlike
other industries, audit firms cannot rely on user or client feedback on audit quality.
Audit firms therefore have incentives to manage audit quality and, over the last few
decades, audit firms have progressively developed within-firm quality arrangements
(Bedard et al., 2008; Knechel et al., 2013a; Pruijssers et al., 2013). This is also
encouraged by regulators and by the recent upsurge in audit quality inspections and the
consequences thereof (Abbott et al., 2013; Carson et al., 2013). These developments
create an impetus in audit firms to manage whether managers and staff-level auditors
act in ways that are not subsequently criticized in inspections by regulators. This focus
is based on the assumption that it is possible to curtail dysfunctional behaviours via
control mechanisms. Such mechanisms may be amplified by incorporating evaluation
measures that represent, for example, results from internal or external quality reviews,
superiors’ qualitative or quantitative assessments of individual professional

competencies, or deviances from internal standards in audit firms’ evaluations of



individual auditors. These mechanisms have implications for everyone involved in audit
services, including staff, managers, engagement partners and those involved in audit

firm management who oversee audit services (IAASB, 2009).

Pierce and Sweeney (2004) present indicative evidence that it is possible to discourage
dysfunctional behaviours through performance evaluations. As stated above, however,
their multi-item measure covers both client- and quality-focused measures and thus does
not identify the exact measure that has beneficial effects. In another study, Malone and
Roberts (1996) find evidence among staff and senior auditors that individual auditor
perceptions of the strength of quality assurance and control mechanisms are inversely
related to dysfunctional behaviour. These results suggest that audit firms’ commitment
to audit quality may create expectations among auditors that rewards or punishments—
either in terms of pay, promotion or task allocation—are based on their contributions to
audit quality. If this commitment is included in the performance evaluation design, it is
likely that an auditor will, intentionally or unintentionally, act and make decisions in
ways that are expected to convince quality inspectors or superiors of the quality of work
undertaken. We therefore expect auditors who perceive an evaluation based on quality
to be inclined towards following rigid and time-consuming procedures, and even those

procedures that may potentially impair the auditor-client relationship.

Thus, our third hypothesis suggests that performance evaluations may in fact discourage

dysfunctional behaviours. We hypothesize the following:

H3. The prevalence of a quality focus in performance evaluations is negatively

associated with dysfunctional auditor behaviours.

METHOD

Research Context and Data

To obtain data for hypothesis testing, we conducted a survey targeting auditors in
Denmark where we had unique access to survey respondents and thus a good chance of
achieving high response rates and, as a result, low non-response bias levels. To ensure

sufficient levels of variation in the variables of interest, we targeted a large proportion
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of audit firms in Denmark: this included the *big 4’ firms and most national affiliates of
the other major international audit networks. We also included other mid-sized audit
firms. In Denmark, audits are mandatory for companies that, over two sequential years,
exceed two of the following limits: a turnover of DKK 8 million (USD 1.2 million),
total assets of DKK 4 million (USD 0.6 million) and 12 employees. This low audit
exemption threshold means that most auditors work with clients of varying sizes and
that the number of individuals on engagement teams may vary from two (one partner
and one manager/staff level auditor) to 20-25 individuals (the domestic component of

the engagement team related to a large client).

Following guidelines on ways to obtain high quality data (Dillman, 2007; Huber &
Power, 1985), we encouraged participation by explaining the relevance of the research
project (Huber & Power, 1985). We obtained assistance from approximately 100
practitioners who attended a course in accounting research methods. These practitioners
encouraged colleague participation, presumably resulting in higher quality responses
and a high response rate, and thereby entailing a low risk of non-response bias. The
survey questionnaire was administered by email from the research team to 616 auditors
who had been identified by the course participants. The 616 auditors primarily included
colleagues of the course participants and represented 39 different audit firms. After the
final round of reminders was sent, 354 respondents had returned the questionnaire. In a
post-hoc check of respondent capacities to answer questions of importance to this study,
we excluded 27 respondents who were not employed in auditing positions and 24
respondents with less than one year of tenure and who thus displayed limited knowledge
of the performance evaluation measures used to evaluate them. Finally, we excluded 78
signing auditors who were assumed to be evaluated and incentivized differently than
less senior auditors, partly due to profit-sharing schemes at the partner level. We
addressed missing observations through listwise deletion and omitted an additional 29
observations. We thus obtained 196 usable observations from 34 different firms,
generating a usable response rate of 32 per cent. We consider this response rate to be
sufficient and indeed good relative to similar studies (e.g., Pierce & Sweeney, 2004).
We suspect that this high response rate is in part a result of the engagement of course

participants who championed the project with their respective firms.
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Though this high response rate lowered non-response bias risk, we assessed non-
response bias risk using Armstrong and Overton’s (1977) extrapolation procedure. This
procedure is based on the assumption that subjects who do not respond readily (i.e. late
respondents) are more similar to non-respondents than those who respond readily (i.e.
early respondents). We split the sample in two based on response times and performed a
t-test on differences between the two sample means across the items, thus addressing
the hypothesized and control variables. The average p value for the differences was
rather high at 0.51, and only one pertaining to one of the three items of the variable
reflecting client focus fell below a value of 0.05. Differences between the means of the
remaining items used in the study were insignificant, indicating that differences were

not systematic and that non-response bias effects did not appear to be present.

Variables

Dependent Variable: Dysfunctional Behaviour

As a starting point for the development of a measure for dysfunctional behaviour, we
identified measures used in previous audit research. Otley and Pierce (1996a) adopted a
combined measure for dysfunctional behaviour, as developed by Kelley and Margheim
(1990). This multi-item measure, or adjusted versions of it, has subsequently been used
in several studies (Beekes et al., 2014; Herrbach, 2001; Malone & Roberts, 1996; Otley
& Pierce, 1996a; Pierce & Sweeney, 2004) and mainly in studies on the behaviours of
staff-level auditors, though some studies have also examined senior-level auditors
(Beekes et al., 2014; Malone & Roberts, 1996). The items that we include as acts of
dysfunctional behaviour appear in the appendix (items a—c and f), where we also include
the preamble given to respondents in relation to acts of dysfunctional behaviour. The
preamble was inspired by social desirability theory (e.g. Nederhof, 1985), which
predicts that auditors provide biased responses to questions about performing
dysfunctional behaviours (see also Cohen et al., 1995). We therefore draw on the
projective method of social desirability bias reduction (Fisher, 1993) and precede the
list of dysfunctional behaviour acts with a preamble that shows our respondents that it is
not uncommon for pressures to place auditors in situations where they ‘have to’ perform

acts of dysfunctional behaviour.
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The dysfunctional behaviour measure includes two items that reflect premature signoff
(Alderman & Deitrick, 1982; Bedard et al., 2008). One (b) simply pertains to a situation
where a required procedure is not followed, while the other (f) is a variant of this, as it
refers to a case where procedures are specified through rigid or burdensome regulations.
Previous studies have used other specific acts as indicators of premature signoff (e.g.
accepting weak explanations from management). We relate these two items to
procedures because contemporary auditors operate in a context whereby regulations and
standards are operationalized in procedures manifested in methods, manuals, support
systems and checklists. Regulators and administrative partners (e.g. risk management
partners) will consider departures from such procedures as dysfunctional acts. Items a
and c relate to situations where short-term targets are pursued to the detriment of long-
term performance and to situations where actions go against an auditor’s professional
judgement, respectively. We also asked respondents about two additional situations (d
and e) related to how individuals manage working time. Although the link to audit
quality seems to be indirect, these two additional situations have been included as
dysfunctional behaviour acts in previous research (Beekes et al., 2014). Therefore, we
also included them in our initial six-item dysfunctional behaviour measure, but found
via a confirmatory analysis (see the discussion and table below) that the conceptual
disconnect with the other acts is mirrored in the empirical findings. Thus, our final

measure of dysfunctional behaviour includes the four items of a—c and f.

While some researchers have questioned the use of multi-item measures to reflect
dysfunctional behaviours (Coram et al., 2004; Coram et al., 2008; Herrbach, 2001) on
the grounds that insights can be gleaned from examining specific acts of dysfunctional
behaviour, there is generally a broad consensus that dysfunctional behaviour acts are
manifestations of dysfunctional behaviour, which in itself is considered to be a
construct. This interpretation is supported by the fact that studies generally present high
Cronbach’s alphas for multi-item measures, indicating that individuals performing one
dysfunctional behaviour act are likely to perform others. Thus, for the purpose of the
primary analysis of this study, we interpret dysfunctional behaviour acts as

manifestations of the dysfunctional behaviour construct and therefore combine
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responses on four acts into a multi-item measure for dysfunctional behaviour. However,
as we acknowledge that it may be useful to focus on individual dysfunctional behaviour
acts in some cases (Coram et al., 2004; Coram et al., 2008; Herrbach, 2001), we conduct
a post-hoc analysis whereby all acts are considered individually as dependent variables.
This post-hoc analysis also considers items d and e, which were eliminated from our

multi-item measure of dysfunctional behaviour.

Antecedent Variables: Evaluation Foci

From the start of this research project, we sought to obtain an understanding of how
auditor performance evaluations may take place, and we sought to do so by scrutinizing
the academic literature (Beekes et al., 2014; Coram et al., 2004; Huddart, 2013; Knechel
et al., 2013b; Otley & Pierce, 1996a; Otley & Pierce, 1996b; Pierce & Sweeney, 2004;
Pruijssers et al., 2013). However, we found that the academic literature has focused
almost entirely on the efficiency focus, and thus we were not able to construct measures
reflecting the broader range of performance evaluation foci used in actual audit firms.
Therefore, we engaged with a group of approximately 100 practitioners to assist us in
these endeavours. The group excluded signing auditors and thus only included staff
auditors and managers, all of whom were participants in a course on research methods
in accounting. The participants were informed that the purpose of the discussion was to
map the performance evaluation landscape and to provide a list of measures that may be
in play when superiors conduct performance evaluations. The participants were then
instructed to engage in a brainstorming exercise and to discuss which measures they (or
their colleagues) considered to be of importance to performance evaluations performed
by their superiors. The participants were not given a list of potential measures to discuss
but were instead asked to consider anything that they believed to be of importance to
their superiors. Furthermore, they were asked to discuss all measures regardless of
whether these measures were visible in structural or social processes, as the two process
types have been found to play significant roles individually as well as in tandem
(Dirsmith et al., 1997; Pierce & Sweeney, 2005; Westermann et al., 2015).

The specific product of these efforts was a gross list of measures that individual auditors

may encounter to varying extents in actual performance evaluations. To avoid creating a
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lengthy questionnaire with almost duplicate questions, the identified evaluation
measures were consolidated until we obtained 11 measures. Our analysis of the verbal
contents of these 11 measures reflected our suggestions for three different evaluation
foci: the efficiency focus, the client focus and the quality focus. These 11 measures
were then included in the questionnaire. The measures are shown in Appendix 1 (items
a—k). As the study seeks to address the performance evaluations of each individual
auditor, each respondent was asked to assess measures used in evaluations of his or her
own performance. The measures were randomly presented to each respondent through
the questionnaire, and thus the order of presentation used did not induce expected inter-
item intra-measure correlation patterns. Still, our confirmatory factor analysis results do

show such patterns, validating our initial measures.

Control Variables

We controlled for organizational commitment, which is assumed to influence
dysfunctional behaviour (Beekes et al., 2014; Garcia & Herrbach, 2010; Herrbach,
2001; Malone & Roberts, 1996; Otley & Pierce, 1996a). We initially formed a nine-
item measure consistent with Meyer et al.’s (1993; 1991) approach, which has also been
applied in previous audit research (Beekes et al., 2014; Garcia & Herrbach, 2010;
Stallworth, 2004). Our confirmatory factor analysis gave rise to a refinement through
item elimination, resulting in a six-item measure (see the discussion and Table 1 below).
We also included variables to control for contexts that are likely to be associated with
dysfunctional behaviour. These include whether a firm is a “big 4’ firm (1) or not (big
4=0); each respondent’s level of experience (representing different levels of
professional socialization that may counteract dysfunctional behaviour), and whether an
auditor is a manager (1) or a staff-level auditor (manager=0) (as increasing
responsibility for output increases the consequences of, and thus lowers the likelihood
of, dysfunctional behaviour). Managers are not qualified auditors but are responsible for
other staff (e.g. staff auditors) during audit engagements. Staff auditors have at least one
year of experience and may have several years of experience, as long as they do not

assume responsibility for other staff.
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The items used to reflect the above variables were collected through a questionnaire
(see Appendix 1). The first draft of the questionnaire was scrutinized by fellow
academics. This review led to questions being rephrased, and terms that were
considered ambiguous were reconsidered. Next, the adjusted version was tested on the
audit practitioners attending the course, as well as on academic colleagues. This final
step resulted in only minor revisions being made to the questionnaire. The test

respondents were not included in the final sample.

Measure Validation

We evaluated the multi-item measures by including all of the assumed constructs in a
measurement model to be tested via Maximum Likelihood estimation through the SAS
procedure Proc Calis. Table 1 reports standardized loadings and composite reliability
scores for each multi-item variable. The table shows that our initial measures of
dysfunctional behaviour and organizational commitment included items with
standardized loadings falling below the 0.4 limit recommended by Hair et al. (2011).
Therefore, we individually eliminated items with the lowest loadings until we arrived at
our final measures, none of which contained items with loadings of less than 0.4. Thus,
the final measures only include items with loadings in excess of 0.4 and generally have
composite reliabilities of well above the suggested 0.7 limit (e.g. Hair et al., 2011).
While our efficiency focus measure falls just slightly below this limit, we use this
measure with the four initially suggested items as we cannot secure improvements by

eliminating items.

<< Insert Table 1 about here >>

To assess the discriminant validity of each multi-item variable, we squared each
variable’s correlations with the other multi-item variables and compared these against
the relevant average variance extracted (AVE) for all variables (not tabulated). All
squared correlations (ranging from 0 to 0.09) were considerably below all of the AVEs
(ranging from 0.36 to 0.53), suggesting that all of the measures reflect different
constructs (Fornell & Larcker, 1981). We then performed Harman’s single-factor test

using a CFA procedure to appraise the level of common method variance in the data
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(not tabulated). The AVE for this latent variable is at 0.16, which is much lower than
the lowest AVE of the multi-item measures, and common method variance thus does
not appear to be the main cause of our data pattern (Korsgaard & Roberson, 1995;
Podsakoff et al., 2003).

RESULTS

Primary Analysis

Table 2 depicts the descriptive statistics for our data. Panel A presents the range, mean,
standard deviation and Cronbach's alpha for the variables of interest. The statistics show
that actual ranges for the multi-item measures resemble the theoretical ranges,
indicating the needed variation in variables. They also show that using Cronbach’s
alpha leads us to the same conclusions on composite construct validity as the composite
reliabilities based on factor loadings. Furthermore, the descriptive statistics show that 47
per cent of the respondents work in the big 4 firms, and 48 per cent are managers (52
per cent are staff auditors). The large number of usable responses and almost equal
distribution of auditor positions provide us with an (unexpected) opportunity to test our
hypotheses on two sub-samples that consist of auditors in the two different positions.
We pursue this opportunity to provide deeper insights into the applicability of our
findings across different positions that may entail both different uses and effects of
evaluation foci. Therefore, we also provide some basic descriptive statistics on these
sub-samples (all but correlations). Overall, we found no major differences between the
samples. This provides empirical support for testing our analyses across different
auditor ranks, as auditors within both ranks seem to believe that they are evaluated

based on all three foci.

<< Insert Tables 2 and 3 about here >>

We used OLS regression models to test hypotheses H1, H2, and H3. Table 3 shows the
results of our regressions. Focusing first on the regressions for the full sample, it is
evident that the model is highly significant, with an F value of 6.58. The coefficients for
the variables of relevance to our hypotheses show that while H1 (regarding the

efficiency focus’ positive association with dysfunctional behaviour) receives no support

17



(B=0.04, p>0.10), there is strong support for H2 (regarding the client focus’ positive
association with dysfunctional behaviour) (=0.44, p< 0.01) and for H3 (regarding the

quality focus’ negative association with dysfunctional behaviour) (f=-0.35, p<0.01).

Turning to the tests performed on the two sub-samples, we first see that both models are
significant, with F values of 3.77 and 5.95 for staff auditors and managers, respectively.
The higher explanatory power in the manager sub-sample seems to be driven by two of
the control variables: Big 4 and experience. For the manager sub-sample, both of these
variables reduce dysfunctional behaviour, while they seem to be of less importance in
the staff auditor sub-sample. We believe that manager interactions with clients present
higher stakes whereby withstanding pressures becomes more salient. It is likely easier
for managers to withstand pressures when they represent the Big 4 firms and when they
have more experience (Bamber & lyer, 2007; Svanberg & Ohman, 2015; Sweeney &
Pierce, 2011). Focusing on the coefficients pertaining to our hypotheses, we see that H1
is supported in none of the sub-samples, in line with the full sample test. Next, we see
that support for H2 appears to be driven by staff auditors, for whom this relation is
highly significant (§=0.53, p< 0.01), while the coefficient for the manager sub-sample is
of the expected direction but is insignificant at conventional significance levels. H3
receives strong support in both the staff auditor sub-samples (f=-0.33, p< 0.01) and the
manager sub-sample (f=-0.37, p< 0.01).

It is somewhat surprising that H1 is supported in neither the full sample regression nor
the sub-sample regressions. We feel unable to explain convincingly the lack of support,
but do note that the efficiency focus, unlike the client focus, does not directly relate to
human interactions with clients but rather to the somewhat formalized internal
expectations in the audit firm. This also implies that auditors can to some extent meet
these internal and formalized expectations by shifting available time from over-
budgeted engagements to engagements where the budget is less generous. This may
provide some flexibility to avoid reducing the effort below what is needed to perform

audit work of sufficient quality.
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There are two likely reasons for the lack of support for H2 found in the manager sub-
sample. One pertains to measurement problems; another pertains to the hypothesized

effect being absent. These two possible reasons are explored below.

The measure of dysfunctional behaviour has mainly been applied in studies involving
relatively inexperienced staff auditors, which may mean that the measure does not
represent acts of dysfunctional behaviour that managers might engage in (Exceptions to
this are Beekes et al., 2014; Malone & Roberts, 1996; Svanberg & Ohman, 2015).
However, the Cronbach’s alpha, mean and standard deviation across the two sub-
samples are on a par, indicating equivalent validity and relevance. Svanberg and Ohman
(2015) likewise use a measure for dysfunctional behaviours that is similar across
different auditor ranks and find that such behaviours appear roughly as frequently in
both staff auditor and manager/partner groups. The same conclusion cannot be reached
for the explanatory variable client focus, for which the Cronbach’s alpha shows a
difference between the two sub-samples. More specifically, the findings indicate that
the measure used is more applicable to the staff auditor sub-sample, and this may to

some extent explain the lack of support for H2 found for the manager sub-sample.

While measurement problems may account for some of the lack of support for H2, we
also consider it possible that the hypothesized effect may be absent or at least weaker in
the manager sub-sample. This assertion is in line with expectations that managers feel
more accountable and responsible for professional behaviour within the audit firm.
Furthermore, it is line with previous research finding that higher ranked (or more
experienced) auditors are better than lower ranked (or less experienced) auditors at
coping with pressures to exploit potential client business opportunities (Moreno &
Bhattacharjee, 2003) or with pressures to accept client preferences (Bamber & lyer,
2007; Svanberg & Ohman, 2015). In this vein, it has been suggested that social controls
and self-control are typical characteristics of within-firm control in professional service
firms (e.g. audit firms), although it appears that administrative controls (including

metrics use in performance evaluations) are being used more frequently (Brivot, 2011).*

! The distinction between administrative, social and self-controls is adopted by Brivot from Hopwood
(1974).
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Social controls stem from being a member of a group that exerts control on member
behaviours, which is characteristic of auditors who must undergo theoretical and
practical training to shape the individual as a professional (Aranya & Ferris, 1984;
Covaleski et al., 1998). This socialization process is likely to generate some resistance
to pressures from administrative controls (Covaleski et al., 1998), as it represents a form
of oversight and influence by a community of peers (Almer et al., 2005). The social
controls associated with professional commitment may therefore mitigate dysfunctional
behaviours (Aranya & Ferris, 1984; Covaleski et al., 1998) and such effects are

expected to occur more often (socialization) as an individual gains more experience.

Post-hoc Analysis

Acknowledging that insights may be gleaned from examining specific dysfunctional
behavioural acts (Coram et al., 2004; Coram et al., 2008; Herrbach, 2001), we conduct a
post-hoc analysis whereby the regression pertaining to H1-H3 is rerun with each of the
individual items of the multi-item measure of dysfunctional behaviour as the dependent
variables. As previous contributions have used all six of our initial items, we perform
regressions on all of these and not only the four used in our final measure. The results of
the regressions performed on the full sample are presented in Table 4.

<< Insert Table 4 about here>>

While the regression results shown in Table 4 should be interpreted with care, given the
high measurement error risks related to single-item measures, we do believe that some
interesting results appear. First, we note that once again items d and e stand out, this
time by showing no association with the suggested explanatory variables. Item d relates
to the act of ‘being unable to record all the time spent on the work that is assigned to
you’ and the model used to explain it is insignificant. Item e relates to ‘having to stay
longer hours in the office to indicate to your superiors or colleagues that you are
working hard’ and is explained only by experience, the coefficient for which indicates
that more experienced auditors experience less pressure to maintain a persona of a
hardworking auditor. It is noteworthy that these two items are also distinct from the

other four items by not intuitively being related to audit quality, and given that our
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results also indicate that they are acts that are not generally affected by the same
explanatory variables, they are also likely to be acts that are not related to the same
behaviours. Studies based on qualitative methods have found that such acts are common
because time is used symbolically in audit firms (Coffey, 1994) and because careers in
these firms require the *active engagement with the politics of time’ (Anderson-Gough
et al., 2001). It may therefore be that these acts are to be classified as social norms
rather than dysfunctional behaviours. We therefore suggest that these items used to
reflect dysfunctional behaviour acts in previous research (e.g., Bedard et al., 2008;
Beekes et al., 2014; Donnelly et al., 2003; Otley & Pierce, 1996a) are reconsidered in
future studies.

The remaining four items are explained in line with our main tests—i.e. hypotheses 2
and 3 are supported based on these individual regressions in the same manner as for the
multi-item measure of dysfunctional behaviour. From the perspective of regulators and
risk management partners in audit firms, it is remarkable that the results are evident for
items b and f, both of which are related to avoiding or skipping audit procedures. Such
acts are arguably the most critical for audit quality, and therefore it is interesting that
they can be affected both negatively and positively by performance evaluations. Non-
tabulated regressions on the sub-samples support the previous finding that results for the
client focus employed in evaluations are primarily driven by the sub-sample consisting

of staff auditors.

In our last post-hoc analysis, we sought to determine whether the results may have been
driven by respondents from a few audit firms. In doing so, we tested our hypotheses on
two sub-samples consisting of 107 respondents from five firms (each employing 12 or
more of our respondents) and 89 respondents from the remaining 29 firms (each
employing seven or fewer of our respondents). The (untabulated) results show that the
results of our main analysis are repeated in both sub-samples—i.e. hypotheses 2 and 3

are supported while hypothesis 1 is not.
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CONCLUSION

Previous studies have neglected the association between performance evaluations of
auditors and dysfunctional behaviours beyond research on the extent to which
efficiency-focused evaluations are associated with dysfunctional behaviour (Beekes et
al., 2014; Otley & Pierce, 1996a; Pierce & Sweeney, 2004). To develop a more
complete understanding of this association, we first identified an array of evaluation
measures that are commonly used in audit firms. We then identified three different
evaluation foci: the efficiency focus, the client focus and the quality focus. Following
this step, we developed hypotheses regarding the impact of each focus on dysfunctional
behaviour (H1-H3). Finally, we tested these hypotheses on data obtained through a
survey administered to a large sample of auditors. The hypotheses were supported,
except for H1, which was related to the efficiency focus. Tests performed on two sub-
samples consisting of staff auditors and managers showed that support for our
hypotheses primarily existed in the staff auditor sub-sample.

Our study makes three contributions. Firstly, we show that the adverse side-effects of an
efficiency focus are not present in our sample. Previous research (Beekes et al., 2014;
Otley & Pierce, 1996a; Pierce & Sweeney, 2004) is therefore not supported, as the
results of this study indicate that performance evaluations in audit firms may include
efficiency metrics without a fear of escalating dysfunctional behaviour. The second
contribution pertains to the fact that we examine a broader set of performance measures
than those explored in previous studies. In doing so, we demonstrate that a client focus
Is associated with dysfunctional behaviour and that a quality focus is associated with
less dysfunctional behaviour. This supports the suggestion made by Pierce and Sweeney
(2004), that certain performance evaluation designs may also counteract dysfunctional
behaviour. As such, the study contributes with a balanced understanding of within-firm
pressures and follows Knechel et al. (2013a), who highlight that it is important to
understand both negative and positive effects of within-firm pressures on audit quality

(e.g. via performance evaluations).

Finally, as a third contribution, we show how issues related to performance evaluations

and dysfunctional behaviour are more prevalent for lower ranked auditors. Previous
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research has tended to collect responses from auditors with few years’ experience,?
whereas respondents participating in this study had roughly eight years’ experience on
average. We show that our findings for the sub-sample with the least experienced
auditors (staff auditors with a mean experience level of just over five years) are different
from the findings for the manager sub-sample (with a mean experience level of just over
ten years). It may be reassuring that the problematic association between metrics use
and dysfunctional behaviour diminishes when auditors climb the hierarchy, as those
auditors who are held more responsible for engagements are less susceptible to the
adverse impacts of metrics use. However, the relevance of our findings is underscored
by the fact that a large proportion of audit work is carried out by staff-level auditors
(Gendron & Spira, 2009; Sweeney & Pierce, 2011). Francis (2004) identifies the
potential mismatch between rewards (individual level) and risks (firm level) as a key
challenge for performance evaluations, as auditors may be encouraged to pursue
activities that may be individually rewarding but that at the same time are risky to the
audit firm, but not to themselves. The results for the client focus in evaluation suggest
that the evaluation mechanisms put in place for lower level auditors create similar
incentives which also reward activities that are risky, and that auditors do react to these
incentives. The results even indicate that this effect is stronger for staff auditors than for
managers. Thus, as shown in some previous studies (Bamber & lyer, 2007; Moreno &
Bhattacharjee, 2003; Svanberg & Ohman, 2015), less experienced auditors are more
prone to follow client pressures. Reasons for this may be that less experienced auditors
lack understanding of how to approach a client and are insecure in auditor-client
interactions (Sweeney & Pierce, 2011).

Several implications can be derived from this study. We suggest that regulators and
audit firms pay careful attention to the performance evaluations of individual auditors
and that they should in particular discourage distinctive client focus traits during
performance evaluations and attempt to develop guidelines on ways to apply a quality
focus. We argue that client-focused performance evaluations should receive more

attention, especially relative to the apparently less harmful use of efficiency-focused

2 For example, the mean experience in Otley and Pierce (1996b) was 3.5 years.
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evaluations. While our results highlight the downsides of tying administrative controls
to the commercial goals of audit firms, they also demonstrate that it is possible to design
performance evaluations that augment audit quality. These implications are consistent
with recent debates in policy-making arenas. The working group on audit firm
governance and incentives under the PCAOB Investor Advisory Group, for example,
stresses the link between quality measures and auditor evaluations (IAG, 2013).
Likewise, as part of their audit firm inspections, public oversight bodies have identified
auditor performance evaluations as essential to audit quality and have suggested that
auditors be evaluated on audit quality criteria (e.g., FRC, 2012; FRC, 2014; FRC, 2015;
IFIAR, 2015; PCAOB, 2008). For those in charge of quality and risk management
within audit firms, our findings on quality-based evaluations are encouraging and,
together with a heightened external focus on quality inspections (Carson et al., 2013),
they create within-firm incentives to follow the above mentioned calls made in the
policy arena to link evaluations with quality measures.

This study has limitations pertaining to the depth and breadth of knowledge produced.
The most noteworthy limitation pertaining to the depth of knowledge produced is
attributed to the fact that we base our empirical analyses on a survey and therefore the
validity of our analyses, conclusions and suggested implications is subject to the

limitations inherent in the survey methodology.

One typical limitation of the survey methodology may be that the sample from which
the survey results are obtained does not represent the population, which may give rise to
biased results. In our case, the sample was selected with the aid of participants in a
course on research methods in accounting. The course participants championed the
survey amongst colleagues and those colleagues agreeing to participate became the
survey population. Thus, while we have a very low fraction of non-responses in that
sample, a bias may have resulted from the sample construction. For instance, it may be
that those who agreed to be part of the survey sample are those auditors who are less
subject to time pressure. Given that the efficiency focus is more likely to produce
perverse effects when an auditor is subject to time pressure, we would expect that an

underrepresentation of such pressured auditors would affect the estimated effect of the
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efficiency focus. Thus, the lack of support found for H1 may be due to a bias in our
survey sample. This naturally means that this lack of support should not be relied upon

blindly in policy-making contexts without further research addressing this issue.

Another typical limitation of the survey methodology concerns the fact that when it is
used as the sole source of data, it can produce common method variance, causing
spurious correlations. While our Harman’s single factor test suggests that common
method variance is not a dominant cause of the data patterns found in this study, we

cannot rule out that our tests are affected to a small extent.

A final limitation related to the survey method concerns internal and external validity.
As for internal validity, a prominent concern is that we believe that we have measured
auditors’ perceptions of three different evaluation foci, and even though we can use
CFA to support the notion that we in fact measured three different constructs, we cannot
be certain that all knowledgeable readers would agree upon the three labels that we have
assigned to these. In fact, we are quite certain that they would not, particularly because
two of the foci have not been addressed empirically in academic studies prior to the
present study. Thus, internal validity is an issue to consider when interpreting our
findings. This also means more work should be done to empirically and conceptually
hone the measures presented in this study before full confidence in the measures and the
resultant findings can be achieved. Furthermore, even if internal validity is satisfactory,
external validity may not be so, as our study takes place in the setting of only one
country and results may therefore not reproduce themselves in other countries with
different regulatory and institutional settings, and different cultural norms. In particular,
the relevance across staff auditors and managers may not prevail in any country.
Follow-up studies comparing findings in different countries would corroborate external

validity.

Our use of CFA supports that we have measured auditors’ perceptions of three different
evaluation foci, but we still acknowledge that the results may not be instrumentally
adopted into formal performance evaluation designs. In fact, we cannot identify the

specific measures being used, and we only assume that these are strongly associated
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with our measure—namely, the auditors’ perceptions thereof. As a consequence of this
assumption, our results may not be as easily applied by policy-makers and audit firms as
suggested above. For instance, it may be difficult to strike an optimal balance when
selecting evaluation measures to produce appropriate incentives for each individual
auditor. This difficulty, in turn, suggests that future research should investigate the
relationship between the actual use of evaluation measures and auditor perceptions.
How does this relationship vary from one auditor to another, and what causes the
variations? Of note here is the fact that while we developed measures that we
considered to be applicable to staff auditors and managers, Cronbach’s alpha values for
client and efficiency foci indicate that the measures are more applicable to staff
auditors. Thus, future research efforts should aim to develop these measures for

different levels, as these may be slightly different.

The most noteworthy limitation pertaining to the breadth of knowledge produced
through this study concerns the fact that we focus on the effects of individual evaluation
foci. This limitation suggests that no knowledge is produced regarding nuances in the
circumstances under which some of these effects may be stronger or weaker. Examples
of interesting moderating factors could include audit firm structures, team structures,
audit tasks and time pressure. The latter aspect regarding time pressure is particularly
crucial, as an efficiency focus within evaluations is most likely to induce dysfunctional
behaviours when an auditor senses a time pressure. Indeed, the absence of support for
H1 may thus, to some extent, be explained by the fact that our sample underrepresents
auditors subject to time pressure. In light of this, time pressure may be an important

moderator.

For future research, this study presents the immediate implication that a broader range
of evaluation foci and their interactions must be considered when their effects are
investigated—in particular, the possibility that some elements of incentive systems (in
given circumstances) may not be harmful while others are requires further attention.
Which elements are harmful and which are not? Under which circumstances does this

apply? Within this context, future conceptual and empirical work on the association
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between incentive systems and audit quality should focus on the prospect of providing

auditors with quality incentives.
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APPENDIX 1. QUESTIONNAIRE

Measures included in the Performance Evaluation
Please consider the importance of the following items when superiors evaluate your

performance. Response scale from 1 (not important) to 7 (highly important).

Efficiency orientation

a. Fixed-fee/costs—the extent to which costs are covered by the audit fee.

b. Your ability to meet the budget.

c. Share of billable hours (relative to total working hours).

d. Your ability to minimize time registered on the engagements in which you are

involved.

Client orientation
e. Your ability to sell non-audit services.
f. Customer evaluations of your work.

g. Your ability to win new clients.

Quality orientation

h. Your ability to comply with the audit methodology of the firm and other internal
regulations.

I. The extent to which deficiencies have been identified in quality control inspections
of the engagements with which you are involved.

J.  Assessments of your professional competences and development.

K. Your ability to identify and solve problems.

Dysfunctional Behaviour
Below is a list of situations which represent pressure that auditors in other audit firms
claim to have experienced in their work. To what extent have you experienced these

situations? Response scale from 1 (never) to 7 (almost always).
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Taking actions that enhance the short-term performance of the firm even though it
may negatively impact long-term performance.

Skipping a required procedure.

Taking actions that are against your better professional judgement.

Being unable to record all the time spent on the work that is assigned to you.

Having to stay longer hours in the office to indicate to your superior or colleagues
that you are working hard.

Laws, standards or internal regulations that are rigid or burdensome to such an

extent that it is appropriate to avoid or skip a procedure.

Organizational Commitment

To what extent do you agree with the statements below? Response scale from 1

(strongly disagree) to 7 (strongly agree).

I would be very happy to spend the rest of my career with this organization.
I really feel as if this organization's problems are my own.
I think that it would be just as easy for me to feel ‘emotionally attached’ to another

audit firm (reverse-coded).

. 1 do not feel that it is possible for me to leave my current employer for another.

One of the central reasons for staying with my current employer is that too much of
my life would be disrupted if I quit—the benefits I have here would be difficult to
obtain elsewhere.

I do not feel any obligation to remain with my current employer (reverse-coded).

. This organization deserves my loyalty.

. I would not leave my organization right now because | have a sense of obligation to

the people in it.
| really care about the future of this organization.
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TABLE 1: CFA (n = 196)

Initial measures

Final measures

Average variance extracted (AVE)
Composite reliability

Item a. Taking actions that enhance the short-term performance of the firm even though it may
negatively impact long-term performance
Item b. Skipping a required procedure
Item c. Taking actions that are against your better professional judgement
Item d. Being unable to record all the time spent on the work that is assigned to you
Item e. Having to stay longer hours in the office to indicate to your superior or colleagues that you
are working hard
Item f. Laws, standards or internal regulations that are rigid or burdensome to such an extent that it is
appropriate to avoid or skip a procedure

Average variance extracted (AVE)
Composite reliability
Item a. Fixed-fee/costs - the extent to which costs are covered by the audit fee
Item b. Your ability to meet the budget
Item c. Share of billable hours (relative to total working hours)
Item d. Your ability to minimize time registered on the engagements in which you are involved

Average variance extracted (AVE)
Composite reliability
Item e. Your ability to sell non-audit services
Item f. Customer evaluations of your work
Item g. Your ability to win new clients

Average variance extracted (AVE)
Composite reliability

Item h. Your ability to comply with the audit methodology of the firm and other internal regulations

Item i. The extent to which deficiencies have been identified in quality control inspections of the
engagements with which you are involved

Item j. Assessments of your professional competences and development

Item K. Your ability to identify and solve problems

Average variance extracted (AVE)
Composite reliability

Item a. | would be very happy to spend the rest of my career with this organization
Item b. | really feel as if this organization's problems are my own
Item c. | think that it would be just as easy for me to feel ‘emotionally attached’ to another audit firm
(reverse-coded)
Item d. | do not feel that it is possible for me to leave my current employer for another
Item e. One of the central reasons for staying with my current employer is that too much of my life
would be disrupted if | quit — the benefits | have here would be difficult to obtain elsewhere
Item f. | do not feel any obligation to remain with my current employer (reverse-coded)
Item g. This organization deserves my loyalty
Item h. I would not leave my organization right now because | have a sense of obligation to the
people in it
Item i. | really care about the future of this organization

Dysfunctional
Behaviour
38%
0.76

0.61

0.83
0.74
0.32

0.30

0.68

Efficiency focus
36%
0.69
0.70
0.64
0.58
0.47

Client focus
53%
0.76
0.90
0.46
0.75

Quality focus
40%
0.72

0.71

0.59
0.62
0.60

Organizational
commitment
23%

0.69
0.54
0.56

0.17
0.29
0.34

0.24
0.69

0.40
0.73

¥ 2807591.3
RMSEA=0.07
NNFI=0.72

Dysfunctional
Behaviour
52%
0.81

0.61

0.86
0.72

0.67

Efficiency focus
36%
0.69
0.70
0.64
0.58
0.47

Client focus
53%
0.76
0.90
0.46
0.75

Quality focus
40%
0.72

0.71

0.59

0.62
0.60

Organizational
commitment
41%

0.73
0.51
0.56

0.63

0.82

X2(137F 2833
RMSEA=0.07
NNFI=0.82
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TABLE 2: Descriptive Statistics

Panel A: Range, mean, S.D and Cronbach's alpha

Panel B: Correlations

Full sample (n=196)

Staff auditors (n=101)

Managers (n=95)

Full sample (n=196)

Theorefical  Actual 1o gp, Cronbach's  Aal .y Cronbacts  Actual gy - Cronbach's 1 2 3 4 5 6 7
range range alpha range alpha range alpha
1 Dysfunctional behaviour 4-28 4-24 11.02 468 0.80 4-21 1094 449 0.80 4-24 1111 489 0.81
2 Efficiency focus 4-28 8-28 2019 378 0.68 8-28 19.62 4.04 0.73 14-28 20.79 3.40 0.61 0.03
3 Client focus 3-21 3-21 1238 363 0.73 3-21 1131 385 0.75 6-21 1352 3.01 0.62 013* 0.28 **
4 Quality focus 4-28 12-28 2042 337 0.72 12-28 2004 323 0.73 13-28 20.82 3.49 0.72 -0.26 *** 0.28 *** 0.28 ***
5 Organizational commitment 4-28 4-28 1821 437 0.72 7-27 1805 411 0.69 4-28 1838 4.66 0.75 -0.21* 0.15* 0.10 0.31 ***
6 Big4 0-1 0-1 047 050 NA 0-1 045 050 NA 0-1 051 050 NA -0.03 -0.13* 0.15* -0.06 -0.14
7 Experience NA 1-39 794 763 NA 1-39 558 637 NA 2-37 1045 807 NA -0.17 **  0.08 0.32 = 0.11 0.16 ** -0.24 ***
8 Manager 0-1 0-1 048 050 NA 0.02 0.15** 0.30 *** 0.12 0.04 0.06 0.32 =+
*p <0.10; **p<0.05; ***p<0.01
TABLE 3
Regression Results for Dysfunctional Behaviour Regressed on Evaluation Foci
Full sample Staff auditors Managers
p t p t p t
EXPLANATORY VARIABLES
Efficiency focus, H1(+) 0.04 0.47 0.06 0.61 0.06 0.39
Client focus, H2(+) 0.44 ***  4.26 0.53 *** 4.24 0.20 1.02
Quality focus, H3(-) -0.35 *** -454  -0.33 »** -3.40 -0.37 *** -3.29
CONTROL VARIABLES
Organizational commitment -0.16 -1.64 -0.14 -1.30 -0.14 -0.96
Big 4 -1.16 == -214  -0.50 -0.69 -1.77 == -2.61
Experience -0.12 =+ -2.62  -0.03 -0.44 -0.18 »*+ -5.16
Manager 0.37 0.71
n 196 101 95
R 0.20 0.19 0.29
Adjusted R? 0.17 0.14 0.24
F 6.58 *x* 3.77 #** 5.95 #xx

*p <0.10; **p<0.05; ***p<0.01 (two-tailed)
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TABLE 4
Regression Results for Individual Dysfunctional Behaviour Items Regressed on Evaluation Foci

Itema

Item b Itemc Item d Iteme Item f
i t p t B t i t B t B t
EXPLANATORY VARIABLES
Efficiency focus, H1(+) 0.03 1.29 -0.01 -0.46 -0.01 -0.40 0.02 0.67 0.04 1.33 0.03 1.09
Client focus, H2(+) 0.07 » 220 0.15 »** 4.54 0.10 **+ 2.83 0.06 1.56 0.02 0.70 0.12 *»** 3.62
Quality focus, H3(-) -0.08 *** -3.27 -0.12 *** -4.92 -0.08 *** -2.88 0.00 0.13 -0.02 -0.86 -0.07 #*+ -2.97
CONTROL VARIABLES
Organizational commitment -0.01 -0.43 -0.04 -1.50 -0.05* -1.79 -0.05* -1.83 0.01 0.46 -0.05* -1.76
Big 4 -0.05 -0.29 -0.31 == -2.01 -0.40 ** -2.33 -0.09 -0.58 -0.03 -0.20 -0.40 »» -2.28
Experience -0.03 == -2.35 -0.05 *** -4.32 -0.02 -1.50 0.00 -0.43 -0.05 *** -575 -0.02* -1.71
Manager 0.17 1.02 028 * 1.82 -0.03 -0.16 -0.01 -0.07 -0.13 -0.89 -0.05 -0.30
n 196 196 196 196 196 196
R? 0.10 0.24 0.11 0.04 0.16 0.13
Adjusted R? 0.06 0.21 0.08 0.00 0.12 0.10
F 2.83 #+* 8.42 *+* 3.32 #x 1.07 4,95 **x 4.03 #*

*p <0.10; **p<0.05; ***p<0.01 (two-tailed)
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