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The Auditor’s Role: The Philosophy and Psychology
of Independence and Olhjectivity

James C. Gaa*
McMaster University

The auditor, like any professienall man, has a responsibility to the society that recognizes and
encourages his professiienzil status as well as to the clients he serves ditectly. It behooves us,
therefore, to give some attention to this responsibility. What is the social function of the
auditor? What responsibilities flow from it?

Mautz and Sharaff, 1961, p. 50

The independent auditor’s role in society is described by both his function—uvibait he does—
and his relationships to parties interested in that functiiom.
Cohen Commission, 1978, p.1L

The essence of all professions—imcluding: public accounting—lies in the expertise of its
members. ... A characteristic of the auditing professiom is then a unique knowledge-set or
expertise.

Bedard, 1989, p. 113

Introduction

The role of tie “independent” auditor as hoen controversial off aaddoanftar
many years. For over 100 years, auditors have been defendanis in civil lawsuits,
charged with failing to perfaim their job in accordance with their obligations to
others. Over roughly the last sixty years (i.e., since the debates giving rise to the
Securities and Exchange Commission in the U.S.), there have also been periodic
political controversies regarding the public’s expectations about what auditors
are supposed to be doing, and whether they are delivering the goods.

Since Mautz and Sharaf wrote their words, the formeslly all-male world of
auditing has changed significantlyy. However, their observations on the social
role of auditors are still as current—and as little resolved—as they were thirty
years ago. Indeed, the issues they raise are just as important as they were then,
if mot mmore so.

Mautz and Sharaf pointed out that the overall problem of the auditor’s role
breaks down into two parts: what service auditors are supposed to perfoitm, and
for whom they are supposed to be doing it. Controversies seem to focus more
on the former (e.g., concerning the scope of public accountants’ services to

*The author wishes to thank Efrimn Boritz, John Gaa, Cindy Moeckel, Khalid Nainar, Lawrence
Ponemon, Robert Ruland, Ira Solomon, Michael Stein, and Wil Waluchow for helpfull comments
and suggestions made at various stages in the preparation of s paper. They are mot kegponsible for
its content. The research reported in this paper is supported by a grant from the CGA-Canada
Research Foundation, which is gratefullly acknowledged.
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clients, and whether auditors should examine and report on the client's internal
control system) than on the latter. With respect to the auditor's relationship to
other parties, while it is generally recognized that objectivity and independence
are the heart of the role of the external auditor, we have no theory developing
the foundations of tiiat molle. Even wiith fihe disoreasing impartance of aaudiiting s
a source of profits for public accounting firms, it is not hard to argue that the
external audit functiom is the heart of public accounting. So, it is unfortunate
that these concepts have defiedl the effontss of a number of writers to defime it
and place it into a conceptual structure.

Virtually no research has been done on the ethics of tie audiiting profession.
This is evidenced by the recent publication Research Opportunities in Auditing
[Abdel-khalik and Solomon,1988]. This carefull and comprehensive survey of
the field does not appear to mention ethics at all. Likewise, Gibbins's [1984]
long and thoughtfiull examination of the problems of judgment im aaooumding
explicitly excludes moral issues. Closer to the subject of this paper, recent re-
views of mesearch an e expertise of aadiitorsiinmadking prodtesdional jjutignants
(e.g., Davis and Solomon [1989], and Bonner and Pennington [1991]) do not
mention moral judgment. There is a good reason for this lack of attention. At
this point, academic research in the ethics of the public accounting professimn
hardly exists. Hence, it would be difticulit for either researchers or practitioners
to see how it might proceed at all, and be a fruitfiull Hireaffressancth.

The purpose of tiiis paper is two-fold. Tine flirst iis to present dhe oudlines of =
normative theory of the auditiar’s role, hased an philesophical literature diealling
with moral judgment and action. According to this analysis, a social contract
between the auditing professiam and the rest of society establishes the reasons
why it is important for auditors to act in accordance with a set of ethical stan-
dards. Essentially, in accepting the role of auditor, auditors have agreed to the
terms of a contract, and are therefore morally obligated to honor these terms.
Among other things, they are expected to act in accordance with “the moral
point of view.” Auditor independence and objectivity are explained as interpre-
tations of tihiis nmare general primdiple.

This provides a partial charactetizatiom of the auditor's role and attendant
responsibilities, and leads to the second question of how audiitors mright et et
cally, i.e., how they are to make the moral judgments required by their role.
Building on the philosophical foundatiom, the second objective is to propose a
psychological theory of moral judgment and expertise as the foundatiwis of
moral judgment by auditors. It is hoped that such a theory and empirical
research leading fromm it may yield a better understanding of dihe ways iim wihich
moral judgments are made by auditors, and may even lead to changes in the
education and training of auditors, and thus to changes in the practice of audit-
ing.

The next section of ttiis payper presents the ethical foundations windierlying dhe
ethics of auditing. As mentioned above, the basic idea is that auditors have a
social contract, i.e., an agreement with the rest of society, that obliges them to
act fromn “the moral point of view.” The “terms” of this contract are analyzed,
via the pronouncements made by the public accounting professiem. Definiitienss
of awdiiior ciyjediivity and imdigpendence @are presemnted. This analysis leads to die
conclusion that, even with a multitude of rules and principles governing the
behavior of auditors, they still must make professioned! judgments which meet
the requirements of the moral point of view. So, the psychological question of
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how auditors are supposed to make ethical judgments arises, which is the sub-
ject of the next section. The concept of moral expertise is advanced, and ana-
lyzed and compared to the more technical (and traditionally recognized) foms
of awdiitor expertise. Measures of maoed| ecopariise aare pyoguuesat]. TiHee ppenudttimeate
section presents some of the possible implications of moral expertise, for both
research and practice. This is followed! by a short conclusion.

This paper is exploratory in nature, bringing together several diverse litera-
tures in both philosophy and psychology. Because of limited space, the paper
presents the outlines of a theory, rather than a finished theory, and is meant to
stimulate further discussion, with the hope that a more rigorous and complete
theory of maral expertise, and empirical research lkeadiimg firom iit, willl amearnge.

Contractual Foundations of the Auditor’s Rale

Recently, the attention of both researchers and practitioners has focused on
the economic-contractuall aspects of the auditor's relationships with other par-
ties such as clients, investors and creditors, and regulators. (Recent examples
include the papers and critiques in a forum in the January 1992 issue of The
Accounting Review.) Such investigations are important, since the institution of
external auditing does exist in an economic setting in which auditors provide
their services for a fee, and the service consists primarily of informiing others
about the reliability of informaiiiom about the economic activities of the client
firm." However, the concspis of cbjsctivity and iintiependence are mot ttham-
selves economic concepts (although they do have implications of an economic
nature). Rather, they are ethical, or normative, since they concern the issue of
how an auditor ought to act in the course of performiing an audit, and in ulti-
mately deciding on the content of die auditars report to dhird fartiies.

Both ethics and economics concern rational choice. The diffeiencass and sim-
ilarities between them may be characterized in a variety of ways.? Qe wéay iis
that economics focuses on choice when each individual is regarded as an atom-
istic, self-intetested], utility maximizer, who makes rational decisions without
regard to the impact of lhar aafions o dhe welfare af coleess. EENiGS, canthecobizer
hand, focuses on the problems of choice when it is explicitly recognized that
one’s actions do have effeciss on others, and that those effeciss should be taken
into account in deciding how to act. Ipso facto, tdhhggltheeeﬂmhbpmnbﬁfvmw
denies the validity of “ethical egoism” @s 2 manmative dheory of raatianl cthddee:®

Roles and Norms
Strictly economic analyses of behavior have difficullyy dealing with the facit

! Iintennal audiitors Heve anommous prchilems disfining thsir nale @s intgpandent amployses of the
entity which they are auditing. Despite apparent similarities in the work perfoimedi by external and
internal auditors, 1 believe that the theoretical foundatityn of dhe iintemal auditiar's role will turn owt
to be diffseni: from that of the external auditor. For this reason, this paper concerns only the inde-
pendence of e later.

T reelbediiomshiip Hstwieen athics andl cconamics it complex. So, any simplle dharacterization af iitiss
automatically an over-simplifiicatiom. In particular, the statements made in the text of this paper
should not be interpreted to mean that they are separate disciplines, with totally differanit goals and
methods. Rather, they are (or should be) intertwined. Insofar as they are concerned with the ratio-
nality of hwiman chsice nd thehavior, it wouild e 2 mistake to dhink dhat sidier ane can progeed sit-
isfacteriily in isolation from the other. For a detailed examination of dhis, sse Sen (1987].
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that people choose and perform their actions within the context of a role. The
concept of a role is a legal/moral concept and iis disfined Inere @5 @ dluster of
rights and duties with some sort of social functiom [Downie, 1971, p. 128. See
also, e.g., Williams, 1985, p. 7]. Everybody occupies a number of rolles siimnuikta-
neously, such as parent, child, spouse, citizen, and so on. Some of e molles pBo-
ple occupy are not voluntarily chosen (such as that of child), while others are
assumed as a matter of voluntary choice. Specific occupational roles, such as
that of audiitor, are tyyically dhosan. This means dat de rights and duties wihidh
define these latter roles are agreed to by persons adopting them, and that they
have the rights that accompany it and agree to abide by the obligations as well.
Thus, voluntary acceptance of @ralke iis @ matker wiith etinical import. Tis Has an
important consequence for a theory of the role of the auditor, and for auditor
objectivity and independence in particular. The consequence is that, contrary to
the positive, principal-agent, conception of audiitor discision myaking, @mn audikor
is not free simply to decide (as a matter of mmasiimizing salf-interest) witistier to
report a breach of generally accepted accounting principles [DeAngelo, 1981].
Instead, she has an obligation to make such a report, and, by implication, this is
the case even if sudh @ report iis mot ik Her self-interest.

Rights and duties are generally recognized as fundamentall to the ethics of tie
accounting professiom, in view of e flact dinat wimtually every professional args-
nization of smacoumtants s @ codie of podtessional coontiuat, ssreedifing (ppimzali-
ly) the duties of mamibers of theearpganzetion ttocstierimeerested] peatiess, inotll-
ing the general public, their colleagues, and to the organizatiom itself.
Furthermore, the relationships of the auditor to other interested parties may be
analyzed in terms of tiie wigihts amndl mesponsibilities winich diefine e rolle of thwe
auditor.

People in general, and auditors in particular, oftem find themselves in situa-
tions where their actions have an impact on themselves and others, and where
there is no feasible course of action winich wiill txe im tie imterest of adll odfthibem.
In such cases, a principle or criterion is needed for deciding which of e com-
peting or conflictilg interests is to be given priority over the others.® Iim ttivse
situations, norms provide guidance (and possibly, incentives provided through
their enforceabiliiy)), by indicating actions which are required, allowable, or for-
bidden in a given situation.

Norms are standards of telvaviour. "ﬂ'hteylhmﬂlhmﬁdﬂomng liogjical Stwcthure:

Person P in situation S may (or should or should not) do A in manner M.®
For role-related norms, this definitiom encompasses both aspects of tie autiitor's
role distinguished by Mautz and Sharaf [1961]. First, it states that a norm speci-

® Exthiical cgyoitom iis e trsory it alll ratiional iindividuals ot to 2ot esdlusively iin thsir own self-
interest and without regard to the impact of their actions on others (except to the extent that such
effectss “rebound” on the individual). Ethical egoism is theoretically untenable. Eor one thing, it is
not universalizable, since it is self-defizatimz when advocated as a general statement about how peo-
gle ought to act). See Bowie [1991]; Sen [1987]; Etzioni [1988]; Frank [1553].

Tihiis diefiinition iis & manmative ane. Rolkes are iso wndisrstood iin a positive, sooidlogical sanse, 25 a
set of empirically determined behavior patterns, which have empirically determined outcomes for
society. Thus, the auditor's role would be defimed! positively as consisting of tiose aiions wihich are
done by people who have been labelled as auditors, and which have a patterm of outcomes. (The
purpose of tine sacond dlause iis tto omit “accidental” dheraceristics wihich lave mo paittern of edffact
from being included in the role). Roles in this positive sense are not the concemn of tiiis paper.
® Tt iis allen ossitile tthat ome iirtsrest miigit i teded off agghinsnandier inrhhesensaltbattii ixgivenaa
heavier weight rather than absolute priority.
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fies which actions person P is supposed to perfornm (or not perform). The rela-
tionships which an auditor is supposed to have concern the other part of tine def-
inition. First, the situations which P is allowed to be (or supposed to be) in, may
preclude certain relationships. For example, it is a universally accepted norm
that an auditor may not perfomm an audit if e iis @otively imvolved im e gpora-
tion of dhe dimnti’'s thusiness. Seoond, e manmer in whidh P performs acfion A
relates to the way in which the auditor takes into account the contending inter-
ests of warious prarties.

Norms have two main functions. First, they provide criteria to evaluate situa-
tions and actions. Second, they provide guides for action, helping people to
decide which action is appropriate or correct to performm. Following from both
of these functions, norms may also provnde standards for the enforcemmentt of
certain types of behaviour.” Vitien this iis dhe case, ethical manms L tsaomme
formalized as statutes or government regulations, or as precedents in the com-
mon law. Thus, norms have normative content. Rules, principles, regulations,
customs, and mores are additional types of norms which guide us in choosing
our courses of agfion. The malle af mermsiiniiffluanding peegidessmuotd| tethaxvior
is described by Baier [1965, p. v-vi.]:

...Moralities are best understood as special forms of social control and as
special forms of practical reasoning. Any form of social direction and
control must attempt to accomplish two major tasks: to provide for the
members of the group an easy way of answering the question of what is
required of them by this particular formm of direction and control, and to
ensure compliance with these requirements. The first task is accomplished
by the formulatiion of appropriate principles, precepts, rules, and regula-
tions in a way which makes them easy to remember, to pass on to others,
and to apply in a variety of diifferent ctiteumstaneas, aabityytheeinsinetioon
of the members in these principles, etc. The second task is accomplished
by group practices designed to exert pressure on individuals to satisfy
these requirernents, such as the practice of ‘investigating’ individuals to
see whether they have adhered to the appropriate principles, precepts,
rules, and regulations, and of ‘meting out’ to them whatever is thought ap-
propriate in the light of tdhese iinuasiigations.

One of the pervasive facts about public accounting is the multitude of rules
which its practitioners are supposed to follow. Rules governing their behavior
are contained in generally accepted accounting principles, generally accepted
auditing standards, codes of professional condiuict, s welll @s statutes and negulka-
tions of gowanmment regulatory thodiies. It may e tiat ancounding Hyes mnore mulkes
than other professions. But the existence of mulles iis mo anvidient, flor mulles are a
primary means of diefining die mature of @ profession. Tiat iis, ey codify @ st
of mqpmmtmms athout wihat members of sapprofession willl dd, aant] Huow thesy willl
do it, and in this way define (as well as guide) the practice of puiblic aeaaunting.

There are two types of norms [Bayles, 1989]. One consists of universal
norms, that is, norms which apply to people in a society merely by virtue of

® Tihiks dtefimition iis tasadl @n Baylkes (19062, . 29)].

7 Iim edier tto Hiave weallue iin ks regrard, ey must tie explicitly ffanmullated, and sufficiently preoise to
allow people to determine readily whether their actions are or would be in accordance with the
norm.
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their membership in that society. Examples might include norms against lying
and deception, and inflictimg harm gratuitously. Such norms are universal
because they are regarded as applying to everybody, not that they hold without
exception. For example, it is generally agreed that the norm against lying may
be violated in a variety of circumstances, but only if there is sufficiently good
reason. (For an application to auditing, see Gaa and Smith [1985].)

Even though universal norms as such enjoy no special status over role-relat-
ed norms in the practice of audiiting amdl aooounting, some of theemaatcagppacent-
ly so central to the practice of accounting and auditing that they are explicitly
included in codes of professianall conduct. For example, the Code of
Professionali Conduct of the Avmerican Iinsiitute of (Cariffied FRu]c Acccounbants
[ANITPA, 1958 sstates tthat reantizars off tleel husitidude :

« should perform with the highest sense of itntgriity [ Péritdke THI],

» should strive continually to improve competence [Article V],

e should be honest [Sec. 54.01] and not knowingly misrepresent facts
[Rule 102],

= are obligated to comply with a validly issued and enforceable subpoe-
na or summons {Rule 301]], and

» shall not solicit clients in a false, misleading, or deceptive manner
[Rule 502].

Although these norms (consisting of hedh primciples and muiles) @re condzined iin
the Code and specificalllyy apply only to accountants who are members of the
AICPA, they are really universal norms, because they merely formalm (in the
Code) standards of behaviour which are expected of all people.? Thnat is, tthese
universal norms do not, or at least need not, specificallly refer to people acting in
their role of seaountants ar Auditors.

Auditors are also subject to a second type of norm, i.e., role-related norms.
[Bayles 1989, pp. 22-251 These norms apply to auditors solely in virtue of tthsiir
occupying a partlcular role in society. Other than those mentioned above most
of the norms in codes of professienall conduct are role-related norms.® Hisld
{1984, p.30] makes the connection between roles and norms clear:

A role is also a set of marims @r miles canceanming Yehavior. lin aacgpding &
role, we accept these norms. In being a lawyer, we put ourselves in a con-
dition of ‘being a lawyer,” but this should not be understood merely in
terms of mmalking e empirical desoription ‘that person iis & lawgyar tinue....
we are accepting the norms constituting the role of e llawaer iim dhat saci-
ety as valid norms.

8 Siome weanild angue tthat wiribversal rmamms aEply to Al imanthars off theehumaanraaee, naonmaatéer witiith
culture they are part of. For a brief diiscussion of cettiical redlativitam [ B3oviie aant IDiskka, 19990, pgp. 221-
22].

9 Wit alll mamms ave athitesl. Far example, autitiors are sijjsat to 2 watiely of relerelated mamms,
including a number of sources of generally accepted accounting principles (GAAP) and generally
accepted auditing standards (GAAS). Many of these are not directly ethical; rather, they simply
specify efficianit ways of perfoemiitg one's duties (GAAS, for the most part) or specify standard
methods of accounting and reporting (GAAP, for the most part). Parts of the Conceptual
Frameworks of financiall accounting and reporting do have ethical content, in that they specify the
priority of interests among those parties who have a stake in the content of financiall reports. See
Gaa [1986].
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For the reasons presented at the beginning of this paper, auditor objectivity
and independence are the most important role-relatedd norms of the public
accounting professiom. Indeed, since independence is the only norm which
refers specificallly to the role of auditor, it defines and distinguishes the role of
auditor within the more general role of puihlic accoumntant. Allfhough the monm of
auditor independence is formulkiter in a variety of ways i tive wanious codies of
professiomall conduct, they are all basically similar. For example, the AICPA
Code (1988, Article 1V] states as a general principle that:

A member in public practice should be independent in fact and appear-
ance when providing auditing and other attestation services.

That is, the public accountant gua auditor, i.e., a public accountant acting in the
role of auditor, should be independent. The Code also contains a more spegiffic:
tule [Rule 101]:

A member in public practice shall be independent in the performamee: of
professiamell services as required by standards promulgated by bodies des-
ignated by Council.

Social Contracts

There are two ways to look at high-sounding statements such as these. One is
the “positive™ way, based on an economic model of contracts between princi-
pals and agents, according to which economic agents will act “rationally,” with
the implication that they will act in accordance with the terms of & comntract emly
when it is in their own perceived self-intenestt to do s0." THiis agppreath ttothee
behavior of auditors may be able to explain some (or even much) of what is
observed in the practice of public accounting. While it may thus have much to
recomrend it, this approach cannot address, much less solve, important prob-
lems in the professiomell ethics of the auditing (i.e., public accounting) profes-
sion. The problems which it cannot handle (at least not without great diiffitultyy)
are fundarmeniadl issues involving the role of the auditing professiom in society,
and the ethical obligations which attend that role. These include the oftem-
expressed view that auditors occupy a fiduciamy role, and the existence of com-
flicts of iitarest in parforming dhe auditar's role.

Another literature which has a surface resemblance to the principal-agent
framewaitk addresses these foundationell issues directly, in contractuall terms.
This contractariam approach assumes that people are rational decision makers."
However, instead of attemyping to reach an agresment disout dhe tanms of asgoe-
cific contract, such as an employment or profit- or risk-sharing contract, they
are attempting to achieve a collective agreement, i.e., a social contract, about
the structure of thasic sasial imsitutions. Widhin dhis sinuoture, specific giimdipal-
agent contracts are agreed upon and perfoimed].

The idea that there is an “arrangement” of some sort between the auditing
professiem and society has been recognized for many years. For example, Mautz
and Sharaf [1961, p. 50] state as one of eight tentative postulates of auditing

[ inaadtition toHaaving aanuunbiesr off ppobbdemswirkenz pppliddtdoe Bifviehli sssass Eivenwitthresppecttdo

economic relationships and transactions, it is increasingly controversial. For a critique, see e.g.. Sen

(1987]; Etzioni [1988]; Frank [198H]
THuayghnaotneeesssail ly esoectet] usitility raatim zesrs [ ((3aa, 19558).
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that “professionell status imposes commensurate obligations.” In conjunction
with a postulate stating that an auditor should work exclusively as an auditor,
this postulate is said to provide “the basis on which we determine the auditor’'s
responsibility to society, to his client, and to felloaw auditors” [Mautz and
Sharaff, 1961, p. 50]. They stated the principle as a postulate, because they
lacked a theoretical foundatiom for it. This section provides a brief account of
such a foundatiom, fromn which additional implications are also derived.

The contractual approach to institutional issues has been used as an analytic
foundattiom in business ethics [e.g., Donaldson, [1982; Keeley, 1988; Dunfee,
1991] and in financiadl accounting standard setting [Gaa, 1988; Noreen, 1983
The subject of tthe social comntract im s case iis e stuchure of theeretlatconstipp
betweem auditors and various interested parties, i.e., their constituents.
Specificallly, the terms of the “contract” characterizes the role of auditors, by
specifying the rights and duties of audiitors wiis 2 vits diiird pranties.

As such, the analysis is clearly normative in its focus on the actions which
auditors must perfoirm, may perfairm or may not perfoiim, and the relationships
which they must, may or may not have with others. Within the bounds of this
social contract, auditors and their clients may make principal-agent contracts
which are in their mutual self-intefestt. But contracts which violate the condi-
tions of the social contract are not allowed, since they violate the norms defiin-
ing the auditor’s role. An analysis of dhis sesial condract iis tardefly Sketched out
here [for more details, see Gaa 1990)."* THeerstlationstijp off aaidditass wiith cokieer
members of soclety is governed by general principles and rules. As indicated
above, this means that an agreement on the role of audiidors its 4 ganeral sasietal
agreement.

The structure within which this contract is constructed is analyzed as a game
with two players, each of withom iis tryiing to abiain tie “hest dieal™ possible. One
player in the game is the auditing professiam as a collective whole, represented
either by prominent individuals or by an organizatiom of public accountants.
The other party is society, taken as a whole. The purpose of tthe game iis to satile
on the role of auditors in society, which consists in an equilibriufa agreement
specifying both the rights of audiitors to practice dicir ecoupation, and dhe social
responsibilities which they agree to honor in exchange for these rights. Thus,
there is a quid pro quo: public accountants collectively gain the benefits; of arga-
nizing as a professiom,. stich as the right to regulate their admission to the profes-
sion and to impose standards. In exchange for this autonomy, it agrees to act in
a socially responsible manner. This is accomplished in part by establishing
norms of competence [Moore, 1970], specifying, e.g., the training required to
become an auditor, and principles and rules definimg the standard of behavior
expected of practicing auditors. Included among these norms are standards of
ethical conduct, such as are contained codes of professienall conduct. Becatise
the professiom will need to provide continuing assurance o the rest of society
that it is holding up its end of dhe thargain, diese mulkes and principles wust speci-
fy clear and enforcealtl: standards of behavior, and will require an effestivee

2 THee annlysis poessentati Heerei isattonurt tHae ool | sstusture o filthere b idonkinipbbesweent ibeaadititing
professiom and the rest of society. The recent “expectations gap" controversy in the U.S. was a dis-

agreement between the public accounting professiom and “the public” (in the person of members of

the U.S. Congress and the Securities and Exchange Commission), within the overall social structure,

about the role of audiiors. Far an analysis of tHitsppatitaularccontroversy, ssee@an|([1991].
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enforcemmentt mechanism.

Contractariam analyses of ethical theories @ind jprimciples are sometimes qiiti-
cized on the grounds that they concern only hypothetical agreements between
hypothetical people, and as such have no normative force on actual people in
actual situations. This is a controversiall matter [Davis, 1992] Whatever the
force of these criticisms in general, they do not apply in this instance. The rea-
son for this is that there is in fact an agreement between auditors and society, as
evidenced for example by legislation recognizing the special status of profes-
sional organizations of pulbllic asoounizints, “lecsl™ livensing lkaws, and recogmi-
tion in corporation and securities laws. For example, the Securities Acts in the
U.S. require that the financiall statements of puibllicly theld conporations e exam-
ined by independent auditors. In exchange for this benefit, it is agreed that there
will be public oversight of the auditing professiem. In short, auditors have
agreed to act in a socially responsible way in exchange for certain benefiis
granted to them by society.

The contractatiaim approach shows that auditors are rational to make an
agreement with society, which specifies their role. By accepting the benefiis
bestowed by the social contract, auditors voluntarily accept a set of rights and
responsibilities governing their behavior. That is, contract theory provides a the-
ory about the ethical foundatiens: of tine jprofession (imyplicit iin die gpecification
and acceptance of their social role). This has major implications. For example,
unlike the economic view mentioned above (according to which an auditor is
rational to renege on a contract whenever it is in her self-interesit to do so), the
social contract approach says that auditors are obligated to act in accordance
with the dictates of dthad rolke.

The Moral Point of View

The moral point of view has several important components. First, moral
agents are supposed to act in the interest of alll memibers of seadialy, st motjjusat
in their self-interesit. In addition, the interests of every member is to count
equally. Second, on the plausible assumption that a person’s actions cannot be
expected always to maximize the interest of ewery mmeariber of theeccommuiity, 2
further implication is that moral agents should expect that at least sometimes
they ought to perfoitim an action which is against their own self-intefestt. In addi-
tion, the moral point of view requires that the rules and principles governing
people’s behavior must be generalizable. This means that no individuals have
special status exempting them from the principles; rather, they apply to all peo-
ple who fit within their scope.

This may be applied to the institution of auditing. First, the obligations con-
stituting the role of die audiitor apply to alll audiitors @ilee!**S80 Hthermoshippaint
of view is satisfied] by auditors if they aot i @ccardance with i rolke, ie., in
accordance with the obligations specified in the social contract, and with the
rules which interpret the general terms of that agreement. By agreeing to this
arrangement, auditors essentially promise (in exchange for a fee) to act for the
benefiit of others, in accordance with principles and rules governing their

] {tigsaalittée moste coonpplicatet. Feoresxanypée, thieesgeedHic rudéssaant! ppiinsjptes witioth coorstitute thie
auditor’s role may have exceptions, which are either explicitly stated or implicitly understood. In
addition, duties (and rules) may conflict, forcimg the individual to decide which one has priority.
These observations do not reduce the force of tine wmiversalibility oriterion iitself.
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actions. In order to satisfy the requirements of the role, auditors are no longer
free to act exclusively in their own self-interestt in the performance of audit
engagements. That is, having voluntarily agreed to act in accordance with the
role of awdiitor, they shouilld expoct hat sometimes ey wiil the maorally ciligat-
ed to perfomm an action which is not in their own interest "'

In conclusion, auditors are obligated to act in accordance with a set of mnarai
obligations (which specifly their social role) because they have agreed to them.
They are not free to violate the role of tifie awdidior, cwen iif iitissiintHedirsed Fimder-
est (and thus economically rational, according to the conventional economic
point of viiew) to dlo se. Raifer, iit iis rational fior Audiitors 4o mke A social con-
tract specifyimg their role and, in making that agreement, to agree to act in
accordance with its terms. Making a contract implies an expectation that the
other party will abide by it.*®

Objectivity, Independence and Conflict of Interest

As noted above, a contract between the organized auditing professiom and
society is in fact readily identifialblie (even if ilis exact tanms aie hofl wague and
variable over time [Gaa, 1991]). Statements of die maral it f Wiew ey the
found in the profession’s own pronouncements. For example, the preamble to
the Principles section of the AICPA Code of Professionall Conduct [AICPA,
1988] states the followiing:

“The Principles call for an unswerving commitment to honorable behav-
ior, even at the sacrifice of personal advantage.”

This code also proclaims that [AICPA, 1988, Sec. 54.01]:

“Service and the public trust should not be subordinated to personal gain
and advantage.”

The normative approach takes such statements of the professiemall organiza-
tions literally and seriously, i.e., as statements of marims wikiich partiaily shatas-
terize the role of the public accountant. Statements of principles and rules are
important from the moral point of view, precisely because they obligate mem-
bers of the professiem to adopt the moral point of view. In essence, they are
promises to the rest of society, and are morally binding on auditors in the same
way any promise is.

An alternative interpretation of such statements is that they are intended as
political gimmicks, i.e. ritual statements empty of cemdend, itended to fiool @ut-
siders into believing that auditors are actually concerned with “the public inter-
est.” Thus, the ethical analysis of e role of aaudiitassmjghtsstikce ssameaasnadinee
or far-feches. For example, some might claim that auditors will act in accor-
dance with their own perceived self-intesesti, no matter what a code of comdiet
might say. Whether auditors really do act as claimed, and whether a belief o dhe

4 mtrhieessaneetiinee i ffacdtingamanaditiserraqgiicddaadititossaggldalyyidmart aiisstibairssilfiimeer-
est, either they would seek to re-negotiate the social contract or (since they are not obligated to con-
tinue to act as auditors) they would cease to act in that role [Gaa, 1990). However, as long as they
act in that role, they are obligated to act in accordance with its requirements.

51 twentitt Heei hieconsistent for aappesson toharessuthaancexpettaiion, aantladdsotcobadtH thaatshei isfiee
to violate it at will. Giving oneself a privileged position, such that one is free to violate contracts
while others are obligated to carry them out, cannot be consistently generalized as a universal rule
[Bowie and Duska, 1990, Ch. 3].
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contrary is naive, are empirical questions, about which systematic evidence is
sketchy at best *

In spite of the fact that we don't know much about how auditors act, two
conclusions seem safe. One is that it surely is naive to believe that all auditors
always act in accordance with the obligations of their role. Second, regardless
of dinat, iit it mot maive fior society to attempt do detenmine wiether auditiors are i
fact acting in accordance with their contractual obligations, and to hold them
accountable whenever their actions are judged to violate the norms of e auwdi-
tor’s role.

It is important to note that even though the general principles in a code of
conduct are not intended to be enforcealbll, they still have normative force. This
is because they state ethical obligations of professienall accountants. In facts,
enforcealbiliity has little to do with it. In order for a norm to be enforceadlle there
must exist a) an explicit rule, b) an investigation system to discover and in-
vestigate alleged transgressions, and c) a judicial system to ascertain whether an
action is a violation of the rules, and if so, what penalty ought to be inflicted.
Many social norms are not enforcealdlis, in this sense. They are no less important
for that, because in general, and in the case of professienall codes in particular,
such norms are the foundatiens; for the enforceal: parts of the codes (i.e., the
tules). In fact, the rules exist in order to implement the Principles (insofar as
enforcemenit is both desirable and possible within the context of the memiber's
basic legal rights). Basically, the statements from the AICPA code quoted above
make the general point that auditors do recognize the existence and normative
force of dingiir social condract. i remains to comsider dhe role of aidiitars, wisawis
other parties, in more detail.

Objectivity and Independence

Objectivity and independence are closely linked concepts which occupy cen-
ter stage in the codes of professional candiict of tHe waimusrdtessional copgarii-
zations of public accountants. The reason for this is clear fromn the foregoing
analysis. Since the role of the auditor is determined as the result of social con-
tracts between society and the organizations representing members of dine poutblic
accounting profession,?’ ssuthcoakiss aaee thie “ifiicial téaxt” off ssith aggeeeneenss.
So, what are the meanings of auditor objectivity and auditor independence? At
least as a first approximation, they mean what the code says they mean.
Unfortunafielly, they are not well-defiined! in any of theim, hecause dhey are wague,
ambiguous, and various interested parties may disagree about just what the

 Asrintetiatioowee, tHezeeazeepidenty offe gxampideso bk itattionsniwhicicpasplele commohlhaactnivagsy’s
which are not easily explainable on self-intetestt grounds. Nevertheless, the possibility exists that

such behavior never occurs in auditing. Empirical studies which show that behavior is consistent

with self-interestt maximization are not enough to settle the issue. Such studies would also have to

be strong enough to show that auditors never act against their self-intenesit even in situations in

which (according to, say, the tenets of their code of conduct) they should. Notice that to perfianm

such a test would require a criterion of what is in a person’s self-interesit independent of revealed

preferemce.

7 Eaath peodtassional oppgariization wiivsse nieentiaess coonblient eaxéernal anddits magy Hee i interpratat] aas
having a slightly diffenenit version of the basic social contract, in the sense that the precise wording

diffieres slightly from code to code. (Detailed comparison of warious codies iis theyond dhe saope of tiiis
paper.) This is not so easily recognized in the U.S.. since one organization represents virtually all

auditors. However, other countries have their own organizations, whose codes of comduct @md stan-

dards of jprofessionalization (&.g., adiucational requirements) différ.
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social contract calls for.*®

Nevertheless, the statements in the codes of comdiuct of theprdfssional wege-
nizations are the primary source, and in spite of their shortcomings, provide
important informatimm about the content of the Social contract.

The analysis in this section examines the meaning of these concepts, using
the Guidelimes on Ethics flor Professiomal! Acoountants aff /thel iraenoationd]
Federation aff AAceeuntants|[RAAC 9ID0T. T HEhG GditieléinehakasviwsesEctions,
one concerning public accounting in general (Part A), and the other confimed to
the auditing (attest) functiom (Part B).

According to the IFAC Guidelines, the principle of abjesctivity is tire follow-
ing:

A professionall accountant should be fair and should not allow prejudice

or bias or influemee of others to override objectivity [Introduction, para.

15].
According to Part A:

The principle of objectivity imposes the obligation on all professianedl
accountants to be faik, intellectually honest and free of conflicts of iinteragt
(Para. L1].

Part B of the IFAC Guidelines, which concerns accountants in public practice,
expands only slightly on the special obligations of @wdiitors ower and ahove dnsir
obligations as public accountants. It says only that:

Professieimall accountants in public practice when undertaking a reporting
assignment should be independent in fact and appearance [Para. 8.1].

As is normal with codes of e mrofessional argamizations, this stakement iis fol-
lowed by a list of situmdions iin wihich @ puiblic acoauntant's imdependence would
be questioned [Paras. 8.3-8.11] %

The ethical content of diwese statements iis clear and dimple: They cssentially
say that public accountants should adopt the moral point of wiiew im disciding on

8 Hepreaxanyple, theeCGontirentd| Weenting coaseHiinget aontheerneeaning off- Fiaitly ppessants irintthes stan-
dard auditor’s report. The professiom claimed that it meant only that the financiall statements were
prepared in accordance with generally accepted accounting principles. The court disagreed, saying
that it meant more than that. Thus, in this case, the parties to the social contract (i.e., auditors as rep-
resented by their firms and the AICPA, and the general public as represented by the judge and jury
in this case) disagreed about the terms of tihe sacial contract. Sse AICPA [[I970].
& I HAKC idsaan iinternationd] oopgariizatton witiese meentieess aaee thee poodtessional ovpgarizzations iin tee
various countries. Professionall accountants are members of dine mamiber todiies off ttee ] FAXC, aardi ot
members of IFAC diiractly. Bassd an the telief tat tte weottbiviite accnunntiing prafkession Hesamum-
ber of important common objectives and principles, IFAC's purpose is to develop standards which
will be used by its member bodies to harmonize practice around the world. It is usefull to base the
analysis in this section on the IFAC Guidelines, because it reinforces the view that codes of conduct
are more than a codificatiom of liegaliistic ruiles witich pantain to @ gpecific liggal jurisdiction (@nd ro-
fessionedl organization). In any case, the codes of professional conduct fior Niorth American
tions (i.e., the American Institute of Certifizdi Public Accountants, the Canadian Institute of
Chartered Accountants, and the Certifieti General Accountants Association of Canada, and their
constltuent organizations) are quite similar.

¥ Ttessessituationsiintiudiethee moote vritess sstantiart coatggeites offfifinaci il irinvbleeneentwitth oofiin
the affaiiss of, clients; appointments in companies; provision of other services to audit clients; per-
sonal and familyy relationships;, amount and nature of fees; acceptance of goods and services fiamm
client: and ownership of e puillic Bocounting fEobice.
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their actions. Lack of prejudice and bias, and faimess and honesty suggest a
sense of mautrality @r eguality, im servimg die intarests of theewarious ppattess witto
have a stake in the product of the auditor's work (i.e., the auditor’s report).
Freedom from conflictt of interest recognizes that the interests of these parties
(including the auditor's own interest) may conflict in some cases, and that a pri-
ority among these ‘interests must be established. More detailed analysis of the
concept of conflict of interest, via explicit pronouncements provides furihemr
insight.

Conflict of Interest

As Beauchamp and Bowie {1988, p. 472] point out, conflictt of interest
requires the existence of @aralke in witiich 2 person les @ conflict «ither hetween a
role obligation and her self-interesti. or between two diffensnit role obligations.
Furthermore, the agent must exercise judgment in the performance: of dhat nalle.
The conflict lies in the fact that influences on the agent, or the agent’s loyalties
or temptations might lead her to act in a way which is contrary to what the sec-
ond person has a right to expect.

Based on an analysis of the Code of MPgfessional Regpomsibility of tife
American Bar Association, Davis [1982, p. 24]%" féermalizes thesse ideeasiinthe
followviing definitiini:

A person P; Hias acanflict off innéeeastiinrodbeRRiff, aandooiyifE

a. P; aoaypies R,
b. R requires exercise of (competent) judgment with regard to certain

questions Q;
c. A person's occupying R justifies another person relying on the occu-
pant’s judgment being exercised in the other's service with regard to

Q;
d. Person P ik justified i nellying oh I ') tinRRwiithreggart teo
Q (in part at least) beeause P, erupirs IR
e. P1 is ... subjeet to influsnces, loyalties, temptation, or other interests
tending to make P,'s (Gumprient) judgment iim IR willh regpid © Q lrss
likely to benefit P tram P 1's eroupying IR inmiifies Bpinesnasting.
Application of this definitiem to auditing is relatively straightforwandl. Auditors
occupy a role which specifies the services which they are expected to perfomm,
i.e., the perfommance: of an audit (or other attestation services), including the
publication of an auditor’s report. Audits require significam amounts of jarofes-
sional judgment. The role of auditor also specifies who are the primary bemnefii-
ciaries of the auditor's judgments: society at large, including especially poten-
tial and actual investors and creditors, financiall analysts, and other constituents
who are regularly listed as the users of audited financiall reports. Furthermore,
the social contract between the professiom and society justifies the latter in
expecting that the judgments required will be exercised in their interest. The last
clause of dhe diefinition iis atiitical: An audiitor tas 2 conflict of i nterastifftlibeseids
any other interest (including obligations to other parties, such as clients) which
would decrease the likelihood that the auditor’s report is less reliable than one

2 Thigsdadfinitiion i isaésoussetibyy@urzaanti NUEGuotteon | [9991].
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24

has a right to expect 22

Whether an individual has a conflictt of interest in a particular situation,
depends on whether there is an influence, loyalty, temptation, or other interest
which would tend to cause society (or its “designees,” the users of the reports)
to be less likely to benefitt fromn the audit than it has a right to expect. Because
of tthe autiitor"s camtral posidion im dhe Siuation, dhe would mot e de hest judge
of the likelihood of influence. Instead, the beneficiaties themselves should be
the judges.® Mithwgh thiee likied]iuaat] thiaat aan aggentss jjutigmants will Hee iirflu-
enced to the detriment of the beneficiaries is a matter of degree, Davis finds it
useful to distinguish three levels of conflict of iinterast. Axctudl ccorfilioks offirinter-
est refer to situations in which it is certain that a beneficiany will be adversely
affecteet by the auditor's actions. The second category consists of latent con-
flicts of interest, in which the individual is in a position where there is a “rea-
sonable probability” that the beneficiamy will be adversely affectetl. In cases of
latent conflict, there is no actual conflict, but it is reasonable to foresee that a
change of diroumstances wiouild yield an aciusl conflict. Third are pokental con-
flicts of iimkerest, im wihich it iis fareseeable tiat e agent might e in 2 Siuation
producing an actual conflictt of iiterest.

An example of an actual conflict involving an auditor is the Fund of Funds
case, in which the accounting firmm owed a duty to two clients, and it was impos-
sible to satisfy both [Gunz and McCutcheon, 1992]. Other examples include an
auditor who has a material ownership interest in the client firm;, an auditor who
takes a bribe from a client in exchange for a clean opinion; and an auditor who
accepts an engagement, the fee for which is contingent on the client obtaining
financing. Examples of latent conflicts of interest include a public accounting
fierm which perfornis management advisory services for an audit, or forms joint
ventures with an audit client. These situations do not imply that the interest of
either the public of the client have been sacrificed. but there is a reasonable
probability of that, at least in many people’s eyes. Examples of potential con-
fliets of iinterest imshudie dhe possibility dhat 2 parsonal reladionship hetween imgi-
vidual auditors and clients may influence the auditor's judgment, and the faci
that an auditor's fee is paid directly by the client (rather than through some
other arrangement, such as from a pool of fiunds).

It is evident that under the present institutional arrangements, the auditor-
client relatlonshlp has built-in conflicts of imterest to same diegree. The indlgmen-
dence rules™ aghteass thiss ppedtibam Hyy ctaiming wwofEothid aary coorffliats offirinter-
est. According to the definitiom presented above, however, such a restriction is
infeasible, since auditors always have at least a latent conflictt of interest, vis a
vis their clients. However, the independence rules do have a functiom, which is

Two important questions are the following: What does a reader of @n awdiitar's neport have @ might
to expect? What conditions would render the auditor's report less reliable? These questions are
essentially the issues which arise whenever an “expectations gap" arises, and when the problem of
the scope of sanvices priovided ty public acasunting firms atises. They willl mot te disoussed thate.

3 THhisi isaanabegaissttottiee Trpesspentive offtithaldeciivdtl ass ibebbanhhwaskkidore ewhluatinotthe justifi-
ability of dlsosption. See Gaa and Sl ([[19B5]. Presumably, dhe judge of el uat] oif aaheetse
impact would be unbiased and reasonably well informedi about financiall accounting and reporting.
the technical aspects of audiiiing, and e opsration of ffirandial naaKeats.

The Code of Professianall Conduct of the Institute of Chartered Accountants of Ontarie [ICAO,
1988] defines objectivity in essentially the same way that other codes define independence. The
1CAO has fio principle corresponding to the objectivity in the other codes. Hence, the discussion of
independence in the text applies to the ICAO code provisions on objeetivity.
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to forbidl auditors from perfonmimg: audits when there is either an actual comflitt
of interest or a ““high™ degree of llikslinood ((rather dham just 2 “reesomable™ like-
lihood) that a potential conflictt of interest would become actual. They boil
down to saying that a range of awditior-client nelationships must e avoided, -
cause of the likelihood that the interest of the client will cause the auditor’s
feport to be less reliable than the beneficiaties have a right to expect. The rules
do allow potential and some latent conflicts of itmtarest.

Although this terminology is unfamiliar in the context of audiitimg), #ese con-
cepts are not entirely novel. First, it resembles fairlly closely the statement of
Mautz and Sharaf that there iis mo mecessary conflict of iintexest Heatwesn ;autiitors
and their clients [1961, p. 44-46]. Second, it is more usefull than the rule-
oriented distinction between independence in fact and independence in appear-
ance™, wihith diaves aafflse ddithotomy, maasking thee jjutigmantl naatuee off thae
coneept of conflict of interest. 1 this way, it also conflicts with characteriza-
tions of independence as an all-or-nothing matter [Lavin, 1976], On the other
hand, it resernbles the definition of Simuic ([084, p. G7]:

...any situation which alters incentives such that a self-interestedi auditor is
more likely to ignore, conceal, or misrepresent his findings is described as
decreasing the auditor's independence. A setting where an auditor must
evaluate (trade offf)) tie teendfits samtl copsts ot tringtifull repporiinggc eanabdecbbe
described as a conflictt of imntarest Situetion.

Third, according to this definitiom, auditors are never free of conflict of imter-
est, although they may be free of actual conflicts. As long as an auditor's rela-
tionship with her client is not forbiddem by an explicit rule as either an actual
conflict of interest or an expressly forbiddem potential conflict, she is free to
perfoiim an audit. This means that she must exercise professiomail judgment in a
situation where she might be acting in her own self-intesiesit or in the interest of
another party, at the expense of tfose wiio thave aright to expect that dheiir inter-
ests will be served. However, the principle (and rules) of independence provide
16 guidance to auditors on how they ought to proceed in the face of latent (or
potential) confliet of interest. The principle of abjectivity, ii€., act acsording to
the meral peint of view, provides general guidelines, but does not provide any
specific decision rule, procedure, or algerithm. No set of rules will be a com-
plete lguide to behavior, for a number of reasons. IR, fules are ilneamplete, in
that they de net specify actions for every situation. Second. they are vague,
fheaning that in many cases they reguire judgment in deeiding whether a given
situation falls within the seepe 6f dhe rule & Mo St Off riles gy AlepeTiet,
in the sense that ene valid rule may speeify one actien, while a second valid rule
fay speeily anather astien or forbii the action called for by dhe first mule:*°

Since conflicts of interest are a regular feature of the performamce of the
auditor’s role, it is important that the auditor understand whose interests are to
be given priority. It is not necessary for the auditor to actually attempt to assess
all of the possible consequences of all of her possible courses of action for all
members of society, when making a decision. Instead, the rules and principles
in auditors’ codes of professiomall conduct functiom as guides to the auditor in

2 THee (OXD @alte| [(GAD, | 9883 ddessnustussettisettermimd gy offi ndppenttence i inffaat aantagppeat-
ance, focusimg more explicitly on conflictt of iimtarest.

% Heoreaanypte, thiverritercepuiniing ddistiosure offrmterialiifformaation abbout: & blentmgyc cofifiectwitith
the rule requiring confidentialitty of dlient iinfiormation [[Bsadh. 1258%; Gunz and MidOutdheon. 1992).
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attempting to carry out the demands of lver molke. As such, ey should provide a
relatively clear and simple way for her to act in accordance with the moral point
of view: The interests of members of society, including both actual and poten-
tial creditors and investors, but not including the client’s management or the
auditor herselff, are paramount. Among other things, this means that the possi-
bility of aotuwal conflicts of intarest are so great in some Siiadions dhat dhe files
of e codies of coontlicat fiathid aautitatstiam peeftamming sadiitsaatall.

Acting in the interest of edher parties, i the face of winesrtdingy aardl ppssibite
conflict of interest is a daunting task, requires carefull and sophisticated judg-
ment. How well equipped is an auditor o perfoirh the tasks to which she has
agreed?

Moral Expertise

The job of e auditor maquiires technical expertise. The previous ssction fre-
sented an analysis of tthe comcepts of obtjjectinity aardli inkdgrenttancs, actatt g tto
which the auditor is supposed to make moral judgments (from the moral point
of wiiew), andl iim tie case of iitdgrentianee mottto pout crssdlf iin Appestinn wieee
there is a significanit chance of benefitiing: personally at the expense of other
(external) interested parties. Thus, auditors are expected by the social contract
to exhibit socially responsible behavior.

Nevertheless, they might faill to do this by acting in their own self-intefiestt (so
to speak, in willfull violation of tinsir ctilligations) &t dhe expense of ctfeets. THiis
has already been dealt with. But they may also faill to act in the interest of dhese
to whom they owe a duty for “innocent” reasons. Suppose that an auditor is eth-
ical, in the sense that she has committed herself to act in accordance with her
obligations to others, because she has voluntarily agreed to do so via her accep-
tance of the role of auditor. There is still a difficultyy, for there is no way of
guaranteeing that an auditor will successfullly satisfy the ethical requirements of
her role, even with the best of motives. Instead, she might faill to act in accor-
dance with her obligations due to a lack of ablility to judge appropriatelly what
action accords with the moral point of wiew. Audiitors have @ multitude of ruliss
governing their behavior, and it is important that they follow them. Neverthe-
less, no set of rules is a complete guide to ethical behavior: for example, the
tules themselves may be incomplete, and sometirmes they ought to be broken.

This section advances some tentative ideas about how progress might be
made in understanding how auditors make ethical judgments within the context
of their ethical obligations. The idea is that both technical expertise and moral
expertise are necessary in order to fulfill the technical and moral aspects of the
auditor's role. Thus, the ability to make ethical judgments in accordance with
the moral point of view may be regarded as a form of expertise in auditing?’

7 [mistingistiing beetveean téettmicdl aact oo expettise imijght ssyggast tto seamee thaat they azee tveo
radically diffensnit kinds of expertise. For example, if ane helieved iin @ radical distinction thetween
normative and descriptive theories or issues, or between empirical and normative domains, oF
believed that science is value-fiee or value-neutral, one might be tempted to come to make this dis-
tinction between types of expertise. This iis mot iimplied by the diistinction i the dexd. For a0 analysis
of the underlying problem. see Gaa [1977]. The distinetion between technical and fmoeral expertise
should be interpreted as foeusing on the issues being addressed by an auditer iR a partisular situa-
tien. Se, for example, an auditer whe i planning an audit engagement has a number of {eshnieal
udaments o make, reguiring technieal expertise. As part of dhe overall planning Process, dherg may
8 seme ethieal judgrents reguired, ealling for ethical expertise. OF, an auditer may Be trying 18

22



The purpose of dine mest off tHissssection issttomadéee aan aapgumeantt ffor thee phawssihlli-
ty of this view, and to suggest ways in which the process of making ethical
judgments may be studied through the lens of expert maoral judigment.

Philosophical Aspects of Moral Expertise

The first issue to address is whether the concept of a moral expert makes
sense at all. A common view about ethics holds that ethical judgment is “sub-
jective,” i.e., that it is not subject to standards of rationality or that it is not
objective in some other sense. For example, it might be claimed that ethical
judgment is merely intuitive or based on emotion.™ Aliéerraiindly, eetiicdl jjutig-
ment might simply be the product of learned patterns of behavior. If either of
these positions were correct, the concept of a maral expert would e highly sus-
pect. For, if it is impossible to say that one moral agent is better at making
moral judgments, then the concept of moral expertise in particular is open to
question. This issue is extremely important, since it relates directly to the fowmn-
dations of auditors’ obligations to society: if the concept cannot be adequately
defined,. then it is not clear how to determine whether an auditor is honoring the
social contract in a given situation.

The concept of @ moaral expert las received same atiention firom piillesopihers
[e.g., Singer, 1972; Szabados, 1978; Nielsen, 1978] As Szabados [1978, p. 123]
points out, expettise is usually thought of s iimualiving dhe efficient adiiewenment
of an agreed-upon objective or value, whereas ethical issues arise where values
conflict. Perhaps not surprisingly, these discussions concefn whether moral
philosophets are moral experts, in view of their analytic skills and understand-
ing of moral concepts and principles. A common conclusion is that these skills
and understanding are helpful, but that additional factois (which moral philoso-
phers have no special access to) are required in order for one to be a moral
expert.” Froar esosaniks, odree muwsst ee adile 160 gaattat, ssdbeat, aantl coonthiine iin-
formatiion about the specific issues or situations calling for judgeent [Singer,
1972, p. 116]. Szabados's [1978, p. 122] conclusion is that with a number of
provises, the concept of moral expertise dives make sanse:

Clearly there are skills, tasks and abilities involved in being moral at
which some people are better than others. It is also plain that these skills
can be taught and the relevant abilities can be more or less developed. It is
these features that lend credibility to the idea of moral expentise.

This general statement raises immediately the question of whether auditors in
particular can be moral experts, and (if so) to what degree. This is crucially
important, since there is no mechanical or rule-bound method to guarantee that
auditors (or anybody else) will make the "right decision” in an ethical situation.

decide what form of audiit report to isue, in @ Sifuation winere dhere are 2 mumiber of santh gyuwous antl
vague points regarding the audit evidence collected, or the extent of diisclosure of maggoriitans. SSudh
a judgment may be primarily ethical, in the sense that the impact of her decision on the various
interested parties may be the primary focus. In such a situation, moral expertise would be critical.
288”l]‘hwsxsm‘[oj‘fopmnrmmﬂy(:;hlinrfzfexctaacm;mnIfdortitl*:\ef:fm:ttlﬂalat:enimmIJ;udf@nlmmhlaslsnr)oblaeanaasabylje(:t
of research in auditing until recently, and is still minor in comparison with the number of studies
done on other aspects of audiiting expartise.

¥ SSinger| [ 9973 covntiitiasttatmaurlipihil iosmiteersmagy tees spettor muoed|jjutigas, aavibawregjectetity
Szabados and Nielsen.
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Indeed, without some concept of expertise, the whole question of auditors'
obligations to act from e moral poimt of weswwesltiHeessisgpent.

Psychological Aspects of Moral Expertise

The cognitive approach to expertise emphasizes the knowledge of tfie expent
and the cognitive process through which judgments are made. Accordingly,
whether a "correet” decision has been made is less important than to understand
how experts make their decisions. The cognitive approach to expertise is appro-
priate for the purposes of dhiis paper, fior two reasons. IFirst, iit fas heen frequent-
ly pointed out that auditing is filled with situations in which there is no external
criterion for determining the correctness of an expert judgment. According to
Gibbins [1984, p. 116; see also, e.g., Bedard and Chi, 1992, p. 1§; and Davis
and Solomon, 1989],

As problems such as lawsuits have increased and accounting firms (and
the professiom) have grown large, pressure has increased to ensure that
quality [of professienall judgment in public accounting] is sufficients.
Measurement of quality according to outcomes is difficulit because many
important outcomes ... can follow actions by a long period of time and
responsibility for particular outcomes can be diffusesti among a number of
actions. In such circumstances, procedures to maintain quality tura on the
apparent wisdom or consistency of the action at the time it is imple-
mented, without reference to any specific outcome.

Thus, expert auditors typically act in situations in which there is no useful exter-
nally given criterion to be used either to guide the judgment or as feedback to
help an auditor learn over time how to make professiomell judgments “better.”
This observation is reinforced] by the second reason for adopting the cogni-
tive approach to expertise. By their nature, ethical issues are not subject to any
type of independent criterion of correctness, or algorithm which will guarantee
that the “right” action is taken. Rather, as indicated above, they involve con-
flicts among the interests of individuals, in which the interests of some will be
given priority over the interests of others. Ethical principles may play a role in
the process of dlasiding an & aaurse of aattinn, tustcheteifSnoguatantae off ‘$sidc-
cess.” This observation is closely analogous to the philosophical concepts of
procedural justice, in their focus on process versus outcome. Perfect procedural
justice requires that there exist both a criterion of wihat Gounts @5 @ just cuteame,
and a procedure guaranteed to reach that outcome. ImperiRaet: procedural justice
reguires a eriterion of a just outeome, but lacks a procedure whieh guarantees
suceess in applying it. The ethieal situation of auditors is analegeus. There are
external criteria in the required sense. One approach, based on the expected
conseguences of one’s aetions, holds that the auggt@f‘g actiens are suppesed to
maximize the welfaie of members of seciety. ™ AMmihar appreaach iisHiaser
dlf@@tlé 6n the existenee of fundamenial duties 6f aceeuntants [Rulaﬂa 1984,
uland and Lindblem, 1992] But there is he deeision procedure for guar-
anieeing that ihe eriterion is satisied. We are left with the legitifaey ef the
proeess itself &5 2 &Hiterion of Wa@ﬂaﬁm@@r@

THeewarinuscettiicdltheotéasdifffer aamopg themseblessrintbiiirintarpretations biviviaththevaléiiare Hf
society means, and some would deny that welfare in any sense is the appropriate criterion for deter-
mining what counts as “ethical” behavior.

*THigsidst e ogerozed agppreacth aatdgptet] Hyy (Gaal [ 9888;ssecessp. ppp. | 38677 ] féor theeddawdtgpmant odfaa
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Expertise has been defined in a number of ways [see, e.g., Bedard, 1989;
Davis and Solomon, 1989] Following Bedard and Chi [1992], the defimiiim
used in the remainder of this paper is that of Frensch and Sternberg [1989, p.
158]: “the ability, acquired by practice, to perform qualitatively well in a partic-
ular task domain.” According to them, expertise has three main components.
First, it is acquired by practice, which means that performamee of the skill is a
matter of diegree, andl dhat people s exhibit degrees of thieeskldlisthtmadieup
a particular form of cxpariise. Seaand, ttie quality of peefformance 1ssthieeccriteri-
on of expertise, rather dhan, ©g., gpesd af eaxecution dffaadakkooryyeasobf epgeri-
ence at performiing it. Third, according to Frensch and Sternberg, the perfion—
mance of experts is superior in quality to that of non-experts. In short, experts
are those people who perfoimm well at something important.

While all three of tinese agpscts of eaoppetiise aareiimypottant ttothweddsedbgprrerit
of a concept of moral expertise, the third deserves additional mention at this
point. For, the notion that people with greater expertise do a task better than
those with less expertise is an inescapably normative idea. Making qualitative
superiority a criteriom of expertise presupposes some value judgments about
what kinds of skills are important, and what kinds of performamnce should be
rated as superior to others. It is thus clear that the concept of expertise is itself
value-laden: an expert is someone who is good at doing something important.
Thus, speed of parforming @ task iis @an imypartant and vwalusble feature of ceopper-
tise (ceteris patribus), shiceeiitreetivesstiiecosstodfppefformiing aanaaudit, bowtiitiss
not part of the definitiom of auditor expertise, nor is it a primary component of
the social contract. Iinthie coase off thee aandditor, thiee aaddicor ids ssypposet tootee
good at something society regards as important, as contained in its social con-
tract with the professiom. Furthermore, expertise in one task or in one domain
does not imply the possession of expertise iin some otfirer diomain.

Expertise involves the use of judgment i dhe parformance of a task, wiare
judgment is defined! [Gibbins and Mason, 1988, p. 4] as “the process of mulking
a choice, a decision, leading to action.” The possibility that auditors may exhibit
moral expertise (or the lack thereof)) does not seem to have been recognized
explicitly in the literature. At the same time, the possibility has not been ex-
cluded. For example, Gibbins and Mason [1988, p. 5] define professiomsil judg-
ment as:

[Jludgment exercised with due care, objectivity and integrity within the
framewoittk provided by applicable professiomell standards, by experienced
and knowledgeable people.

An expert professiomal], then, combining the above definitiom with Frensch and
Sternberg's definitiom, is one who makes professiomell judgments in a manner
which is qualitatively superior. Two points should be noted about this defimii-
tion. The first is that the definitiom of professiomed] judgment contained in it
imports ethical concepts directly into the definitiom of an expert professiomsil.
Thus, no professienall auditor can make professiomell judgments independently
of ethical norms or standards. Second, this definitiom is sufficientlly general to
encompass moral expertise, which may be defimed as the ability to make ethical

theory of stamdiard settimg fior ceoyporate ffirancial aaccounting antiregpotting.
Frensch and Sternberg point out, for example, that speed tends to decline with age. but there is no
particular reason to believe that the quality of performance disclimes wiith 2ge.
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judgments in a qualitatively superior way. In the case of auditing, the ethical
judgments in question are those implied by the obligations imposed on auditors
by the universal norms and the role-related norms specified by their social con-
tract to perfarm qualitatively well in a particular task domain.

Moral Judgment and Moral Expertise

The abstract concept of moral expertise requires a more concrete interpreta-
tion. A promising candidate is the theory of moral development. According to
Rest [1986, p. 7f}, moral behavior has four components. One is that a person
must be able to recognize a situation as having an ethical component, and there-
fore requiring an ethical judgment. This involves recognizing that an ethical
conflict exists, determining what courses of action are feasiblie, who is afffteieed
by these actions, and how they would be affectesti. Second, the individual must
make a judgment about which course of aation iis marally right?> aatdipsodagio
ought to be performed. Third, an individual must be committed to morally
appropriate action, in the sense that she gives priority to ethical values and prin-
ciples over personal values. Fourth, the individual must have enough persever-
ance, ego strength, implementation skills, and perhaps courage, to actually carry
out her intentions to act according to her ethical judgment of wifiat #stion aught
to be performird.

It appears that three of these components of moral development (i.e., the
first, second, and fourih)) may involve some fotmm of skill or expertise. For
example, personal experience shows clearly that the ability to recognize the eth-
jcal dimensions of situations is a skill that individuals possess in varying
degrees, and that it can be developed. This component of the moral develop-
ment of audiidors iis examined thy Sthauts, Finn, and Munter [[1992], Both in gen-
eral, and in the case of accounting in particular, the second component has
received most of the attention of researchers. If this is a promising line of
research, this component probably would be its focus. For this reasos, it will be
helpfull to provide a brief review of tHwe Kot HaaigRest teary dif noestldeevbdpp
ment.

According to the psychological theory of moral judgment, as developed by
Kohlberg [1984], Rest [1986], and others, people’s moral reasoning progresses
through a hierarchy of developmental stages, in which they learn how to deal
with ethical issues in increasingly sophisticated ways. According to the theory,
there are three levels of moral development, termed pre-conventional, conven-
tional, and post-conventional. Each level is in turn divided into two stages.
Beginning in early childhood and extending into adulthood, people move
through these levels and stages, from lower to higher. At some point, depending
on such things as their cognitive abilities, level of education, and the nature of
their experiences, development ceases.

At the pre-conventional level, people make judgments about how they

¥ THeecconegntoffrigiphinssssaissachbase fdtidboviingRRes( [2865] Hea Hossss bademusjusaadotfair.
Other concepts such as honesty, or the maximization of social welfare couild the adidied s ethical @fi-
teria. These are all diffenenit ethical concepts and principles which would serve to justifly one’s
actions as being morally appropriate, i.e., as best or acceptable or not forbiddkm (and theteffone:
allowable). No patticular importance should be placed on any one of tiese comcspts wilhin tfe comn-
text of dhiis paper, although die merits of coonrating eettiicd theeoties are abwiisdly ceiitically iinpear-
tant in the larger scheme of @ general tieory off eetitssttar tlbeppbbiicaacoomtiiggppodésssion.

26



should act purely in terms of il ikfiyact on disir ovon sif-interest. Tie immpact
of ang's adiions an affers iis rekevaint, iif aatadl | conly ttothreessttant thwtssthocorsse-
quences have an impact on the individual. In the case of comtracts, stage 11maral
reasoning implies that an agent would act in accordance with a contract only if
violating it would cause her to be punished. A stage 2 agent would violate or
abide with the terms depending on which course of @ofion ware iim Ier self-inter-
est. The interests of dhe priimcipal would he taken imnio aooount enly to e exiont
that it has an impact on the agent’s own self-intetesit.

At the conventional level (consisting of stages 3 and 4), the interests of -
ers are relevant to making moral judgments in a less direct way. In addition, it is
possible (especially with stage 4 reasoning) that an individual would decide to
carry out an action which is not in her self-iniefiestt to perforim. At stage 3, it is
important to the individual to obtain the approval of wtier gsople ((©g., arants,
friends, colleagues, superiors and other associates). Thus, a stage 3 agent would
act in accordance with the contract if disiing <o wiouild @ilance the agant's image
in the eyes of e principal or eifter pany wiose gpproval die agent sadks.

The fourth stage is more “institutional.” By this point in a person’s moral
development, an individual recognizes that her actions take place in the context
of afiabric off ssadidlinsiituitons, ant thatttey magy editier widlate corteeiinaaccor-
dance with the norms of dhose imgfitutions. Funthenmore, tiiese insiitutions Hawe
social value and need to be reinforcedi through one’s actions. Thus, actions
which violate the norms weaken an institution, while actions in accordance with
them serve to strengthem them. So, according to stage 4 judgments, those
actions should be taken which reinfoiee the institutions. Thus, a stage 4 individ-
ual might decide to act in accordance with a contract on the grounds that con-
tracting is an important form of social arrangement, the success of which
depends on people actually carrying out the terms of agreements which they
have agreed to honor.

Stage 4 is sometimes called the “law-and-order” stage, because (according to
stage 4 reasoning) one should obey the law whatever it is, and it is right to obey
the law since laws help to establish, maintain, and preserve social order. For
example, an agent might decide to make truthfiull reports of her effotss because
doing so is consistent with the institutional practice of truth-telling, and truth-
telling is an important practice to society.

Individuals at the post-conventional level have developed a set of Huasic yriin-
ciples which may sometimes override the dictates of e establlished sacial iinsti-
tutions. They recognize that social institutions are important, and that acting in
accordance with them is important. Nevertheless, the post-conventional individ-
ual recognizes that there are occasions in which obeying the rules may not be
the most appropriate thing to do. Two kinds of measons flor dhis e possible. The
fiest is that obeying the rule or practice would conflict with more basic princi-
ples, such as a principle of justice or fiairness. Ssoond, it ey e concluded im a
particular situation that acting in accordance with the norms of the institution
(as one normally would do) would have negative consequences which are 3ufffi-
ciently undesirable that the practice should be violated. For example, in an audit
engagement, it would be expected that an auditor will become aware of confi-
dential informalion about the client’s activities. Conventional norms of practice
imply that the agent should maintain their confidentialiity.. Stage 5 reasoning
presents at least the possibility of violating the norm of confidentialityy under
sufficintlyy extreme circumstances.
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In conclusion, moral judgment as characterized by the theory of moral dievel-
opment is a plausible interpretation of the concept of moral expertise. In terms
of Frensch and Sternberg’s definitiom, people have an ability (in varying
degrees) to make moral judgments qualitatively well, i.e., in a sophisticated
manner. Furthermore, according to the theory, this ability is learned and varies
in degree among individuals and develops within individuals over time. In order
to treat the ability to make moral judgments as a formm of expertise, 2 couple of
qualifications must be made. As noted above, the concept of expertise imuahues
a value judgment that certain forms of behavior are qualitatively superior to
other forms, of behavior. For this reason, consideration of the theory of moral
development as a theory of mnaral expentise kaguiires nkiimg te manmative judig-
ment that higher levels of moral development are qualitatively better ways of
making moral judgments.

1t should be pointed out that the Kohlberg theory of maral dieuelopment iis an
“impartialist” theory of maral judgment, witiich flacuses @n e resolution aff egth-
ical issues via such ethical considerations as principles of justice, fiaimess, @r
aggregate social welfare. As such, it has been criticized on the grounds that it
does not place sufficiznit importance to alternative systems of dhought [[Gilligan,
1982; Blum. 1988; Adler, 1989; White, 1992). Such critics would presumably
deny that the stage theory of maral diewelopment thas mudh to dlo wiith the afilkidy
to make moral judgments in a qualitatively superior manner, i.e., that it ade-
quately captures the concept of moral expertise.™ Nvevertatass, the theenry iis
consistent with a number of ethical theories, and has a good deal of empirical
support [Rest, 1986; see also Derry, 1989; Weber, 1991].% Giligganis theeary
presents some very fundarmentall questions regarding the structure of profession-
al ethics, which are beyond the scope of thiis papear.

Second, it is essential to note that possession of a higher level of moral
development is not the same as being a more “ethical” person. Since the theory
of moral development focuses on the cognitive processes involved in moral
behavior, it is not concerned primarily with either the specific actions per-
formed, specific judgments made, or in ascribing the character of individuals.
Rather, it is concerned with the cognitive process of making moral judgments.
So, being a more expert (i.e., qualitatively superior) moral judge does not make
one a morally superior person.

The Measurement of Moral Expertise
Moral expertise has escaped the attention of empirical researchers in audit-

% Thiegy migdht addso reggect thee ideea off noordl esoyertise idn thiee st phaee. Heor eacanppte, ssonee rmgdht
claim that it separates out a favored class of moral judges. It doesn't do that, except to the extent
that individuals who are at higher stages (according to the theory) are classified as making them in
an ethically more sophisticated way. The Kohlberg-Rest theory does not exclude the possibility that
there may be other legitimate forms of etinical reasoming, @nd dious afber forms off muordlesopeertise.
THisstgpic reepuifeas moote aatéention tifaan caan bee gyiven teoititiin thiss pager. Heor ppessent ppuppssss, iit
will have to suffice: to say that the Kohlberg theory has received a great deal of empirical syppart.
At the same time, it is not being claimed that it is a complete theory of moral judgment, and that
other approaches may be “equally” valid. With particular regard to Gilligan's [1982] claims that the
ethical reasoning of wamen iis Significantly diifferentt firom dhe justice orientation of Koititherg, etud-
ies in accounting have found that femalie accountants have higher scores than comparable males on
the MJI [Penemon, 1990] and on the DIT (both described below) than males [Shaub, 1992]. In a
corporate setting, Derry [1982] foundi no differencee between males and females;: virtually all sub-
jects who reported encountering ethical conflicts at work used “justice language™ to describe them.

28



ing. As has been frequenitlly observed [Bonner and Pennington, 1991; Davis and
Solomon, 1989], a major obstacle in any study of expentise iis @ wallid mmeasure of
expertise for the task in question. 1t might appear that the difficulliess would be
even greater in a “‘suibjective” area such as moral judgment. In fact, however,
two diffenentt measures of moral development are available. One is the Moral
Judgment Interview (MJl) {Colby and Kohlberg, 1987} The MJI is a structured
interview in which subjects are presented with an ethical dilemma, and asked a
series of quetions, e answers to wikiich are imiended do reveal dhe madure of tHe
subject’s ethical reasoning. The scoring system for the MJI is a foum of pretecol
analysis, the result of wihiich iis @ stage-score. The affier mmeasue iis the Defining
Issues Test (DIT) [Rest, 1979, 1986], The DIT is a paper-and-pencill question-
naire, which presents subjects with a set of moral dilemmas and asks them to
rank the four most important reasons influenciing; their choice of die mst BHp©-
priate action in the circumstance. These responses are used to construct a num-
ber of scores, the most familiair of which is the P-score. The P-score expresses
the importance (i.e., frequency)) of mﬁmlpled ((ie, pastoamentional) keasaming
in her evaluation of the dilemmas.™ Niree oof tHee seooess obboiaineet fFftam tHeetées!,
including the P-score are intended to place subjects at a particular stage of
moral reasoning. Instead, higher P-scores are indicative of more sophistication
with which the subject deals with ethical dilemmas. Thus, a higher P-score may
be associated with a higher level of rweral expartiise.

Both the MJI and the DIT have been used recently in accounting research.
Examples for the MJI include Ponemon [1990], and for the DIT, Armstrong
[1987], Lampe and Finn [1993]. Ponemon [1991, 1992a, 1992b], Ponemon and
Gabhart {1990], Ponemon and Glazer [1990], and Shaub [1992]. The existence
of the MJI and DIT, and the baseline measures and exploratory worked con-
tained in the studies just mentioned, may lead to interesting research on moral
expertise. This is discussed further in the next section.

Implications

Technical expertise in auditing has been the subject of much research in the
last few years. In addition to its interest at an intellectual level, it has major ram-
ifications for the professiom. For, if expertise can be better widerstood—e.g.,
what skills auditors are good at, what distinguishes an expert from a non-expert,
how do they become experts—them the practice of awdiiting cugiht o the capable
of improvement. Progress is always important, but never more so than in the
current situation of increasing competition and increasing societal expectations
about the nature and quality of auditors’ performamee:. The concept of moral
expertise in auditing may be a nice idea, but it is sterile unless it has implica-
tions fot research and practice. This section suggests some possible implications
for academic research and for die practice of qutilicaaccumting.

Befote turning to some of e spscific isaues, iit iis helpful do surmatize weary
brieflly the small amount that is known about the moral expertise of accountants.
All of the mesuilts reported sthouild the considiered preimminary, i wiew of therela-
tively early stage of this area of research. Only one study on the first compo-
nent, i.e. the ability to recognize, analyze, and evaluate ethical situations has

 THue [T HaasHoeen esxtensivd by vwilitiatet! iin aanmumtiser off weassiinaal dapge munter ((over SHO0aas ot
1986) of studies. The DIT has been described in a review as a paradigm of measurement in-
struments [McCrae, 1985].
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been done [Shaub, Finn, and Munter, 1992]. Their study examined the effects aff
personal ethical orientations, organizational commitment, and professiomall com-
mitment on their ethical sensitivity, i.e., their ability to recognize an ethical
issue in a professiomall situation. If it is assumed that an auditor with a higher
ethical sensitivity is more expert (i.e., more skilled at recognizing and evaluat-
ing ethical issues), then the results are relative to moral expertise of auditors.
They found that ethical sensitivity was not influenced by either the professionail
commitment or organizational commitment of the subject. However, an audi-

65.2
59.8
522
50.2

Figure 1
DIT P-Scores of Selected Groups
Moral Philosophy and Political Science Doctoral Students Rest, 1986
Liberal Protestant Seminarians Rest, 1986
Advanced Law Students Rest, 1986
Medical Students Rest, 1986
Accountants (Female, Senior) Shaub, 1992
Practicing Physicians Rest, 1986

Accountants (Liberal Arts)
Accountants (Supervisors)
Stafff Munsses

Accountants (Female, Management)

Accountants (Female)

College Graduates
Accountants (Stedf))
Accountants (Third-Year Stafff)
Accountants (Female, Stafffj)
Accountants (Second-Year Stafff)
Accountants (Senior)
Accountants (Managers)

Navy Enlisted Men
Accountants (Senior)
Accountants (Male, Stafff))
Accountants (First-Year Stafff))
Adults (General Population)
Accountants (Stedf))
Accountants (Manager)
Accountants (Male)
Accountants

Accountants (Public)
Accountants (Senior Manager)
Accountants (Partner)
Accountants

Accountants (Male, Management)
Accountants (Managers)
Accountants (Male, Senior)
Accountants (Partners)

Ponemon & Glazer, 1990
Ponemon, 1992a
Rest, 1986

Shaub, 1992

Shaub, 1992

Rest, 1986
Ponemon, 1992a
Shaub, 1992

Shaub, 1992

Shaub, 1992
Ponemon, 1992a
Lampe & Finn, 1993
Rest, 1986

Shaub, 1992

Shaub, 1992

Shaub, 1992

Rest, 1982

Lampe & Finn, 1993
Shaub, 1992

Shaub, 1992
Armstrong, 1987
Ponemon & Glazer, 1990
Shaub, 1992

Shaub, 1992
Armstrong, 1987
Shaub, 1992
Ponemon, 1992a
Shaub, 1992
Ponemon, 1992a

30



Figure 2

DIT P-Scores of Student Groups
47.4 Accounting, Seniors, Liberal Arts Ponemon & Glazer, 1990
45.9 College, Female Rest, 1986
45.8 Accounting, Female Shaub, 1992
44.1 College, Male Rest, 1986
43.2 College Rest, 1979
42.8 Business, Graduate Rest, 1982
38.6 Accounting, Masters Ponemon, 1992b
38.4 Accounting, Undergraduate Ponemon, 1992b
37.4 Accounting, Senior, Public Ponemon & Glazer, 1990
36.3 Accounting, Male Shaub, 1992
345 Accounting, Undergraduate Lampe & Finn, 1993
31.8 High School Seniors Rest, 1982
26.7 Accounting, Freshman, Liberal Arts Ponemon & Glazer, 1990
25.3 Accounting, Freshman, Public Ponemon & Glazer, 1990
20.0 High School Juniors Rest, 1979

tor's ethical orientation (i.e., idealism vs. pragmatism, and absolutism vs. rela-
tivism) were correlated with the ability to recognize ethical situations.

Most of the research to date has concerned the second component of Rest's
model of moral development, i.e., the level of moral development as measured
by the Moral Judgment Interview and the Defining Issues Test. The main results
of the studies of moral judgment (i.e., the second component of Rest's model)
studies are shown in Figures 1 and 2.*" Hrigure 11inntluktas meean sscoess féor za
number of occupational groups, including professiomalls and professiomadl stu-
dents. It reveals a distinctive pattern of scores in which the P-scores of public
accountants are about the same as university students (Figure 2), but lower than
university graduates—amnd much lower than a number of other professiomell
groups. Figure 1 also reveals a large amount of unexplained dispersion in P-
scores among the study samples and sub-samples, centering roughly around the
mean for the overall adult population. In addition, they show that the scores of
female accountants are higher than those of males, controlled for rank in fimm.
The fourtth interesting finding is that three cross-sectional studies have revealed
a link between moral expertise (as measured by DIT P-scores in Ponemon
[1992] and Shaub [1992], and by MIJI scores in Ponemon [1990]) and rank in
public accounting firms. Specificallly, the relationship appears to be an inverted
U, i.e., P-scores increase from stafff tto ssariinr andl ssypanisar, andl than dirdline
fromm there to manager and partner. This raises the interesting possibility that
partners may not be the most expert members of dhe fiirm (wiith regard to maral
expertise). It also raises the issue of witiedher (Gt lkeast iim dhe case of rmuotdl expeer-
tise) experience in a task is a good surrogate for degree of expertise [see, e.g.,
Davis and Solomon, 1989; Bedard, 1991; Bonner and Pennington, 1991].

9" THeeeeidsssoneeregetition iint leesscoeasreguottatiiinboothfFiyues. Feoresaanypite, theesseoeastiar féemite
senior accountants, female staff accauntants, @i ffamle actountants as agowyp ae Al rgported].
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Since 20-25% of the populatiom is estimated to be post-conventiomal moral
reasoners, the data fromm a number of DIT studies suggest that accountants are
predominantly conventional moral reasoners. Whether they are stage 3 (seekers
of approval) or 4 (“law-and-order” types) is unclear at this point. On the one
hand, the nearly ubiquitous presence of nuikes iim puiblic acoouwmnting suggest diat it
might be “natural” for public accountants to stabilize at stage 4. On the other
hand, to the extent that public accounting firms are highly organized entities
with clear procedures and goals, and with a large amount of interpersonal con-
tact, it might be suggested that they would stabilize at stage 3. The little evi-
dence which exists is equivocal. Ponemon [1992] found a high frequemay of
stage 3 responses, leading him to suggest that partners and managers (who, as
noted, had lower P-scores than their subordinates) are predominantly stage 3
(conventional) moral reasoners. Lampe and Finn {1991] found a relatively high
proportion of stage 4 responses on the DIT. The scores for students (Figure 2)
show a similar pattern, i.e., that females may score higher than males, and that
accounting students have lower P-scores than other groups of university stu-
dents (with the exception of females [Shaub, 1992] and seniors at a liberal arts
college [Ponemon and Glazer. 1990]).

Implications for Research

The account of moral expertise in auditing presented above is really more a
proposal for a theory, requiring furthet development. In spite of iits sdkethimess,
a number of empiical kesearch quediions readilly atise, @ flew of wikiidh are @ut-
lined below. They are grouped into three categories: those concerning the con-
cept of moral expertise per se, those concerning the realization of moral exper-
tise in actual behavior, and those concerning its relationships to other forms of
expertise.

Studies oftMdarbE Xpepeistase

First, the level of moral expertise of audiitors dieserves closer atkemtion. With
respect to moral judgment, the spread of P-soores of thewaitousssanmptasadfbbdth
students and practicing auditors shows clearly that the factois influenciing: the
stage of moral development need to be clarifiedl. Second, expertise in the other
components of moral development, i.e., the recognition and evaluation of ethi-
cal issues, and the factois leading from moral judgment to action, has received
very little attention. Third, the existence of an independent measure of moral
expertise may provide a way of investigating some of the basic relationships
which underlie other expertise studies. For example, the relationship between
consensus judgments and the level of moral expertise (moral judgment) could
be investigated directly, rather than via the surrogate variable, experience. This
would be all the more interesting since (as discussed above) the relationship
between moral expertise and experience appears to be more complicated than
might have been thought.

Another reason for interest in the basic relationships is based on the observa-
tions of Frensch and Sternberg [1989] and Bonner and Pennington [1991, pp.
16-17] that experts tend to be very good at making decisions in common situa-
tions because they have been able to “routinize” the decision process, whereas
they are less able to handle rarely found situations. It may turn out on investiga-
tion that conventional (i.e., stage 3 and 4) moral judges exhibit a higher degree
of comsensus, hecause dhey are more fulle-oriented dian post-conventional imoral
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judges. Thus, it is possible that some measures of discision quillity, sudh @s con-
sensus and consistency with professi@nell and fimm standards [Ashton, 1983;
Bedard, 1991] are an artifactt of awdiitors’ predilection fior flollowing mulles, mater
than being indicative of a tigfher llevel of esppatiiseparsse.

Determinants of Mwoudl Fixppetiiee

We do not know much about the factors which affestt the moral judgment
and moral behavior of psople (Such @s accountants) wio make moral judigments
and act within the context of a) special occupational roles (such as that of pro-
fessiomall accountant) and b) rule-governed institutionall structures (such as a
professionall association, and employment in a public accounting firm). To the
extent that it is a “pure” cognitive developmental theory, the Kohlberg-Rest the-
ory does not help much in addressing these issues. The reason for this is that it
focuses on developmental dynamics and its correlates, without a focus on the
organizational forces and constraints faced by people working in organizations
or professions. **TFatids,theecconpplications wifiithpegpteffing i intHesiroown] fixss,
especially when they occupy roles which produce conflicts;,, were given less
attention at first. For this reason, a broader theory, i.e., a theory of moral judg-
ment in the context of institutional (i.e., professionall and employment) seitings,
is needed.

Three recent attempts to provide a richer theory of moral judgment and
behavior in an organizational setting show some of the possibilities [Trevino,
1986; Trevino and Youngblood, 1990; and Jones, 1991]. They build on the
Kohlberg-Rest theory, which they regard as a basic theory of moral judgment
and behavior, by introducing additional factois which might affestt individuals’
moral judgments and actions. According to Trevino, moral behavior is the result
of moral judgments, but the effesit of moral judgment is moderated by two sets
of factors. One set consists of situational moderators. Within this group there
are three types of madlerators: dhe immmediate job comntext, arganizational auikinre,
and characteristics of e wark. According to dhe theory, diuational imadiaraiors
affeatt thehaviior thath diirectly and iindiirectly thy afffecting moral judgment 3% doags
[1991] identifies a number of factois which he claims influemce all of the com-
ponents leading up to moral behavior by affecting: the intensity with which the
situation is perceived. These factoiis of moral ikensity @t magmitude of cconss-
quences, social consensus, probability of effecis, temporal immediacy, proximi-
ty, and concentration of effset. "

Although their theories are not exactly unprecedented, * ttssettheoiiasapppear

THissi$saassimpllified viesw, stineettieet izeory Haasteesntéastetliin eegg. sstiupd| ssettingsaantippissons: aartl
the effectiwenesss of adiucational imtarentions Has theen an important Stream of theettatdl reaseardn poro-
gram. Furthermore. Rest has stated [1986] that the study of mnaral judgment iim paroffessionals iis liikely
to be a fruitfiull sanenue, Hiecause prefessionals Hawve exyplidit sstanttardis wof bbahavdor doaatifin aaakit gy
oftem are expected to explicitly justifiiy the moral judgments and actions they take. In this sense, the
proposals presented here work out some of ttihe prossitilidies.

THeeooheersset.cadlbetli inidivitlud| noekderators, aactddieecthy ttoimTluance aaciton. lindivitiudl mociderators
consist of: ego strength, field dependence, and locus of comtrol. Bacause ey dio mot @fffect thieenmoordl
judgment itself. they are irrelevant to the issue at hand.

%0 Iinagldtditbon. ] doresi ddentiiies ffantars witithaffsct conlytiietttiict aantiféaundh cconpponents offthbheRRest
model.

4 Heoremaanypte, wiithout diswdbping aanooee ggererel theenry. RRast | [0984] ddesciHues sstubitasrettating tto
ego strength (pp. 15f) and obedience to authority (pp. 12f), and other personal and situational fac-
tors (chs. 4 and 5).

33



to have potentlal for explaining moral judgment and behavior of ynrofessnonals
and could be given an interpretation specificailly focused! on public acooumtiimg 2
For example, Lampe and Finn [1992] and Ponemon [1992] both suggest that
one of the factors influencimg DIT P-scores is socialization. If so, one would
also expect a high degree of consensus of decisions among subjects. The exis-
tence of some fomm of socialization and selection of employees is quite plausi-
ble, especially in light of die sinucture of ppuiilic aaceourtiing ffims, ant dfthikes #it-
uational moderators identified by Trevino [1986]. If this is the case, then one
might find a firm effestt in a sample of suljjscts dirawn firom moildiple seoowmnding
firms.

One of the striking results of DIT studies of accountants is the significantily
higher P-scores of female auditors and students described above. This is inter-
esting in light of Gilligan’s [1982] claim that females will score lower (even
though Kohlberg's theory that does not predict any diffenencee between males
and females.)) This result, which may be explained by the types of wariiathles diis-
cussed above, clearly deserves more attention. This empirical findimng raises the
possibility that females might exhibit differsnit characteristics (e.g., degree of
consensus) on tasks involving technical expertise.

The RilaiionopMitalab OrkihEloFmsof Epkrtpyertise

The definitiom of expertise inmplies divat expentise s domain-specific. lndssd,
Frensch and Sternberg [1989] reject the notion that there might be a umtary
characteristic which underlies the various manifestations of expertlse THiis
means that there is no a priori reason to believe that expertise in one domain
would be highly correlated with expertise in another, except insofar as the skills
or domains “resemble” each other. Since technical expertise might be thought
of as very diffenanit from moral expertise, one could speculate that technical
expertise and moral expertise might even be negatively correlated.

On the other hand, since there appears to be a connection between expettise,
consensus, and the existence of explicit standards, there may be a connection
between technical expertise and moral expertise. For moral expertise, the gener-
al theory predicts no connection between level of expertise and consensus.
However, one might expect that a group of subjects (i.e., auditors) who are
strongly attuned to the idea of followiing rules would exhibit high consensus—
since one might expect them to be “better” at followiing rules. Since the exis-
tence of @& muikiitude of routss ggoreriing audlitorsiintlicatas thattHegy aaeeexxtrans-
ly important, an ability to folloa them “well” should be regarded itself as a
formm of expertise. Presumably, a low level of expetrtise in “followiing the rules
well” involves being able to determine when a “black-and-white™ situation
clearly falls within the range of a rule, and then acting in accordance with it.
Higher levels of experise, dhan, would iimvolve such dhings @s an ability to tal-
ance the requirements of conflicting ruiles, indenpreting wague rulles, o ikarret-

42 Feregoaanypite, thiee [Laanpe Hiinn sstuby contltt] Hee i mnéepyestat] aas aatesstoff aatyymotieasis redbatet] to core
proposed by Trevino [1986). Trevino's hypothesis is that people will make moral judgments at a
lower level in their real work situations than for the hypothetical dilemmas. If the response items
specifiedl for the vignettes were coded according to levels of moral judgment (thereby making the
vignette questionnaire into something analogous to a DIT, only more realistic for accountants), then
one could compare the two scores. Likewise, Jones's theory that moral intensity could be tested by
administering the vignette questionnaire to non-accountants.

4 THugy radlceaacconypariison wiithtteggeoomnstuatiintepssytid gy offinittdiggence.
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ing the rules in novel situations. Finally, one might expect that experts at foll-
lowing rules (whether “ethical” or “technical”) would exhibit a fair degree of
consensus, as noted above. Although the theory of maral dievelopment dises mot
presume that subjects at a given stage will make the same choices, auditors
(whether expert or novice) are a relatively homogeneous group in terms of
training and occupation, and are all trained in a single set of muiles. S, iit wuguild!
not be surprising to find that they would in fact exhibit consensus.

This line of argument could even be extended to suggest that expertise (at
least moral expertise) might be two-dimensional, in the followimg sense:
Auditors have both a level of moral expertise as measured by the DIT or MJI,
and also a level of expentise i tanms of tieir possession of 2 knowledge skiuc-
ture which allows them to make moral judgments “efficientlly’;, by helping to
search for, organize, and use informatiom efficiently in a routine fashiom. The
result of s efficiency @r roudinization may the Hiigh ansensus and Hiigh camsis-
tency with external standards of theavior [[Bediard, XS] Thws, micral exparntise
may be two-dimensional, in the sense that it is possible both for conventional
moral judges to have high consensus and high consistency with both technical
and ethical standards, and foi post-conventional moral judges io have lower
consensus and lower consistency with standards. Since the empirical data
sirongly suggest that most auditors are conventional moral judges, it might turn
out on examination that auditors who are more expert than thelr (less experi-
enced) subordinates at technical tasks are less expert in the moral domain—be-
cause they are "efficirinnyy experts.”

Post-conventional moral reasoning, on the other hand, implies the ability to
move beyond the rules to decide when rules ought to be broken, e.g., for the
welfatte of society or because justice or duty demands it. Inflexibiliiyy is a price
of expertise iin dhe sonse of efffidiency [[reensthaant Sséertizary, 19389; Ronnrar ant!
Pennington, 1991], and sometimes situations arise where one must recognize
that the normal everyday habits and rules will not do the job, with respect to sat-
isfying the demands of the auditor’s obligations to society. 1t may be the rare
situations which the conventional auditor is less able to handle appropriately —
and which land them in court on the wrong end of @ llawsuiit, tecause “efficiennyy
experts” would be less able to respond appropriately to such situations. From
the moral development point of view, their conventional approach to moral
judgements traps them—even if conventional reasoning works well most of the
time.

Implications for Practice

The evidence from studies on DIT P-scores reviewed above and summarized
in Figure 1 indicate that the general level of moral expertise of auditors is not
high, when compared to other groups. This might signal to some people that
something is radically wrong somewhere i the institution of audiding, imaluding
perhaps both the education system and the strueture of public accounting firms.
For, if auditors are members of a soeially important profession, with explieitly
agreed-upon obligatiens te aet in the “publie interest” (and Ipse feete O rARke
professionall judgments from the meral peint of view), then it might be disesn:
6erting that a number of siwdlies show dhat Auditors ae ot particulanly sanisi-
eated moral reaseners—and that partners have the lewest seeres Within their
firems. The lew seeres of Accounting siuglants sarve do show dhat dhe proniem—if
there is oRe—dees het Sriginate within aseounting firms. S, it is werthwhile 18
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examine brieflly some of e ilssues tifvat anise ffor the profession, omoe it iis ieoog-
nized that moral judgment and behavior are subject to serious study and exami-
nation as a form of expertise.

How ExghertMikissiAfditiies B&e?

If fiurther siudiies aff tHeemaord] jjutiyneent santiHe¢henior cdfaadditossssppportttibe
studies conducted so far, some of tiie assumptions wout dhe rolle of thee agaidicor
might merit re-examination. The social contract between auditors and society
requires auditors to act fromn the moral point of view, which involves taking the
interests of alll imeamibers of seedtetyintoaectoumnt witeen madking eethicdl jjutigneants.
One might conclude that the moral point of view requires post-conventional
moral judgment. But this is not the case. “Low” DIT P-scores do not necessarily
indicate the existence of a social problem, with respect to the social contract.
For one thing, a post-conventional stage of moral development means that an
individual recognizes the importance of rules and social institutions, and the
importance of asiing iin sncardance wilh dfem. Ad the same dime, Stuations atise
in which “higher” principles indicate that the conventional behavior, i.e.,
actions in accordance with the rules, is not appropriate. Thus, a post-conven-
tional moral judge is capable of “post-conventional” moral reasoning, but will
reason in accordance with convention much, if not most, of the time.* S, iit
appears that conventional moral judgment is compatible with the moral point of
view, particularly insofai as auditors do not face “post-conventional problems,”
i.e., problems for which conventional reasoning is inadequate.

Rather, the question is this: What degree of moral expertise is required by
auditors, in order to carry out their professionell obligations? The answer is com-
plex, but it starts with the social contract. That is, the appropriate degree of
moral expertise depends on the amount of sophistication required in order to
resolve the ethical issues actually confroniedl by auditors, in a way that satisfizs
the interests of alll dhose intarested parties 4o witiom dhey owe @ duty. One keason
why most people do not reach post-conventiomall stages of moral reasoning is
that they do not (oﬁelm enough) face situations in which conventional reasoning
is insufficient.***Sso, iitigs ({in aabioooat seense) aancenpitiicel qyusstion aastéo whiat
level of mnoral development iis reguired off aaidditars.

The degree of moral expertise required of auditors is also a functiom of the
set of rules which they have to follow. Acting in accordance with the moral
point of view can be accomplished (at least in many cases) if one is acting in
accordance with a set of rules which satisfy the moral point of view [Ruland
and Lindblom, 1992]. This is an essential featute of any rule-based theory of
morality. Such theories hold that there are two tiers of rational, or ethical,
choice. One level concerns the choice of rules, while the second concerns the
choice of actions within the constraint of the previously specified rules. Thus,
the rules promulgated must satisfy the requirements of the maral poimt of wikew.
Individual actions, then, should be chosen which are in accordance with the
rules. Indeed, if the rules are ethically appropriate (e.g.. they satisfyy the moral

44 mtldeastithiisidsttne féar RRestis veession off Koohitizexgian thieeary, iinwitiith Hhgdeer ssiagasinecopporate
the lower stages. [Rest. 1986] Even if ane helieved that dhe Steges are dilsorete, ten am intivibludl's
judgments (and actions) will usually be the same as the actions performedi by a person at a lower

stage of dlevsliopment.
# Linaaiddition, Heeccoredlation Hoetveean ssiagecdfnmarhkidevdppmeent ¢orDDTTPRssoare aard rinthikigance

and education suggest an intellectual component in addition to relevant experiences and challenges.
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point of view), then the judgments and actions of individuals are morally justi-
fied by appeal to those rules.** THuss, sstage4dmooed | jjutigasreddyiinpiidithy contbiee
assumption that the rules and policies which already exist are a reliable guide to
determining which actions benefiir the community as a whole, and its members.

This suggests that as long as an auditor is an “expert” at followimg the rules
(i.e., is an expert in the “efficiemzy”’ sense discussed above), she satisfies the
social contract.*' THatiss, pRetagpsssotésfy caoppentsaaudiitorstéoboe ggoatiaatffllow-
ing the rules, but does not require them to be extremely sophisticated (i.e., post-
conventional) in moral reasoning skills. It should be noted that this argument
presumes that conventional auditors are in fact stage 4 moral reasoners, rather
than stage 3. Moral expertise, i.e., skill at making ethical judgments, is still
important, since no set of rules can be expected to eliminate the necessity of
judgment in applying it to real ethical problems, and the ability to folloa rules
may itself be a fomm of expertise. As long as the rules governing auditors
(including generally accepted accounting principles, generally accepted auditing
standards, and especially the principles, rules and mterpretatmlns in the codes of
professionall conduct) are ethically "appropriate™*, tHean tHee aauddicorss ceHiical
obligations are honored by acting in accordance with them.

This may explain the otherwise puzzling observation of Lampe and Finn
[1993] that auditors have low P-scores, and yet auditors enjoy highly favoraitlk:
public perceptions of their moral standards. Low P-scores are not an indication
that public accountants are unethical, nor that public trust in the behavior of
public accountants is misplaced. Consistent with this, it may be that favoiaiik:
public attitudes are not based on perceptions of the sophistication with which
public accountants address moral issues. Rather, it is quite possible that they are
a function of perceptions of the personal characteristics of public accountants,
For example, they may be held in high regard because of perceptions that
accountants have integrity, are honest, act in accordance with their public
duties, recognize their fiduciany responsibilities to other parties rather than act
in their own self-intesesti, and so on. In short, demonsteated commitment to their
professionall duties, as contained in their codes of conduct, may be the crucial
variable [Frank, 1988]. Indeed, it is not entirely obvious that soclety wants or
needs hordes of post-conventional auditors—although there are surely ethical
situations (presumably rarely occurfing) where the ability and flexibiliiyy to
respond in a more sophisticated manner would be highly valued by both audi-
tors and society.

* Ruitewtitatiariism tdsaanesxangiite odfssubha attheoyy Thhev weibons wesBianso bl titidataniaisis bl tshare
the principle that those actions should be chosen which are expected to maximize the amount of
social welfare. According to act utilitarianism, moral agents are supposed to choose each of their
actions by this criterion. According to rule utilitarianism, the rules are supposed to satisfy the utili-
tarian criterion, while individual actions should be chosen which are in accordance with the rules.
See. e.g., Harsanyi [1977] for an argument in favor of rulle wiilitarianism. Sse slkso Gea [[1988]. Nisde
that rule utilitarianism is only one form of “indirect” consequentialism; in addition, there are many
rule-based ethical theories which are not based on the consequences of actions [Sen and Williams,
1982, Introduction],
47 Tee ppoint eeeei $saandbegass ot Heessigggastion osf Ashian{ [2883] aatchddpptedblyBBéddaddaaddCGhi
4[§1992] that complying with professionsll and finm standards be used as a criterion of expertise.
Hetowomrewvailttlddistitggtiith thee“tgaat rodéss from thee" Yaak!™ rolidas, aantHaow Tirms aantppodtessional
organizations should proceed in order to promulgate “good™ rules is an enormous topic which can
only be mentioned here. This problem is addressed with regard to standard setting for corporate
financiall reporting in Gaa [1988, Chs. 8 and 1Q].
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Figure 3
Framework For Ethical Decision (Adapted from AAA, 1990)

A Decision M r Resolving Ethical Issues

I. Determine The Facts
(What, Who, Where, When, How)
Including Legal, Professiomeal], Organization Rules And Regulations

II. Define The Ethical Issues

A. Specify The Problem (e.g., Conflictimg Rights, Rights vs. Welfane;,
Safetyy vs. Rights)
Whose Problem Is 1t?
Identifly Stakeholders
Identifiy Major Principles, Rules, Values (e.g., Quality of Liife,
Self-Determiinatiom, Self-Respect;, Financial Responsibility, Fiduciary
Duties, Honesty, Integrity)

II1. Specify The Alternative Actions (This May Require Some Creativity)

IV. Examine And Compare Alternatives With Respect
To Ethical Considerations
A. Vis cavviPrriieciibes, RRidss, Wahliess
Rights And Duties
Fairness And Justice
Virtues
B. Vis &wisThee(Oonseueness
Positive vs. Negative
Short Run vs. Long Run
C. Vis caviid laaves RRulidss, RRegldatoorss

V. Make Your Decision

vow

Can Mwvd| Jadggroanbeblkeueaed@d?

If mnaral judgment iis imdtssd 2 florm off expeettise, thwentHeequesstion aatseasasstto
whether it can be taught, either to students or to practicing auditors (as part of
their training programs). If e amswer i “yes,” and iff core wesrettoceondludtetibat
auditors are not sufficientlyy skilled at it, then it would be very important to
implement ethics education into both university curricula and firm training pro-
grams. According to Bonner and Pennington [1991, p.27], there is “a strong
relation between the learning environment and performance, which suggests
that performance: is probably poor in some tasks because auditors have not had
good opportunities to acquire knowledge.” They conclude that such learning
would involve both formall instruction and practice. Presumably, education and
training would be aimed at all relevant components of Rest's four-compomgsitt
model of moral behavior, including both the stage of moral development, and
the skills of judgment i applying eftiical yrimoiples and milles do gpecific siue-
tions. It is also possible that the development of suitablle discision :lidis wiaulld ivn-
crease the ability of auditors to make judgments, and to act, in accordance with
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their obligations. The decision model in Figure 3 is a crude example, that may
nevertheless be helpful.#°

Empirical evidence does not exist for the first and fourtth components of
Rest's model of moral behavior. With respect to the second component, i.e.,
moral judgment, the evidence is somewhat mixed. In general, a large number of
studies show that educational interventions do have an effeatt on moral judg-
ment. Similar to Bonner and Pennington’s [1991] conclusions regarding exper-
tise, Rest makes the following conclusions regarding ethics education:
Programs which involve either the discussions of athical dillemmas @r iimvwalhvimg
personality development produce “modest but definite™ gains. Discussions of
dilemmas do slightly better than personality development, while “academic”
courses do not appear to have an effectt. Furthermore, there is weak evidence
that programs involving adults have a greater effesit than programs for younger
subjects. In addition, programs lasting between 3 and 12 weeks seem to work
best. In sum, these general results suggest that properly designed education and
training programs of relatively short duration may have a significamit positive
impact on the ability of audiitors to make maral judgments [[Rest, 1086, mp. B,

Conclusion

The purpose of this paper is to present the outlines of an ethical theory farr
auditing, based on the fundameniall notion of & sadial comdract hetween autitors
(and their professienal] organizations) and the rest of society. That contract
enforces on auditors certain obligations, which taken together constitute their
role. Both technical and moral expertise are required. Auditors agree as part of
their contract with society to be objective and independent. Definitions of
objectivity and independence recognize that, when providing professioneall ser-
vices, more than one party has an interest in the way those services are per-
formed. These parties include employees, clients, such third parties as investors
and creditors, as well as accountants themselves. The interests of these parties
conflictt in a way such that the public accountant is unable to maximize the wel-
fate of all of them simultaneously. That is, there will be at least sometimes
“winners" and “losers” resulting fromn the accountant’s actions. An especially
important aspect of this situation is that the accountant may find herself in a
conflict of interest, such that it is possible to act in her own self-intesiesit at the
expense of dhe irerest of cuteass.

In view of this fact, the principle of objectivity says that the public accoun-
tant ought to act in a way that is fair to all parties. By implication, fairess does
not imply that everyone will benefitt to the maximum by the accoumtamt’s
actions. Since this is especially important and sensitive when a public accoun-
tant is perfocmiing an attest engagement, special rules are necessary in order to
assure that the existence of a conflictt of interest does not actually harm others.
These principles reduce essentially to the following: auditors are expected to

4 THiis dibedidton muahid] iss séimillar teo thee muatid] iin tee rmaateiidls dbered bypad! byy the Adueetican
Accounting Association’s Committee on Professiomalissm and Ethics [1990], and in Arthur
Andersen’s materials for teaching business ethics. The premise behind it is that such a model helps
people o organize their analysis and decision making. Any decision aids developed for practicing
auditers would have to recognize that there is by definitiom no mechanical way of making ethical
decisions, as there might be for some technical issues, e.g., statistical sampling. Rather, they would
probably resemble the more open-ended checklists used in other areas.
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make ethical judgmments in accordance with the moral point of witew, and im far-
ticular to avoid certain conflicts of interest. This means that an essential part of
the auditor’s role is to possess a “sufficienityy high” degree of moral expertise.
The concept of maral expertise iis presented and diefined. Iits relkationship to tsedh-
nical expertise is explored, and the problem of mueasuring iit iis atithessad.

A number of imylications of thissaaadjysis, fior Hooth reaseacth agnbiprdtessional
practice, are presented. Among other things, it is suggested that there may be a
socially desirable degree of moral reasoning which auditors are expected to
have. This expetrtise presumably would involve both a desirable level of moral
reasoning ability, and sufficiznit skill in followimg professionell and finm stan-
dards of behavior. The analysis raises important questions about the education
of accounting students, firm selection and retention policies, stafff ttediniing poxe-
grams, and so on. How is a finm to organize itself in order to gain the effficiéer-
cies of expertise (indudiing possibly the efficiency af ccormeantionl, iiee, sstage,
moral reasoning) and still be able to respond adequately to the relatively rare
ethical challenges that “don’t fit the rule book?" The importance of dhis iissue iis
obvious. On the one hand, there are tremendous economic forces working on
public accounting firms to maximize efficiencyy, and pressuring them to perfiorm
audits at “full speed ahead.” At the same time, there are ethical icebergs out
there in the fog waiting to sink the firm if de arew does mot reoogmize and diezl
with them.

The finall conclusion is an ethical dilemma, for society: In many cases, no
harm is done to society by auditors acting in a conventional manner, i.e., by fal-
lowing the rules. In fact, society is presumably better off ttotiwe coottant tiut cavtii-
tors who follow standards very well are more efficienit. Indeed, if there were a
correlation between high technical expertise and conventional (i.e., stage 4)
moral development, society might (to this extent) want auditors who are also
conventional moral judges. The problem is that sometimes situations arise
where conventional reasoning is less likely to yield the decision that society
would have wanted. The losses in the savings and loan industry are spectacular
examples of i, do dhe disgree dhat audiiors e mart of (e ‘ausdl tain” [($Gan
and Smith, 1985]. This indicates that the social contract between society and the
professiom requires further clarificatiom. If it is too much to ask that auditors
will be highly expert in both technical and moral matters (since, perhaps, such
people do not in fact exist in “sufficientt” numbers), which type of expertise is
more important? If technical expertise is more important, then society should
expeet what might be regarded in hindsight as moral lapses, and re-consider the
penalties (e.g.. through negligence suits) it places on them. On the other hand, if
moral expertise is more important, then it should expect, ceteris paribus, that
the audit industry will be less competitive, or at least less effidirnit and therefoe
more costly. In short, the expectations gap looks a little diffenesnty, from the
moral point of wiew.

40



References

Abdel-khalik, A. R. and 1. Solomon, Researeti Opportunities in Auditing.: The Second Decade.
American Accounting Association, Auditing Section (1988).

Adler, J., “Particularity, Gilligan, and the Two-Levels View: A Reply,” Ethies (1989), pp. 149-156.

American Institute of Certifiedl Public Accountants, "AICPA Brief in Continental Vending," T
Journal affAAceountancy( (2900)pppo89r33.

American Institute of Certified Puifillic Accountants (AICPA), Tihe Coddefafrblesiessiohglondanduct of
the American Institute offCEeifiéiéd . IRibhicchneountgta  CRICPMZE088).

Armstrong, M. B., “Moral Development and Accounting Education,” Journall of Accounting
Education ((B337),p. 277334,

Ashton. R. H., Researcth in Audit Decisiom Making: Rationalt;, Evidenes;, and /Wplications.
Research Monograph No. 6, The Canadian Certified! General Accountants Research Foundation
(1983).

Baier, K., From AMovdl PPaimd OVistie\@n®ad. eR aikindoioiteusto6H65).

Bayles, M. D., Professional FHthics? 2dd:éd. Wildsswertih( (3989).

Beach, J., “Codes of Ethics: Court Enforcemantt through Public Policy,” Business & Prgfessional
Ethics Journal (19836) ppp553722.

Beauchamp, T. L. and N. E. Bowie, Ethical Theory cantiBassiness3Rickdd. PReatiieeHAall (2988).

Bedard, J. and M. T. H. Chi, “Expertise in Auditing," Auditing: 4 Jauwnal opfPReactice &hkheory
(forthcomniingy 1992).

Bedard, J., “Expertise in Auditing: Myth or Reality?" Accouniing, Organizations and Soeiety:
(1989). pp. 1L13-131.

Bedard, J., “Expertise and Its Relation to Audit Decision Quality," Contempoiaiy Accounting
Research (1991), ppp. 19882222.

Blum, L. A, “Gilligan and Kohlberg: Implications for Moral Theory," Ethies, Volume 98 (1988),
pp. 472-491.

Bonner, S. E. and N. Pennington, “Cognitive Processes and Knowledge as Determinants of Awdiidor
Expertise,” Journal agfAAcanuntigg Literainre (3991,)pppl 1580.

Bowie, N. E. and R. F. Duska, Business Ethics, 2nd ed., Prentice-Hall (1990).

Bowie, N. E., “Challenging the Egoistic Paradigm," Business Ethies Quarterly ((X89I), mp. 1122.

Colby. A. and L. Kohlberg. The Myteasieenentodhdiaraludiudgment,vok ya@ambGadidhs variversity
Press (1987).

Cohen Commission: Commission on Auditors” Responsibilities, Report;, Conclusitvss, and
Recommendations (1978).

Davis, J. S. and 1. Solomon, “Experience, Expertise, and Expert-Perfioimencse: Research in Public
Accounting,” Journal afiAbconuntigg.Lriterate ¢ 1B pmppl ST606KE4.

Davis, M., “Conflictt of Ihtarest,” Business @nd FRegéassinidlEihi ko douahal 98BB)ppp7-17727.

Davis, M., “The Moral Legislature: Contractualismn without an Archimedean Point,” Ethics (1992),
pp. 303-318.

De Angelo. L. E., “Auditor Independence, 'Low Balling,' and Disclosure Regulation,” Journal «ff
Accounting and Eeonomics (I9BL), mp. 113127

Derry, R., “An Empirical Study of Mozl Reasoning Awmong Managars,” Journal opBiisinaesE Hfeics
(1989), ipp.BBERE2.

Donaldson, T., Corporations cartiMdoaétity Pr&teictcerdtialll $8982).

Downie, R. S., Roles and Values: AdnAntsddunbano Spdooidl/Eihidsidvieiben 10y 1).

Dunfee. T. W., “Business Ethics and Extant Social Contracts,” Business Ethies Quarterly (1991),
pp. 23-52.

Etzioni, A., The Méord|DRiemerisiani chouwvard NeNelfe dneonia)iThelhecElecRredngrIss).

Frank, R. H.. Passions Within Reaasan WV WV NdorderaaddCoampagy( (2888).

Frensch. P. A. and R. J. Sternberg, “Expertise and Intelligent Thinking: When Is It Worse to Know
Better?” In R. J. Sternberg, ed. Advances in the Psychology of Axuman Iintalligence, val. %,
Lawrence Erlbaum Associates (1989), pp. 157-188.

Gaa, J. C., "Moral Autonomy and the Rationality of Science,” Philosophy of SsGienee ((X977), pjp.
513-541.

Gaa, J. C., “User Primacy in Corporate Financial Reporting: A Social Contract Approach,” Thg:
Accounting Review (July 1986), pp. 435-454.

Gaa, J. C., Methodological FboeuddationsofoS:dGtandaiskn Setifoy Ovrietperaiadniiandtapiepesting,
Studies in Accounting Research No. 28. American Accounting Association (1988).

Gaa. J. C., “A Game-Theoretic Analysis of Professiomall Rights and Responsibilities,” Journal aff
Business Ethics (1990). pp. 37-47.

41



Gaa, J. C., “The Expectations Game: Regulation of Auditors by Government and the Professiom,”
Critical FResgpestivesonAaeounting ((X80LD), mp. S8B107.

Gaa, J. C. and C. H. Smith, “Auditors and Deceptive Financial Statements: Assigning
Responsibility and Blame,” Contemporary Accounting Researdh ((Gpiing 19355), gp. 210241

Gibbins, M. and A. K. Mason, Professional Jidggrentn iRikdnaiui &leReportinGatatiadidnsinsti¢usd of
Chartered Accountants (1988).

Gibbins, M., “Propositions about the Psychology of Professionell Judgment in Public Accounting,”
Journal affAkcoauntigoRResaadsi( §Baripgl 1898))pppl AD3-225.

Gilligan, C., In a Differentr Vafoice PHgyehilggicalTAdworyvahdVdlomen'sDBevelopraent H btanrard
University Press (1982).

Gunz, S. and J. McCutcheon, “Some Unresolved Ethical Issues in Auditing,” Journal @ff Brisingss
Ethics (1991), pp. 777-786.

Harsanyi, J. C., Rational Behavior and Bargaining Equilibrium in Games and Social Situations,
Cambridge University Press (1977).

Held, V., Rights and Gaatls: JdugfifinggSoSadiatthotiddniveiviessity OhiClaoRe Rres98a984).

Institute of Civartered Acoourntants of @ntaim(({HD), RutssaTPPafifessianbl otdindy dC ACADEE988)

Internatiomal Federatiom of Accountants (IFAC), “Guideline on Ethics for Professi@inll Ac-
countants,” 1FAC (1990).

Jones, T. M., “Ethical Decision Making by Individuals in Organizations: An Issue-Contingent
Model,” Academy of MAanggereentRReview! ABD] ppB6IHEEERS5.

Keeley, M., A Social-Contract Theeor\n o0 fQuganiziationiy dvat D ddeerPrésesd 98838).

Kohlberg, L., Essays in Moral [Revébppneent, Viodlurae/I11Thd s Reyslaglogy sloMbiabvdlsyelepment,
Harper & Row (1984).

Lampe, J. C. and D. W. Finn, “A Model of Auditors’ Ethical Decision Processes,” Auditirg: A
Journal qff PPaagtieeraddAibeoryS (Ppdeteernt99893pfditheninisg).

Lavin, D., “Perceptions of the Independence of the Auditor,” The Accoumting Meview ({danuaty
1976), pp. 41-50.

Mautz, R. K. and H. A. Sharaf, The Philosophy of Awditing, Avmatican Ageaintiing ASssediaiian
(1961).

McCrae, R. R., “The Definimg Issues Test,” in J. V. Mitchell, Jr., ed. The Nintth Menrial/
Measurements Yéeabbogk ThERE nindvensityf of eiebilaskardressolal. 1985995). 3 %4392442.

Moore, W. E., The Brgtassions:RdletesahiifResleR uRkedeth Sadéobadadation 4107.0).

Nielsen, K., “Moral Expertise,” Midwestern JdontahbfathRbilgsbpliyI18Y.8)p pp5-3545.

Noreen, E., “The Economics of Ethics: A New Perspective on Agency Theory,"” Accounting,
Organizations @nt Ssodéety( (9883) ppp 33993869.

Ponemon, L. and D. R. L. Gabhart, “Auditor Independence Judgments: A Cognitive-Developmental
Model and Experimental Evidence,” Contemporary Accauning Researdh (fFadll 193809), mp. 2272
251.

Ponemon, L. A. and A. Glazer, “Accounting Education and Ethical Development: The Influefce of
Liberal Learning on Students and Alumni in Accounting Practice,” Issues in Accounting
Education (ffzdll | 2980),pipp. 1 9952068.

Ponemon, L., “Ethical Judgments in Accounting: A Cognitive-Developmeniall Perspective,” Critical
Perspectives on Accounting (1990), pp. 191-215.

Ponemon, L. A, “Ethical Reasoning and Selection-Socializatiom in Accounting,” Accointing,
Organizations and Sseciety({deriteconiing, 19927).

Ponemon, L. A., “Can Ethics be Taught in Accounting?" Unpublished, Babson College (1992).

Rest, J. R., Development in Judging Mdeaalsdasupt/nbirbsergitf MiddesoesdacRecss 970979).

Rest, J. R., “A Psychologist Looks at the Teaching of Ethics,” Hastings (GeinéerRgport( (1339), ppr.
29-36.

Rest, J. R., Moral IReeébppreent AlltdeanessriRResaarbtuadd Aidwor\Prigen et 3686).

Rest, J. R,, “Can Ethics Be Taught in Professiamall Schools? The Psychological Research,” Ethics
Easier Said THaanDooeecThéd dasphbsorinsiitiietd (938R)ppp2 2266.

Ruland, R. G.,"Duty, Obligation, and Responsibility in Accounting Policy Making,” Journal of
Accounting and Putlic Policy ((1984), mp. 223-237.

Ruland, R. G., “The Pragmatic and Ethical Distinctions Between Two Approaches to Accounting
Policy Making,” Journal affA&coauntiggrand® ibhitidi ®HaticySSpniad 9889 pms BB @O0.

Ruland, R. G. and C. K. Lindblom, “Ethics and Disclosure: An Analysis of Conflicting Duties,”
Critical FResgectivasiindaenuing ((eptentast, 1 9992), mp. 22892772,

Sen, A. K. and B. Williams, Utilitarianism aaddBeyeddC abnitgegl tiveversitPrBseqd §83232).

Sen, A. K., On Ethics and Exonomics, Biasil Blackwell (1987).

Shaub, M. K.,"An Analysis of Factors Affecting: the Moral Reasoning of Auditors and Auditing

42



Students,” Unpublished, The University of Nighraska ([1992).

Shaub, M. K.. D. W. Finn and P. Munter, “The Effectss of Auditors’ Ethical Orientatiom on
Commitment and Ethical Sensitivity,” Unpublished, The University of Nistraska ((1992).

Simunic, D. A,, “Auditing, Consulting, and Auditor Independence,” Journal! of Aacounting
Research (Fall 1984), pp. 679-702.

Singer, P., “Moral Experts,” Analysis (1972), pp. 115-117.

Szabados, B., “On ‘Moral Expertise’,"” Canadian JdourrdlofoPRhitogdhyl 9T858pppp.1 1172929.

Trevino, L. K. and S. A. Youngblood, “Bad Apples in Bad Barrels: A Causal Analysis of Ethical
Decision-Making Behavior,” Journal «ffApppkddPPsykhilggy | 890 pp B R-8&B5.

Trevino. L. K., “Ethical Decision Making in Organizations: A Person-Situation Interactionist
Model,” Academy of MdanggemenRRéxieil (EEB6 hpH 08061617

Weber, J., “Adapting Kohlberg to Enhance the Assessment of Manager's Moral Reasoning,”
Business Ethies Quarterly ((198BID), mp. 223318,

White, T. 1., “Business, Ethics”, and Carol Gilligan's “Two Voices,” Business Ethics Quarteniy
(1992). pp. 51-61.

Williams, B., Ethics and rthe Limnits of PRiVdespplvy HdavaaddUdineessityPReess (9883).

43



	Auditor's role: The philosophy and psychology of independence and objectivity
	Recommended Citation

	tmp.1562610965.pdf.DUO3I

