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ABSTRACT

This research investigates the effects of applying matgriahder workload compression
demands, on the quality of audited financial statements. Caringinterviews and
distributing questionnaires to the audit staff, research found thatappt of materiality
under workload compression conditions is literal and audits are of Iquality when
compared to audits performed under non-workload compression conditions. Evideice w
also found indicating that workload compression promotes auditors to emgagduced
audit quality acts. Thus, auditors do not adjust audit stubbornness wpititirés identified
misstatements in workload compressed firms. The research isjof oontribution as it
represents one of the few attempts to investigate the etieeterkload compression and
materiality application from a pragmatic perspective and besidegy junior auditors as
subjects, audit seniors were also included in the same manner olaepprs well as
interviewing managers. Since eventual review process (qualityotaftecks) to an audit
take place at the later stages of the audit after workagers and other necessary
documentation are reviewed by senior auditors and managers, thispstwitles evidence
that workload compression affects audit quality across all lefellse audit firm staff. The
findings of this study draw attention for the need of espousing remndatat would evenly
spread auditors’ workloads year wide. For example, innovative palitgdd be set in order
to limit the number of firms with a December fiscal year-date or increase the proportion
of procedures that auditors are sanctioned to perform beforalirgggand accepting account
balances as immaterial. This could be implemented in an atterhrmonize discharge of
professional judgment in the determination of materiality thresholds.
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CHAPTER 1

INTRODUCTION

1.1 INTRODUCTION
This chapter is set out to delineate the background of the ressacdy and description of

how the research was carried out. It defines the problems &éhahahe ground which have
always been the source of effort for the researcher to furtpéare how these have imparted
on the quality of audit work. Thereafter the statement of hypotied@mulated and it's
development. The objectives of the study are lined out with the deequirements of ISAs.
Possible research questions for the research are also highliglhde@dng the objective of
the study. This chapter also identifies the beneficiariehefproject as well as limitations
encountered in completing of the research. Delimitation of the studydefinition of terms,
which are constantly used in the research, closes up this chapter.

1.2 BACKGROUND OF THE PROBLEM
This study investigates the effects of applying materialitgler workload compression

demands towards the quality of audited financial statements.enRéogh profile audit
disappointments have highlighted the auditors’ failure to notice sorteziahanisstatements

in the financial reporting process. The research has acknowl¢dgedudits performed
under workload compression conditions are likely to be of lower audit yuahien
compared to audits performed under non-workload compression condiflomgesults of

this study are focused on demonstrating the importance of adopting measures that would help
to keep auditors’ workloads evenly and bearable throughout the year and smoothening

professional judgement is setting out materiality levels.

Workload compression (WLC) which is well known by auditors as blsy season,” occurs
as a result of most companies having their fiscal yearseaignth the calendar year. The
busy season is plagued with long working hours (usually overtime), dximauend budget

constraints which are demanding. DeAngelo defengdit quality as the probability that the
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auditor will both discover and report a breach in the client's acocmustystem[IAASB
Handbook on Audit Quality, 2011]Tight time budgets constraints and fatigue are ordinary
circumstances in workload compressed audits which can decreasesaaghtibude to either
detect or report any existing exceptions. As per discussion witbfdhe senior managers of
Deloitte Zimbabwe, it was highlighted that WLC is at itsgeamainly when performing
group audits and ISA600 was confirmed to be one of the most contribwtimiasts ever set

in assisting group audits.

This study represents one of the few attempts in investigétmgnutual applicability of
materiality under workload compression on audit quality, from a pragnpatispective.
Previous experimental studies have shown that auditor burnout and budgetirdsnstay
lead auditors to perform lower quality audjtSoram et al., 2011] In contrast to a
behavioural study, the focus of this study will be on the effect of WLC and niaigr on
overall audit quality. It is evidently clear that workload comspren affects audit quality

across all levels of the audit firm staff.

Audit risk assessment (ISA 315 paragraph 5-10) requires extensvefusrofessional
judgement (judgment and estimation) which is subject unto variaoge gerson to person
and includes a higher degree of subjectivity. This creates an opppriiniauditors to
manipulate materiality levels and thus affect audit qualipnsistent with previous literature,
materiality and workload compression (indicates of audit riskJuaed in this study to draw
inferences about audit quality.
BACKGROUND AND HYPOTHESIS DEVELOPMENT

Workload Compression and Audit Quality

Figure 1.1: Distribution of Fiscal Year-Ends for All Deloitte Clients (Year 2612013)

61.35%
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Source: Deloitte all year master planning
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The majority of domestic companies have their fiscal year ends around December 31,
and thus create the busy season. As shown in figure 1.1 &i1088% of all Deloitte clients
fall within the December year-end date. The elevated contientaf companies with fiscal
years ends in December imposes a significant burden on auditors theifigst quarter of
each calendar year. There is anecdotal evidence which indidateshe concentrated
demands of the busy season can reduce employee performanéeg@sutiw morale. The
effect might be more intense on the lower level inexperienced @adis and may increase
with seniority.

Other investigational evidence from various authors signifies theesaof time budget
pressures that lead auditors to engage in dysfunctional behaviopesferm substandard
audit work. In some cases evidence indicated that budget (time ahd¢mustraints are one

of the major drivers of premature sign-di@oram et al., 2011]

Concerns about audit quality affect various stakeholders groups. Foncest@OSO
(Committee of Sponsoring Organizations of the Treadway Comm)ssoently issued a
report that identifies contributory factors which may lead to phdimeyicial reporting. In
this report it was stated that accounting firms should recogmue cantrol individual
pressures that may potentially reduce audit quality. Tightrigmdl reporting deadlines are

identified as one of these pressures. The report states that:

“... (Firms should) relieve deadline pressures that may premat@mtourage
auditors to quit pursing identified problems. These pressures atieulaaly
burdensome because activities that result in fraudulent finangiaitireg typically

occur towards end of the reporting period.” (p. 56)

Materiality and Audit Quality

Materiality (ISA320 & 450) is one of the basic and paramount conaepisditing. Auditing

and Assurance Standard (AAS) (hitherto known as Standard AuditingcBsa(3APS))-13,
“Audit Materiality”, establishes principles of concept and @ktionship with audit risk as
well as AAS-6 (Revised), “Risk Assessments and Internal Gdntvhich provides guidance
and establishes fundamentals on the procedures to be followed in ordétato an

understanding of the accounting and internal control systems, and aldianmd its

components.
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The true and fair presentation of the financial statementspisndent upon the materiality
concept and this could be traced to the closures of the audit repogrokiem is that ‘what
may be material in one situation may not be so in another. Themds&on and

consideration of materiality is centred of professional judgenseentefl as experience of the
auditor. There are number of matters that need to be consideredtsaeash a proper
decision on materiality. But, however, there are no sets of rulgsescriptions that may be
considered and applied consistently to decide on materiality irirglimstances. The
standards only provide guidance and allot all other considerations icusttedian of the

auditor.

It is clear that although considerable importance is attached tlitatjue aspects of
materiality, professional judgment is applied to establish quawtitenateriality thresholds.
Since materiality may vary from circumstance to circumsta there is lack of uniformity
with various materiality thresholds applied in practice and whatbeedeviance may be, the

auditor will be ready to justify.

More to the aforementioned, materiality is a term often used s$oride the auditor’s
responsibility attached to audited financial statements to #émergl public. Significant
determinant of audit effort which relates to the level of precisonsidered tolerable in the
preparation of financial statements ensures that auditors giugeaamd fair view of an
entity’s financial situation. In recent financial turmoil, doubt basn cast upon integrity in
the auditing profession. Such precedents as well as increasimjicaiions intrinsic to the
auditing profession are directing to the redefinition of the impoetarianateriality in audit
process. Significant requirement is being felt to define/exjatiee concept in a way that
satisfies all stakeholders who are increasingly demanding assurance gimvaleditors.

The ISA 320 indicates that the concept of materiality is used bgiamming and performing
the audit and in evaluating the effect of identified misstatements dimaneial statements.
This pose a query when one is under workload compression whether the i@vahiat
identified risks will be evaluated ioontext or in content The notion that is common to
many is that materiality is the magnitude of an omission isstatement that would affect
reasonable users’ decisions. Arguably, Brady Vor[2888] pointed out that materiality is
not simply a calculation, but a reflection of what will versus wiidt not affect the

judgments of well-informed investors.
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Since the auditors’ responsibility is to keep the audit risknasicceptably low level, AAS-2,
“Objective and Scope of the Audit of Financial Statements’estiitat due to the test nature
and other inherent limitations of an audit, together with the inheraitations of any system
of internal control, there is an unavoidable risk that some mateisatatements may remain
undiscovered. According to AAS-13, “Audit Materiality”, there is awerse relationship
between materiality and the degree of audit risk, that is, tifteehihe materiality level, the

lower the audit risk and vice versa.

1.3 STATEMENT OF THE PROBLEM
There is an inherent challenge to auditing firms of clusterinfisoél year ends of their

clients which can’t be addressed by employing more than enoughcter#ig, supervisors
and managers but rather to bear the burden with the availablgtga@éthout sparing any,
workload compression mounts and since the work is done on a samplediagisateriality
levels, there is likelihood of compromise in the audit quality astisehigher probability of

some errors and misstatements going undetected by an “overwhelmedt.audit

1.4 MAIN RESEARCH QUESTION

The main research questions the effects of workload compresstmateriality to audit

guality, the enhancement of audit risk by the combination of the two.

1.5 SUB-RESEARCH QUESTIONS
a) What is workload compression (WLC) and materiality?

b) What is the relationship between workload compression and materiality?
c) To what extent does WLC and Materiality affect audit quality?

d) Does materiality assessment and implementation under WLC condiffecsive to

address audit risk, if so to what extend?

e) Are audits performed under WLC conditions in context or content iaghécation
of materiality and to what extent do they attend to the issues of audit risk?

f) What measures are available to bear with pressure and adh#te poinciples’

context, and ensuring effective audit quality?
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1.6 RESEARCH OBJECTIVES
a) To counter the compromised quality of audits performed under WLC.

b) To provide guidance on contextual audit performance by external audéspite the

conditions.
c) Assess the extent of the meaning attached to materiality and its applicat

d) To evaluate the proficiency of auditors to gather sufficient appropriate audit

evidence when WLC strikes (chiefly auditors’ independence).

e) To establish through questionnaires and interviews the effects dimgounder

pressure.

f) To establish the extent to which the procedure of determining eialsl is being

complied with and maintained throughout the audit despite the circumstances.

g) To give recommendations on improving the effectiveness and appiicaf

materiality by external auditors under workload compression conditions.

1.7 SIGNIFICANCE OF THE STUDY

To the researcher

This study will help the researcher to fulfil the requiremerithis Bachelor of Commerce
Honours Degree in Accounting. It will also help the researcharake an assessment on the
relevance of the theoretical academic knowledge gained for stefqa years and how

applicable is it to the practical world.

To the university

This dissertation will be added to the university’s library anee gstudents an in-depth
knowledge on the best way to sustain sufficient audit quality by prioggementation of
audit materiality despite the circumstances.

To the firm

The study will help the firm to adopt measures of countering tbblgms identified and
exercise caution in the indirect limitations of quality audit evageas well as giving the

correct opinion.
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1.8 DELIMITATION OF THE STUDY
This study is limited to Deloitte Zimbabwe Chartered Accoustéeiad office in Harare. It

specifically investigates the effects of workload compression &ed application of
materiality under such conditions, and the causes thereof. It will eoxkt experiences not
later than 2013.

1.9 LIMITATIONS
Financial — funds for phone calls when communicating with the firntrandportation to the

firm as well as its various clients. This limitation wasuctered by the use of internet to

communicate with the firm.

Accessibility — auditors frequently work out of the office andaswhallenging to get access
to them. This will was countered by the use of internet as hilagg access to the client’s

internet and scheduling of meetings.

By the time the field data collection was performed, sombeoftditors were on study leave
preparing for their CTA exams. This confined the respondent swieatily to those who
were available. However effort was made to get to those whoamestudy leave and some

responses were received from these subjects.

Time —the study was done during the university semester the@farkability of time to
work on the research was limited. To counter this, the reseahelitmade use of the

vacation, semester break and weekends to work on this research.

Reliable information — information required is mostly sensitive modt of the respondents
were likely to misappropriate the objective of the research amaddwnot respond with
relevance. However the researcher had made every effort esexpe confidentiality of the

information and that it will be solely limited to academic purposes.

1.10 DEFINITION OF TERMS

* Auditrisk is risk that the auditor gives an inappropriate audit opinion when the financial
statements are materially misstated. Audit risk has three componentsnirins,
control risk and detection risk.

* Inherent risk is the susceptibility of an account balance or class of ttdora to

misstatement that could be material, either individually or whggregated with
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misstatements in other balances or classes, assuming tleaivérer no related internal
controls.

» Control risk is the risk that a misstatement, which could occur in an accolamiceaor
class of transactions and that could be material, either individoaNyhen aggregated
with misstatements in other balances or classes, will not deemed or detected and
corrected on a timely basis by the accounting and internal control systems.

» Detection risk is the risk that an auditor’s substantive procedures will not tdetec
misstatement that exists in an account balance or classnsattaons that could be
material, either individually or when aggregated with misstatésni@ other balances or

classes.

1.11 CHAPTER SUMMARY
This chapter gives a brief summary of the anticipated studydafidition of terms. This

research will be of use to various people and organisations. Aftechster, literature

review of all the research objective areas follows.
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CHAPTER 2

LITERATURE REVIEW

2.1 INTRODUCTION

Literature review is a critical and an evaluative sumnadthe themes, issues and arguments
of a specific clearly defined research topic, obtained from theghll (and unpublished)
literature. It is very important to the researcher since feignit research cannot be performed

without initial understanding of the literature related to research problem.

This chapter aspire to review the literature that is releva the research problem. It
critically analyses the application of materiality under coodg of workload compression
and how audit quality is compromised. The literature review is ase guide into gaining
insights on the aspects of the research questions and objectivestsanasstigate the

research problem.

2.2 PREAMBLE
Auditing Standard 8 (AS-8) states that, ‘the objective of the auditorconduct the audit of

financial statements in a manner that reduces audit risk t@@opiately low level.” It
further express that reasonable assurance is obtained by reduaiig risk to an
appropriately low level through applying due professional ¢acyding obtaining sufficient

appropriate audit evidence.

In an audit of financial statements, audit risk is the risk that duditor expresses an
inappropriate audit opinion when the financial statements areialgtenisstated (being that
the financial statements are not presented fairly in confprwiih the applicable financial
reporting framework). It is a function of material misstateteeand detection risk. The risk
of material misstatement refers to the risk that the fiahnstatements are materially
misstated, and AS-12 indicates that the auditor should assessskise of material

misstatements at two levels: (1) at the financial statement leveRpatigssertion level.
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Risks of material misstatement at the financial statertev@ relate pervasively to the
financial statements as a whole and potentially affect masgriions. Risks of material
misstatement at the financial statement level may be iefigelevant to the auditor's
consideration of the risk of material misstatement due to ffamdexample, an ineffective
control environment, a lack of sufficient capital to continue operatiand, declining
conditions affecting the company's industry might create pressuregppmrtunities for
management to manipulate the financial statements, leadinggk@rhrisk of material

misstatement.

Risk of material misstatement at the assertion level cenefsthe following components:
Inherent risk, Control riskand Detection risk Audit risk is a function of the risk that the
financial statements prepared by management are migteniaistated (inherent and control

risks) and the risk that the auditor will not detect such material misstattétetection risk).

Among the three components, only detection risk is controlled byutthigoa[Jackson and
Stent, 201Q] In an audit of financial statementietection risk is the risk that the procedures
performed by the auditor will not detect a misstatement thatseand that could be material,
individually or in combination with other misstatements. Detectisk ig affected by (1) the
effectiveness of the substantive procedures and (2) their applidatishe auditor. The
auditor uses the assessed risk of material misstatemenietonoet the appropriate level of
detection risk for a financial statement assertion. The higher risk of material
misstatement, the lower the level of detection risk needs o txe@ler to reduce audit risk to
an appropriately low levgAS-8].

According to the Deloitte key risk guide templfpage 1, cell C5] it is given that business
risk is broader than the risk of material misstatement ofitfaadial statements. While most
business risks eventually have financial consequences and, therafeféec the financial
statements, not all business risks give rise to risks of mlateisstatement of the financial
statements. A broad understanding of management’'s key objectigiestrategies and the
& ISA 315.32] This allusion recognises the importance and relevance of theoraudit
lessening audit risk by working comprehensively in order to minithiseoverall audit risk.
‘We should identify and assess the risks of material misstateat the financial statement

level, and at the potential-error level for account balances and disclosures.’
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“As part of this risk assessment, we should determine whidteaftks identified are, in our
judgment, risks that require special audit consideration (such risldetined as “significant
risks”, ISA 315.100 & ISA 315.108) .Significant risk is a risk that rezpiispecial audit
consideration. Significant risks are ordinarily identified throtlghperformance of our risk
assessment procedures, but could be identified at any stage duricgutie of our audit
engagement from our engagement acceptance/continuance decision up to the datedif our

report. Significant risks can be either pervasive risks or specific riflage 1, cell C6]

2.3 AUDIT RISK AND MATERIALITY
Materiality is a matter of professional judgement and is infledrxy the auditor's awareness

of the needs of those who will rely on the financial statem&hiss its recognition is closely
linked to the concept of audit risk in determining the procedures, aasviel evaluating the
results of audit procedures in forming an opinion on the financialnstats as a whole
[Arens, Elder and Beasley 2018f which dependability on the audit opinion is based upon
audit quality.

Whenever a risk assessment is performed, materiality musorsdered. If an account
balance heading of class of transactioimmaterial then it cannot attract any audit risk since
by definition audit risk is defined as ‘the risk that the auditor expresses an inappropriate
audit opinion when the financial statements mn@erially misstated’[Jackson and Stent,
2010]. However on the contrary Arens, Elder and Bea@8%2] emphasised that the auditor
should pay careful consideration when determining what informationaterial and not
since materiality is designed in the context of the user not igrepgeuditors, therefore, must
have knowledge of who are to be likely users of their client®stants and the decisions
needed to be reached. For example, if the auditor knows that the financial stat@meo be
used for an acquisition decision, the amount that the auditor considezgamaill be
different compared to a similar audit with a different use mdiricial statements. In practise
auditors do not really know who the users are or what decisiondevithade. However
emphasis is supposed to be placed on the users’ point of view, not on act®wrtant

manager’s point of viejLouwers, Ramsay, Sinason, Strawser, Thibodeau 2011].

ISA 320 emphasises that materiality judgments affect theeaiaring and extent of audit
procedures. Hence the lower the materiality levels set,rdetay the scope of the audit and

vice versa.
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Declaration that an immaterial account balance heading & ofasansaction doesn't attract
audit risk (by Jackson and Stent 2010) isn’'t so consistent with thetHat auditors’
consideration of materiality is a matter of professional juddnaad is influenced by the
auditor's perception of the needs of users of financial statenTdrdsperceived needs of
users are recognised in the discussion of materiality in Hadakocounting Standards Board
(FASB) Statement of Financial Accounting Concepts No. 2, whiihetemateriality as "the
magnitude of an omission or misstatement of accounting informationithéte light of
surrounding circumstancgMarx B et al, 2011] makes it probable that the judgment of a
reasonable person relying on the information would have been changédiemced by the
omission or misstatement.” That discussion recognises that atigtgtidgments are made in
light of surrounding circumstances and necessarily involve both quimetitatd qualitative
considerations. More so there is likelihood of omission of some vit@innation since audits
are based on samples which results in ‘alpha of beta riskickPand Esch2012] also laid
emphasis with the same notion that materiality judgementsma@e in the light of
surrounding circumstances, and are influenced by the size or natheeroisstatements or a

combination of the two.

The Deloitte guide onDetermining Materiality and Performance Materialityeleased-
March 2012 also holds the same impression that materiality jusgermes made in light of
surrounding circumstances, and are affected by the size or nétarenisstatement, or a
combination of both. Judgments about matters that are material ® afsthe financial
statements are based on a consideration of the common financialatir needs of users
as a group. The possible effect of misstatements on specificdingli users, whose needs

may vary widely, is not considered.

Consequently, research has found that materiality thresholds shoulddoedmag/hat will
affect financial statement users’ decisions and not upon preparmbigary assessments.
These decisions should be based both on quantitative and as well ag)(oraiglalitative
factors.For example even a small amount of fraud committed by company managers would
likely be considered to be highly material to financial statérasers, if they need to assess

management’s integrity to which assets would have been entrusted.

Staff Accounting Bulletin No. 99, Materiality, represents a testant of existing concepts
of materiality contained in the accounting and auditing literatagticularly, companies and
their auditors are warned not to rely exclusively on quantitativehpesuiks to determine
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whether an item is material to the financial statementStatement of Auditing Standards
(SAS) No. 47, as that document is amended by SAS No. 82, the Accoutainttasls Board
had already reached the conclusion ftipadlitative considerations (not just a quantitative
threshold) are important in concluding whether financial statement aessents are
material Therefore, it would seem that determining whether items, gvant transactions
are material to financial statements never should have been liapdyg @an a "bright- line"
guantitative (amount or percentage) materiality threshold. ICAEWO study manualhlso
has the same view with regards to the application of materidlgyated that “it must not be

simply thought of materiality being a percentage of items in the finlsstei@ments”

“As part of establishing the overall audit strategy, we ageired to determine materiality
for the financial statements as a whole. Materiality is idemed in terms of the smallest
aggregate level of misstatements that could be considered rnatergany one of the
statements that comprise the financial statements. We do abtigstseparate materiality
amounts to individual statements that comprise the financial statemDetermining
materiality involves the exercise of Professional Judgmens. hiot a mechanical exercise
without the appropriate consideration of the facts and circumstanoesirsding the audit

engagement,[Deloitte Audit Approach Manual, topic 2210].

2.4 MATERIALITY AND THE AUDIT APPROACH
According to the Deloitte audit approach manual, the firm useskébased audit approach

which it adopted in 2010 after the revision and advancements in audéampsds. ISA 315
& ISA 330 are auditing standards that specifically set out gheb@ased audit approach, with
other auditing standards containing specific risk-related principles andduwes appropriate
to their subject matter.

Basically the premise of risk-based auditing is that auditors dlumyote more resources to
accounts that are highly likely to be misstated and fewer res®to those that are less likely
to be misstatefKnechel 2009 and other various autharsfuch an approach is expected to
lead to more effective and efficient audBCAOB 2010] This has led to reassessment of
audit fundamentals: ‘Do we need to do all this work? What aregk&? which is evidence
enough to prove that audit effectiveness is being questioned. Effexgts/ean be defined as
an assessment of whether the auditor's approach is achieving itsiv@bj@s opposed to
efficiency, which relates inputs to outputs). Hence ‘audit effectivelhessimes a question in
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the view of the auditor whether something really need to be done intord@mulate an
audit opinion, whereas it could be audit efficiency which is about whetheexisting
procedure can be done in a better cost effective mgiMiehael and Stuart].However,
Kinney; O’'Donnell and Schult32012] argued that if auditors do not accurately assess
misstatement risk at the account level, audit resources withisallocated, resulting in
multitude of undetected misstatements.

There is also risk of incorrect rejection of the population (affgha and the risk of incorrect
acceptance (beta risk) and hence result in wrong directional auditing

This then creates a breach between the risk-based audit approatie amgplication of
materiality. As can be seen from another case with referenmateriality where theoying
accounting graduate on his first audit engagemeafter checking everything, his supervisor
commented on his work; “you will be a good accountant, but not a profitabteiatant!”

since then this young accountant learnt this important concept of materiality

The Deloitte Key Risk Guide stated that, “as part of thishas&ed audit approach we find it
more effective and efficient to focus on those areas which are more riskyeaefibte have a
greater possibility of being materially misstated as opposed to thosendrieh are less risky
and are less likely to be materially misstated. Our riglethaudit approach also requires us
to design and perform further audit procedures to respond to thessedsssks of material

misstatement[Page 1, cell C4]

Though materiality is used as a benchmark, it's required thatididil balances be equally
scrutinised as they may be solely qualitatively mat§8AIS No. 82fnd yet at the same time
the audit approach emphasises focus on more risky balances. In ealsielscrutiny goes
beyond a general understanding of the minor balances which would have beed tiedm®
less risk and hence, attract no audit risk as Jackson and &t&ditputs it This then modifies

conflict between materiality contextual (effective) application andieffcy (content).

Newman, Patterson and Smith once noted that auditors might wromsglysasisstatement
risks by focusing on noticeable non-strategic risk factors tidhtate certain accounts are
likely, and others are unlikely, to be misstated and, by failingpjreciate the attendant
implications for unobservable strategic risks that arise whemdiakreporting managers

anticipate that auditors will allocate resources based on thosstnabegic risk factors. By
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fixating on non-strategic risk factors and by allocating ressueccordingly, auditors could

actually create opportunities for fraud among the presumably low-risk accounts

As can be seen in the case of HealthSouth (an international lvawehat management was
able to conceal $1,4 billion accounting fraud because it broke it intéesmices of $500 to
$4,999. This is because the auditors were examining all expenses above B$000.
capitalising the transactions (and depreciating them oveng period of time) rather than
expensing them in the current year, HealthSouth was able toicaguly report higher net
income for the current year, Sour¢@n Accountant tried in Vain to ExposéealthSouth
Fraud, Ex-Employee Took His Case to Auditors, Then Internet -- But ConNeé&he “A
wall street journal] Materiality isn't a matter of figures when it comes o¢btaining

reasonable assurance.

The audit report clearly states in bold that the audit is peddrio obtain reasonable
assuranceabout whether the financial statementsfege of material misstatements This
closure serves to inform stakeholders the responsibility of theoesidowards the opinion
they give and that the opinion is limited twaterial financial information However quoting
Maxwell Spencer’s popular phrase (was a senior partner inrfmsmMino always attend firm’s
annual training session for newly hired auditors. He always made mention ifithse as he
closes the session at the end of the day), “........... And materialitgtRiAg that would have
indicated a problem is material to you,” can give another insighiieédnterpretation that
many give to mean materialipprens, Elder and Beasley 2012]

2.5 AUDIT QUALITY

“Auditors are important ‘gatekeepers’ in our financial systé@ihe quality of an audit
supports high quality financial reports, informed investors and marketdeané.” [ASIC
Audit inspection program report for 2011-12, para-5.pg-10, Report JI$ avowal serves
to acknowledge the role of external auditors as well as thetance of audit quality. Since
there is an unavoidable risk that some material misstatements may rewhacouered by an
audit due to the test nature and inherent limitations of an audit,cuadity has been a major
area of concern in all the previous years and will continue to bepaohg this research as
well. AAS-13 indicates that there exists an inverse relatiortstiyween materiality and the
level of audit risk, which incorporates in materiality to be onehef major contributing

concepts when assessing audit quality.
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Audit quality is defined as the probability that the auditod Wwidth discover and report a
breach in the client's accounting system. Lopez Acevi@fiil] suggested that the
assessment of audit quality needs to focus more on an individual Hather than the
entire firm level, because most of audit decisions wai$pect to a particular client and
circumstance are made by an individual during the performanes @udit. There is
anecdotal evidence on the collapse of Enron (an internatia®g oahich was audited
by the Huston office of Arthur Andersen, is a good exangplethe importance of
individual-level audit quality. Choi and Doogf011] report that there was significant
difference in the audit quality, measured by the magndatidenormal accruals and the
tendency of auditors to issue going-concern audit opinion, betweeni¢nés abf Arthur

Andersen and those of other large auditors. This suggests thatagdludit related to Enron
could be an isolated case restricted to the Huston office of Enrortheantire Arthur

Andersen.

Figure 2.1 Deloitte Quality Evaluation Review Process
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Source: Deloitte Quality Evaluation Review for Audits of Financial Statements Guide
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The above Deloitte Quality Evaluation Review (QER) is a prodesgyned to provide an
objective evaluation, on or before the date of the auditor’s report, of the cagnifudgments
the engagement team made and the conclusions it reached in forgutiiatauditor’s report.
This guide was developed to assist Quality Evaluation Revievi@ER (Reviewers) in
performing effective reviews of audits. The review assumestlieateam makes significant
judgements after attending to significant matters arising smnificant risks. Though this
assumption is relevant in line with the audit approach used, itssass@sis based on
professional judgement, which in earlier literature have bed¢iged to be vulnerable to

manipulation when the auditor is working under workload compression conditions.

Audit Quality and Workload Compression

This study seeks to evaluate audit quality by going through ‘be¢handudit veil,” an actual
survey of auditors based on their experiences and observations. Thuslthis ased more
on a pragmatic approach. Aiming to reveal what the auditor doediamtally in order to
counter challenges faced; research has found that quality &f deore by auditors under
workload compression conditions is questionable. Primarily becausaeobtidget pressure,
it is suggested that the level of time budget pressure impadise propensity to lessening
audit quality. Evidently to this, these authors (from ancient resea to date) has also
confirmed that workload compression has resulted in premature sgyofofforking papers
as an indication of reduced audit qual[tyoram et al., 2011].Such practices usually
manifest when the auditor has made shortcuts in order to limit/avomgplications in the
work that he/she is supposed to do, for example, excluding awkwand ftom the sample,
accepting suspicious audit findings and not testing all the itethe sampl¢Paul Coram et
al. 2009].

2.6 WORKLOAD COMPRESSION

In line with the research, workload compression can be expressed as the imcdeas#y of
the work one has to do in a specified time. It is charactefigefatigue and tight time
budgets, tight reporting deadlines which decreases auditors’ gapaaither discover or
report any existing exceptiofisopez-Acevedo 2011]t was emphasised that the endeavour
of meeting tight deadlines have influenced reduced audit quahgvours. Time budget
pressure has also been found to be in positive association with dedudéd quality

behaviours.
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From ancient to date, several studies such as Coram has tgtieedact that seniors are the
major victims to resort into reduced audit quality behaviours due ttictanfefficiency, i.e.,
‘Cost v. Quality.” They are reluctant to ask for an additional buddpetn they are faced with
time budget pressure and actually discharge some of theis auitleout charging for them.
In the same research Kelley and Margheim found evidence imdjcahiat auditors
underreport audit hours and engage in other audit quality reductiomlaets under audit
time pressure. This is also consistent with the researchsrnalb®ns from practical
experiences when auditors can even do extra work after working abbome. They usually

refer to such a scenario as ‘fire fighting.’

As can be seen froffigure 1 on page ,2he majority of Deloitte clients close off their fiscal
year around December 31, beirgfl.35% of the Deloitte clientele base. The high
concentration of companies with fiscal years ending in Decembgosies a significant
burden on auditors during the first calendar quarter of each yeaaRlesnterviews held at
the firm confirmed that this period is infested with long workingrepfatigue and tight
reporting periods. This is basically massive when performing grouwitsa Kelley and
Margheim identified premature sign-offs, phony client documenteweyireductions in the
amount of work performed to unreasonable levels, and the acceptanaeselesg client
explanations on identified matters. There, also exists an idvegtationship between time
budget pressures and the aforementioned dysfunctional behaviours. , Tineatier amounts
of pressure result in increased dysfunctional behaviour until a gaieached when the time
budget is simply unattainable and auditors do not feel any enthusiasriically analyse

information they are given by the client, but rather target to finish the work.

Coram carried out a similar study where they examined thegtigtdts of time pressure and
risk of misstatement on auditors’ susceptibility to deliver substdradadit work. In contrast

to previous research, they took into consideration the auditor’'s reaotite possibility of
misstatement. They found evidertbat auditors appear to accept doubtful audit evidence in
the presence of time budget pressures, regardless of the |levisstdtement risk. However,
subjects only shorten the number of items in a sample when time lprdgstire is high and
risk of misstatement is low. Knechel and Payne found thatuthi¢ r@ports of busy season
year-end companies are dated on average of 17.34 days later thaafthosebusy season
year-end companies. This result provides some evidence that WAr@sadleceive divided

attention, and thus additional days are necessary to complete bssy aedits. The effects
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of WLC will cause burnout and time budget constraints leading auddaeagage in audit

quality reduction acts.

Consistently, The Audit Effectiveness of the Public Oversight @oaported a very similar
view as that which was formerly issued by COSO (refgraige 3, chapter 1). In its report it
stated that: “... [Time] pressures can create an environmentichvaudit quality might be
compromised if engagement team members, at any level, peiteiveheir individual
performance is measured primarily by meeting time deadéindsbudget estimates. These
threats to audit quality frequently appear at or near the completithe engagement in the
form of client pressures on the engagement team to ‘finalizauti¢ and hurry the issue-

resolution process” (page 105)

2.7 WORKLOAD COMPRESSION AND MATERIALITY

After having critically reviewed how the degree of audit risknfianced by the application
of materiality and effects of workload compression towards audlitgjuane might be left

with a question as to how these two concepts relate in compromising audit quality.

Taking into account the emphasis made by ISA 320 that matefjadigments affect the
nature, timing and extent of audit procedures, there is likelihoodt et be manipulated to
limit the amount of work to be done when one is workload compressed. tBatrthere is an
inverse relationship between materiality and the degree of &ldithe lower the audit risk

assessed is, the higher the aggregate materiality figure.

Practical research observations and analysis (at Deloitteqlba provided evidence of the
existence of misstatements that were discovered by suaeaslits but relate to previous
periods. Instead of them being reported and corrected when they sewealed, they were
left uncorrected as the auditor deemed them as immaterial. tdlatecorrection of these
errors was perceived to have compromised the tight deadlines anthehatiditor was
overwhelmed with work in which he/she chose to regard those meis&ats as immaterial.
By disregarding these misstatements the auditor would make effery to avoid their
discovery upon review by other senior auditors. They were only cairantéreported when
there was a change in the audit manager who would entirelgelie audit team and has a
different style of reviewing work altogether. Such practice is prté¢d by ethical standards
and conduct behaviour; however they became intentional only becaumaditer was trying

to be efficient in the discharge of duty.
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Prior research suggests that, when under greater externslingege.g., budget pressure),
auditors are more likely to reduce effort for low risk tasks tfea high risk tasks and find
opportunity for efficiencies (Houston 2013). Thus, risk and workload presswe ha
synergistic effect on reviewer's judgements and might resuldisregarding material
misstatements just because they are below the set mitehedshold. This makes the audit

quality vulnerable for compromise.

Turner [2013] affirms that while transparency, comparability and consistenoy
progressively more important, “auditors appear to violate these connefpts conduct of
every audit in regards to materiality choice.” This infring@msparency, comparability and
consistency since it is re-evaluated every year based ommatances and there is no
disclosure of thresholds used. The audit report is only limited taripeasis that the audit is
performed to obtain reasonable assurance about whether the firsdat@enents are free of
material misstatements. As this closure informs users abounakeriality concept and its
application in performance of the audit, it doesn’t actually giveuer enough detail as to
the extent in which he/she is going to accept the magnitude sfat@isients. Decisions will
be made without the appropriate level of risk consideration attaohibe taudited financial
statements. After all, the public tends to expect absolute assusduile the auditor can only
give reasonable assurance. Arguably one of the senior managers, wids tegéisclosure of
materiality figures, opined that “when you attempt to explain whaand what is not
material, you are opening the door to risk.” This then leavesria#ieissues becoming the

sole responsibility and limited to auditors alone.

In the case of an overwhelmed auditor, it is argued that the dsiditdependence will be
reduced because the auditor's attention will be directed towarshihg the work and

remain efficient.

2.8 CHAPTER SUMMARY

This literature review is tabled to outline comparisons and evatuafi other authors and
highly regarded authorities, their view towards the compromisaidit quality in reference
to workload compression and materiality. Every effort has been tatimpile necessary
and relevant literature so as to justify why workload compresamhmateriality can be a
problem that result is such a compromise. The following chaptér fegus on the

methodology and research design with regards to data collection.
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CHAPTER 3

RESEARCH DESIGN AND METHODOLOGY

3.1 INTRODUCTION

In the preceding chapter, relevant literature review on thearels objectives was given
focusing on the assessment of the various angles of view fromediffexperts with regards
to the subject matter.

This chapter focuses on how data will be collected to accomplisihetigarch problem,
taking into account all activities and procedures undertaken duringuttg Selection of

research subjects will be given and the methods used in data gathering.

3.2 RESEARCH DESIGN

A research design is a plan, structure and strategy of inaestigso conceived in order to
obtain answers to research questions or problems. The plan is a ecscpkete of program
of the research including an outline of what the investigator willfrdom writing the
hypothesis and their operational implications on the final fRamjit Kumar 2011] It is

therefore a conceptual structure of how the research will be conducted.

Decisions on data sources, research approaches, sampling plarchressuments and
contact methods have to be done. The research is designed to estahtistsla through
application of materiality under workload compression conditions to couaatepromised

audit quality.

This research utilises a case study approach by means détivalidlata. The study basically

relies on primary data from questionnaires and questionnaire interviews.
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3.3 POPULATION, SAMPLING AND SAMPLING TECHNIQUES

3.3.1 Population design

As defined by P.K Manoharaf2010], population is any group of individuals, social
interactions and events that is divided into target and accessible gpmpulalists all the
possible objects or person with which the sample can be obtainedrinentarget population
for the purposes of this research shall be all Deloitte Zimbabtarare Office staff, audit

department.

The research is mainly targeted on audit seniors since thegleareed to be the major
victims to resort to reduced audit quality behaviours due to coaofliefficiency[Kelley and
Seiler]. Nevertheless juniors are also another second target as theyswido most of the
ground and boring tasks during the audit and are also vulnerable to cosgrammen

opportunity avails.

3.3.2 Sample design

According to Data Analysis Austral[2009:1], a sample is subset of units in the population
who are actually surveyed. P.K Manohaf@010, 3:20] puts it as a portion of a large
population that is selected to represent the whole target populatiochadn&cteristics of
which have to be synonymous with the entire population under studyadsisned that a
sample is a true representation of the total population in allamieletails and data collected
is deemed to represent actual data would have been collected frpopthation as a whole.

The research incorporates the entire audit department employees.

3.3.3 Sampling techniques
a) Stratified random sampling technique
Stratified-random sampling was used to come up with the sample. A stratiftemhrasample
is a technique in which the entire target population is divided interdiit subgroups, or
strata, and then randomly selects the final subjects proportionaity the different strata.
This type of sampling is used when the researcher wants togdhglisioecific subgroups
within the population.
The firms’ employee stratums are divided into;
i) Partners
i)  Managers and Supervisors
i)  Audit seniors
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iv)  Audit assistants (juniors)
However, partners are not incorporated on the target sampleyaar¢héeemed to be
superficial and not exposed to reduced audit quality acts.
It can ensure that specific groups are represented, even proporfiomalg sample(s) by
selecting individuals from strata even though it is more compéepiires greater effort than

simple random; and strata must be carefully defined.

b) Judgmental sampling technique
Judgmental/purposive sampling techniqgue was also used to come up wghntpée. It
requires the use of own judgment to select a sample that wilabkesto answer the research
guestions and objectives. It is commonly used in cases where the speaaltguthority can
select a more representative sample that can bring moreasecesults than by using other
probability sampling techniques as suggested by explorable[esited (02.08.2013)
18:25pm]
For stratums, the number of respondents was chosen basing on the likaedihdioel
vulnerability of that group to the research problem. Percentage of ‘hilitgravas
determined judgmentally after a careful consideration of relseajectives and identified
victims by research literature. It is a crucial methodtliis research as it doesn’t waste time

in interviewing and distributing questionnaires to the wrong subjects.

3.3.4 Sample size
The distribution of the sample group for questionnaires and questionnaire intes/gsws i
follows:

Table 3.1 Distribution of the target sample from the population.

LEVEL No. Of Vulnerability | Target sample] Percentage to
Employees (%) size total employees

Managers and 20 10 2 2%

Supervisors

Audit Seniors 34 50 17 15%

Audit Juniors 58 40 23 20%

GRAND TOTAL 114 100 42 37%

According the 2012 journal of Naresh Malhotra, a sample of thintgepé often provides
good reliability given a credible sampling procedure. This reBeased this sample above
30%. The total target sample size is 37% of the overall population.
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3.4 SOURCES OF DATA

A combination of both primary and secondary data was used in conducting this research.

3.4.1 Primary sources of data

Primary (raw) data is data which is collected at thatpehere it is generated. It is essential
as it directly refers in relevance with the research proldad the researcher has greater
control over its accuracy. It can as well refer to fresta dgecifically collected for the
purposes of the study. Observations, interviews and questionnairessgdréolgather both
this primary data.
a) Advantages of primary data

= A higher response rate is achieved through self- administered questionnaires.

= A greater understanding of questions will be possible during personal interviews.

= |t will be easier to plan and implement the questionnaire survey.

= |t addresses specific issues with regards to the researclemrablthe researcher

controls and guides the design to fit the needs of the research.

b) Disadvantages of primary data
= Data collection is expensive and time consuming, especially wheapared to
secondary data.
= Data collection is dependent on the eloquence of the research questians.
requires higher degree of sophisticated planning which the researcher may lack.
= Methods used to collect data may not appropriately give proper results.
= Can be influenced by respondent’s attitudes to the approach used irirapllec

data.

3.4.2 Secondary data

Secondary data is that which have been collected for otheratedgiurposes apart from the
research at hand, and is historical and already assefi®aagit Kumar 2011] This data can
also be expressed as data used for secondary purposes independendyigohal function.
Unlike primary data, secondary data is used for purposes other thamgstiie current

problem and can be obtained from authentic internal and external sources.

For the purpose of this study, secondary data was obtained in ordefleid previous

citations and findings so as not to duplicate what had already beeaslorad! as finding the

Page | 24



basis of the research problem. Auditing textbooks and Standardsprilegburnals, internet
reports/publications and company documents were the major soursesoofdary data that

have been used with regards to this research.

a) Advantages of secondary data
= Data is easily readily available, accessible and therefukection was less expensive

in terms of resources.
= |nternet use made data collection form reputable sources cheaper.

= |nformation available was sufficient and presented in a siragliiorm (there is less

need of re-modification)

= |t provided a good starting point for the research and often helped twe deg

problem andesearch objectives.

b) Disadvantages of secondary data

= |t may be outdated.

= It may not be specific for the problem at hand.

= Some of the data was difficult to interpret due to technical jargon.

= Sometimes information cannot be accessed due to congestion of webgmser
cuts.

= Accuracy of data was at times difficult to ascertain aoohtwning further sources
could lead to errors of collating and may end up introducing bias.

= Accessing of some relevant and crucial data needs some |spediages which
might not be economic for the purpose of the study and the researigfmedack, for

example, purchasing online journals and other publications.

3.5 RESEARCH INSTRUMENTS

These are the tools used for collecting data which is relegasiilistantiating the research
problems and giving solutions/recommendations as well. Tools used doret@arch were

guestionnaires, questionnaire interviews and participative observation.

3.5.1 Questionnaires
A questionnaire is a list of aresearch or survey questions askedsfmondents,
and designed to extract specific information. It serves four basic psrgosél) collect the

appropriate data, (2) make data comparable and amenable to an8)ysisnitnize bias in
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formulating and asking question, and (4) to make questions engaging awed var
[businessdictionary.com visited (02.08.2013) 06:55am].

Questionnaires can either be open ended, close-ended or both. Openersdiedhs give the
respondent a chance to express themselves freely since thelybsdimited to a certain
response format as compared to closed questions where the respsubgdted only to a

given response parameters from a list of choice of ang®Rargit Kumar 2011].

This research will comprise both open ended and closed questions in order to menefief

advantages obtained from both and to collect data comprehensively.

a) Advantages of questionnaires
= Respondents can give more honest answers due the anonymity (Seistmted
guestionnaires).
= Can collect a lot of data at a low cost.
= Allows the researcher to guide respondents along lines of thougleietoresearch
objectives.
= Gives respondents time to think of responses they give.

b) Disadvantages of questionnaires
= Respondents might fail to interpret questions and therefore faukyndight be
collected.
= Stress and work pressure can make respondents reluctant and unwifilhgnt
guestionnaires.
= There is no guarantee that all questions will be answered.

= The researcher cannot tell emotions of the respondent.

3.5.2 Personal interviews

Personal interviews involves a face to face communication whighvi® way conversation
initiated by an interviewer to obtain information from a participdiere are two forms of
face-to-face interviews namely individual and group interviewing. Iddal interviewing
give every respondent the chance to say out his or her line of thauijoiut being

influenced by group psychology. Personal interviews will be used for this research.

a) Advantages of personal interviews
= The researcher more flexibility and uses his ingenuity to séiteukspondents to
reveal more information about the research study objectives.
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= The interviewer can use probing to get information especially on esngid
emotional questions.

= Provides a platform for clarification.

= Easy to detect the emotions and feelings of the respondent as exptaim
him/herself.

= The researcher is in a position to use non-verbal communication dhiengews
and read facial gestures of respondents.

= The respondent can get clarification of the subject matter bgifarey an answer

which reduces vagueness.

b) Disadvantages of personal interviews

= The presence of interviewer’s influence may influence the mannehich the
guestions are going to be answered.

= Respondents may feel uneasy and intimidated by the personal intemikthis
may result in the collection of biased data.

= Respondent may hold back some important information if they feeit tvauld
not be in their best interest should it be known that they dissexdirtae
information.

= Not all respondents can be available or accessible at thevtiere the respondent

needs to meet them.

3.5.3 Participative observation

Interviews and observations complement each other and therefdv@ndoin hand. During
the interview the interviewer can observe the reaction of thevieteee and actually judge
whether the results obtained can be relied on or not. Ranjit Ki2@at] described it as an
instrument so useful to rate non-quantifiable data. In this resemnebed both to analyse

research problem and on data collection as well.

However the major drawback of this method is that, when the respoiglenes out that

he/she is being observed, they begin to act artificially anddufboses concentration of the
subject matter. There is also a risk of subjectivity beimgignt about by human factor and
this ultimately weakens the reliability of the measure. Thithe reason why this method is

not used independently but rather to complement interviews?

Page | 27



To remedy this limitation, it is the duty of the interviewer garticipate as part of the
conversation in order to avoid vagueness of the data collected. Buwncahould be

exercised not to contribute to the interviewee’s contribution.

3.6 DATA COLLECTION

Questionnaires will be delivered both via email and in person tati¢argespondents. These
will be immediately collected as soon as they are complefggoiAtments will be scheduled
for personal interviews with senior personnel and managers. Followillijpe ywmade for any

outstanding questionnaires to increase the response rate and fip iskues where the

respondents are unsure.

3.7 DATA VALIDITY AND RELIABILITY

Validity is the quality of the data gathering instrument or pilace which enables it to
measure its intended use. At the end of the data gathering prbeessséarcher will go
through the process of checking the validity and accuracy of tiaebéfore the process of
analysing begins. This is to ensure that the data collecerdoisfree and that mistakes that
might have been made during the filling in of the questionnaires @arected without
changing the proposed response of the respondent. This might involve makimnges with
the respondent for more clarity. The research will also useniatoon from participant
observation to validate that the information gathered is true and accurate.

Outcome and creditability of data validation’ results enhances rdagbility towards its
intended use. In a bid to assess reliability, questionnaires firstepilot tested and

adjustments made prior to administration.

Pilot testing/pre-testing

A preliminary test of questionnaires was done in order to evathatesffectiveness and
impacts of questions in addressing the research problem. Quathg oésponses was also
evaluated in order to articulate the appropriate questions. The questsraygiended to this

research are refined and finalized.

It is a test on a small-scale study undertaken to discovetiquesre component that need
refurbishment and is conducted prior to full-size research invastig&umar, 2011] It can
also be used to predict difficulties that are likely to beoantered before subsequent data

collection, which might otherwise go unnoticed.
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The purpose of a pilot study is to detect possible flaws or emoithe measurement
procedures and to identify unclear or ambiguously formulated items.

Litwin and Anderson concur that authors are so closely involved and absoithethev
project that they may overlook even the most obvious errors. Rstotgeallows a researcher
the chance to correct errors and to redesign problematic p&oi® ke survey is mass

produced and used.

A pilot run should be done on persons, who are of similar ability and tzweirsy to the
sample target population. This is done to obtain an assessment of lithty \wd the

guestions, as well as the likely reliability of the data that will be celtect

In this study, questionnaires were circulated to three auditors wdre requested to
recommend the suitability of questions and the flow of grammartalie below reflects the
feedback that was obtained.

Table 3.2:Feedback on pilot study.

Focus Description Feedback and recommended changes.

Content Is the content of thelt was established that the content of the
guestions appropriate andjuestions were appropriate to the research
relevant to address theaopic and would be able to provide
research problem? valuable information.

Questions Are all the questionslt was noted that the grammar was too deep
comprehensible and clegrand needed revision on certain jargon| to
cut? improve respondent’s understanding of the

questions.

Questions with double meanings were
detected and smoothened to make them
understandable in order to yield uniform

results.

Layout How suitable is the layout of The design and layout of the questionnaire
the questionnaire? was highly rated.

Length Is the number and size of | Though it was cited that questions might/be

guestions fitting, to capture | a little bit numerous, their nature of being

enough attention and closed ended made it possible for one to
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willingness of the

respondents?

devote special attention in responding to
them. On average one would need at mq
3 minutes.

The time was appropriate given that mos

auditors are mostly busy.

This pre-test was done to both questionnaires and interviews wiadiheamajor research

instruments.

3.8 DATA ANALYSIS AND PRESENTATION

Data analysis refers to the transformation of raw data irfftwna that will make it easy to

understand and interpret. Analysis of data gives it meaning fpursse and intended use,

making it available to generate information. Both qualitative and qaawtitmethods will be

used. During the analysis stage, the researcher will makesax use of the computer, in

st

storing, retrieving, further processing and analyzing the data.pldues emphasis on speed

and accuracy, which are paramount in enabling to schedule reseasdbilifg. Microsoft

suit applications such as Word and Excel will be used. Computing siunsjatalculating

percentages and the drawing of tables that are necessargléar data analysis presentation

will be done through the computer. The information collected and a&uhilydl be presented

in form of tables and pie charts.

3.9 CHAPTER SUMMARY

The chapter outlined the research design and methodology through sasglew) types of

data obtained and the methods of data collection and analysis precdtatglines how the

research will perform the data collection procedure. Followingctimgter shall be a chapter

detailing data analysis and presentation.
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CHAPTER 4

DATA PRESENTATION AND ANALYSIS

4.1 INTRODUCTION
From the previous chapter, description of how data is collected foeslearch, its quantity,

collection methods and how the data would be analysed was given.hapigrcwill mainly
dwell on data successfully collected, its analysis and presant8iata analysis will be with
the aid of graphs and pie charts. Microsoft office suit programs used in the analysis and
presentation of this data.

4.2 DATA RESPONSE RATE

Data was collected through questionnaires and interviews. Tired infention was to have a
total of 42 responses to which questionnaires were sent out as well as relateshisteeld.

4.2.1 Questionnaire response rate
A total of 40 questionnaires were distributed to Deloitte ZimbabMarare office audit staff.

Of these, five questionnaires were not returned. This gives a resfatesaf 36 out of 40
(90%) which is sufficient to be representative of the population aneftineranalysis can be
carried out. The table below shows the questionnaire response rate by category.

Table 4.1:Questionnaire Response Rate

Questionnaires Auditor Seniors Audit Juniors TOTAL

Number issued out
Number returned

% Response rate 94% 83% 90%
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4.2.2 Interview response rate
Interviews had been scheduled with the respondents. The two intemwviesgscarried out

successfully giving out a response rate of 100%. The interviews taegeted to audit
managers. This response rate is sufficient to carry out the data analysis.

4.3 DATA PRESENTATION AND ANALYSIS

4.3.1 a. Gender
This question was aimed at distinguishing respondents by gender.stitis showed that 20

out of 36 respondents (56%) were male and the remaining 16 respof¢iiiis were
female. The research therefore included the views of both genders.

b. Level
This question aimed at establishing the level of the respondent in order to assesewehich |
is most vulnerable to end up in reduced audit quality actions as a result of workload
compression. As tabulated below, the overall respond rate was 54% juniors and 44% seniors.

Table 4.2:Overall level response.

Level Males (20 respondents) Females (16 respondents) Total

Juniors
Seniors

100%

c. Auditing Experience
This question was targeted to determine the years of auditingengethat the respondent
possessed.
Table 4.3: Audit experience

Audit experience Number of Respondents Percentage

36 100%
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The results in table 4.3 showed that the majority of the respon@iEits) have 4 years
experience followed by (22%) those with 1 year experience, wieléetast group to respond
(3%) had 7 years experience. Out of all the respondents, theylvingted to seven years.
The results are therefore expected to be valid the resedralaizced to all experience levels
as it includes a wide range of audit experiences. The ressaatdoicomprehensive since the
majority is indeed well-informed and aware of the issues under quest.

d. Professional qualifications

This question sought to establish the respondent’s professional qualifications.

Table 4.4:Professional qualifications.

Qualification Number of Respondents Percentage

Attempting 1% degree 33%

1%' degree 4 11%
CTA 6 17%
ACCA 2 6%
CA(2) 7 19%
Other..(Board sitting) 5 14%
36 100%

As tabulated above (table 4.4), the results showed that the m&B3W#y) is attempting their
first degree, being followed by those who have qualified to baerkd accountants (19%).
The least (6%) of ACCA qualification is consistent with thenfe& norm that most of the
trainees practice with ICAZ rather than ACCA. The resealutrefore covered all
perspectives from different boards’ qualifications of DeloitteniZabwe (Harare office)
employees. These qualifications are relevant enough for tmomndents to be highly

knowledgeable in order to respond to the outlined questions.

4.3.2In practice, what are the preliminary assessment guidelinesn applying
materiality during the audit?
This question was aimed at expressing the initial factors wdrehconsidered in applying

materiality in general i.e., quantitative benchmarks, i.e., the prelmiassessment in the

classification of balances as material or immaterial.
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Figure 4.1: Preliminary assessmel guidelines in applying materiality

Qualitativ
119

The above pie chart (fig 4.1) reflect that there 28 (78%) respondents out of 36 v
appreciate the use of quantitative benchmarks enptieliminary assessment of materia
whilst 4 rspondents (11%) argue in favourusing only qualitative benchmarks. Howeve
(11%) respondents hold to the view of using boththef measures. Consistent with
standards, the auditor first uses quantitative beracks before even considering qualita
aspects, thus the majority ms to appreciate the preliminary guedelines. Tiifereince in
views could be differences in the interpretationh&f question one would have me

Responses given by those who alluded to the ugeaititative benchmarks are in line w
those cited bythe authors included in the literature revielSA 350 makes mention as
judgements about materiality be affected by the size or nature of a misstatemeng
combination of both. However,onsideration of the nature of the audit evidenceght
comes along with substantive procedures at a latage, and (possible) material
misstatements whicassist the auditor in defining wl is likely to influence the decisions

the financial statements ust

4.3.3 Practically and in your own opinion, which factors takes precedence over th
others when considering a misstatement’s materialtlevel”
For this question, respondents were prompted te gmority to the factors which the

consider to value most in terms of applying matigyiaThe overall resit shows that
guantitative factors supersede qualitative factorapplying materiality. Respondents reg
guantitative factors by 31% higher than qualitatfaetors which yielded a preference
11%. Averaging the view of 47% which regarded Hatttor: to be the same and allottinc
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equally to both factors, the end result will be mfitative factors 65.5% and qualitati
factors 34.5%.

Figure 4.2: Superior factors in materiality assessent

oth are the
same
A7%

Quantitati
42%

Qua[nalve

11%

The responses given in fig 4.2 concur with thosdirmd by secondary data sources fr
literature review. Usually thresholds are the ottet influence an individual to contini
investigate on an identified misstatem

4.3.4 Which factors do you give priority, and to what degee of consideration wher
deciding whethe or not an account balance is materia
The primary objective to this question was to campnt and substantiate question 4.3.2

4.3.3. Auditors have proved to regard quantitatimeasures of materiality more th

gualitative factors.

Figure 4.3: Priority weighting

33%

H Quantitative

M Qualitative
%ge of
respondents

3%

8%

ratio/degree of consideration
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Fig 4.3 above reflect that 56% of the respondents prioritise quardifaiitors in applying
materiality by 75% than qualitative factors which yielded 25% idenation. Only 33% hold
the view that the factors are equally the same in consideratgriaity of misstatements.
However 3% of the respondents believe that qualitative factors caorsidered better
(75%) than quantitative factors (25%). Surprisingly none of the responeestsegarded
gualitative factors to be absolutely regarded but rather 8% ofesgondents prioritise
guantitative factors 100%. This then means at the overall, most audilaes quantitative

measures of materiality when assessing misstatements.

4.3.5 Materiality is used to justify why a certain account balanceof misstatement has
been accepted. Do you agree?
This question seeks to address whether materiality could be sisesh&ld in justifying why

some misstatements has been accepted and substantiate the angurhapter 2 which is

against the audit report’s closure that the opinion is limited to material fiharforamation.

Figure 4.4: Justifying acceptance of misstatements using materiality

Don't agree
3%

Partially
agree
36%

Agree
61%

From fig 4.4 above, 22 out of 36 respondents (61%) agreed that matésiakied in order to

justify why a misstatement has been accepted. 13 (36) howeveallpaatiree that even

though materiality is used as a justification, there might Ise aircumstances where
misstatements may be accepted without an absolute mayemalgsure. An example of such
misstatements might be those that may be above the set htgtéri@shold but accepted

just because their nature does not affect decisions thatoarg ® be made by financial

statement users. Such a scenario was described in one of theewsder@inly 1 respondent
out of 36 (3%) disagree.
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The results are consistent with taudit's report emphasithat the opinion is limited t
material financial informatiol. A variety of cases where audit quality was in gueshas
also reflected the auditors’ overht of some misstatements that were below the na&
threshold.

4.3.6 Materiality is a very important tool in addressing audit risk. Do you agree and tc
what extend?
This questiorwas designed in order to confirm the fact thateheral inverse relationshi

between materiality and the degree of audit ris&t t, the higher the materiality level, i
lower the audit risk and vice ve.

Figure 4.5: Importance of materiality in addressingaudit risk

78%

ETo a lager extend
B To a lesser extend

Figure 4.5 above shows that, 35 respondents 086d®7% concur with the relationshi
between audit risk and materiality. 78% of agrea targer extend the valuable importanc:
materiality in addressing audit risk while 19% agte a lesser extent. Only 1 respon
(3%) disagree to a larger extend. The ortance of materiality as a necessary too
addressing audit risk has also been emphasisée interviews

This therefore means there is highly likelihoodaoidit quality being compromised if o
uses an inappropriate materiality threshold ander inappropriately applies the concept

materiality.

4.3.7 With regards to risk assessment under the RisBased Audit Approach, are
audit resources being allocated appropriately as tdetect all misstatements
This question was designed as an open ended qu. Its aim was to give respondel

ability to contribute their views about risk asseest under the RBA. Out of the .
respondents, 8 (22%) were reluctant to commenttlaecdfore didn’t contribute their view
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Of the 28 who responded, 36% (28% of the overall respondents) agreesthates are
being allocated appropriately. The major argument put forwattdse who agree are that it
is an effective and efficient way of allocating resourced anough time is allocated to
planning which helps in understanding the business. Substantive procedutes@argh on
identified areas of potential misstatements and the audit istosetletect material
misstatements. Such justifications are in line with various autha@$PCAOB 2009]and
even the basic principles of risk-based audit approach.

On the contrary, 64% (50% of the overall respondents) seems toetatide views of risk
assessment under RBA in the same manner other authors of dKiitikey; O’'Donnell and
Schultz, 2005phrgue. The respondents highlighted that only identified risk is atesd is
limited to where resources have been allocated. Even though mositemssits might be
detected, it is effective where the engagement team has prexpesence with the client.
Others were even frank to express that, practically the buglgehsidered first before taking

into account client complexities and resource requirements.

As Newman, Patterson and Smith opined that by concentrating on nogistregie factors

and allocating resources accordingly, auditors could actuadgteropportunities for fraud
among the presumably low-risk accounts. Auditors might wronglysagsésstatement risk
by focusing on conspicuous non-strategic risk factors that indieat&in accounts are likely,
and others are unlikely, to be misstated and, by failing to appeethe attendant’s
implications for unobservable strategic risks that arise whemdiakreporting managers
anticipate that auditors will allocate resources based on thosstnabegic risk factors. This

increases the risk of some misstatements going undetected.

4.3.8 Does efficiency decrease when audit work is extended to immaterial haces.
This question was designed as a foundation for subsequent questions 4.3.9 to 48.i%4. Thi

because the questions are more direct to an individual’'s behaviour greeema provocative
individuals’ integrity, which under normal conditions individuals arersesewhen it comes
to questioning where their integrity has been compromised. Thetbfsrguestion is used as
a basis/root where subsequent responses should align to. Where #@mengcisnsistency, the

research accepts the responses with suspicion.

The results shows that out of the 36 responses, 33 (92%) agreefdotttieat efficiency is
negatively impacted when audit work is extended to immateriahtesa Only 3 (8%) has a
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differing view where they disagree. Some of those who differexgbimion added comments

for the consideration of qualitative factors even though the balances areemmamat

The view of the majority (92%) is consistent with the RBA priresplwhich major in
allocating resources to more risky areas. Working on immateailahces is deemed to be a
waste of resources. This is where Kinney argue that if audioraot accurately assess
misstatement risk at the account level, audit resources withisallocated, resulting in
multitude of undetected misstatements. More so materialityfisedeto the extent of the

auditors’ professional judgement which is subject to human error.

The same notion was also given in interviews where interviep@aged out that extending
work to immaterial balances will result in over auditing and reslatfciency. The budgets
are being prepared under the RBA and extending work will increastewhich at the end

may affect firm-client relationship since clients are promisedieffay.

The HealthSouth case (an international case) is a good exampte, misstatements may be
overlooked when an auditor secures his/her efficiency through concentyaty on material

balances (refer to page 15, chapter 2).

4.3.9 Do you agree to the fact that the auditor should strive to estaish a materiality
level for the audit, which is cost effective and not lowethan the acceptable
thresholds?

69%, thus 25 respondents agree along with the question. This is becawysauslit should

be cost effective. This tresults reflect that the probabitig the auditor will both discover
and report a breach in the client’'s accounting system is lessamdmay result in

compromised audit quality. Therefore it results in a positiveioalstiip between the setting
of materiality levels using professional judgement and the anwumbrk one feels should

be done. This relationship makes materiality judgements become vulnerable to manipulat

The 11 respondents (32%) seems to appreciate other factors whidhawana major
contribution in setting materiality apart from being cost eifecand meeting the set
threshhold.

Since many of the responses are in favor of the question andehaews held also hold the
same view, there is high likelihood of compromise in audit qualityghauateriality even

from its determination phase.
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4.3.10 Have you ever accepted a weak client explanation and/or reducedk
on an audit step below acceptable level due to budget pressure?
This question seeks to investigate whether one might end up performing reducedaditgit qu

acts by directly asking the respondents if they were evgagad in them. The results show
an overall neutral response. 9 (25%) respondents accepted that thegcoeped a weak
explanation and reduced work on an audit step below standard due torqrése other 9
(25%) testified that they were once tempted to engage in suclctec@réince this was a
more sensitive question, the majority of 18 (50%) did not acceptde bave accepted a

weak client explanation or reduced work below the acceptable level.

Taken as a whole, the results are almost neutral, however aniowitett some respondents
were frank enough to disclose that they were once engaged iprautices, the affirmation
of Coram et a[2011] is then valid where it was stated that the auditor might makecsiwort
in order to limit/avoid complications in the work that he/she is sugptuseo, for example,
excluding awkward items from the sample, accepting suspicious fdihgs and not

testing all the items in the sample.

4.3.11 Have you ever signed off a work paper before finishing all necssry
procedures?
The question’s objective was to validate the problem of prematmefts alleged to be an

indication of reduced audit quality since the auditors’ main foclisbeion finishing the
procedures rather than meticulously verifying audit findings. @s has a direct link with
efficiency management if one feels that extension of work toatenal balances might end

up in reduced efficiency. The same identification was made bgugauthors even from
ancient to date, for example Alderman & Dietrick, 1982; Kelley arargWdeim, 1990;
Ragunathan, 1991; Willet and Page, 1996; Sweeney and Summers, 2002; Coram et al., 2011.

The results also show a neutral response where 18 (50%) respondeatstachave signed
off work papers prematurely while other 18 (50%) respondents redusave never signed
off prematurely. Since this question has a correlated meaning #e previous 4.3.10,
respondents seem to be less courageous in being frank with whagahgylo in practice as

this might provoke their integrity.

On the contrary, the fact that a considerable percentage hasysatmaéd to have signed-off

work papers prematurely is a clear indication of the potential threats to audit.qual
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4.3.12 To what extend does materiality threshold determinghe extent of work
to be done?
In order tosubstantiate the fact that if materiality is mataped audit quality is highl

compromised, this question was designed to proek fact

The results show that 35 (97%) respondents redzat rhateriality threshold affect tl
extents of necessary worl be done to a larger extend. This response ratenisistent witt
the one (97%) which was given on question 4.3.6revin@ateriality was questioned if it c
be regarded as a special tool in addressing aisttit This therefore means if material
judgements are inappropriate, audit quality will be ygbompromised. All the respondet

agree even thoughresponded (3%) agree to a lesser e»

4.3.13 Do you agree to the fact that audits performed unde workload
compression (busy season) might be different/lower quality?
Figure 4.6. WLC versus audit quality

B Agree
B Perhaps

@ Do not agree

WLC reduces Audit Quality

On an overall consideration, 22 (61%) respondepfgexiate that workload compress
might reduce the quality of audits. Of those whoeagb9% of them absolutely agree wi
41% partially acepts that audits performed under workload conspyasconditions are ¢
compromised quality. Out of the 36 respondentq3946) disagre:

As identified by theAudit Effectiveness of the Public Oversight Boand2DO( that pressures
which frequently apps at or near the close of the engagement in time &b client pressure
on the engagement teamtie up the audit’ and resolve problems hurriedhyght end up it
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compromising the quality of the audit. This identification is validheesmajority also assert

to the same avowal.

4.3.14 Have you ever experienced a situation where you were strained twork
for non-chargeable hours (time) for the sake of fearing to burst the budget?
This question seeks to investigate if auditors working under pressuirget to the extent of

working without charging so as to meet the deadline as wellmgineng efficient. The
results show that 28 (78%) respondents have actually devoted thenisedxésnding audit
work without charging in order to manage the budget. Only 8 (22%) a@% oéspondents
have charged all the time they have worked.

This is true to the previous findings that auditors are reluctaask for budget extension
when they are faced with time budget pressure and actually dischkame of their duties
without charging for them. They are in a dilemma of balancing cost and cuatitthe desire

of remaining efficient pushes them to work without charging {@eam et al.2009].

Research has also found evidence indicating that auditors underrepbhcausgiand engage
in other audit quality reduction acts when under audit time pressuvhith they refer to
such a scenario as ‘fire fighting.’

a) If you once was a team leader/AIC, have you ever persuaded yotgam
members to work without charging time in endeavour to meet té tight
budget and deadline.

b) Indicate how you were influenced to work without charging time?

¢) Indicate whether you enjoy working without charging time and how it feels

The above three questions (a) to (c) are aimed at establistwnmgne is influenced to work
without charging time. As identified from the root question 4.3.14 that 8%he
respondents have had situations where they worked without chargagttimthen essential

to consider the source of influence and how they feel about charging time.
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Response to question (a)

Figure 4.7: Persuading team members not to chargéte as their AIC

The results show that 9 (25%) respondents haverce deen team leaders. However
majority, i.e. 75%, has been engaged on auditserthey were team leaders. Of the 27 v
had been team leaders, 33% of these have at soimepeosuaded their team members
work without charging time. This is another factdnere one might end up in reduced a

quality acts because working without rging time outside self will mostly reduces mor
Response to question (b)

Figure 4.8: Source of influence not to charge tin

A combination of
both
31%

As shown in figure 4.7 above, 13 (36%) respondkate& worked without charging time a
result of their seniors’ influenceo that they may manage the tight budget. Only BP4(
respondents attest to have worked without chartymg out of their will and 11 (31%) ha
both influences.
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On the overall, averaging those with both influences and allot equmaltiiet other two
sources of influence, those who worked under the influence of #r@ors become 57% of
the total respondents. The results prove that individuals are Vobleeai@ dysfunctional
behaviour to the extent of practicing reduced audit quality acideasified by Kelley and

Margheim.
Response to question (c)

This question was designed as an open ended question in order todifthent views
about the feelings individuals have with regards to working without charging time.

Figure 4.9: Individual feeling towards working without charging time

Influenced
33%

Did not
influence
67%

9 (25%) of the respondents didn’t express their feelings but of the 2&) (¥bo responded,
9% expressed no negative feelings. However the majority of 9p¥essed to be negatively
affected when they work without charging time especially wtenpelled to do so by their

seniors.

Of those who were neutral and express no bad feelings with workihguivcharging, they
regarded it as necessary at times since it's a wagvaring up for their inefficiencies. It was
expressed that allotting extra unrecorded effort results iegiarf the work and deliver it to
the supervisor with a smile in a face (delivering quality woltk)vas noted that sometimes
sacrifices has to be made in order to get the job done. Though tspeadents didn't
express negative feelings, they didn’'t completely rule out the thatt working without

charging time could be undesirable.

The majority of those who responded confirm that working without ah@rgime is
undesirable and nearly everyone expressed an increase in deguedesfrability. The
majority of expressions reflected that it’'s not fair to wankl advised not to charge time as a
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way to manage the budget as well as remaining efficient. $bthe respondents complain
that their training hours will be directly affected and if mtgeare undercharged it results in
the setting of unrealistic budgets where calculation of effigiendl then be based on

unrealistic basis.

Largely, the results reflected that most people did not enjokimgwithout charging time.
This has a direct impact on personal behaviours as a resultigpfefadnd the resultant

negative feedback impacts on audit quality.

4.3.15 Can workload compression (pressure) act as an inhibitor as ¢éhauditor
executes professional judgement in the determination of materiality?
The respondents show relative responses where they equally hdaa@tdaiew. 18 (50%)

of the respondents agree that workload compression can reduce the ‘amdiépsndence

when executing professional judgement in the determination of aldjewhile the other 18

(50%) respondents don't really regard it in that wise. The reasgnthe results show a
balanced view is that most auditors’ understanding in the prelimmateriality guidelines

in more biased towards quantitative benchmarks as proved by results shown on question 4.3.2
to 4.3.4.

Thus, to a greater extend, workload compression can negatively impasbnogone’s
professional judgement in the determination of materiality. Wilighen have a great impact
on audit quality since materiality has proven to be a major cordribaot the level of
substantive procedures that have to be carried out in obtaining audiavidéore to this,
considering the level of appreciation that materiality has wegfards to question 4.3.5, 4.3.6
and 4.3.12, there is increased potential risk of manipulating materthlieshold in
endeavour to lessen the amount of work one needs to undertake under avookihgaession
conditions. Given that a considerable respondents’ percentage has a&dgemivio have
once tempted to accept a weak client explanation and even redugelite of work needed
to be done (4.3.10), there is high likelihood of workload compression affectifgsgpional

judgement in determination of materiality, even in its application.
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4.3.16 The auditor can establish a considerably high level of assurancabout the
accuracy of accounting balances in the financial statements bgonsidering
everything material. This should be applied consistently whout regards to
pressure and will ensure effective and consistent quality audits?

Figure 4.10: Ensuring quality assurance

17% *

m Strongly agrre
m Agree
Disagree
B Strongly disagree

The results shown in figure 4.8 above reflect that the great tyagdr29 (81%) respondents
out of 36 coincide to the fact that quality of assurance is enhanced &very balance is
given equal attention with regards to materiality consideration, emadly misstatement
considered material. This will then assist financial statemsets who deem audit assurance
as absolute with regards to authenticity of the managemers&stiass in the financial
statements. With regards to this fact, 15 (42%) strongly agrele 14 (38%) generally

agree.

On the contrary, 7 (20%) respondents don’t agree with consideringtlaagr material.
These respondents seem to hold-fast to the RBA premise where sesnigheoncentrated
only to material balances.

This question was designed to reflect the basis under which peopie ragfdriality and
what they prefer would be the best to improve quality assurance. Wiaseold the same
view as to the impartial consideration of every misstated bal&xpect that it would
improve audit quality and this is what the main objective of this research is all about

To them that disagree are basically concentrating on the viéwiskdased audit approach

towards materiality consideration.
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Any other comments in relation to the subject matter:

Of all the received responses, only 2 (6%) respondents commentedegatds to this
closure and the rest were reluctant to comment. It was ergdrédsst materiality is a relative
factor and qualitative factors should be given their due regard suchregiement’s integrity
and competence. Even though extending work to immaterial balances burigitgued to
improve quality, it enhances confidence to the level of assuthatéhe auditors would have
gotten and possibly give the appropriate opinion. In this regard, audit qwalityl have
been enhanced as there would be less likelihood of having anomaliesycapnafter the

release of an unqualified opinion.

4.4 CHAPTER SUMMARY

This chapter details the response rates with regards &salnch questions. Presentation and
data analysis data collected through questionnaires and interngiéuvtgher given in order to
validate the research problem. Presentation and analysis was igi the form of graphs,
tables and pie charts. The subsequent chapter will envelop sums upojbet and

recommendations are given.
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CHAPTER 5

SUMMARY, RECOMMENDATIONS
AND CONCLUSION

5.1 INTRODUCTION

The previous chapter covered data presentation and analysis. Ther etiiummarise the
entire research project. Conclusions will be drawn from the megdmgs of the previous
chapter and recommendations given accordingly.

The main objective was to investigate the compromised audit\tladugh the application
of materiality under workload compression demands, and the reseaduecessful. Major

findings and recommendations are documented in the subsequent sub topics.

5.2 SUMMARY OF THE STUDY

The research aimed to investigate the effects of workload cesipneand materiality on
audit quality. The first chapter delineated background of the rese&andy and the
description of how the research was carried out. It defined problantiseoground, which
have always been the source of effort for the researcher heifuiekplore how these have
imparted on the quality of audit work resulting in the formulation giotlyesis statement.
Possible research questions for the research are also highlighl@ding the major
objectives of the study. The chapter also identified the beneésiafithe project as well as
limitations encountered during researching. Delimitation of theysind definition of terms,

which are constantly used in the research, closes up the chapter

Literature review followed as condensed title of chapter two. dlapter aspired to review
the literature that is relevant to the research problemitittadty analysed the application of

materiality under conditions of workload compression and how audit qisatmpromised.
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The literature review was used as a guide into gaining insightse aspects of the research
guestions and objectives so as to aptly investigate the resealdbnpr It centres its main
consideration on discussion of diverse views from a variety of autwdh regards to
essentials of audit risk, materiality, workload compression and gudiity. These views

were then used to substantiate the research problem.

Chapter three, research design and methodology, focused on how datalleetedc to
accomplish the research problem, taking into account all actiaitiégrocedures undertaken
during the study. Selection of research subjects was given andeti®ds used in data
gathering. Pros and cons of research instruments used were elisagssell as validity and
reliability of data.

From chapter three data was collected using cited methodaholyypeesented and analysed
in the fourth chapter. Response rates were tabulated while preseb&inhg given in tables,
charts and graphs, analysed accordingly. Microsoft office sograms were the major

contributing software in the presentation and analysis of raw data.

5.3 OVERVIEW OF MAJOR RESEARCH FINDINGS
1) In practice, quantitative benchmarks are used as preliminary guidelidetermining

materiality. This is consistent with the Deloitte Practice [piage 6] which states that
in determining materiality for the financial statements ashale, a percentage is

often applied to a chosen benchmark (or benchmarks) as a starting point.

Quantitative factors are given pre-eminence over qualitatisteri&ain a decision to
reject or accept a misstatement and most auditors first congdgher an identified
misstatement is below their performance materiality beffueg even decide whether
to extend work on it. An amount may be designated below which neisstats
would be clearly trivial and would not need to be accumulated betassexpected
that the accumulation of such amounts clearly would not have aiahaféect on the

financial statements.

i)  From the last paragraph of the previous numerical, it is cleamiairiality threshold
is used to justify why some misstatements are accepted, geudlydidetermine the

extent of audit procedures to be carried out.
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ii)

Vi)

vii)

viii)

Risk assessment under the risk based audit approach is disputed ans Ithging/
likelihood of several misstatements going undetected. Researginovasl that most
auditors agree to the fact that misstatement detectiormisedi to areas where

resources have been allocated.

Efficiency decrease if audit work is extended to account badawbech are deemed
to be immaterial. Resultantly auditors morale is reduced makiegexecuting duties
for the sake of finishing work. This at the end makes the auditor vbledmengage

in reduced audit quality acts.

Auditors strive to establish a materiality level which is cefé¢ctive and not lower
than the acceptable thresholds. This has a direct relationshipowirgl one to
manipulate materiality thresholds so as to limit the amoumtaok that is needed to

be performed.

Workload compression lead auditors to engage into reduced audit quaditaral
lessen their capacity to detect material misstatemdiis. is intense in the first
quarter of the calendar year where the majority of the'dirolients have the

December fiscal year end increasing pressure.

Workload compression negatively impacts audit quality and audits pedouamder
workload compression conditions are of compromised audit quality. Cheogtly
receive divided attention as auditors, especially seniors; willdyking on more than

one audit file of different clients.

Application of materiality under workload compression conditions igelgr in
content (literal) not in context (principle) resulting in oversight critical

misstatements.

54 RECOMMENDATIONS
The following recommendations are based on the findings of this research study:

1. Regulations should be put in place that would evenly spread auditors’ wawklear

wide. Policies could be made to balance the number of firms vibdcamber fiscal
year-end.
Proportion of audit procedures to be performed before regarding angtiagce

account balances as immaterial can be sanctioned so as tosoraké¢hat every
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accepted misstatement has been given appropriate attention. [Shisaids in
harmonising professional judgement in the determination of matgrthliésholds.
Firms are encouraged to embrace recent advances in the audityindogth are
major contributors in counteracting effects of workload compressiwh tae
application of materiality under such conditions.

Internal measures should be put in place where detected misstatements daudij an
should be analysed and scrutinised if they were not supposed to haveaésd in
preceding audits. This will then implant an element of continuous atadality to
auditors in that, if they underreport identified misstatements thighintention of
lessening the extent of work in order to meet the budget, one will toat@ce
disciplinary actions in the future. As identified by Mike Shapeet al [2009],
appeals to individuals during staff training and use of codes of comdaygtbe
effective in reducing the incidence of premature signoff and underreporting.

. Firms should make every effort to include the whole auditing tegmaiming stage.
In cases where it's impractical, it should be set as a regenewhere one is given
time to understand the client even if he/she would have joined indahehs of the
audit. This could also be included in every budget even as a proviside fiearning
curve. This will help the auditor in directional testing andséesthe problem of
premature signoffs as identified by Coram geall1].

. Even though efficiency is the most considered measure on auditofsinpance
assessment, firms should also adopt effectiveness performancaorsliat large in
assessing one’s integrity without paying attention to effoyerPersonal rewards
could be used so that everyone will feel persuaded to exegseare in anticipation
of reward. This will encourage them to remain motivated andraspursuing client
complications even if when under workload and budget pressure.

This can then can help in addressing the problem identified The Efiddtiveness
of the Public Oversight Board that pressures can create an engitbmwhich audit
guality might be compromised if engagement team members, dewagly perceive
that their individual performance is measured primarily by mgeime deadlines
and budget estimates.

. The use professional judgement when it comes to application ofiahteshould be
corroborated with valid qualitative and quantitative justificationstdpamn accepting
the misstatement by appraisal of magnitude. A compulsory temptat be used

where each accepted misstatement is filed together with singpjustification to be
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used when setting materiality that is embedded with qualitatiaeacteristics as well
as quantitative ones. This is to ensure that the materiaityef is arrived at after
taking into account the relevant qualitative and quantitative factors.

6. Adequate training sessions for all audit staff on issues of cameot to pressure,
which are of different levels of audit staff so as to addresgessthat are specific to

potential threats of WLC and compromise in professional judgement.

5.5 CONCLUSION

This study investigates the effects of applying materialityler workload compression
demands towards the quality of audited financial statements. ijatgsth was successfully
carried out and application of materiality under workload compressiontmosdproved to
be literal and the audits are of lower quality when compared tésguetiformed under non-
workload compression conditions. The eventual review process (qualitplodmtcks) to an
audit takes place at the later stages of the audit afteroaking papers and other necessary
documentation is reviewed by senior auditors and managers. Thus,uthys psovides
evidence that workload compression affects audit quality acro$svals of the audit firm
staff. The findings of this study draw attention for the needspbesing regulations that

would evenly spread auditors’ workloads year wide.
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APPENDIX |

Midlands State University
Faculty of Commerce
Department of Accounting
P.O Box 9055

Gweru

23 September 2013
Dear Respondent

RE: RESEARCH AASISTENCE REQUEST

| am a final year of the abovementioned institution and I'm aagrgut the topicAudit risk:
an investigation into workload compression and materiality towards audit qualibye
research is being carried out in partial fulfilment of Bashef Commerce Accounting

Honours Degree that | am currently undertaking.

| am kindly request for your assistance in form of responsethdoquestions in the
guestionnaire attached to this letter. The information that you provideis questionnaire

will be highly confidential and used strictly for academic purposes.

Your cooperation is greatly appreciated

Yours faithfully

Sigauke Nomatter

0773 850633
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APPENDIX I

RESEARCH PROJECT QUESTIONNAIRE

Dear respondent;

My name is Nomatter Sigauke, a final year Midlands Stateddsity student undertaking
Bachelor of Commerce Accounting Honours Degree. As part ofasgarch project, this
guestionnaire is designed to obtain information from various pamisEbout the research
problem and your contribution is highly appreciated.

The main research question is titledudit risk: An investigation into workload
compression and materiality towards audit quality Feel free to contribute earnestly, your
contributions shall be kept confidential and are solely limited ® résearch for academic

purposes.

; Tick the appropriate box

a. Gender - Male H
Femal

b. Level
1121|1314 5]| 6] 7

C. Audit experience (years)
112|345 6] 7| 8 9 1p

d. Professional qualifications (if you have an equivalent, tick the appropriate)

ATTEMPTING 1°| FIRST CTA | ACCA | CAz
DEGREE DEGREE Other:......cccoeevicenn )
; In practice, are the essential assessment guidelines inrappigteriality during an audit
a question of the misstated balancgs” Magnitude (quantitative aspects) or
E Qualitative aspects.
i Practically and in your own opinion, which factors takes precederaeluose others when
considering a misstatement’s materiality le Quantitatoterta
Qualitative factors
Both are the same
i Which factors do you give priority, and to what degree of consideratimn deciding

whether or not an account balance is material?

(Tick the appropriate combination)
Quantitative (%) 25 |50 | 75| 100

Qualitative (%) 25 |50 | 75| 100
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(S

. Materiality is used to justify why a certain account batan€ misstatement has been

accepted. Do you agree?

ves[] PARTIALLY [ ] No[_]

g Materiality is a very important tool in addressing audit risk. ydu agree and to what
extend?
YES, to a greater exte NO, to greater ext
YES, to a lesser exten NO, to a lesser ex
L With regards to risk assessment under the Risk-Based Audit @&gpraare audit
resources being allocated appropriately as to detect allat@issents?Write your comment
LT = T PP
i Does efficiency (meeting the budget) decrease when auditisvertended to immaterial
balances? YED N|:|
i Do you agree to the fact that the auditor should strive to estabhséteriality level for

the audit, which is cost effective and not lower than the acceptable thresholds?

ves[_] no[_]

1=0. Have you ever accepted a weak client explanation and/or reduced wark aurdit
step below acceptable level due to budget pressure?
YESD ALMOST ATTEMPTED TCIZ' NC|:|

1=1. Have you ever signed off a work paper before finishing all necessary prag2dure
ves[] no[]
12. To what extend does materiality threshold determine the extent of work to be done?
TO A GREATER EXTEND[_]  TO A LESSER EXTEN[_]
1= Do you agree to the fact that audits performed under workload conaorébsisy

season) might be of different/lower quality?

YESI:I PERHAPEI:' N(I:l

14, Have you ever experienced a situation where you were strainedrtofer non-

chargeable hours (time) for the sake of fearing to burst the budget?

ves[_] Nd_]
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a) If you once was a team leader/AIC, have you ever persuadedegurmembers

to work without charging time in endeavour to meet the tight budget and deadline.

ves[_] no[_] A

b) Indicate how you were influenced to work without charging time:

Self will in order to cover up
Requested to do so by a se
A combination of both

c) Indicate whether you enjoy working without charging time and hdeeits.(Write

(o1 0 Taedo] 0] 00 =TT Al 1T (= PP

15. can workload compression (pressure) act as an inhibitor as the aexktoutes

professional judgement in the determination of materiality?
YESD SOMETIMEd:l NOT REALL\D

1=6. The auditor can establish a considerably high level of assurbnaethe accuracy of
accounting balances in the financial statements by considevergthing material. This
should be applied consistently without regards to pressure and willeeefective and

consistent quality audits?

[ ]STRONGLY AGREE

| |AGREE

| [NOT suRE

DISAGREE
STRONGLY DISAGREE

Any other comments in relation to subject matter:

Your contribution is highly regarded and appreciatdnk you!
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APPENDIX III

INTERVIEW GUIDE

1.

How far do you think efficiency is affected when audit work iseeged to deemed
immaterial (less risky) balances?

Does an auditor need to strive in order to establish materiagigl Iwhich is cost
effective and which is not lower than the acceptable thresholdsZhiothis be justified
with regards to qualitative aspects of materiality?

Do you feel one might accept a weak client explanation due amdfoced work on an
audit step below acceptable level due to budget pressure?

Do you agree to the fact that audits performed under workload conopréisssy season)
might be of compromised quality? What’s your opinion?

Have you ever experienced a situation where you were strainecorto far non-
chargeable hours (time) in order to manage the tight budget?

Do you think workload compression (pressure) might become an inhibitbe asuditor
executes professional judgement in the determination of materiality?

The auditor can establish a considerably high level of assurancethbaoatcuracy of
accounting balances in the financial statements by consideverygthing material. This
should be applied consistently without regards to pressure and willeeefective and

consistent quality audits?
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