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Qualtrics Screenshots of Experimental Instrument  
	

	



	
 
Note: The Background Information and Prior Year Risk Assessment are in Appendix B and 
Appendix C, respectively.  



	



	

	



	



	
Viewed by Auditors in the General Guidance condition only. 	



	
Viewed by Auditors in the Task-Specific Guidance condition only. 	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



	

	

	
	
Note: The Background Information is displayed in Appendix B.  



	
Note: Auditors in the Non-Prepopulation condition view this screen, except they read “Also 
note, however, that prior year’s numerical risk rating and evidence have not been copied 
over…” 	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



These workpapers are for auditors in the Prepopulation condition. Auditors in the Non-
Prepopulation condition view the same workpapers, but the workpapers are blank (i.e., do not 
contain the prior year risk ratings and evidence). Note that auditors in all experimental 
conditions have access to these prior year risk ratings and evidence (in the Prior Year Risk 
Assessment file, displayed in Appendix C).  	
	

	



	

	



	

	



	

	

	

	



	

	

	
	



	

	

	



	

	



	



	



	

	



	

	
	
Note: the below question is displayed if the participant selects the third option above	
	
	

	
	
	
	
	
	
	
	



	
Note: the below question is viewed by auditors in the General and Task-Specific Guidance 
conditions	
	

	

	
	



APPENDIX B  
 

Background Information (Audit Case)  
 

Background Information 

Company A is a large, publicly traded company that operates in the grocery industry. Company 
A currently holds approximately 20 percent of the market for food sold through conventional 
food outlets (i.e., supermarkets). It operates in one country and has a significant presence in all 
Regions, except the Southern Region. It is the market leader in the Northern Region (33 percent), 
the Eastern Region (46 percent) and the Western Region (46 percent). Company A just started 
expanding into the Southern Region this year and currently has less than 1 percent of the market 
share. 

The Grocery Industry 

The grocery industry is competitive and dominated by eight major chains that hold 
approximately 75 percent of the traditional food distribution market. With sales of $11.01 billion 
and 70,000 employees, Company A is the market leader in the grocery industry. 

The grocery industry has shown little growth in recent years. Starting this year, the grocery 
industry faces increased competition from companies in the retail industry such as warehouse 
clubs, drug chains, and mass merchandisers who are moving into the grocery business. A real 
threat to traditional grocers is the possibility that Big-Box, a new competitor, will move more 
broadly into the grocery business. Currently, Company A and Big-Box overlap only slightly. 
However, Big-Box is rolling out several full-fledged supermarkets to experiment with this new 
concept, and Big-Box recently expanded the food sections at some stores in the Northern Region. 
The addition of refrigerated grocery products has many believing that Big-Box will formally 
introduce a new “supercenter” format this year.  

That is, Big-Box is expected to begin expanding its development of the supercenter (130,000 sq. 
ft.) concept. Big-Box is renowned for its technologically sophisticated distribution system and its 
ability to control its costs. Company A has anticipated the move by Big-Box. Should Big-Box 
decide to formally enter the grocery market in “a big way” by converting the majority of its 
stores to supercenters, Company A will be ready with plans for squeezing inefficiencies from its 
cost structure, especially in the area of distribution-related information systems and changing its 
product mix. However, according to analysts, Company A is struggling to find the correct 
response. Analysts are concerned that if Company A does not take a focused approach, it will 
lose market share to Big-Box. To encourage Company A’s management to compete with Big 
Box, the compensation committee has added a new aspect to Company A’s incentive package 
that will reward management for successfully competing with Big Box.     

The Southern Region market that Company A entered this year is the largest and becoming the 
most competitive food retailing market in the country.  In the past year, another company that 
had a strong presence in the Southern Region converted many of its stores to discount markets. 
The discount markets cut into the sales and margins of all competitors in the Southern Region.  



In summary, the grocery industry is healthy, with high demand and as one reporter notes, 
“people will always have to eat.” But the maturity of the industry, characterized by flat demand, 
combined with the growth aspirations of the dominant suppliers and the potential entrant of other 
players, makes the industry a competitive battleground.  

Company A 

Performance 

Company A management is confident about the company’s accomplishments and future 
prospects, as evidenced by this press release issued by Company A (note that Smith and Co. 
verified the numbers): 

This year is an outstanding one for Company A by any measure. Sales increased to $11.01 
billion, up 12 percent from the prior year, with operating income of $426 million, net earnings of 
$213 million and earnings per share of $0.88, all of which set new highs. Further, we have met 
or beat analyst forecasts each quarter this year, and we expect this trend to continue for the 
foreseeable future. 

Sales are now increasing rapidly, year-on-year, with an estimated growth of $1 billion this year. 
In fact, sales are the “big story” in Company A. In total, the grocery industry is growing about 3 
percent a year and our sales have grown by 20 percent in the last 2 years. We expect sales to 
match or beat these growth rates in the upcoming two years as well.  

Company A maintains a significant program of reinvestment in and expansion of our existing 
markets. We are highly selective in acquisitions and continue to invest in products and 
technology. Company A seeks long term, stable growth, taking managed operating risks from a 
strong balance sheet position. 

The auditor has determined that Company A’s revenue sources, profitability, trends, and 
performance are in line with industry standards and show reasonable growth relative to prior year 
financial results.  

Moreover, some key metrics have shown favorable trends this year. Especially noteworthy is 
Company A’s sizeable increase since last year in inventory turnover, which is due to cutting edge 
technologies Company A management employed to increase efficiency of inventory 
management. These changes resulted in Company A having superior inventory turnover, 
compared to its key competitors, as well as to last year.  

Also noteworthy is Company A’s increase in Accounts Receivable Turnover since last year, 
which is due to Company A strengthening its credit granting terms for credit customers who 
purchase for resale store-brand products that Company A manufactures. Company A has 
determined this change in credit granting terms was a good strategic decision, as it improved 
collectability of receivables with customers without negatively impacting sales. This change also 
resulted in Company A’s Accounts Receivable Turnover being consistent with key industry 
competitors.  

Finally, Company A’s gross profit margin has increased (and is now higher than industry 



averages), due to new, long-term contracts made with suppliers for significant purchase 
discounts (that are exclusively for Company A and no other industry competitors).            

Current Strategy 

Company A has had strong organic (same store) growth and growth through acquisitions. Central 
to the company’s growth strategy has been aggressive expansion of new stores and upgrades to 
its existing stores. Company A has opened new stores at a rate far exceeding that of its 
competitors. Similar expansion is planned for the next few years, especially in the highly 
competitive Southern Region. In the past few years, most acquisitions have been relatively small 
in size. However, in the current year, Company A acquired a very large regional grocery (its 
largest acquisition in the past five years). This purchase expands its footprint in the Southern 
Region, but, due to its large size, the acquisition will require significant work for Company A to 
assimilate this grocery chain into Company A’s operations and structure. 

Last year, Company A initiated a new program to hedge its fuel costs. Analysts initially 
expressed concern last year that Company A might not have the in-house derivatives expertise in 
this area to successfully structure hedges and account for these complex transactions. However, 
Company A has been very successful with hedge accounting, in smoothing out volatility in 
earnings and guarding against exposure to changes in fuel costs. Further, Company A hired two 
in-house derivatives specialists at the beginning of this year – one who specializes in structuring 
hedges and one who specializes in hedge accounting. The audit team is confident in the 
specialists’ objectivity and competence.  

Information Systems 

Due to growth via acquisitions, Company A has a large set of ad hoc information systems. The 
large acquisition in the current year increases information systems issues. There is concern by 
the auditors that the systems of the acquired company are old, have bad internal controls, and 
will not easily integrate into Company A’s current IT system, which is undergoing upgrades.  

To address the issues with the ad hoc systems, Company A is planning a large-scale systems 
conversion project. In fact, industry analysts have begun talking about perceived inadequacies in 
Company A’s current information systems. However, while the audit team believes that there 
may be risk associated with the client’s information systems, they are also concerned with the 
planned changes being started this year. The conversion will be challenging because Company A 
was forced to hire a new manager of information systems this year after the last one left to work 
at a competitor. It will take time for him to get up-to-speed, and there is additional concern with 
the competency of his team in successfully implementing the changes. 

Responding to Consumer Preferences in Initiatives 

Company A is a strong competitor because it can respond quickly to consumer spending 
patterns. For example, in response to increased demand during the current year, Company A has 
successfully expanded the availability of ready-prepared meals.  

In addition, this year, Company A carefully invested in upgrading its stores. Stores in existing 
markets are enlarged and modernized regularly, but this year, Company A successfully upgraded 



and modernized more stores than in prior years. Customers have clearly recognized these 
initiatives as successful, as tabulated results of customer surveys indicate that Company A’s 
stores have never been viewed as favorably as they are now. Larger stores are generally more 
profitable than smaller stores because of the greater variety of nonfood items that can be offered, 
and they are better able to compete with Big-Box. Early this year, Company A implemented a 
new initiative to increase store sizes, and this initiative resulted in an increase in average store 
size of 36 percent. This initiative was viewed as cutting edge and favorable by Company A’s 
industry peers.  

Company A will begin to introduce restaurants (owned by a third party) into some of its stores, 
and based on industry practices, the auditor feels these new restaurants will be quite successful. 
They will earn rent revenues based on a combination of fixed fees as well as a portion of the 
restaurant’s gross sales. The timing of the revenue recognition for these transactions is complex 
and could lead to issues in accurately applying revenue recognition policies.  

Labor 

Company A has a philosophy of developing its own personnel. For example, 30 corporate 
officers have an average of 13.5 years of service with the company. Further, Company A has a 
large number of unionized employees, approximately 55,700.  Relationships with unions are 
important because Company A’s success depends on the attitudes of its employees toward its 
customers, and these attitudes are better when union relations are favorable. 

Last year, many union contracts were under negotiation and unsettled because some members of 
management wanted to take a harder stance against union negotiations. This created a lot of 
uncertainty with the union employees and caused customers to have less pleasant experiences in 
stores, due to less favorable employee attitudes. During the current year, however, the CEO was 
able to successfully renew all of the union contracts for a long-term period. The CEO was 
praised by the union for his efforts in negotiations.  

Internal Audit Function  

The auditor has observed that Company A’s internal audit function is very objective, and 
Company A has consistently had mechanisms to enhance objectivity. For example, Company 
A’s management has no control over the hiring or terminating of internal auditors; instead, 
Company A’s Board of Directors has full control over this process. Further, the Chief Internal 
Auditor reports to the head of the audit committee. Half of Company A’s internal audit group has 
CPA licenses, and the majority of internal audit personnel are certified with the Institute of 
Internal Auditors. All of Company A’s internal auditors have accounting degrees from accredited 
universities.    

Management and Accounting Personnel 

The auditor has observed that Company A’s top management are appropriately qualified, have 
the skills necessary to perform their duties, and typically make relatively conservative financial 
reporting decisions. The auditor has also verified that any non-routine journal entries have 
appropriate, documented support and have been approved by the audit committee. Further, 
Company A engages in very few related party transactions, and any related party transactions are 



scrutinized and approved by the Board of Directors for proper business rationale and disclosure.  

During the current year, the CEO established a new program for ethical training throughout the 
organization and an ethics hotline. These programs help all employees focus on sound ethical 
behavior. This had led some analysts to suggest he is currently the most forward thinking CEO 
on ethical topics in the industry.  

The CFO resigned in May. Analysts were surprised to see his departure, and there have been 
various unsubstantiated rumors regarding the reasons, some of which were concerning. Company 
A has said little, except that he has left to pursue new opportunities. The new CFO is not a 
grocery expert. However, he does have large accounting firm experience within the retail 
industry.  

The auditor has observed that most of Company A’s accounting staff are quite experienced and 
knowledgeable. 20 of the 30 accounting staff have CPA licenses, and half of the staff regularly 
engage in accounting continuing education courses.   

Corporate Governance 

Company A’s Board of Directors consistently exerts a significant monitoring influence on 
management. The composition of the Board of Directors has been the same over the past five 
years. The auditor believes the Board of Directors is qualified and involved. Company A’s audit 
committee has one financial expert, who significantly influences Company A’s accounting 
choices. The auditor has a private meeting with the audit committee every quarter, in which all 
members are engaged and a lively dialogue takes place. The audit committee members have also 
stayed the same over the past five years.   



APPENDIX C		

Prior Year Risk Assessment  
  

	



	

 



 

 

 

 

 

 
 
 
 


