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Effects of Qualitative Factor Salience, Expressed Client Concern, and Qualitative 
Materiality Thresholds on Auditors’ Audit Adjustment Decisions 

 
 
 

Abstract 
 
We conduct an experiment to provide evidence on factors that influence auditors’ 
propensity to book or waive audit differences that affect the client’s ability to 
meet the analysts’ consensus forecast and avoid a negative earnings surprise. 
Results indicate that increasing the salience of a qualitative materiality factor (by 
highlighting the audit difference’s impact on the client’s ability to meet the 
analysts’ consensus forecast) increases auditors’ propensity to book the audit 
difference, but only for auditors with lower qualitative materiality thresholds (i.e., 
the thresholds that auditors use to assess qualitative materiality). Further, the 
presence of expressed client concern about the adverse consequence of booking 
the audit difference is found to attenuate the effect of increased salience of the 
qualitative factor for these auditors. These findings contribute to a better 
understanding of why auditors may (or may not) waive quantitatively immaterial 
but qualitatively material audit differences, and the boundary conditions under 
which mechanisms for enhancing auditors’ audit adjustment decisions work (or 
may not work).  
 

Keywords  Materiality, Audit adjustments, Qualitative factors, Authoritative 
guidance PD
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Effects of Qualitative Factor Salience, Expressed Client Concern, and Qualitative 
Materiality Thresholds on Auditors’ Audit Adjustment Decisions 

 
 

 
1. Introduction 

 Materiality considerations are pervasive throughout the audit process and involve 

both quantitative and qualitative factors (e.g., SAS No. 107; ISA 320). However, 

quantification of materiality assessments is an inherent aspect of audit practice, and prior 

literature suggests that auditors traditionally use quantitative rules-of-thumb in their 

materiality judgments (e.g., Holstrum and Messier 1982; Chewning, Pany and Wheeler 

1989; Chewning, Wheeler and Chan 1998; Messier, Martinov-Bennie and Eilifsen  

2005). Over-reliance on quantitative materiality thresholds (such as 5% of net income) 

may cause auditors to waive quantitatively immaterial but qualitatively material audit 

differences (or detected misstatements), thus undermining the quality of audited financial 

reports. Such concerns have led to the issuance of more explicit guidance on materiality 

such as Staff Accounting Bulletin (SAB) No. 99 (SEC 1999) and Statement on Auditing 

Standard (SAS) No. 107 (AICPA 2006) in the U.S., and a review of the international 

auditing standard on materiality by the International Federation of Accountants (see 

proposed revision to ISA No. 320). 

A major objective of providing more explicit materiality guidance by regulators 

and standard setters (e.g., SAB No. 99, proposed ISA 320) is to direct auditors’ attention 

to qualitative factors that auditors may otherwise ignore in their audit adjustment 

decisions (that is, to make such factors salient). This attention-directing property of 

authoritative materiality guidance can also be achieved through the use of decision aids 

(e.g. Messier 1995). However, prior research has not systematically investigated the 
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extent to which increasing the salience of qualitative factors, per se, affects auditors’ 

book-or-waive decisions. 

Even when qualitative materiality factors are made salient through some 

attention-directing mechanism, an auditor may still decide to waive the audit difference 

depending on (among other factors): (a) the auditor’s qualitative materiality threshold 

(i.e., the threshold that an auditor uses to assess qualitative materiality), and (b) expressed 

client concern about booking the audit difference. In this study, we investigate how these 

two factors moderate the effects of increased salience of qualitative factors on auditors’ 

propensity to book an audit difference. We investigate these issues using the context of 

an audit difference that affects the client’s ability to meet analysts’ expectations because 

concerns have been raised over the (non-) correction of quantitatively immaterial audit 

differences by firms to meet such earnings targets, and auditors’ failure to mitigate such 

biased reporting (Levitt 1998; The Big Five Materiality Task Force 1998; Ketz and 

Miller 1999; Landsittel 2000; Libby and Kinney 2000).  

We examine the moderating effects of auditors’ qualitative materiality thresholds 

because considerations of qualitative materiality likely also involve auditors making 

judgments about the economic significance of the misstatement (Jenkins 2005) such as 

impact on the stock market, which likely varies depending on the amount by which 

significant earnings targets are missed (i.e., auditors’ assessed threshold for qualitative 

materiality). This concept of qualitative materiality threshold is different from the 

concept of quantitative materiality thresholds that is couched in terms of whether the 

magnitude of the audit difference exceeds particular materiality thresholds such as 5% of 

income (e.g., Holstrum and Messier 1982; Chewning et al. 1989, 1998; Messier et al. 
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2005). For instance, one qualitative factor identified in SAB No. 99 relates to whether a 

quantitatively small misstatement enables the firm to avoid an earnings surprise. 

However, neither SAB No. 99 nor the proposed revision to ISA No. 320 offers guidance 

on the magnitude of earnings surprise that will make it material or important in terms of 

leading to a significant market reaction.  

There has also been debate on the extent to which this earning surprise is 

material—while some have argued that missing analysts’ expectations by even one cent 

per share is material to financial statement users (e.g., Levitt 1998; Brown 2001), more 

recent empirical evidence indicates otherwise (Kinney et al. 2002). Specifically, Kinney 

et al. (2002) find that earnings surprise magnitude alone is not a reliable predictor of 

market reaction (a proxy for materiality), and conclude that SAB No. 99’s 

recommendation “to consider or forecast significant market reactions conditional on 

some types of earnings surprises may be problematic” (Kinney et al. 2002: 1327). This 

unreliable association between earnings surprise magnitude and materiality, along with 

the lack of authoritative guidance on this issue, suggests that auditors may have widely 

different beliefs about the amount a firm’s earnings have to miss analysts’ consensus 

forecast in order for it to be qualitatively material. We term these subjective beliefs as 

auditors’ “qualitative materiality thresholds,” and investigate whether differences in such 

materiality thresholds among auditors moderate the effects of increased salience of 

qualitative factors.  

In addition, we also investigate the moderating effect of expressed client concern 

about booking the audit difference. Prior research on auditors’ accounting method 

decisions suggests that auditors have incentives to accept clients’ preferred accounting 
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methods (Hackenbrack and Nelson 1996, Salterio and Koonce 1997, Kadous et al. 2003). 

We add to this stream of studies by showing that in the context of auditors’ decisions 

involving audit adjustments, controlling for the client’s preferred position not to book the 

audit adjustment, the client’s communication of their concern about the adverse 

consequence of booking the audit difference can potentially thwart any beneficial effects 

of increased salience of qualitative factors and a lower qualitative materiality threshold.  

We conduct an experiment to provide evidence on the issues discussed above. In 

our experiment, audit managers decide whether to book or waive a quantitatively 

immaterial audit difference that affects the client’s ability to meet the analysts’ consensus 

forecast. We manipulate, between-subjects, the salience of the audit difference’s impact 

on the client’s ability to meet the analysts’ consensus forecast (i.e., the qualitative 

materiality factor) and the presence of expressed client concern about the adverse 

consequence of missing analysts’ expectations. We also measure auditors’ judgments 

about materiality thresholds related to the qualitative factor (i.e., qualitative materiality 

thresholds). The audit managers in our study are from the Big Four CPA firms based in 

Singapore, where, at the time we conducted our study, SAB No. 99 or its equivalent has 

not been implemented. The audit environment in Singapore is similar to that in the U.S., 

and auditors in prior studies conducted in Singapore have been found to exhibit 

judgments that are similar to those in the U.S. (e.g., Tan and Libby 1997; Tan and Kao 

1999).1    

We find that auditors are more likely to book the audit difference when the 

qualitative materiality factor is made salient, but that this effect applies only for auditors 

with lower qualitative materiality thresholds. We also find that the benefits of such 
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attention-directing mechanisms (to auditors with lower qualitative materiality thresholds) 

disappear in the presence of communication by the client expressing concern about 

adverse consequences resulting from the auditors’ booking of the audit difference. 

Auditors with higher qualitative materiality thresholds are unaffected by the client’s 

expressed concern.  

 Our paper contributes to the literature by providing the first evidence that 

auditors’ materiality thresholds relating to qualitative materiality can influence auditors’ 

propensity to book or waive a qualitatively material but quantitatively small audit 

difference. This finding is important given potential ambiguity in existing 

pronouncements surrounding the materiality thresholds relating to qualitative materiality 

factors. We also identify conditions that facilitate or hinder the effects of attention-

directing mechanisms that seek to make salient qualitative materiality factors. Our results 

suggest that features of the auditors (i.e., their qualitative materiality thresholds) and 

features of the clients (i.e., their persuasive attempts or strategic communication) interact 

with features of guidance (attention-directing) mechanisms to determine auditors’ 

decisions. Specifically, the effectiveness of such mechanisms can be undermined when 

auditors apply high qualitative materiality thresholds to their book-or-waive decisions or 

when clients express their concerns about the adverse consequences of auditors’ 

decisions. Thus, existing mechanisms that draw attention to qualitative materiality factors 

may not necessarily achieve consistent and intended effects because of differential 

materiality thresholds that auditors use to assess qualitative materiality as well as 

persuasive attempts undertaken by the client.  
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 6

 The following section develops the research hypotheses. This is followed by a 

description of the research methods used and presentation of the results. The paper 

concludes with a discussion of the main findings, limitations, and opportunities for future 

research.  

 

2. Hypothesis Development 

One of the first studies to examine auditors’ judgments relating to quantitatively 

immaterial but qualitatively material audit differences is by Libby and Kinney (2000). 

They find that, in a pre-SAB No. 99 environment, auditors perceive that a quantitatively 

immaterial audit difference is unlikely to be corrected by the client in a context where 

booking the audit difference causes the client to miss the analysts’ consensus forecast. 

This effect occurs despite the issuance of SAS No. 89 that mandates management 

representation and audit committee communication of uncorrected audit differences. 

Their finding corroborates anecdotal evidence that companies manage earnings to meet 

analysts’ expectations through selective (non-) correction of misstatements (e.g., Levitt 

1998). In a study conducted in a post-SAB No. 99 environment, Ng and Tan (2003) find 

that auditors perceive the availability of authoritative guidance and effective audit 

committees to be compensating controls in influencing the negotiated outcome of a 

quantitatively immaterial audit difference that affects the client’s ability to meet the 

analysts’ consensus forecast. In a more recent study, Ng (2007) finds that auditors are 

most likely to book an audit difference when the audit difference affects the client’s 

ability to achieve positive earnings, less so when the audit difference affects the client’s 

ability to exceed prior year’s earnings, and least so when it affects the client’s ability 
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meet the analysts’ consensus forecast. His results also indicate that auditors are more 

likely to book the audit difference when they are provided with an authoritative 

materiality guidance that mandates auditors to consider the analyst forecast threshold. All 

three studies involve some aspect of authoritative guidance, but none examines the effect 

of the attention-directing feature in such authoritative guidance. 

A consistent finding in all these studies is the relatively low incidence of 

quantitatively immaterial audit adjustments that are booked (where booking the audit 

adjustment leads to the client missing analysts’ consensus forecast).2 Why do auditors 

waive such audit adjustments? We posit that both cognitive- and incentive-related factors 

play a role. We first discuss two cognitive factors. One cognitive factor is that auditors 

may not be aware of the qualitative materiality of the audit adjustment. Increasing the 

salience of a piece of information draws attention to it and encourages additional 

processing (Haynes and Kachelmeier 1998; Reed 2004). To the extent that auditors focus 

primarily on quantitative materiality factors and fail to sufficiently attend to relevant 

qualitative factors, making salient the qualitative materiality factor (in terms of the 

impact of the audit adjustment on the client’s ability to meet or beat analysts’ consensus 

forecasts) reduces auditors’ belief that the audit difference is not material. Consequently, 

they are more likely to book the audit difference.   

Another cognitive factor is that auditors may have different mental models of the 

threshold by which analysts’ consensus forecast has to be missed as a result of booking a 

quantitatively immaterial audit difference before they deem such an audit difference to be 

qualitatively material (e.g., Palmer and Pickett 1999; Mathieu et al. 2000; Santos and 

Cracia 2006). We term this variable the auditor’s “qualitative materiality threshold” to 
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distinguish it from the materiality thresholds that auditors use to assess quantitative 

materiality of audit differences (such as whether the magnitude of the audit difference 

exceeds 5% of net income). Research in social psychology indicates that effects of 

salience of a phenomenon or issue are moderated by the decision makers’ subjective 

views on the issue (e.g., Mikulincer and Florian 2000). Consistent with this argument, we 

anticipate that individual differences in auditors’ qualitative materiality thresholds 

moderate the effect of increased salience of the qualitative factor. If an auditor has a high 

qualitative materiality threshold, it implies that an audit adjustment has to cross a 

relatively higher bar before it is deemed qualitatively material. In the context of our 

study, it means that the audit adjustment has to involve the client missing the analysts’ 

consensus forecast by a relatively larger extent before the auditor considers it to be 

qualitatively material. Thus, effects of increased salience are likely more muted when the 

auditor has a higher (versus lower) qualitative materiality threshold.  

To test our hypotheses, we hold constant the client’s position not to book the audit 

difference on grounds of immateriality. Our first hypothesis pertaining to the moderating 

effect of auditors’ qualitative materiality thresholds on the effect of increased salience of 

qualitative factors is formally stated as follows: 

 
HYPOTHESIS 1.  Increasing the salience of an audit difference’s effect on the 

client’s ability to meet analysts’ expectations heightens auditors’ 
propensity to book the audit difference, with the effect being more likely 
when auditors have lower (versus higher) qualitative materiality 
thresholds.  

 

 We next discuss how an incentive-related factor, expressed client concern, 

moderates the effect described in H1. Specifically, this factor relates to the client 
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communicating to the auditor a concern that missing the analysts’ consensus forecast will 

hurt the client’s relation with the analysts. In examining the effect of expressed client 

concern, we hold constant the salience of the qualitative materiality factor and the client’s 

position to not record the audit difference on grounds of immateriality.  Thus, any effect 

of expressed client concern shows the incremental effect of additional concerns expressed 

by the client on auditors’ assessments, given that the qualitative materiality of the audit 

adjustment is made salient and the client’s position not to record the audit difference has 

been made known to auditors. This context is different from one that has been looked at 

in prior studies, where the manipulation relates to whether the nature of the client’s 

position (e.g., in support of or against an auditing/accounting treatment) is varied rather 

than held constant (e.g., Hackenbrack and Nelson 1996). 

 Psychology research indicates that persuasive communications could lead to 

biased processing of other relevant information (such as qualitative materiality factors)—

this suggests that the presence of the client’s persuasive attempt can reduce the effect of 

increased salience of qualitative factors on auditors’ propensity to book the audit 

difference (Petty and Cacioppo 1986).  To the extent that auditors are sympathetic to the 

client’s preferences (Hackenbrack and Nelson 1996, Salterio and Koonce 1997, Kadous, 

Kennedy and Peecher 2003), the client’s expressed concern about the adverse impact on 

their relation with analysts provide auditors with additional reason to align their decisions 

with the client’s preferences (Kunda 1990). Thus, we predict that the effect of increased 

salience of qualitative factors will be weaker in the presence of expressed client concern 

than in its absence. However, given our expectation in H1 that the effect of increased 

salience of qualitative factors is likely to be greater when auditors have lower qualitative 
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materiality thresholds, we also expect the moderating effect of expressed concern to be 

greater when auditors have lower qualitative materiality thresholds. This is because 

auditors with higher qualitative materiality thresholds will be less influenced by increased 

salience of qualitative factors in the first place, thus providing less room for expressed 

client concern to exert an incremental impact. Our hypothesis relating to the joint 

moderating effects of expressed client concern and auditors’ materiality thresholds on the 

effect of increased salience of qualitative factors is formally stated as follows: 

HYPOTHESIS 2.  When the salience of an audit difference’s effect on the client’s 
ability to meet analysts’ expectations is increased, expressed client 
concern about booking the audit difference is more likely to decrease 
auditors’ propensity to book the audit difference when auditors have lower 
(versus higher) qualitative materiality thresholds. 

 
 
 

3. Method 

Design  

Our primary manipulations involve three between-subject experimental 

treatments: Non-salient, Salient, and Salient-Client Concern. The Non-salient and  

Salient conditions manipulate the salience of the qualitative materiality factor (i.e., 

whether booking the audit difference affects the client’s ability to meet analysts’ 

expectations), holding constant the client’s position not to book the audit difference, 

while the  Salient and Salient-Client Concern conditions manipulate the presence (or 

absence) of expressed client concern, holding constant the salience of the qualitative 

factor as well as the client’s position not to book the audit difference. 3  Across all  

conditions, participants were told that “the management has indicated that the proposed 
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audit adjustment is not material to the financial statements as a whole and they do not 

wish to record it”. In the Non-salient condition, auditors were not explicitly told that 

booking the audit difference would cause the client to miss the analysts’ consensus 

forecast. Hence, the impact of the audit difference on meeting analysts’ expectations is 

not made salient to auditors although this information is available in the case material 

provided. In the Salient condition, auditors were told that booking the audit difference 

would cause the client to miss the analysts’ consensus forecast. Hence, the impact of the 

audit difference on meeting analysts’ expectations is made salient. The Salient-Client 

Concern condition is identical to the Salient condition except that auditors were also told 

that the client’s management had indicated they were concerned that missing the 

analysts’ consensus forecast would hurt their relationship with the analysts.  

 We measure auditors’ qualitative materiality thresholds by asking auditors the 

following question in the debriefing questionnaire: “In your opinion, if an audit 

adjustment causes Libra’s adjusted earnings to fall below the analysts’ consensus EPS 

forecast, by how much must the adjusted EPS fall below the analysts’ consensus EPS 

forecast before you would consider the audit adjustment to be material to the client’s 

financial statements (i.e., such that you will not waive it)?” We create a dichotomous 

variable, Qualitative Materiality Threshold (lower, higher) based on a median split, to 

partition auditors into those with relatively lower qualitative materiality thresholds and 

those with relatively higher qualitative materiality thresholds for the purpose of our 

hypothesis tests.4 

 Our primary dependent variable is auditors’ book-or-waive decisions. The 

experimental task requires participants to make book-or-waive decisions on a proposed 
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audit adjustment that involves an overstatement of inventory and earnings amounting to 

three cents per share. The pre-adjusted current year financial statement values, including 

EPS of $3.68, indicate that the audit difference is quantitatively immaterial (less than one 

percent) relative to the conventional bases such as total assets, shareholders’ equity, 

inventory, operating cash flow, and net income. However, booking the audit adjustment 

will cause the client to miss analysts’ expectations. It has been argued that missing 

analysts’ expectations by even one cent per share is material to financial statement users 

(e.g., Levitt 1998; Brown 2001). To provide some evidence on the robustness of our 

results across different scenarios, we set the analysts’ consensus EPS forecast for current 

year earnings at either $3.68 (for 67 of the participants) or $3.66 (for the other 37 

participants), such that booking the audit difference will cause analysts’ expectations to 

be missed by either three cents or one cent respectively. Because our primary results do 

not vary significantly (p = 0.259) with this factor (i.e., whether analysts’ expectations will 

be missed by three cents or one cent), we perform subsequent analyses on the combined 

data.5  

 To establish the generalizability of our findings across different misstatement 

contexts, we ask participants to evaluate two independent scenarios, presented in counter-

balanced order, that vary only in the subjectivity of the audit difference. The subjective 

audit difference involves an under-provision for inventory obsolescence, while the 

objective audit difference involves a computational error in inventory pricing. We find 

that the nature of the audit difference (subjective, objective) does not interact with any of 

our independent variables, and that the only significant effect is a main effect of audit 

difference subjectivity whereby the likelihood of booking the audit difference is higher 
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for an objective audit difference than a subjective one. In our analyses, subjective and 

objective audit differences are treated as a repeated measures factor, and reported means 

refer to the average proportions of auditors booking the audit difference for both types of 

audit differences. 

To provide further evidence on whether auditors are susceptible to the influence 

of expressed client concern even in the presence of authoritative materiality guidance 

such as SAB 99, we included a within-subjects manipulation where, for each 

experimental treatment, participants were provided with an abstract from SAB 99 and 

asked to perform the same tasks as in the main experiment. We report these results as part 

of additional analyses. 

Participants and Administration  

 Participants comprised 104 audit managers from the Singapore offices of the Big 

4 firms. The participating firms had not implemented SAB No. 99-like guidance, which 

we verified with training managers and selected participants after the experiment. We 

eliminate one participant with incomplete responses, yielding a final sample of 103 audit 

managers with an average audit experience of 7.2 years (standard deviation = 2.5 years).6  

 We conducted the study under controlled settings during the participating firms’ 

in-house training sessions. Participants were randomly assigned to one of the three 

experimental conditions (i.e., Non-salient, Salient or Salient-Client Concern). 7  All 

participants read the case materials and made separate book-or-waive decisions on the 

two audit differences presented as independent scenarios. The case material provided 

included a brief background description of the client's business and the prevailing 

analysts’ consensus EPS forecasts for two consecutive years, along with extracts of its 
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financial statements (modified from those of an actual NYSE listed company). After 

completing the experimental task, participants completed a debriefing questionnaire, 

which contained demographic and manipulation check questions, as well as the question 

for measuring their qualitative materiality threshold as described above. Separate 

envelopes were used for the experimental task and debriefing questionnaire. Participants 

were also asked to provide their names and contact numbers to increase accountability. 

Only three participants failed to do so, and we obtain similar results when these 

participants are eliminated from the analyses. 

 

4. Results 

Manipulation checks 

 In our experiment, we vary the salience of the qualitative factor by not 

specifically highlighting to auditors in the Non-salient condition the impact of the audit 

difference on meeting the analysts’ consensus forecast. In contrast, this qualitative factor 

is explicitly stated for participants in the Salient and Salient-Client Concern conditions. 

To provide some evidence on the effectiveness of our salience manipulation, we ask a 

small subset of the participants (n = 23) whether they are aware that booking the audit 

adjustment will cause the client’s adjusted EPS to fall below the analysts’ consensus 

forecast.8 The proportions of participants answering “yes” in the Non-salient, Salient and 

Salient-Client Concern conditions are 0.13, 0.63 and 1.00 respectively. Fisher’s Exact 

tests indicate that the proportion in the Non-salient condition is lower than that in the 

Salient condition (p = 0.059, one-tailed), while the proportion is not significantly 
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different between the Salient and Salient-Client Concern conditions (p = 0.200), 

providing some evidence that our salience manipulation is effective.  

 Recall, also, that we hold constant the management’s position not to book the 

audit difference on grounds of immateriality across the three experimental conditions. 

The majority of participants (n = 84) correctly identify management’s position not to 

book the audit difference. We obtain similar results for the tests of hypotheses after 

eliminating participants who fail to correctly identify (or are not sure about) 

management’s position.  

As an indirect test of our manipulation of expressed client concern, we ask 

participants to rate the importance of management’s position to their decision on whether 

to book or waive the audit adjustment (0 = not important at all; 1 = extremely important). 

Among those who correctly identify management’s position not to book the audit 

difference, participants in the Salient-Client Concern condition rate the importance of 

management’s position lower than those in the Salient condition (means = 0.39 and 0.52 

respectively; p = 0.045), while these ratings do not differ significantly between the 

Salient and Non-salient conditions (p > 0.264). Thus, responses of participants in the 

Salient-Client Concern condition are different from those in the Salient condition, 

indicating that they do respond to our client’s concern manipulation. They appear to 

deemphasize the importance of the client’s position in the presence of expressed client 

concern, even though, as we report later, the Salient-Client Concern group is actually 

more likely to waive the audit difference than the Salient group. It appears that there is an 

unconscious disconnect between what the Salient-Client Concern participants do and 

what they perceive (Libby and Tan 1999).  
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Tests of Hypotheses 

 Table 1 presents the descriptive statistics on the proportion of auditors booking 

the audit difference (henceforth, Pbook) for each experimental condition, separately for, as 

well as averaged across, the subjective and objective audit differences. Panel A presents 

the descriptive statistics for the full sample (N = 103), while Panels B and C present, 

respectively, the descriptive statistics for the sub-samples of auditors with lower vs. 

higher qualitative materiality thresholds. Because 21 participants did not respond to the 

question eliciting their qualitative materiality thresholds, we test H1 and H2, which 

involve the moderating effects of qualitative materiality thresholds, based on the 

remaining 82 participants. The response rates for this question do not vary significantly 

between treatment conditions or by participants’ motivational levels and demographic 

variables such as audit experience and percentage of listed clients. The means (standard 

deviations) of participants’ qualitative materiality thresholds (i.e., the amount by which 

the analysts’ consensus forecast is missed before they would consider the audit difference 

to be material), in cents per share, for the Non-salient, Salient, and Salient-Client 

Concern conditions are 11.6 (10.8), 8.1 (7.6) and 11.0 (8.4), respectively. These 

materiality thresholds do not vary significantly between the Salient-Client Concern 

conditions (p = 0.333).9, 10 

____________________ 

Insert Table 1 here 
____________________ 

  
 

 Table 2, Panel A, presents the results of a mixed categorical ANOVA on auditors’ 

book-or-waive decisions, with the Salience/ Client Concern treatments and auditors’ 

PD
Fi

ll 
PD

F 
Ed

ito
r w

ith
 F

re
e W

rit
er

 an
d 

To
ol

s

http://www.pdfill.com


 17

qualitative materiality thresholds as between-subjects independent variables and 

subjectivity of the audit difference as a within-subject independent variable. Results 

indicate a statistically significant two-way interaction effect between the Salience/ Client 

Concern treatments and qualitative materiality thresholds (p = 0.025); none of the other 

main or interaction effects is statistically significant.  

Panel B of Table 2 presents the results of planned contrasts for the tests of 

hypotheses. H1 predicts that increasing the salience of an audit difference’s effect on the 

client’s ability to meet analysts’ expectations heightens auditors’ propensity to book the 

audit difference, with the effect being more likely when auditors have lower (versus 

higher) qualitative materiality thresholds. This hypothesis suggests that auditors will have 

a higher propensity to book the audit difference in the Salient condition than in the Non-

salient condition, and that this difference is greater for auditors with lower qualitative 

materiality thresholds than those with higher qualitative materiality thresholds. Tests of 

difference between the Salient and Non-salient conditions for the full sample of auditors 

(not tabulated) indicate that Pbook is higher in the Salient condition than in the Non-salient 

condition (Pbook = 0.23 and 0.10 respectively; p = 0.035, one-tailed). Results are similar 

for the sub-set of participants with qualitative materiality thresholds. Additionally, results 

of planned contrasts for H1, reported in Table 2, indicate that the difference in auditors’ 

propensity to book the audit difference between the Salient and  Non-salient conditions is 

marginally greater for auditors with lower qualitative materiality thresholds than for those 

with higher qualitative materiality thresholds (p = 0.083, one-tailed). Tests of simple 

main effects further indicate that for auditors with lower qualitative materiality 

thresholds, a significantly higher proportion of auditors book the audit difference in the  
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Salient condition than in the Non-salient condition (Pbook = 0.38 and 0.12 respectively; p 

= 0.018, one-tailed). However, for auditors with higher qualitative materiality thresholds, 

auditors’ decisions do not vary significantly between the Salient and Non-salient 

conditions (Pbook = 0.11 and 0.07 respectively; p = 0.320, one-tailed). These results 

suggest that auditors’ qualitative materiality thresholds moderate the effect of increased 

salience of qualitative factors, and provide support for H1. 

____________________ 

Insert Table 2 here 
____________________ 

 

 H2 predicts that when the salience of an audit difference’s effect on the client’s 

ability to meet analysts’ expectations is increased, expressed client concern about 

booking the audit difference is more likely to decrease auditors’ propensity to book the 

audit difference when auditors have lower (versus higher) qualitative materiality 

thresholds. Tests of difference between the  Salient and Non-salient conditions for the full 

sample of auditors (not tabulated) indicate that Pbook is significantly lower in the  Salient-

Client Concern condition than in the Salient condition (Pbook = 0.06 and 0.23 

respectively; p = 0.004, one-tailed). Results are similar for the sub-set of participants with 

qualitative materiality thresholds. In addition, results of planned contrasts for H2, 

reported in Table 2, Panel B, indicate that the difference in auditors’ propensity to book 

the audit difference between the  Salient-Client Concern and  Salient conditions is 

significantly greater for auditors with lower qualitative materiality thresholds than for 

those with higher qualitative materiality thresholds (p = 0.004, one-tailed). Tests of 

simple main effects further indicate that for auditors with lower qualitative materiality 
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thresholds, a significantly lower proportion of auditors book the audit difference in the  

Salient-Client Concern condition than in the Salient condition (Pbook = 0.00 and 0.38 

respectively; p = 0.000, one-tailed). Moreover, while Pbook is higher in the Salient 

condition (where the salience of the qualitative factor is increased in the absence of 

expressed client concern) than in the Non-salient condition amongst the auditors with 

lower qualitative materiality thresholds, as reported earlier in the tests of H1, Pbook is not 

higher in the  Salient-Client Concern condition (where the salience of the qualitative 

factor is increased in the presence of expressed client concern) than in the Non-salient 

condition (Pbook = 0.00 and 0.12 respectively; p = 0.148). These results suggest that for 

auditors with lower qualitative materiality thresholds, the effect of increased salience of 

the qualitative factor is attenuated by the presence of expressed client concern. In 

contrast, for auditors with higher qualitative materiality thresholds, auditors’ decisions do 

not vary significantly between the  Salient-Client Concern and Salient conditions (Pbook =  

0.06 and 0.11 respectively; p = 0.256, one-tailed), or between the  Salient-Client Concern 

and Non-salient conditions (Pbook = 0.06 and 0.07 respectively; p = 0.917). Overall, these 

results suggest that expressed client concern moderates the effect of increased salience of 

qualitative factors for auditors with lower qualitative materiality thresholds, and provide 

support for H2.11, 12 

Additional analyses 

Implications of Authoritative Materiality Guidance 

 To provide some evidence on whether our hypothesis results may persist even in 

the presence of more authoritative guidance such as SAB No. 99, we conducted a within-

subjects manipulation where, after the main experiment, we provided the same 
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participants with explicit materiality guidance comprising a list of qualitative factors 

from SAB No. 99, and asked them to complete the same experimental task. We told 

participants to assume that the guidance had just been introduced by the auditing 

standards setting body. We do not expect salience of the qualitative factor to have any 

effect on auditors’ book-or-waive decisions in the presence of the authoritative 

materiality guidance, given that the materiality guidance would have made salient the 

qualitative factor. However, Kadous et al. (2003) show that auditors are still susceptible 

to the influence of their directional goal commitment in supporting client-preferred 

accounting treatments despite the presence of a SAS No. 90-like requirement to assess 

the quality of the client’s accounting methods. Thus, it is possible that auditors’ book-or-

waive decisions may still be influenced by expressed client concern even in the presence 

of SAB No. 99-like guidance, particularly when the audit difference is subjective (versus 

objective) in nature.  

 Table 3 presents the descriptive statistics on the proportion of auditors booking 

the audit difference (Pbook) for each experimental condition, separately for, as well as 

averaged across, the subjective and objective audit differences. Panel A presents the 

descriptive statistics for the full sample (N = 92), excluding eleven participants from the 

main experiment, eight of whom did not participate in the additional session, and three of 

whom did not provide complete answers.13 Panels B and C present, respectively, the 

descriptive statistics for the sub-samples of auditors (N = 81) with lower vs. higher 

qualitative materiality thresholds, excluding eleven participants who did not respond to 

the question eliciting their qualitative materiality thresholds in the additional session.14  
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 Results of overall mixed categorical ANOVA, presented in Table 4, show 

significant main effects of qualitative materiality threshold and audit difference 

subjectivity (p < 0.016), but no significant interactions among any of the independent 

variables, including the Salience/ Client Concern treatments. Thus, the ANOVA results 

do not suggest that the effect of expressed client concern persists in the presence of 

authoritative materiality guidance. However, there is some evidence of this effect when 

we repeated the specific contrasts that were performed for the main analyses. In 

particular, we find that for auditors with lower qualitative materiality thresholds, Pbook is 

significantly lower in the  Salient-Client Concern condition (where expressed client 

concern is present) than in the Salient condition for the subjective audit difference (Pbook 

= 0.44 and 0.67 respectively; p = 0.021) but not for the objective audit difference (Pbook = 

0.78 and 0.75 respectively; p = 0.570). For auditors with higher qualitative materiality 

thresholds, Pbook is not significantly different between the Salient-Client Concern and 

Salient conditions, regardless of audit difference subjectivity (p > 0.586). We also find no 

significant difference in Pbook between the Non-salient condition and the Salient 

condition, across qualitative materiality thresholds and subjectivity of the audit 

difference. Thus, there is some weak evidence of influence by expressed client concern 

for auditors with lower qualitative materiality thresholds even when authoritative 

guidance on materiality is present in a within-subjects setting.15 

 

Self-report of factors considered by participants 

 We ask participants to list factors that they considered in arriving at their 

judgments and decisions. To facilitate comparison before and after the provision of the 
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authoritative materiality guidance, we analyze the responses of the 92 participants who 

completed both the main and the additional experimental sessions. Twenty-two of these 

participants either do not respond to the question or simply cite materiality or the new 

guidance as the basis for their decisions without providing specific factors. Ninety-four 

percent (44%) of the remaining 70 participants cite at least one quantitative materiality 

factor in the absence (presence) of the guidance. In contrast, 51% (81%) cite at least one 

qualitative materiality factor in the absence (presence) of the guidance. Tests of 

differences indicate that participants are significantly more (less) likely to cite qualitative 

(quantitative) factors in the presence of the guidance than in its absence (p < 0.000). They 

are also significantly more (less) likely to cite qualitative factors than quantitative factors 

in the presence (absence) of the guidance (p <0.000). The only qualitative materiality 

factors listed by more than five participants, both in the absence and presence of the 

guidance, are audit difference subjectivity and analysts’ expectations. The former is cited 

by 47% (63%) of the participants while the latter is cited by 16% (41%) of the 

participants in the absence (presence) of the guidance. These proportions are significantly 

higher in the presence of the guidance than in its absence (p < 0.019).16 Overall, these 

results suggest that the availability of the guidance promotes the consideration of 

qualitative materiality factors by auditors.  

   

 
5. Discussion and Conclusion 

In our experiment, auditors with lower qualitative materiality thresholds (but not 

those with higher qualitative materiality thresholds) have a greater propensity to book a 

quantitatively immaterial audit difference that affects the client’s ability to meet analysts’ 
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expectations when the qualitative materiality factor is made salient, in spite of client’s 

preference not to book it.  This propensity to book the audit difference is reduced in the 

presence of expressed client concerns about the adverse consequence of booking the audit 

difference. Our findings suggest that the lack of attention to the qualitative factor may, in 

part, explain why auditors waive such audit differences. They also suggest that the 

effectiveness of attention-directing mechanisms that make salient qualitative materiality 

factors may be undermined if auditors apply high thresholds to assess qualitative 

materiality (which could result if clear guidance on this issue is lacking). The efficacy of 

such attention-directing mechanisms may also be undermined by the client’s strategic 

influences in the form of expressed concerns about booking the audit difference. 

In a within-subjects setting, we find some weak evidence that the influence of the 

client’s expressed concern found in the main results persists even in the presence of 

explicit SAB No. 99-like guidance. In contrast to our main results, this effect is apparent 

only for audit differences that are subjective (not objective), suggesting that there are 

reasonableness constraints on the influence of client’s expressed concerns (e.g., see 

Hackenbrack and Nelson 1996; Kadous et al. 2003). However, a caveat is that we use a 

within-subjects design, which may have heightened the participants’ sensitivity to the 

materiality guidance. 

Our results also highlight the importance of more explicit guidance on the 

determination of qualitative materiality. We find wide variations in the materiality 

thresholds (ranging from one cent to fifty cents per share) that auditors use to assess 

qualitative materiality. Greater clarity in materiality guidance such as SAB No. 99 and 
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the proposed revision to ISA 320 can potentially reduce the variability in auditors’ 

materiality threshold judgments pertaining to qualitative materiality factors.  

  A strength of the paper is that by using non-U.S. auditors as participants, we are 

able to partition out the effects of drawing auditors’ attention to a qualitative materiality 

factor, and assess the benefits (if any) of attention-directing mechanisms such as SAB 

No. 99. This research question cannot be addressed using U.S. auditors because SAB No. 

99 has been implemented in the U.S. (where the qualitative materiality factor is already 

made salient to auditors). However, our use of non-U.S. auditors also limits our ability to 

generalize our findings to U.S. auditors, who may be more sensitive to clients’ incentives 

to meet analysts’ forecasts (Libby and Kinney 2000; Brown 2001), 

In addition, we investigate only a small subset of qualitative factors, and our 

findings may not necessarily extend to other types of qualitative factors. Also, our 

participants are audit managers, and our findings may not necessarily generalize to audit 

partners (e.g., see Trotman, Wright and Wright 2005). 

 In conclusion, our study indicates how the salience-increasing feature of 

attention-directing mechanisms can have complex interactions with auditor and client 

features in determining auditors’ book-waive decisions. Our message that auditor and 

client characteristics can undermine the effectiveness of such mechanisms should be of 

interest to regulators, standard setters and the profession when they deliberate on the 

content and features of guidance that are to be issued.   
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TABLE 1 
Proportion of auditors booking the audit differences (Pbook) by experimental treatments  

 
 
Panel A: Full sample (N = 103) 

Subjective  
audit difference 

Objective 
audit difference 

Mean 
Pbook  

NON-SALIENTcondition (n = 
36) 

0.06 0.14 0.10 

SALIENT condition (n = 33) 0.15 0.30 0.23 
SALIENT-CLIENT CONCERN 
condition (n = 34) 

0.00 0.12 0.06 

    

Panel B: Auditors with lower qualitative materiality thresholds  (N = 41) 

NON-SALIENT condition (n = 
13) 

0.08 0.15 0.12 

SALIENT condition (n = 16) 0.31 0.44 0.38 
SALIENT-CLIENT CONCERN 
condition (n = 12) 

0.00 0.00 0.00 

    

Panel C: Auditors with higher qualitative materiality thresholds (N = 41) 

NON-SALIENTcondition (n = 
15) 

0.07 0.07 0.07 

SALIENT condition (n = 9) 0.00 0.22 0.11 
SALIENT-CLIENT CONCERN 
condition (n = 17) 

0.00 0.12 0.06 

    
    

 

 
Description of Experimental Treatments: 

1) Salience-Client Concern Treatments, TMT (between-subjects): 
- The NON-SALIENT condition refers to the “Non-salient qualitative factor” condition, 
where auditors are not explicitly told that booking the audit difference will cause the 
client to miss the analysts’ consensus forecast, although this information can be inferred 
from the case information provided.  
- The SALIENT condition refers to the “Salient qualitative factor” condition, where 
auditors are explicitly told that booking the audit difference will cause the client to miss 
the analysts’ consensus forecast.  
- The SALIENT-CLIENT CONCERN condition refers to the “Salient qualitative factor 
with expressed client concern” condition, where auditors are explicitly told that booking 
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the audit difference will cause the client to miss the analysts’ consensus forecast, and that 
the client’s management has indicated they are concerned that missing the analysts’ 
consensus forecast will hurt their relationship with the analysts. 
 
2) Auditors’ qualitative materiality thresholds, QMT (between-subjects): 
This variable is measured based on auditors’ response to the following question: “In your 
opinion, if an audit adjustment causes Libra’s adjusted earnings to fall below the 
analysts’ consensus EPS forecast, by how much must the adjusted EPS fall below the 
analysts’ consensus EPS forecast before you would consider the audit adjustment to be 
material to the client’s financial statements (i.e., such that you will not waive it)?”  
Auditors with higher or lower qualitative materiality thresholds are determined based on 
a median split.  
 
3) Audit Difference Subjectivity, SUBJ (within-subjects): 
This variable is manipulated within-subjects by presenting participants with two 
independent scenarios, in counter-balanced order, that vary only in the subjectivity of the 
audit difference. The subjective audit difference involves an under-provision for 
inventory obsolescence, while the objective audit difference involves a computational 
error in inventory pricing. 
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TABLE 2 

Panel A: Results of Mixed Categorical ANOVA 
 

Main effects: df χ2 p-value 

Between-subjects:    

Salience-Client Concern (TMT) 2 12.61 0.002 

Qualitative materiality threshold (QMT) 1 2.51 0.113 

Within-subjects:    

Audit Difference Subjectivity (SUBJ) 1 5.51 0.019 

    

Interactions:    

TMT x QMT 2 7.36 0.025 

TMT x SUBJ 2 1.56 0.459 

QMT x SUBJ 1 0.36 0.550 

TMT x QMT x SUBJ 2 3.42 0.181 

 

Please see Table 1 for a description of the experimental treatments.  
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TABLE 2 (Continued) 

Panel B: Planned contrasts for hypothesis testing 
 

  
Hypothesized Contrasts  
 χ2 p 
   
H1:   Test of moderating effect of auditors’ qualitative materiality 

thresholds on the effect of increased salience of qualitative 
factor 

  

  (Pbook SALIENT - Pbook NON-SALIENT)Threshold-lower [0.26] >  
  (Pbook SALIENT – Pbook NON-SALIENT)Threshold-higher [0.04] 

1.92 0.083* 

   

  Tests of simple main effect of increased salience of 
qualitative factor for auditors with lower qualitative 
materiality thresholds: 

  

  (Pbook SALIENT) Threshold-lower [0.38] > (Pbook NON-SALIENT)Threshold-

lower [0.12] 
4.45 0.018* 

  

  Tests of simple main effect of increased salience of 
qualitative factor for auditors with higher qualitative 
materiality thresholds: 

  

  (Pbook SALIENT) Threshold-higher [0.11] > (Pbook NON-SALIENT)Threshold-

higher [0.07] 
0.22 0.320* 

   
   
H2:  Test of moderating effects of expressed client concern and  

auditors’ qualitative materiality thresholds  
  

   (Pbook SALIENT - Pbook SALIENT-CLIENT CONCERN)Threshold-lower [0.38] > 
 (Pbook SALIENT – Pbook SALIENT-CLIENT CONCERN)Threshold-higher [0.05] 

6.89 0.004* 

   

  Tests of simple main effect of expressed client concern for 
auditors with lower qualitative materiality thresholds: 

  

  (Pbook SALIENT-CLIENT CONCERN) Threshold-lower [0.38] < (Pbook 
SALIENT)Threshold-lower [0.00] 

16.00 0.000* 

   

  Tests of simple main effect of expressed client concern for 
auditors with higher qualitative materiality thresholds: 

  

  (Pbook SALIENT-CLIENT CONCERN) Threshold-higher [0.11] < (Pbook 
SALIENT)Threshold-higher [0.06] 

0.43 0.256* 

   

 
 

*  P-values for directional tests are one-tailed 
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TABLE 3 
Proportion of auditors booking the audit differences (Pbook) by experimental treatments 
(Follow-up experiment with materiality guidance provided) 

 
 
Panel A: Full sample (N = 92) 

Subjective  
audit difference 

Objective 
audit difference 

Mean 
Pbook  

NON-SALIENT condition (n = 
33) 

0.36 0.55 0.46 

SALIENT condition (n = 28) 0.43 0.61 0.52 
SALIENT-CLIENT CONCERN 
condition (n = 31) 

0.39 0.65 0.52 

    

Panel B: Auditors with lower qualitative materiality thresholds  (N = 43) 

NON-SALIENT condition (n = 
13) 

0.62 0.85 0.74 

SALIENT condition (n = 12) 0.67 0.75 0.71 
SALIENT-CLIENT CONCERN 
condition (n = 18) 

0.44 0.78 0.61 

    

Panel C: Auditors with higher qualitative materiality thresholds (N = 38) 

NON-SALIENT condition (n = 
16) 

0.25 0.44 0.35 

SALIENT condition (n = 10) 0.20 0.40 0.30 
SALIENT-CLIENT CONCERN 
condition (n = 12) 

0.33 0.50 0.42 

    
    

 

 
Please see Table 1 for a description of the experimental treatments.  
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TABLE 4 

Results of Mixed Categorical ANOVA (Follow-up experiment with materiality guidance 
provided) 

 
 

Main effects: df χ2 p-value 

Between-subjects:    

Salience-Client Concern (TMT) 2 12.61 0.943 

Qualitative materiality threshold (QMT) 1 2.51 0.000 

Within-subjects:    

Subjectivity (SUBJ) 1 5.51 0.016 

    

Interactions:    

TMT x QMT 2 7.36 0.502 

TMT x SUBJ 2 1.56 0.814 

QMT x SUBJ 1 0.36 0.807 

TMT x QMT x SUBJ 2 3.42 0.702 

  
 
Please see Table 1 for a description of the experimental treatments.  
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Endnotes 
                                                           
1  The auditing standards in Singapore applicable to both public and non-public entities  

are based on the International Standards on Auditing (ISAs), which have been 
adopted by more than 70 countries (Horstmann 2005). The ISA relating to audit 
materiality (ISA 320) is similar to that applicable to the U.S. in requiring auditors to 
consider both qualitative and quantitative factors when they assess the materiality of 
misstatements. 

 
2  Libby and Kinney (2000) document that in a pre-SAB 99 environment, 3% of 

auditors in their Experiment 1 involving a subjective audit difference (Table 2) and 
25% of auditors in their Experiment 2 involving an objective audit difference (Table 
5) estimate that a reported EPS that will result in the client missing the analysts’ 
consensus forecast. In Ng and Tan (2003), 26% of auditors in a post-SAB 99 
environment, averaged across experimental treatments, believe that the ultimately 
recorded audit adjustment will result in the client missing the analysts’ consensus 
forecast. These two studies use U.S. auditors as participants. In contrast, Ng (2007) 
uses Singaporean auditors as participants, and reports related and similarly low 
proportions of 8% and 12% for a subjective and an objective difference respectively 
(see footnote 16). He also shows that auditors have the lowest propensity to book an 
audit adjustment that affects the client’s ability to meet the analyst forecast threshold 
vis-à-vis other earnings thresholds (i.e., prior year earnings and positive earnings).  

 
3  We do not manipulate a fourth treatment where the qualitative factor is not made 

salient but expressed client concern is present. This is because our objective is to 
examine whether the presence of expressed client concern attenuates the effects of 
increased salience of the qualitative factor, and not whether expressed client concern 
influences auditors’ decisions per se (an issue that has been examined by prior 
studies; e.g., Hackenbrack and Nelson 1996).  

 
4  We obtain similar results for our hypothesis tests when we remove 20 (or 24%) of the 

participants to create more distinct groups of auditors with lower (i.e., five cents or 
lower) vs. higher (i.e., fifteen cents or higher) qualitative materiality thresholds.  

 
5  Unless otherwise stated, two-tailed p-values are reported. One-tailed p-values are 

reported for directional tests.  
 
6  On average, 36% (standard deviation = 26%) of participants’ audit experience was in 

the manufacturing industry and 32% (standard deviation = 26%) of their clients were 
listed companies. Participants reported encountering intentional misstatements in 7% 
(standard deviation = 11%), and earnings management in 22% (standard deviation = 
25%) of their audit engagements. They were involved in making decisions on 
proposed audit adjustments in 62% (standard deviation = 31%) of audit engagements 
in the past year, and rated the importance of maintaining good relationships with 
clients’ management as high (means = 0.77, standard deviation = 0.14; 0 = not 
important at all, 1 = extremely important). These demographic variables do not vary 
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significantly between experimental treatments (p > 0.282). Similarly, participants’ 
self-reported motivation levels to do well in the experimental tasks do not vary 
significantly between the experimental treatments (means = 0.62, standard deviation 
= 0.21, with 0.00 = “not motivated at all”, 1.00 = “extremely motivated”; p = 0.714). 

 
7  For some of the training sessions, we conducted the experiment concurrently with 

another experiment involving a common experimental treatment (i.e., the Non- 
Salient condition). The other experiment, reported in Ng (2007), examines differences 
in auditors’ propensities to book audit differences that affect different earnings 
thresholds (positive earnings, prior earnings, and analysts’ expectations), with the  
Non-salient condition being the comparison group involving analysts’ expectations. 
Consequently, 12 of the 36 participants in the Non-salient condition in this study were 
also used in Ng (2007). We obtain similar results for the tests of hypotheses after 
eliminating these 12 participants. 

 
8  We only pose this question to a small subset of participants in order to minimize its 

impact on their responses to our Materiality Threshold question, in case participants 
responding to this manipulation check question infer that the threshold must 
necessarily be low when they respond to the Materiality Threshold question. 
Participants’ materiality thresholds are not significantly affected by whether 
participants were posed the question or not at the 5% level, and we obtain similar 
results for our tests of hypotheses when we eliminate participants who were posed 
this question.  

 
9  We also elicit participants’ judgments to various questions on the materiality of the 

proposed audit adjustment (overall materiality, qualitative materiality, quantitative 
materiality), and various risk assessments (client’s inherent risk, client management’s 
incentive to manipulate current year earnings). These judgments are measured on 0 to 
1 scales. Multivariate analyses indicate a significant main effect of salience-client 
concern on auditors’ materiality and risk assessments (p < 0.05), but no significant 
main effect of qualitative materiality thresholds or interaction between the salience-
client concern treatments and qualitative materiality thresholds. The finding that 
qualitative materiality thresholds interact with the salience-client concern treatments 
to jointly affect auditors’ book-or-waive decisions but not their materiality judgments 
or risk assessments is consistent with the idea that such materiality thresholds have a 
more direct impact on auditors’ book-or-waive decisions than on their judgments.  

 
10  Participants’ qualitative materiality thresholds are not significantly correlated with 

their quantitative materiality assessments (p = 0.733; Pearson correlation coefficient = 
-0.04) but are significantly correlated with their qualitative materiality assessments (p 
= 0.025; Pearson correlation coefficient = -0.25). The negative correlation coefficient 
is consistent with the intuition that participants with higher qualitative materiality 
thresholds judge the audit differences to be less qualitatively material. Results are 
similar using Spearman correlations and for the dichotomous measure of the 
qualitative materiality thresholds. These results suggest that participants’ qualitative 
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materiality thresholds capture their interpretation of the qualitative materiality (but 
not quantitative materiality) of the audit differences.  

 
11  We also perform logistic regressions with participants’ book-or-waive decisions as 

the dependent variable, and with the continuous (mean-centred) measure of auditors’ 
qualitative materiality thresholds (QMT) and two dummy variables, Salience (coded 
1 for the Non-salient condition and 0 otherwise) and Concern (coded 1 for the 
Salient-Client Concern condition and 0 otherwise), as the independent variables. 
Results indicate significant QMT by Salience and QMT by Concern interactions (p < 
0.014), consistent with our main hypothesis test results based on the categorical 
measure of QMT.   

 
12  We also capture auditors’ perceived negotiated outcome (e.g., see Libby and Kinney 

2000) by asking them to assess the amount of the audit difference that will ultimately 
be recorded in the client’s audited financial statements after the auditors’ discussions 
and negotiations with the client's management and audit committee. We perform 
analyses on the dichotomous variable, Miss-Threshold, coded based on whether the 
perceived recorded adjustment will (or will not) cause the client to miss the analysts’ 
consensus forecast. We find that fewer auditors believe that the analyst forecast 
threshold will be missed  in the  Salient-Client Concern condition than in the  Non-
salient condition (proportions = 0.03 and 0.09 respectively; p = 0.084, one-tailed). No 
other effect is significant. The difference between these results and those for auditors’ 
book-or-waive decisions suggests that, when answering this question, auditors may 
have made different assumptions or considerations about the nature of the auditor-
client negotiation environment (e.g., strength of client’s negotiation position) that 
they operate in, which are not controlled for or manipulated in this study (e.g., see Ng 
and Tan 2003). 

 
13  We re-perform the tests of hypotheses for this subset of participants based on their 

book-or-waive decisions in the main experimental session (i.e., prior to the provision 
of the materiality guidance) and obtain similar results. 

 
14  The means (standard deviations) of participants’ qualitative materiality thresholds, in 

cents per share, for the Non-salient,  Salient and  Salient-Client Concern conditions 
are 10.7 (9.2), 9.3 (9.2) and 7.9 (7.9) respectively. As in the main experiment, these 
qualitative materiality thresholds do not vary significantly between experimental 
conditions (p = 0.537). 

 
15  An overall mixed categorical ANOVA with the Salience/ Client Concern treatments 

and auditors’ qualitative materiality thresholds (based on a median split of the 
average of participants’ qualitative materiality thresholds for the main and additional 
session) as between-subjects independent variables, and subjectivity of the audit 
difference and guidance (before guidance provision, after guidance provision) as 
within-subject independent variables indicate significant main effects of qualitative 
materiality thresholds, audit difference subjectivity and guidance (p < 0.001), a 
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significant interaction between the Salience/ Client Concern treatments and guidance 
(p = 0.031), and a marginal interaction between the Salience/ Client Concern 
treatments and qualitative materiality thresholds (p = 0.066); none of the other main 
or interaction effects is statistically significant.  

 
16  The coding of participants’ responses is performed independently by a PhD student 

who is not aware of the research questions and one of the co-authors. A high 
interrater agreement is achieved (Kappa coefficient = 0.834; p = 0.000), and all 
discrepancies are reconciled between the raters.    
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