Richard Fontaine, PhD.
Professor
Université du Québec a Montréal
Montréal, Québec, Canada
514 987 3000
fontaine.richard @ugam.ca

Claude Pilote, PhD.
Professor
Université du Québec a Montréal
Montréal, Québec, Canada
514 987 3000
pilote.claude @ugam.ca




AN EMPIRICAL STUDY OF CANADIAN COMPANIES TO DETERMINE
CLIENTS’ PREFERRED RELATIONSHIP APPROACH
WITH THEIR FINANCIAL AUDITOR'

Abstract

The purpose of our research is to determine the relationship approach that clients (buyers)
prefer to have with their financial auditors (sellers). The relationship between clients and their
auditor is different from typical buyer-seller relationships documented in the marketing
literature. Audit clients pay for the audit service’; however, the service is used by a third-
party, which causes potential conflict between the auditor and the client. The success of the
audit service depends on clients’ relational interactions with their auditor, yet we know very
little about the client’s relationship perspective. We draw on the relationship marketing
literature to help define and measure clients’ relational approach preferences with their
auditor. In the relationship marketing literature, relationship approaches are defined as a
relational approach or a transactional approach. The results of a nationwide study of Canadian
corporations show that clients prefer a relational approach with their auditor. In addition,
surprisingly, clients not only want a relational approach, but they also want to remain at arm’s
length, as required by audit regulators. These results contradict theory in the auditing
literature that predicts that clients would prefer a more transactional approach with their
auditor. This research provides significant contributions to the accounting and marketing
literature.
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Introduction and Objectives

The relationship between auditors (sellers) and their clients (buyers) is different from other
typical buyer-seller relationships studied in the existing marketing literature. The client who
buys audit services pays for the service, but does not use the service. Those that use the audit
service are considered third-party financial statement users (CICA, 2006, 5025.07 CICA).
Therefore, the auditor-client relationship is not a dyadic relationship but rather a triadic
relationship, given the presence of this third-party user. The presence of the third-party user
has been given as a reason for potential conflict between the auditor and their client, referred

to as Role Strain (Kleinman and Palmon, 2000).

! Throughout our article, we use the term ‘auditor’. This term is intended to mean ‘financial auditor’.
> When we refer to ‘audit service’, we intend to mean the year-end financial audit or review required by all
corporations.



It is important that we deepen our understanding of auditor-client relationships from the
client perspective since the success of the audit service has been considered the result of
relationship success between auditors and their clients. In fact, some researchers consider
corporate audited financial statements to be the product of negotiations between clients and
their auditors (Iyer and Rama, 2004). In addition, the client’s perception of their relative
power influences their tactics and strategies in negotiations with the auditor (Iyer and Rama,
2004; Kleinman and Palmon, 2001). Moreover, client cooperation with their auditor is an
important part of the audit service, since the client possesses information that the auditor

needs: there is an information asymmetry in favour of the client (Beattie et al., 2001).

Despite the importance of better understanding the client’s relationship perspective with their
auditor, very little direct evidence is available in the academic literature. Auditor-client
relationships regarding negotiations have been studied from the auditor’s perspective
(Saltario and Koonce, 1997), and researchers have called for additional studies to capture the
client’s perspective (Gibbens et al., 2001; Iyer and Rama, 2004). In addition, Beattie et al.
(2001) stress the importance of additional research to improve our understanding of the audit
client’s relationship behaviour using marketing and psychology theory, given the limitations

of economic theory.

Moreover, in the audit literature we identify a problem: it is not clear whether the client
perceives the audit service as a non-value added commodity or as a value-added service. This
perception may influence the client’s approach to their relationship with their auditor. To
help us bring some light to this problem, and to further our understanding of the client’s
relational approach preferences we draw on the relationship marketing theory and empirical
studies, where relationships between buyers and sellers are defined and measured as either a

relational approach or a transactional approach.

Therefore, the objective of this research is to determine the audit client’s preferred relational
approach with their auditor. Theory from the relationship marketing literature explains that
when clients perceive a service as a commodity, with little value, they prefer a transactional

approach, not having a relationship with their service provider (Berry, 1995; Gronroos, 1997,



2000; Gummesson, 2002; Pels et al., 2000; Sheth and Parvatiyar, 2000). Whereas, when a
client perceives a service as value added and important, they desire a relational approach with

their service provider (Berry, 1995; Gronroos, 1997; 2000; Gummesson, 2002; Pels et al.,
2000; Sheth and Parvatiyar, 2000).

After pre-testing multi-item relationship marketing variables for their relevant use in the audit
context, we conduct a Canadian wide mail-out survey, where we survey financial
professionals from 1090 Canadian corporations to measure their relationship preferences with
their auditors. The results indicate that the audit client prefers a more relational approach with
their auditor. In addition, individual item results show that clients prefer a cooperative and
trusting relationship. As well, clients want value-added information from their auditor.
However, clients do not want to exercise their power to influence clients, which has been
suggested in past audit research. Additionally, clients want to remain at arm’s length,

respecting audit regulations, which has been an on-going concern among audit regulators.

Our results contribute to the audit literature by contradicting power models and resource
dependency theory. Audit clients seem to prefer not exercising their power in order to
maintain a relationship with their auditor. In addition, our results contribute to marketing
theory and practice by providing a new triadic model where the buyer and seller are different

from the traditional buyer-seller relationships studied in the marketing literature.

We structure our research as follows. We present an audit and marketing literature review,
followed by a conceptual framework, which leads to our hypothesis. We then explain our
method used to analyze our hypothesis. We then present the findings of our study. We
conclude by discussing our overall results, the study’s limitations, and opportunities for

future research.



Literature Review
Audit

Auditor tenure has sparked debate in the audit literature and the results are mixed. Calls for
mandatory rotation of audit firms have triggered opposing views by the academic auditing
community, as well as by auditing regulators. The central question surrounding the debate is
whether close auditor-client relationships reduce the quality of the audit service. Auditors
have been blamed for acquiescing to client demands in close relationships and therefore not
acting as an independent auditor, as stipulated by audit regulations (Arel et al., 2005; George,

2004; Shafer et al., 2004).

The opposing argument is that close relationships, between auditors and their clients,
improve the audit service since auditors are better able to understand their client’s business
(George, 2004). A close relationship between the auditor and the client results in knowledge
sharing, which is critical to the audit process (Arel et al., 2005). Evidence from the client is
considered an important source and a good starting point for the audit planning and process
(Arens et al., 2007; Kopp et al., 2003). Therefore, the auditor is dependent on client
involvement and cooperation (Arel et al., 2005; Kopp et al., 2003; Rennie et al., 2006).
Client cooperation and management provided evidence have been shown to increase audit

effectiveness (Comunale et al., 2003).

The conflict over the auditor having a close working relationship with the client and
remaining independent has created what Beattie et al. (2000) refer to as a paradox. This
closeness has given rise to concern over adequate auditor independence to assure an objective
audit process (Beattie et al., 2000; 2001; Kleinman et al., 2000; 2001). A question that
surfaces from the auditor independence debate is: Is the auditor able to establish a close
relationship with the client in order to understand their business and perform an effective
audit, and at the same time, able to maintain a certain distance to remain independent in

accordance with audit regulations?

Relationships between auditors and clients are important since financial statements are

considered the result of auditor-client negotiations (Gibbens et al., 2005; Iyer and Rama,



2004). Behavioural studies that investigate the negotiation process between auditors and
clients produce conflicting results (Beattie et al., 2000; 2001; 2004; Gibbens et al., 2001;
2005; Iyer and Rama, 2004; Kleinman and Palmon, 2000; 2001; Trotman et al., 2005).

Gibbens et al. (2005) found that negotiations between CFOs (clients) and audit partners
(auditors) end with a distributive (win-lose) outcome, where each party tries to convince the
other party to accept its position (Gibbens et al., 2005). Gibbens et al. (2005) claim that their
results are contrary to results in the negotiation literature, in which most partners seek an
integrative (win-win) solution. These results are criticized for relying on the Gibbens et al.
(2001) model as the unique theoretical framework and not referring to a wider scope of
general negotiation theory (Johnstone, 2005). For example, Gibbens et al.’s (2005) results
differ from negotiation theory, where both parties desire a win-win solution (Fisher and Ury,

1991).

Beattie et al. (2000; 2004) found opposing results to those of Gibbens et al. (2005), where
audit clients desired a more cooperative relationship during negotiations resulting in an
integrative solution (win-win) (Trotman et al., 2005). Cooperative relationships, where both
parties work to achieve an optimal solution, have been shown to result in long-term

relationship success (Beattie et al., 2001; 2004; Kleinman and Palmon, 2000).

Most of the auditor-client negotiation studies capture the auditor perspective (Beattie et al.,
2004; Gibbens et al., 2001; 2005; Saltario and Koonce, 1997), and there are still requests for
further empirical investigations of the client’s perspective on auditor-client negotiations (Iyer
and Rama, 2004). In addition, the CFO (client) perspective is important because it influences
a company’s financial reporting. But the CFO (client) viewpoint is absent in the academic
literature (Gibbens et al., 2005). The client perspective is considered important, since it will
influence the way the client negotiates, which affects the result of the negotiation and
ultimately has an impact on the audited financial statements (Gibbens et al., 2001; Iyer and

Rama, 2004).



To summarize, the negotiation research shows conflicting outcomes between auditors and
their clients (a win-win outcome versus a win-lose outcome). In addition, the negotiation
research fails to provide adequate results from the client’s perspective. Moreover, the
negotiation literature does not consider important elements of business negotiations such as
the relationships between buyers and sellers, which have been well documented in the
marketing and negotiation literature (Fisher and Ury, 1991; Gronroos, 2000; Morgan and

Hunt, 1994; Sheth and Parvitiyar, 1995; 2000; Ury, 1993).

Beattie et al. (2000) argue that most research into auditor-client relationships is abstract or
indirect, which draws inferences from public company information due to the difficulty of
gaining access to real life information (Beattie et al., 2000; Dye, 1991). Kleinman and
Palmon (2000) stress the need for further empirical research of the auditor-client relationship
because the relationship is becoming more intensive and extensive. However, one of the
challenges in studying auditor-client relationships is determining the appropriate definitions
and measures of relationship constructs and variables. Therefore, there is a need to draw on a
field of study that has defined and operationalized relationship variables. For this reason, we
present the following relationship marketing review that provides our study with a method to
define and measure a relationship between auditors and their clients. To the best of our
knowledge, relationship marketing is the only field where relationships between buyers and

sellers are theoretically defined and empirically studied.

Marketing

Relationship marketing is a perspective that seeks to improve the understanding of how
service and product providers, clients, and other parties relate with each other, leading to
various business strategies (Gronroos, 2000). The relational approach is considered by
marketing scholars to be at the opposing end of the transactional approach (Dwyer et al.,
1987; Macneil, 1974; 1978; 1980; Paulin et al, 1997; 2000; Pels er al, 2000). In the
relational marketing literature, clients have been found to be either more transactional or
more relational (Gronroos, 1991; 1994; 1997; 2000; Gummesson, 2002; Paulin et al., 1997,
2000; Pels et al., 2000).



The relational approach reflects an ongoing process (Dwyer et al., 1987; Morgan and Hunt
1994). It is a perspective based on interdependence rather than independence of choice and
cooperation rather than competition (Sheth and Parvatiyar, 1995). Cooperation is a key
antecedent to a successful long-term relationship. Cooperation promotes relationship
marketing success (Morgan and Hunt, 1994). Communication is also an important element in
the relational approach, where the nature of communication is from individuals to individuals
(Coviello et al., 1997; 2002). Communication has been shown to increase levels of trust

between exchange partners (Anderson and Narus, 1990; Morgan and Hunt, 1994).

In contrast to the relational approach, the transactional approach is a discrete transaction
approach that has a distinct beginning, short duration, and ends by the delivery of
performance (Dwyer et al., 1987; Morgan and Hunt, 1994). The transactional approach is a
perspective based on the premise that competition and self-interest results in an arm’s length
relationship (Morgan and Hunt, 1994). This approach is focused on the acquisition of new
clients and the increase of the number of transactions for higher short-term profits,

disregarding the relationship with the client (Gronroos, 1991; 2000).

The relationship approaches are further conceptualized and empirically tested showing that
buyers and sellers are either more transactional or more relational based on where they are
positioned on a transactional-relational continuum (Dwyer et al., 1987; Ferguson et al., 2005;
Fink et al., 2007; Kaufmann and Dant 1992; Paulin et al., 1997; 2000; Morgan and Hunt,
1994; Rokkan and Haugland, 2000). The transactional and relational approaches are on
opposite ends of a continuum, where the transactional approach is defined by the theory of
opportunism, and where the relational approach is defined as a win-win, plus sum game
(Gummesson, 1994; 2002; Paulin, 1997). Gummeson (2002) and Gronroos (1994; 2000)
present the two approaches on a relationship continuum where the transactional approach is
the 0 point, and the opposite extreme point on the continuum is the relational approach where
the “...customer and a supplier are practically the same organization” (Gummeson, 2002,
17). At the O point, there is no relationship between the buyer and seller as it is the lowest
price that connects the buyer and seller. The O point is theorized by micro-economic theory,
where price is the only determining factor of a purchase. The O point can also contain a

convenience factor which would put less emphasize on price (Gummeson, 2002).



The relationship marketing literature also provides us with empirical studies, based on sound
conceptual frameworks with variables that define and measure the transactional and relational
constructs. These frameworks have permitted researchers to determine if buyers and sellers
are more relational or more transactional. Therefore, relationship marketing helps us achieve
our objective which is to empirically determine if the client’s preferred relationship with their

auditor is more relational approach or more a transactional approach.

In the following chapter, we present a conceptual framework of the auditor-client relationship
with the objective of differentiating it from traditional buyer-seller dyadic relationships as

well as an explanation of the theory that will support our methodology.

Conceptual Framework
Buyer-Seller Relationships

After an extensive review of the relationship marketing literature, to the best of our
knowledge, most of the traditional buyer-seller relationships, studied in the academic
marketing literature (Christopher et al., 1991; Dwyer et al., 1987; Gronroos, 1994; 1997,
2000; Gummesson, 1994; 2002; Heide and John, 1992; Kotler, 1992; Morgan and Hunt,
1994; Sheth and Parvatiyar, 1995; 2000) are unlike the audit-client relationship. Figure 1 best

represents these traditional buyer-seller relationships.

Seller Buyer
(Service provider) (Pays for and uses service)

A
v

Not required, by rules or
norms, to remain at arm’s
length

Figure 1: Buyer-seller dyadic relationships (Gummesson, 2002)

More precisely, classic market relationships are described as Business to Business (B-to-B)

or Business to Customer (B-to-C), which are considered the classic dyad of marketing which
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is a two-party relationship (Gummesson, 2002). For example, the relationship is between a
party who sells a product or service and a party who buys and consumes directly or indirectly

a product or service.

Auditor-Client Relationship

The client-auditor relationship differs from dyadic buyer-seller relationships because the
client pays for the service and a third-party user consumes the service. The paying clients are
not the intended user of the provided service. In addition, the auditor-client relationship is
heavily regulated, where arm’s length independence, professional scepticism and objectivity
are required with set norms (CICA, 2006). No such regulation is present in the dyadic buyer-

seller relationships described above in Figure 1.

As a foundation of our conceptual framework we present the audit-client relationship as
defined in the audit standards (CICA, 2006 5025.07) (refer to Figure 2), with the objective of

differentiating it from the traditional buyer-seller relationship (refer to Figure 1)

Third —party

User(s)
) Accountability
Conclusion
SUBJECT
MATTER
Practitioner Accountable party
(Auditor) (Client)

Figure 2: Three parties involved in an assurance engagement. (CICA, 2006 5025.07)

Referring to Figure 2, we base our definition of the participants in the auditor-client

relationship on this CICA framework. The reason we use this framework as a basis for our
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conceptual framework is that the CICA framework is a standard that applies to all Canadian
accounting practitioners, performing audit services, in private and public sectors (CICA,

2006, 5025.01).

In this study, when we use the word Client we refer to the Accountable party and when we
use the word Auditor we refer to the Practitioner as they are presented in this framework
(CICA, 2006 5025.07). In addition to the Auditor and the Client, Figure 2 shows the presence
of a User who is a third-party that could be shareholders, creditors, customers, the board of
directors, the audit committee, and the legislators or regulators (CICA, 2006 5025.06). There
is an accountability relationship between the Client and the User(s), where the Client is
responsible to the User (s) (CICA, 2006 5025.04). It is the presence of the accountability to a
third-party User that differentiates the auditor-client relationship from other traditional buyer-

seller relationships presented in Figure 1.

The existence of the third-party User could give rise to non-cooperative behaviour (Beattie et
al., 2001; Kleinman and Palmon, 2001). For example, the auditor could want to protect the
User and assure that financial information is accurate according to regulations and standards;
whereas, the client’s objective could be to achieve profit and assure the financial information
is attractive to the third-party User. These conflicting objectives are referred to as “role
strain” (Kleinman and Poleman, 2000; 2001). Therefore, given role strain, these authors ask
the question: “Given all these outside interests: What motivates the parties to seek
accommodation or conflict?” (Kleinman and Poleman, 2000, 25). In other words, given the
multiple Users, why would audit clients want to enter into a cooperative relationship

(relational approach) with their auditor?

Theoretical and empirical models from the relationship marketing literature show that sellers
prefer a relational approach with their customers (Gronroos, 1994; 1997; 2000 Sheth and
Parvatiyar, 1995; 2000). The benefits for service providers, such as auditors, to enter into a
relational approach with a client are increased revenues, increased customer loyalty, and
lower overall costs (Gronroos, 2000; Gummesson, 2002; Sheth and Parvitiyar, 2000).
However, clients do not always prefer a relational approach with their supplier, and at times

would rather remain transactional (Pels et al. 2000).
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Research, in relationship marketing, shows that clients are either transactional or relational
given a specific exchange situation (Gronroos, 1991; 1997; Pels et al. 2000; Sheth and
Parvitayar, 1995). Berry (1995) argues that the clients of services with the following
characteristics will benefit from a relational approach: personally important, variable in
quality, and/or complex and high involvement (e.g. medical, banking, insurance and
hairstyling). The reason for this is “the heterogeneity of labour-intensive services encourages
customer loyalty when excellent service is experienced” (Sheth and Parvatiyar, 2000, 153).
The example of an auto repair service is given, where the client would prefer a relational
approach with their auto repair service firm given the heterogeneity of the service. Also, Pels
et al. (2000) propose a dynamic model which shows that clients each have a specific need
structure and they will be in a relational mode or transactional mode based on how they
perceive the service offering. If the service offering is perceived as unique, the client will
prefer a relational approach with their service firm. If the service offering is perceived as
generic, the client will prefer a transactional approach with their service firm (Pels et al.,
2000; Ravald and Gronroos, 1996). Therefore, to determine the client’s relationship
preference, it would be important to know how the audit client perceives the audit service,

routine and generic, or unique and important.

Transactional Approach Preference

In Williamson’s (1975) article, in which Transaction Cost Analysis (TCA) and Opportunism
are introduced, the external auditor is considered an outsider and their motives are considered
suspicious by the client management team. As a result, the auditor is expected to receive little
cooperation (Abdel-Khalik, 1993; Williamson, 1975). Moreover, in the economic and audit
literature, research has shown audit services to be perceived as a routine, commodity-like
service, subject to downward price pressure: ““...the audit has become more like a commodity

with firms seeking, in many instances, the lowest price” (Schmidt & Sanborn, 1987, 286).

Goldman and Barlev (G&B) (1974) argue that the client has power over the auditor, since the
audit is an easily attainable commodity and perceived as not important by the client. This
perception of non-importance gives the client power. Two dimensions explain importance, in

the G&B power model: 1) the nature of the problem solved and 2) the party benefiting from
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the service (Figure 3). This model is also referenced by Kleinman and Palmon (2001), Beattie

et al. (2001), Nichols and Price (1976), Green (2006) and Iyer and Rama (2004).

Problem Solved
Beneficiary Nonroutine Routine
Paying clients (1) Highest (2) Medium
Others (3) Low (4) Lowest

Figure 3: The Amount of Power Wielded by Professionals Vis-a-Vis Paying Clients
(Goldman and Barlev, 1974, 336)

In their model, Goldman and Barlev (1974) explain how even though the auditor is asked
time to time to handle non-routine problems, many audit issues are routine and do not benefit
the paying party. Because of routine problems solved and the client not benefiting from the
service, the audit is perceived by the client as not important, and the power of the relationship

is asymmetric in favour of the client (Goldman and Barlev, 1974).

Marketing scholars have theorized that services that are not perceived important by the client
and which are perceived as routine and commodity-like with little added value will result in
the customer preferring more of a transactional approach over a relational approach (Berry,
1995; Gronroos, 1995; 2000; Gummesson, 2001; Pels et al., 2000; Sheth and Parvatiyar,
2000). Therefore, if the G&B (1974) model (Figure 3) and the theory of Williamson (1975)
are assumed theoretical representations of the audit service, the audit client would prefer
more of a transactional approach over a relational approach, given that the audit service is
considered not important and routine. However, the question whether or not the audit is
perceived by clients as a routine, non-value added service can be further developed.
Additional theory explains why an audit client could perceive the audit service as a value-

added, important service.
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Relational Approach preference

In the Relationship Marketing literature, an added-value service is an important component of
the relationship approach, which allows companies to differentiate themselves from the
competition and sustain a competitive advantage (Gronroos, 1997). The value of the auditor
beyond the core audit service is evident by the auditor being a source of support and advice
for the client, resulting in cooperative efforts as clients increasingly rely on advice from their

auditors (Beattie et al., 2000).

Empirically, Beattie e al. (2000) found that companies desire, from their auditor, more than
auditing services, such as guidance on accounting principles, advice on internal controls and
general business advice. These authors also found that when auditors did not provide enough
advice, they were replaced (Beattie ef al., 2000). This advice is considered in the “added-

-3
value audit™

(Beattie et al., 2000). Audit regulations recommend that the auditor’s main
objective, when conducting an audit, is to provide an opinion on the financial statements
taken as a whole (CICA 2006 5750.03). However, while the auditor is conducting the audit,
the auditor “may identify certain matters that may be of interest to management” (CICA 2006

5750.03).

Eilifsen et al. (2001) describe the value-added audit, from the result of a field study, as
additional information: a by-product of the audit and not as separate services. The field study
showed that in 1997, 14.5 percent of the engagement time was related to audit activities not
directly related to verifying the financial statements, compared to 7.3 percent in 1996.
Eilifsen et al. (2001) differentiate value-added services according to the traditional audit
approach versus the “new” audit approach. The Value-Added Services, described in the
“new” audit approach, includes a delivered business model, business risk analysis, a

delivered expanded management letter, and feedback on processes (Eilifsen et al., 2001).

? “There is some confusion over the term ‘added-value’. Audit practitioners use it to mean audits that are
performed in such a way that the findings can be interpreted and communicated to the client and form part of the
business decision taking activity and add real value to the corporate entity (personal communication with Gerry
Acher, senior partner in KPMG UK, Chair of the ICAEW Audit Faculty and formerly chair of KPMG’s world
wide auditing committee). Some commentators have however, taken the term to mean consultancy-related
services” (Beattie et al., 2000, 200).
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The added-value audit, which is a by-product of the audit, yet not an additional billable
service, is an important element of the relational approach (Gronroos, 1991; 1997; Ravald
and Gronroos, 1996). In the transactional approach, the customer sees value as a basic
exchange of the core product or service for money (Gronroos, 1997; 2000). The value-added
component of the audit has been shown to be important for the client (Beattie et al., 2000),
and the value-added information is a key component of the relational approach. Therefore,
the added-value source of support and advice adds to the argument of why the audit would be

perceived as a non-routine and important service by the audit client.

Hypothesis Development

We began our conceptual framework by explaining how the auditor-client relationship differs
from typical buyer-seller relationships, primarily due to the accountability to a third party
user. The third party user creates potential “role strain” between the auditor and the client
(Kleinman and Palmon, 2000) as the audit client and the auditor could have conflicting
objectives. In addition, given that the audit client is not the intended user of the audit, but
rather the third party user, client non-cooperative behaviour could result (Beattie et al., 2001).
Therefore, the question we ask is: “what relational approach would an audit client prefer

having with their financial auditor?”

To answer this question we borrow relationship marketing variables to help justify whether
the client would prefer more of a relational approach or more of a transactional approach. The
power model, based on resource dependency theory and conceptualized by Goldman and
Barlev (1974), shows how the audit client considers the audit service as unimportant resulting
in an asymmetrical power relationship in favour of the client. In addition, Williamson (1975),
based on Transaction Cost Analysis (TCA), argues that clients consider the auditor as an

outsider, which does not encourage client cooperation.

Additional theory shows that the audit client desires additional information, which is included
in the new value-added audit. The value-added audit is not billable consulting services but

rather knowledge gathered during the audit that can help the client (Beattie et al., 2000).
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Shared knowledge is an important component of the relational approach (Gronroos 2000;

1997).

Given the existence of conflicting theory, which could either describe the audit service as an
important, value-added service, or as a non-value added commodity, we argue that there is
more convincing theory leading towards the perception of the audit service as important and
value-added. Even though the audit service does not provide a direct benefit to the paying
client, the client does benefit from other additional advice offered by the auditor. Therefore,
if the client perceives the audit service as important and value-added, according to
relationship marketing, the client would prefer a more relational approach than transactional

approach with their auditor.

H1: The audit client will prefer more a relational approach over a transactional approach

with their auditor.

Method

Our research is designed as a survey, which is an appropriate method to collect original data
and for measuring attitudes and orientations (Babbie and Benaquisto, 2002; Isaac and
Michael, 1995). After an extensive literature review, we chose the survey measurement
instrument used by Kaufmann and Dant (1992). The Kaufmann and Dant (1992) model is
appropriate for two reasons: it is an instrument that applies to both buyers and sellers, and the
measurement scales are not industry specific (Kaufmann and Dant, 1992; Paulin et al., 1997).
For example, Kaufmann and Dant (1992) surveyed a convenience sample of 106 sales and
purchasing personnel chosen from executive seminars. Each participant completed a
questionnaire by referencing one focal relationship across different industry sectors. Their
study was not industry specific and their results supported the use of industry non-specific
dimensions to describe both buyer and seller relationships (Kaufmann and Dant, 1992; Paulin
et al., 1997). Consequently, the Kaufman and Dant (1992) measurement instrument is
appropriate for our study, since it can apply to various industries such as the audit industry

and apply to the client (buyer) of audit services.
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The dimensions that Kaufmann and Dant (1992) operationalize are derived from Macneil’s
(1980) common contract norms, and these norms have been the theoretical foundation used to
determine whether a relationship is more transactional versus more relational (Heide, 1994;
Macneil, 1980; Kaufmann and Stern, 1988; Rokkan and Haugland, 2000). Transactional and
relational constructs are considered opposite poles on a continuum (Dwyer et al., 1987; Fink
et al., 2007; Kaufmann and Dant, 1992; Macneil, 1974; 1978; 1980; Rokkan and Haugland,
2000). Nevin (1995) considers that this model provides the most comprehensive conceptual

context for understanding business-to-business relationships.

The contractual dimensions (Kaufmann and Dant, 1992) are described as follows: Relational
Focus, Solidarity, Restraint, Role Integrity, Flexibility, Mutuality (further described in
Appendix 1). Twenty individual items are derived from these six dimensions. The twenty
items correspond to twenty questions we use in our questionnaire in order to determine the
client’s preferred relational approach. Each item (question) is defined in our questionnaire

(refer to Appendix 2).

Since the objective of our study is to determine if audit clients prefer more of a relational or
transactional approach, we determine a single mean score from the twenty items. More
precisely, the twenty items in our questionnaire need to meet the conditions of a summated
scale, one of which is the unidimensionality of the items (which would mean that the twenty
items and six dimensions are derived from a higher-order factor). We argue that the twenty
items are derived from the six dimensions which in turn are derived from a single, higher
order construct referred to as relationalism®. Relationlism, as a higher order construct, is
tested statistically for unidimensionality in the following section (Findings) using Structural
Equation Modeling (SEM). In addition to unidimensionality, we test for other conditions for

a summated scale such as reliability and validity.

* Relationlism is used in other studies and is used in our study to determine a RA or TA. Low Relationlism is a
TA (also known as a discrete transaction) and high Relationlism is a RA (Fink et al., 2007; Macneil, 1980;
1978; 1974; Paulin et al., 2000; 1997; Rokkan and Haugland, 2000).
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Data Collected

We mailed 1090 questionnaires across Canada at the end of November 2008. We received
306 completed questionnaires. Since 100 questionnaires were sent back unopened due to
wrong addresses, our response rate is 30,91% (306 / (1090-100)). Other similar survey
studies have similar response rates that were considered satisfactory levels. Fink et al. (2007)
uses the same relational measurement instrument as the one used in the present research. In a
mail survey, they received 372 completed questionnaires for a response rate of 32,00%. We
conservatively predicted a response rate of 18,00% which was based on a similar study (Iyer
and Rama, 2004), where questionnaires were sent to the CFOs of private companies. Since
our study was also a mail survey sent to CFOs of private companies based on a membership

list we consider our 30,91% response rate to be very good.

In addition to the twenty questions used to measure the relational approach preferences
construct (Relationism, Relprefs) (refer to Appendix 2) seven questions were used to collect
Personal and Corporate Information (refer to Appendix 3). None of the corporate or personal
information had any significant influence on the 20 items used to measure relationship
marketing variables. Therefore, there was no need to control for the corporate or personal

information variables.

Findings
Summated Scale

Even though our measurement instrument was conceptualized as a multidimensional
measure, it was operationalized as a unidimensional, summated scale. The scale dimensions
were summated into a single mean score, enabling researchers to determine a level of
relationlism: high scores determined a relational approach (RA) (also referred to as relational
or high relationalism) and low scores determined a transactional approach (TA) (also referred
to as discrete or low relationalism) (Ferguson et al., 2005; Fink et al., 2007; Heide, 1994;
Heide and John, 1992; Paulin et al., 1997; 2000; Rokkan ef al., 2003). In all of these studies,
the multiple dimensions were compressed into a single construct (relationalism). This single
construct was theoretically justified by the work of Macneil (1980) and was statistically

justified using Confirmatory Factor Analysis. Even though these previously mentioned

5 This variable is a single mean score of the individual items listed in the SPSS database described further in the text.
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studies show theoretical and statistical justification for summing their multi-item scales into a
single score, we tested our variables to meet the four conditions for a summated scale

suggested by Hair et al. (2006):

1) The items in the summated scale need theoretical justification (p. 139).

2) The summated scale needs to be assessed for unidimensionality by exploratory or
confirmatory factory analysis (p. 139). (Item analysis is also recommended to determine
unidimensionality, Churchill (1979), Hoyle et al.(2002), Noordewier et al.(1990).

3) The reliability of the scale needs to be assessed (p. 139).

4) Validity should be assessed (p. 139).

The first condition of theoretical justification is met as the 20 questions (items) to measure
the client’s preferred relationship approach are derived from six dimensions based on the
conceptual framework of Macneil (1980) and further conceptualized and empirically tested in

published research, in the above-mentioned literature.

To test the second condition for a summated scale, we assessed the unidimentionality by first
conducting an item analysis of the twenty relational items. We test the correlations of the
individual items with the total score (corrected item-total corr.) (refer to Appendix 4). Among
the twenty items, eighteen are positively correlated, while one item approaches 0 (solpref3
item to total corr. = 0,0085), and one item is negatively correlated (mutpref3 item to total

corr. = -0,0539).

Removing the variables that approach 0, or negatively correlated, increases the reliability of a
scale (Churchill, 1979). In addition to the quantitative reasons for removing solpref3 and
mutpref3, we also provide contextual justification for their removal. The solpref3 item
measures the client’s preference for an arm’s length relationship. This is a reverse item; high
scores represent a transactional preference and low scores represent a relational preference.
An arm’s length relationship, in the relational marketing literature, is when there is a
transactional relationship between buyers and sellers (Gronroos, 1991; 1994). However,
auditors have the responsibility of maintaining a certain level of independence with their
client, and the client is encouraged by the auditor to respect this responsibility (CICA, 2006).

Therefore, it is contextually and statistically justified that a low score for this arm length item
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is not necessarily indicative of a transactional preference but rather a unique characteristic of

the client-audit relationship. Accordingly, we will remove this item from the scale.

The second problematic item, mutpref3 is negatively correlated with the total score. This item
measures how intensely the client prefers monitoring the auditor. In the relationship
marketing literature when a buyer monitors their supplier, they are showing more of a
transactional than relational approach with their supplier (Sheth and Parvatiyar, 1995).
However, in the audit industry, the client’s management team monitors their year-end
financial audit to assure that controls are operating as intended (Arens et al., 2007). Unlike
the more typical buyer-seller relationships, where supplier monitoring represents low trust
and therefore a transactional approach, monitoring of the auditor by the client is part of the
client’s financial function. Therefore, it is contextually and statistically justified to remove

this item from the overall scale.

After dropping 2 items (solpref3 and mutpref3) we conduct Confirmatory Factor Analysis
with 18 items and 6 dimensions. A similar approach was used by Noordewier et al. (1990)
who modeled their relational items using a second-order factor model, arguing that relational
factors arise from a single second-order factor (Relationlism). After running a second-order
factor analysis using the CALIS procedure in SAS we drop the Mutuality dimension (which
includes two items) due to a negative eigen value for this dimension. We are then left with 16
items and 5 dimensions. The second-order model results show a reasonable fit (GFI = 0.93,
AGFI = 0,90 ) (refer to Appendix 5.) Moreover, the higher order model shows reasonable
Reliability of 0,75 based on Joreskog’s formula (Roussel et al., 2002) . Consequently, we
conclude that our measure meets the requirements of unidimensionality (Hair ef al.’s 2006,
second condition for a summated scale). Reliability was Hair ef al.’s (2006) third condition

for a summated scale.

We further test Hair er al. (2006)’s fourth condition which is to assure the Validity
(convergent and nomological) of the Higher (Second-Order) model. Factor Loadings,
Variance Extracted and Reliability are all indicators of Convergent Validity. Among the 5
Factor Loadings of the Higher order construct, 4 are over 0,5 (refer to Appendix 5), which is

considered a good rule of thumb (Hair et al., 2006). The Variance Extracted of the second
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order model is close to 0,5 (0,4633, to be exact) which is considered adequate convergence
(Hair et al., 2006). Therefore, due to the result of Factor Loadings, VE and Reliability we

confirm convergent validity.

In addition, we further test for the nomological validity of our relationship preference
construct. Nomological validity determines if a measure represents what it should measure,
based on prior theory, or prior empirical research (Hair et al., 2006.). The items, making up
our Relational Preference measure, are derived from dimensions theoretically developed by
Macneil (1974; 1978; 1980; 1981; 1983). Macneil’s (1974; 1978; 1980; 1981; 1983)
relational dimensions have been conceptualized to move in the same direction (correlated).
Therefore, we test our five dimensions (Solidarity, Role, Focus, Power, and Flexibility) from
which our individual items are derived. The results are presented in Appendix 6. Using the
Pearson Correlation, the matrix shows that most of the dimensions are significantly
correlated. Out of 10 possible different associations, only 2 are not significantly correlated
(FOCPREF-POWPREF, FLEFPREF-POWPREF). Kaufman and Dant (1992) had similar
results with dimension correlations. The authors claim the correlations support Macneil’s
(1980) Relational Exchange Theory. Therefore, we confirm that the items we use to measure

relational preference show strong nomological validity.

Therefore with our theoretical justification, unidimensionality, reliability and validity
confirmed we meet the four conditions for a summated scale highlighted by Hair er al.
(2006). The summated single mean score of our 16 items is 1119,03 (Relpref) on a scale of 0-

1585 ( refer to Appendix 7).

Hypothesis validation

Using the Kolmogorov-Smirnov Test, we determined that the distribution of our Relational
Preference variable (relpref) was normal. Therefore, to verify the hypothesis H1 we use a
dependent t-test (parametric test). In addition, to validate further our hypothesis we use the
Wilcoxon signed rank test (the non-parametric equivalent of the dependent t-test). Even when
data is normally distributed, when responses are measured using ordinal scales, the Wilcoxon

test is recommended (Boslaugh and Watters, 2008; Field, 2005).
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The scale used for the relational preference items has a range of 0 (transactional) to 1585
(relational), with a midpoint of 792,50. Therefore, for levels significantly greater than the
792,50 mid-point we conclude that the audit client’s preference is more relational than
transactional. For levels significantly less than the 792,50 midpoint we conclude that the
audit client’s preference is more transactional than relational. Other similar studies used scale
midpoints as a point of reference for determining relational (high relationalism) or

transactional relationships (low relationalism) (Paulin et al., 1997; 2000).

For the 306 participants, the single mean Relational Preference (relpref) score is 1119,03 (on
a scale of 0-1585). The minimum mean score is 807,01 and the maximum mean score is
1389,26 (refer to Appendix 7). Therefore, with a midpoint of 792,50 units and a mean score
of 1119,03, we conduct a parametric paired-sample T-test to see if there is a significant
difference between the mean single score and the midpoint on our relational scale. The results
of the test show that the Relational Preference mean score (1119,03) is significantly higher

than the midpoint (792,50) (t = - 34,526, p = 0,000).

We also conduct the non-parametric equivalent of the Paired Samples T-test using the
Wilcoxon signed-rank test (SPSS). For 295 participants (out of a total of 306) the relational
preference mean score exceeded the relational preference midpoint (relpref > prefmid); and
for 11 participants the relational preference mean score was below the relational preference
(relpref < prefmid). The results of the Wilcoxon signed-rank shows that the Relational
Preference variable (relpref) is significantly higher than the scale midpoint (relmid)
(Z=-14,994, p = 0,000). The parametric and non-parametric tests show the audit client
significantly prefers a more relational than transactional approach with their auditor.

Therefore, the main hypothesis (H1) is supported.

To understand further the clients’ preferences for the relational approach we test the 16
individual factors of our Relational Preference variable (relpref) to identify the different
levels of each factor and to see if all factors are statistically different from the scale midpoint
(relmid). The Paired Sample Tests of the 16 items that make up the overall Relational

Preference variable show factors that are statistically different from the midpoint. Of the 16



23

factors, only three factors are not significantly different from the midpoint (focpref2,
t=1,766, p =0,078) (focpref3, t =0,589, p = 0,556) (rolpref3, t = 1,283, p = 0,200) (refer to
Appendix 8). The remaining 13 items are significantly higher than the midpoint, all p =
0,000. These three factors, which are not significantly different from the scale midpoint will

be discussed in the following section (Discussion).

In addition, the scale mean of each of the 16 items along with a brief characteristic definition
of each factor is presented in Appendix 7. The individual factors, which warrant further
discussion, will be done so in the following section (Discussion). The individual item,
solpref3 (Arm’s Length), was dropped from the single mean score because it did meet the
correlation requirements for a summated scale, as presented earlier. However, since the
results of this item are relevant to the audit industry, we test its statistical significance in
respect to the scale midpoint. The results show that the item, solpref3, has a mean score of
246,37, which is significantly lower than the scale midpoint (792,50) (t = -28,564, p = 0,000).

The results of solpref3 will be discussed further in the following section (Discussion).

Discussion

The results of our study show that clients have a preference for a relational approach over a
transactional approach with their auditor, providing indirect evidence of the importance of the
audit service, as perceived by the customer. The preferred relational approach average score
(relpref), made up of 16 individual items, is 1119,03, significantly higher than the scale
midpoint (792,50). To add to the understanding of the general results of the relational
preference single mean score (1119,03), the results of the individual items provide interesting

insight.

Theoretical models have presented the audit service as a routine, commodity like service
subject to the downward pressure of prices (Williamson, 1975). Models show that the audit
service does not benefit the client; therefore, the audit is perceived as unimportant (Goldman
and Barlev, 1974; Nichols and Price, 1976). Therefore, given the commodity like service and
unimportance of the audit for the client, the client should prefer a more transactional

approach with their auditor (Pels et al., 2000). However, in our conceptual framework, we
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argue that the audit service is important to the client and that they would prefer a relational
approach. Our argument is based on the theory of added-value service (Beattie et al., 2000;
Gronroos, 1997). The results support our conceptual framework. The client sees the auditor
as a source of information (solprefl = 1238,24), and has expectations from auditors that go
beyond the audit services (rolprefl = 1111,93). Our results are consistent with Beattie et al.
(2000) and Eilifsen et al. (2001) who argue that the value of the auditor is the added-value
service beyond the core audit service, which results in cooperative efforts from the customer.
Beattie et al. (2000) found that clients desire, from their auditors, such services as guidance

on accounting principles, advice on internal controls, and general business advice.

We used three relationship Focus items (focprefl, focpref2 and focpref3) to determine if the
relationship with the auditor is perceived by the client as more important than the audit
service. The results show that one of the three items was significantly higher than the
midpoint (focprefl = 961,39), while the other two items were not (focpref2 = 836,47 and
focpref3 = 807,01). In the first relationship Focus item (folprefl) we asked the respondent if
their relationship with their auditor plays a more important role than the audit service. The
mean score for this item was significantly higher than the midpoint (focprefl = 961,39)
which indicates that for the audit client the relationship with their auditor plays a more
important role than the audit service. However, the two other items in the relationship Focus
dimension were not significantly greater than the midpoint (focpref2 = 836,47 and
focpref3 = 807,01). These two items measured the importance of the relationship if
dissatisfied with the audit service (focprefl), or if the relationship did not facilitate the audit
service (focpref2). Therefore, the overall results of the three relationship Focus items are that
the audit client prefers a relationship over the audit service but only to the extent that the

relationship facilitates the service and that the service is satisfactory.

These results are consistent with service marketing theory where service quality is a
minimum expectation of a customer and is the starting point of a buyer-seller relationship
(Gronroos, 2000). Moreover, in a large survey of audit customers who defected, it was found
that the main reason the clients left the audit firms were due to relationship issues such as not
being treated correctly (Dunn and Baker, 2003). However, it was also found that audit service
quality was a basic expectation of the customer, referred to as a table stake (Dunn and Baker,

2003). In other words, relationship gains cannot make up for negative service quality issues.
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In addition to the audit client’s Relationship Focus, client cooperation is important.
Cooperation between buyers and sellers has been referred to as a core value of Relationship
Marketing (Gummesson, 2002; Morgan and Hunt, 1994). The client’s desire to cooperate
with their auditor is an important element in the audit process, primarily due to information
asymmetry in favour of the client. The client has information that the auditor requires to
complete the audit (Ruypter and Wetzels, 1999; Kopp et al., 2003). Cooperation was
measured with the item, solpref6, where we asked the audit client for their preference for a
cooperative effort. We defined a cooperative effort as “wanting or willing to work together
with others”. The cooperation score (solpref6 = 1298,53) was significantly higher than the
midpoint (relmid = 792,5) and significantly higher than the Relational Preference average

single score (relpref = 1119, 03).

Surprisingly, clients also desire to remain at arm’s length with their financial auditor with the
solpref3 item being significantly lower than the scale midpoint (solpref3 = 246,37). We
defined the arm’s length item (solpref3) in our questionnaire as “relating in such a way as to
avoid familiarity and prevent direct influence by any of the parties over the other or others.”
(refer to Appendix 2). No documented marketing relationship, to our knowledge, models a
buyer-seller relationship where variables such as cooperation and arm’s length co-exist.
When a buyer and seller are at arm’s length the relationship is transactional; whereas, when a
buyer and seller are cooperative (opposing end of the continuum) the relationship is relational
(Dwyer et al., 1987; Ferguson et al., 2005; Gronroos, 2000; Gummeson, 2002). Our auditor-
client triadic relationship (given the presence of a third-party user) introduces to the
marketing literature an original conceptual framework. No buyer-seller relationship, to our
knowledge, is Relational (RA), with the presence of cooperation, trust, and the willingness to

continue, and at the same time conducted at arm’s length (refer to Appendix 9).
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Managerial implications

This study has important implications for marketing managers. We provide evidence that a
relationship can be relational (supported with relational variables such as cooperation, trust,
information sharing and power restraint), yet at the same time remain at a certain distance (at

arm’s length).

In popular terms, relationship marketing by service or product providers is often referred to as
getting close as possible to customers. Becoming friendly and engaging in activities such
lunches and golf are used to reinforce relationships. Typically, sales professionals and
extroverted personalities portray the personality type that is used by companies to establish
relationships with their customers. However, as our model shows, customers could desire
many important relational components yet prefer to maintain a certain distance with the
service provider: maintaining a professional business relationship but avoiding a

compromising friendship (by remaining at arm’s length).

In addition, what clients want from their auditor in terms of relationships offers evidence that
establishing and maintaining relationships goes beyond friendly activities. More precisely, the
results of our study provides evidence that clients want business reasons to stay close such as

cooperation, the sharing of information, and trust.

The results of our study could encourage Marketing managers to invest in specific
relationship marketing activities such as value added information sessions to inform
customers and other client activities to demonstrate cooperation and build trust rather than
investing in business lunches or golf events (unless the time is spent on business issues). Also,
it may not be necessary to use only extraverted sales and marketing professionals to build
relationships with clients, but also technical or operational experts that can build credible trust

with clients and provide valuable information.
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Limitations

Our study has certain limitations. Firstly, we used a convenience sample for our survey,
which is recommended for studies with pre-established criteria (Babbie e al., 2002). We
used a list of English speaking, Canadian private companies with over 100 employees. This
was the criteria necessary for us to answer our research question. Therefore, generalizing our
results to explain the overall preferences of audit clients would have to be done with respect

to our particular sample criteria.

The definition of a relationship between two parties is a very large concept; there are many
possible components of the definition. To operationalize our study we have borrowed a
multi-item measurement instrument to define a client relationship as either more relational or
more transactional. The items that make up our multi-item measure have been conceptually
designed and empirically tested in various relationship marketing articles, as we have
discussed throughout this text (Fink et al., 2007; Kaufman and Dant, 1992; Macneil, 1980;
Rokkan et al., 2003). However, there are other conceptual and empirical marketing studies
that define relationships between buyers and sellers using other variables (Coviello et al.,
1997; 2000; 2002; Gummesson, 1994; Morgan and Hunt 1994). Even though there are
various variables in the literature, we chose the ones that would best conceptually model the
auditor-client relationship; and we chose variables that would best help answer our research
question. The studies from which we borrowed our measures are different industries and
different respondent populations. This might explain why items in our results did not load
under the same dimensions as our borrowed research models. It would be important to
replicate this research in the audit industry to see if the multi-item scales we used show

similar results, which we discuss in the following section on future research.

The multi-items used to measure the client’s relational preference that we borrowed from the
marketing studies mentioned above, had to be slightly modified following our two pre-tests.
In our first test, we used 24 questions with the exact wording of our borrowed items. The pre-
test candidates found some of the questions confusing and found our questionnaire too long.
We were concerned about the clarity and length of the questionnaire, which has been shown

to reduce response rates (Dillman, 2006).
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When sensitive questions are asked, there is always the risk of Social Desirability Bias
(SDB). SDB is possible when a respondent wants to appear favourable when asked a
sensitive question (Bradburn et al., 2004). There is no empirical evidence to indicate that
audit clients would prefer appearing more relational than more transactional. However, it
could be argued that it is more fashionable to appear relational than transactional given the
relational definitions are more indicative of a sociable person (Dwyer et al., 1987). Similarly,
it could be argued that it was socially desirable for the respondents to say they desired an
Arm’s Length relationship because it is a popular topic in the accounting industry that the
auditor and client need to remain independent and not too familiar (CICA, 2006). However,
we did take proven measures to reduce the risk of SDB (Dillman, 2006). We asked more than
one question for a particular dimension (topic). We also sent the questionnaires by mail and
assured the clients that their responses were confidential. Our survey method did not give us
the name of the respondent and the respondent was made clear of the measure.

Notwithstanding our efforts to reduce SDB there is no full proof method to do so.

We asked respondents questions at one point in time. We know that relationships evolve with
time (Dwyer et al., 1987); therefore, a longitudinal study would better capture the dynamics
of an evolving relationship. We encourage a replicate study using a longitudinal approach,

using different points in time.

Future research

We asked respondents questions about their relationships with their auditors at one period in
time. However, relationships have been conceptualized as moving through different stages
that are different in short term and long-term periods (Dwyer et al., 1987; Morgan and Hunt
1994). A longitudinal study should be performed which would ask respondents about their
relationship with their auditor at different interval periods. This would allow to measure

differences due to the evolution of the relationship.

Given the various definitions and variables of relationships that exist in the relationship
marketing literature it would important to replicate this research in the audit industry to see if

the multi-item measures could give similar results. This replication study would also help us
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see if the measures that we borrowed from different industries are applicable in the audit

industry.

In addition, our study had certain criteria that restrict its generalizability. Our sample
population included only English speaking private companies, outside of Quebec, with over
100 employees. Another study should use the same measures but include French speaking
Quebec companies with less than 100 employees to see if there are any significant cultural

difference and differences with small companies.

It would be important to continue a study that would measure the relationship preferences
between the auditor and the client but from the perspective of the third party user. In the case
of private companies, the third-party user would most likely be the bank or other creditors.
Since the third-party user is the ultimate user of the audit, and who can influence regulations,
it would be interesting to see if the third party user would prefer a transactional or relational

approach between auditors and their clients.

Similarly, a dyadic study between the auditor and the client would be important to see if there
would be differences between auditor and client preferences, which could give rise to
mismatches. Mismatches have been conceptualized in the relationship marketing literature
(Pels et al., 2000). For example, if auditors were found to offer a relational service but
customers only preferred a transactional approach then the audit firm would be wasting
resources (Pels et al., 2000). If on the other hand, the audit firm is offering a transactional
service and the client prefers a relational approach the audit firm would suffer from customer
dissatisfaction (Pels et al., 2000). Therefore, by measuring the two party preferences these

possible mismatches could be better managed.

It would be a contribution to this study to pursue face-to-face qualitative interviews, in order
to have the audit client define in their own words their relationship with their auditors. We
would be able to see if relationship variables inductively created from these interviews match

the variables in other buyer-seller marketing studies.



30

Bibliography

Abdel-Khalik, R. 1993. « Why Do Private Companies Demand Auditing ? ». Journal of
Accounting, Auditing and Finance, 65(2): 18-22.

Alreck, P. and R. Settle. 1995. The Survey Research Handbook. New York, McGraw-Hill.

Anderson, J. and J. Narus. 1990. « A Model of Distributor Firm and Manufacturer Firm Working
Partnerships ». Jounal of Marketing, 54(1): 42-58.

Ang, J., R. Cole et al. 2000. « Agency Costs and Ownership Structure ». The Journal of Finance,
55(1): 81-106.

Aquila, A. and A. Koltin. 1992. « How to Lose Clients Without Really Trying ». Journal of
Accountancy, 173(5): 67.

Arel, B., R. Brody, et al. 2005. « Audit Firm Rotation and Audit Quality ». The CPA Journal,
75(1): pg 34, 4pgs.

Arens, A., R. Elder et al. 2007. Auditing and Other Assurance Services. Prentice-Hall.

Axelrod, R. 1984. The Evolution of Cooperation. Basic Books.

Axelrod, R. 1997. The Complexity of Cooperation. Princeton University Press.

Babbie, E. and L. Benaquisto. 2002. Fundamentals of Social Research. Thomas Canada Limited.

Bame-Aldred, C. and T. Kida. 2007. « A Comparaison of auditor and client initial negotiation
positions and tactics ». Accounting, Organizations and Society, 32: 497-511.

Bao, Y., K. Z. Zhou et al. 2003. « Face Consciousness and Risk Aversion: Do They Affect
Consumer Decision-Making? » Psychology and Marketing, 20(8): 733.

Beattie, V., S. Fearnley et al. 2000. « Behind the Audit Report: A Descriptive Study of
Discussions and Negotiation Between Auditors and Directors ». International Journal of
Auditing, 4: 177-202.

Beattie, V., S. Fearnley et al. 2001. Behind Closed Doors. Palgrave.

Beattie, V., S. Fearnley er al. 2004. « A Grounded Theory Model of Auditor-Client
Negotiations ». International Journal of Auditing, 8: 1-19.

Beauchamp, T. and N. Bowie 2004. Ethical Theory and Business. New Jersey : Pearson Prentice
Hall.

Bernardi, R. 1997. « The Relationships among Locus of Control, Perceptions of Stress, and
Performance ». Journal of Applied Business Research, 13(4): pg 1-8.

Berry, L. 1987. « Big Ideas in Services Marketing ». The Journal of Services Marketing, 1(1): pg
5.

Berry, L. 1995. «Relationship Marketing of Services-Growing Interest, Emerging
Perspectives ». Journal of the Academy of Marketing Science, 23(4): 236-245.



31

Bhattacharya, C. B., H. Rao, et al. 1995. « Understanding the bond of identification: An

investigation of its correlates among art museum members ». Journal of Marketing, 59(4):
46-57.

Blanchette, D. 2001. Etude de l'influence du raisonnement moral du gestionnaire sur sa
propension a créer une marge de manoeuvre budgétaire. Administration. Montreal,

UQAM. PhD: 246.
Blau, P. M. 1964. Exchange and power in social life. New York : Wiley.

Boone, C., B. D. Brabander, ef al. (1999). «The impact of personality on behavior in five
Prisoner's Dilemma games ». Journal of Economic Psychology 20(3): 343-377.

Boslaugh, S. and P. A. Watters. 2008. Statistics In A Nutshell.

Bouthat, C. 1993. Guide de présentation des mémoires et théses. Montréal, Université du
Québec a Montréal.

Boyson, N. M. (2003). «Why Do Experienced Hedge Fund Managers Have Lower Returns?»
Working Paper, Purdue University.

Bradburn, N., S. Sudman et al. 1979. Improving Interview Method and Questionnaire Design,
Jossey-Bass.

Bradburn, N., S. Sudman et al. 2004. Asking Questions, Jossey-Bass.

Campbell, D. 2004. « Ian Macneil and the Relational Theory of Contract ». CDAMS Discussion
Paper (March).

Carcello, J., R. Hermanson et al. 1992. « Audit Quality Attributes: The Percception of Audit
Partners, Preparers, and Financial Statement Users ». Auditing, 11(1): 15 pgs.

Casterella, J., J. Francis et al. 2004. « Auditor Industry Specialization, Client Bargaining Power,
and Audit Pricing ». Auditing: A Journal of Practice and Theory, 23(1): 123-140.

Chaney, P., D. Jeter et al. 2004. « Self-Selection of Auditors and Audit Pricing in Private
Firms ». The Accounting Review, 79(1): 51-72.

Christopher, M., A. Payne et al. 1991. Relationship Marketing. Oxford: Butterworth-Heinemann.

Churchill, G. 1979. « A Paradigm for Developing Better Measures of Marketing Constructs ».
Journal of Marketing Research, 16: 64-73.

Cialdini, R. 1984. Influence. New York, HarperCollins.
CICA. 2006. Assurance Handbook. The Canadian Institute of Chartered Accountants.

Coleman, R. P. 1983. « The continuing significance of social class to marketing ». Journal of
Consumer Research, 10: 265-280.

Comunale, C. L., T. R. Sexton et al. 2003. « The auditors' client inquiry process ». Managerial
Auditing Journal, 18(2): 128-133.

Cormier, D. 2003. L'Utilisation de Méthodes Quantitatives en Vérification Montréal, Presses de
l'université du Québec.



32

Cortina, J. 1993. « What is Coefficient Alpha? An Examiniation of Theory and Applications ».
Journal of Applied Psychology, 78(1): 98-104.

Coviello, N., R. Brodie ef al. 1997. « Understanding Contemporary Marketing: Development of
a Classification Scheme ». Jounal of Marketing Management, 13: 501-522.

Coviello, N., R. Brodie et al. 2000. « An investigation of marketing practice by firm size ».
Journal of Business Venturing, 15(5-6): 523-545.

Coviello, N., R. Brodie et al. 2002. « How Firms Relate to Their Markets: An Empirical
Examiniation of Contemporary Marketing Practices ». Jounal of Marketing, 66(3): 33.

Cox, D. and S. Rich 1964. « Perceived Risk and Consumer Decision-Making---The Case of
Telephone Shopping ». Jounal of Marketing Research, 1(4): 32.

Craswell, A. and J. Francis. 1999. « Pricing Initial Audit Engagements: A Test of Competing
Theories ». The Accounting Review, 74(2): 201-216.

Creswell, J. 2003. Research Design. Thousand Oaks.
Dawson, R. 2005. Developing Knowledge-Based Client Relationships. Butterworth-Heinemann

Day, G. S. 1992. « Marketing's contribution to the strategy dialogue ». Journal of the Academy of
Marketing Science, 20: 323-329.

DeAngelo, L. E. 1981. « Auditor Independence, "Low Balling", and Disclosure Regulation ».
Journal of Accounting and Economics, 3: 113-127.

Deis, D. R. and G. A. Giroux. 1992. « Determinant of Audit Quality in the Public Sector ». The
Accounting Review, 67(3): 462-479.

Dewar, R. and J. Hage. 1978. « Size, Technology, Complexity, and Structural Differentiation:
Toward a Theoretical Synthesis ». Administrative Science Quarterly, 23(1): 111-136.

Dillman, D. 2007. Mail and Interet Surveys. John Wiley & Sons.
Dunn, P. and R. Baker. 2003. The Firm of the Future, John Wiley & Sons, Inc.

Dwyer, F. R., P. H. Schurr et al. 1987. « Developing Buyer-Seller Relationships ». Journal of
Marketing, 51(2): 11.

Dye, R. A. 1991. « Informationnally Motivated Auditor Replacement ». Journal of Accounting
and Economics, 14: 347-74.

Eilifsen, A., W. R. Knechel ef al. 2001. « Application of the Business Risk Audit Model: A Field
Study ». Accounting Horizons, 15(3): 193-207.

Eisenhardt, K. M. 1989. «Building Theories from Case Study Research ». Academy of
Management Review, 14(4): 532-50.

Ekelund, J., E. Johansson et al. 2005. « Self-employment and risk aversion-evidence from
psychological test data » Labour Economics_12 ( 5): Pages 649-659

Elbekkali, A. 1999. L'approche relationelle comme stratégie de gestion du portefeuille-client
dans un contexte de vérification Administration Montreal, UQAM. PhD: 246.



33

Elbekkali, A., C. Pilote. 2002. «Les dimensions risque, éthique et économique dans
l'engagement des associ€és en audit dans une stratégie a long terme avec le client ».
Working Paper: 26 pgs.

Elbekkali, A. and C. Pilote. 2004. « Audit Partners' Preferred Marketing Approach in Their
Relationships with Clients ». Working Paper: 29.

Ferguson, R., M. Paulin et al. 2005. «Relational governance communication and the
performance of biotechnology partnerships ». Jounal of Small Business and Entreprise
Development, 12(3): 395-408.

Field, A. 2005. Discovering Statistics Using SPSS. SAGE.

Fink, R., L. Edelman er al. 2007. « Supplier performance improvements in relational
exchanges. » Journal of Business and Indistrial Marketing 22(1): 29-40.

Fisher, R. and W. Ury. 1991. Getting to Yes. Penguin Books.

Forsyth, D. 1981. « Moral Judgment: The Influence of Ethical Ideology ». Personality and
Social Psychology Bulletin, 7: 218-223.

Forsyth, D. 1992. « Judging the Morality of Business Practices: The Influence of Personal Moral
Philosphies ». Journal of Business Ethics, 11(5,6): pg 461.

Forte, A. 2005. «Locus of Control and the Moral Reasoning of Managers» Journal of Business
Ethics 58: 65-77.

Ganesan, S. 1994. « Determinants of Long-Term Orientation in Buyer-Seller Relationships ».
Journal of Marketing, 58: 1-19.

George, N. 2004. « Auditor Rotation and the Quality of Audits ». The CPA Journal (December).

Gibbens, M., S. McCracken er al. 2005. «Negociations over Accounting Issues: The
Congruency of Audit Partner and Chief Financial Officer Recalls ». Auditing: A Journal of
Practice and Theory, 24(Supplement): 171-193.

Gibbens, M., S. Saltario ef al. 2001. « Evidence About Auditor-Client Management Negotiation

Concerning Client's Financial Reporting ». Journal of Accounting Research, 39(3): 535-
561.

Gilligan, C. 1993. In a Different Voice. Cambridge, Harvard University Press.
Glatthorn, A. and R. Joyner. 2005. Writing the Winning Thesis or Dissertation. Sage Publication.

Goldman, A. and B. Barlev. 1974. « The Auditor-Firm Conflict of Interests: Its Implications for
Independence ». The Accounting Review, 49(4): 707-718.

Graham, J. R. 1999. «Herding Among Investment Newsletters: Theory and Evidence». Journal
of Finance 54 237-268.

Green, D. 2006. « Auditor Independence in Canada: A Historical Perspective-From Shareholders
Auditors to Modern-Day Audit Committees ». Canadian Accounting Perspectives, 5(1):
pg 37-65.

Gronroos, C. 1991. « The Marketing Strategy Continuum: Towards a Marketing Concept for the
1990s ». Management Decision, 29(1): 7-13.



34

Gronroos, C. 1994. « From Marketing Mix to Relationship Marketing: Towards a Paradigm
Shift in Marketing ». Management Decision, 32(2): pg 4.

Gronroos, C. 1997. « Value-driven Relational Marketing: from Products to Resources and
Competencies ». Jounal of Marketing Management, (13): 407-419.

Gronroos, C. 2000. Service Management and Marketing. John Wiley & Sons.

Gummesson, E. 1994. «Making Relationship Marketing Operational ». Service Industry
Management, 5(5): 5-20.

Gummesson, E. 2002. Total Relationship Marketing. Butterworth-Heinemann.

Hagedoorn, J. 1993. « Understanding the rationale of strategic technology partnering ». Strategic
Management Journal, 14: 371-385.

Hair, J., R. Anderson et al. 1995. Multivariate Data Analysis. Prentice Hall.
Hair, J., W. Black et al. 2006. Multivariate Data Analysis. New Jersey.

Healy, H. and T. Lys 1986. « Auditor Changes Following Big Eight Mergers With Non-Big
Eight Audit Firms ». Journal of Accounting and Public Policy, 5(5): 251-265.

Heide, J. 1994. « Interorganizational Governance in Marketing Channels ». Jounal of Marketing,
58(58): 71-85.

Heide, J. and G. John. 1992. « Do Norms Matter in Marketing Relationships ? » Journal of
Marketing, 56(2): 32.

Hermanson, D. 2005. « Fractured Fraternity ». CFO Magazine (September): 3.

Heroux, S. 2006. Gestion de contenu et analyse des sites internet: perspectives des parties
prenantes et de la contingence Administration. Montreal, UQAM. PhD: 237.

Hofstede, G. and M. H. Bond. 1984. « Hofstede's culture dimensions: An independent validation
using Rokeach's value survey ». Journal of Cross-Cultural Psychology, 15: 417-433.

Homans, G. 1961. Social Behaviour: Its elementary forms. New York, Harcourt.
Hoyle, R. H., M. J. Harris et al. 2002. Research Methods in Social Relations.Wadsworth.
Isaac, S. and W. Michael 1995. Handbook in Research and Evaluation. Library of Congress.

Iyer, V. and D. Rama 2004. « Clients' Expectations on Audit Judgments: A Note ». Behavioral
Research in Accounting, 16: 63-74.

Jensen, M. C. and W. H. Meckling 1976. « Theory of the Firm: Managerial Behavior, Agency
Costs and Ownership Structure ». Journal of Financial Economics, 3: 305-60.

Johnstone, K. 2005. « Discussion Of: Negotiations over Accounting Issues: The Congruency of
Audit Partner and Cheif Financial Officer Recalls ». Audting: A Journal of Practice and
Theory, 24 Supplement: 195-196.

Judge, T., C. Thorensen et al. 1999. « Managerial Coping with Organizational Change: A
Dispositional Perspective ». Journal of Applied Psychology, 84: 107-122.



35

Juujarvi, S. 2006. « The ethic of care development: A longtitudinal study of moral reasoning
among practical-nursing, social-work and law-enforcement students ». Scandinavian
Journal of Psychology, 47: 193-202.

Kale, S. S. S. 2003. « Philosophising on the Elusiveness of Relationship Marketing Theory in
Consumer Markets: A Case for Reassessing Ontological and Epistemological
Assumptions ». Australasian Marketing Journal, 11(3).

Kaufmann, P. and R. Dant 1992. « The Dimensions of Commercial Exchange ». Marketing
Letters, 3(2): 171-185.

Kaufmann, P. and L. Stern. 1988. « Relational Exchange Norms, Perceptions of Unfairness, and
Retained Hostility in Commercial Litigation ». Journal of Conflict Resolution, 32(3).

Kavali, S., N. Tzokas et al. 1999. « Relationship marketing as an ethical approach: philosophical
and manaagerial considerations ». Management Decision, 37(7): 573-581.

Kertzman, S., Z. Aladjem et al. 2004. « The utility of the Visual Analogue Scale for the
assessment of depressive mood in cognitively impaired patients ». International Journal of
Geriatric Psychiatry, 19: 789-796.

Kertzman, S., I. Treves et al. 2002. «The Hamilton Depression Scale in Dementia ».
International Journal of Psychiatric Clinical Practice, 6: 91-94.

Kleinman, G. and D. Palmon 2000. « A Negociation-Oriented Model of Auditor-Client
Relationships ». Group Decision and Nefotiation, 9(1): 17-45.

Kleinman, G. and D. Palmon 2001. Understanding Auditor-Client Relationships: A Multi-
Faceted Analysis. Markus Wiener.

Kleinman, G., D. Palmon et al. 2003. « The Effects of Personal and Group Level Factors on the
Outcomes of Simulated Auditor and Client Teams ». Group Decision and Negotiation, 12:
57-84.

Kopp, L., W. M. Lemon et al. 2003. « A Model of Trust and Professional Skepticism in the
Auditor-Client Relationship ». Presentation, School of Accountancy Seminar Series,
University of Waterloo.

Kotler, P. 1992. « Total Marketing ». Business Week Advance Executive Brief, (2).

Lavender, M. 2004. « Maximizing customer relationships and minimising business risk ». The
International Journal of Bank Marketing, 22(4/5): 291.

Li, X. 2002. «Performance, Herding, and Career Concerns of Individual FinancialAnalysts».
Working Paper, Vanderbilt University.

Liddell, D. L. 1990. Measure of Moral Orientation: Construction of an objective instrument
measuring care and justice, with an investigation of gender differences. Graduate Faculty
of Auburn University. Auburn, Auburn University. Doctor of Education: 115.

Liddell, D. L. 1998. « Comparison of Semistructured Interviews with a Quantitative Measure of
Moral Orientation », Journal of College Student Development 39(2): 169-178.

Liddell, D. L. and T. L. Davis. 1996. « The Measure of Moral Orientation: Reliability and
validity evidence », Journal of College Student Development 37: 485-493.



36

Liddell, D. L., G. Halpin ef al. 1992. « The Measure of Moral Orientation: Measuring the ethics
of care and justice », Journal of College Student Development 33: 325-330.

Macneil, I. 1974. « The Many Futures of Contracts ». The University of Southern California Law
Review, (47): 691-816

Macneil, I. 1978. « Contracts: Adjustment of Long-Term Economic Relations Under Classical,
Neoclassical, and Relational Contract Law ». Northwestern University Law Review, 72(6):
854-905.

Macneil, 1. 1980. The New Social Contract Binghamton, Yale College.

Macneil, I. 1981. « Economic Analysis of Contractual Relations: "Its Shortfalls and the need for
arich classificatory apparatus" ». Northwestern University Law Review, 75(6): 1018-1063.

Macneil, I. 1983. « Values In Contract: Internal and External ». Northwestern University Law
Review, 78(2): 340-418.

Maitland, 1., J. Bryson et al. 1985. « Sociologists, economics, and opportunism ». Academy of
Management Review, 10: 59-65.

Mautz, R. K. and H. Sharaf. 1964. The Philosophy of Auditing. American Accounting
Association.

Menkhoff, L., U. Schmidt et al. 2006. «The impact of experience on risk taking, overconfidence,
and herding of fund managers: Complementary survey evidence» European Economic
Review 50(7): Pages 1753-1766

Miles, M. B. and A. M. Huberman. 1994. Analyse des données qualitatives.

Moore, D. 2006. «Investigation into the users and uses of private company financial
statements ». Activities of the Canadian Accounting Standards Board and Staff March.

Morgan, R. and S. Hunt. 1994. « The Commitment-Trust Theory of Relationship Marketing ».
Journal of Marketing, 58(3): 20 pgs.

Moriarty, R. T., R.C.Kimbal et al. 1983. «The Management of Corporate Banking
Relationship ». Sloan Management Review, 24(3): 3-16.

Mpyers, J., L. Myers, et al. 2003. « Exploring the Term of the Auditor-Client Relationship and the
Quality of Earnings: A Case for Mandatory Auditor Rotation ? » The Accounting Review,
78(3): 779-799.

Nancarrow, C. and I. Brace 2000. « Saying the right thing: Coping with Social Desirabilit Bias in
Marketing Research ». Bristol Business School Teaching and Research Review, 3: 11.

Neale, M. and M. Bazerman 1985. « The Effects of Framing and Negotiator Overconfidence on
Bargaining Behaviors and Outcomes ». The Academy of Management Journal, 28(1): 34-
49.

Nevin, J. R. 1995. « Relationship marketing and distribution channels: exploring fundamental
issues ». Journal of the Academy of Marketing Science, 23(4): 327-34.

Newell, F. 2003. Why CRM doesn't work, Bloomberg Press.

Nichols, D. and K. Price 1976. « The Auditor-Firm Conflict: An Analysis Using Concepts of
Exchange Theory ». The Accounting Review, 51(2): 335-346.



37

Nixon, A. 2005. « Analysis: Clients-Audit Wars ». Accountancy, 136(1347): 56.

Noordewier, T. G., G. John, et al. (1990). « Performance outcomes of purchasing arrangements
industrial buyer-vendor relationships », Jounal of Marketing 54(4): 80-93.

Nunnally, J. 1967. Psychometric Theory. New Y ork.
O'Sullivan, K. 2004. « Can We Talk ? » CFO Magazine, (Octobre ): 5.

Padilla, A. 2003. « Agency Theory, Evolution, and Austrian Economics ». Working Paper
http://ssrn.com/abstract=625702.

Patton, M. 2002. Qualitative Research and Evaluation Methods.
Paulin, M. 2006. « Concordia Presentation ». (February).

Paulin, M., R. Ferguson et al. 2000. « Effectiveness of Relational and Transactional cultures in
commercial banking: putting client-value into the competing values model ». The
International Journal of Bank Marketing, 18(7): 328.

Paulin, M., J. Perrien et al. 1997. «Relational contract norms and the effectiveness of
commercial banking relationships ». International Journal of Service Industry
Management, 8(5): pg 435.

Payette, R. 2006. « Telephone Conversation January 2006 ». Raymond Chabot Grant Thorton.

Payne, A., M. Christopher et al. 1995. Relationship Marketing. Burlington, Elsevier
Butterworth-Heinemann.

Payne, A. and P. Frow 2005. «A Strategic Framework for Customer Relationship
Management ». Journal of Marketing, 69: 167-176.

Pels, J., N. Coviello et al. 2000. « Integrating Transactional and Relational Marketing Exchange:
A Pluralistic Perspective ». Jounal of Marketing Theory and Practice, 8(3): pgs 11-20.

Peppers, D. and M. Rogers. 2005. Return on Customer, Doubleday.

Perrien, J., P. Filiatrault, et al. 1992. « Relationship marketing and commercial banking: A
critical analysis ». The International Journal of Bank Marketing, 10(7): pg 25, Spgs.

Perrien, J. and L. Ricard. 1995. « The Meaning of a Marketing Relationship ». Industrial
Marketing Management, 24: 37-43.

Pilote, C. and A. Elbekkali. 2004. « The Impact of Specific Personal and Firm Characteristics on
Audit Partners' Choice for Implementing the Relational Approach in their Relationships
with Clients ». Working Paper 24.

Ponemon, L. A. and D. R. L. Gabhart. 1990. « Auditor Independence Judgments: A Cognitive-

Developmental Model and Experimental Evidence ». Contemporary Accounting Research,
7(1): 227-51.

Pratt, M., E. Skoe, et al. 2004. « Care reasoning development and family socialisation patterns in
later adolescence: A longitudinal analysis ». International Journal of Behavioral
Development, 28(2): 139-147.

Ravald, A. and C. Gronroos 1996. « The value concept and relationship marketing ». European
Journal of Marketing, 30(2): 19-30.



38

Reiter, S. 1996. « The Kohlberg-Gilligan controversy: lessons for accounting ethics education ».
Critical Perspectives on Accounting Vol. 7(No.1/2): pp.33-54.

Reiter, S. 1997. "The ethics of care and new paradigms for accounting practice." Accounting,
Auditing & Accountability Journal Vol. 10(No.3): pp.299-324.

Rennie, M. D., L. S. Kopp, et al. 2006. « Exploring Trust and the Auditor-Client Relationship ».
Working Paper presented at CAAA conference 2006.

Rest, J. R. 1990. DIT Manual, Manual for the Defining Issues Test. Université du Minnesota

Reynolds, K. and J. Francis. 2000. « Does Size Matter? The Influence of Large Clients on
Office-Level Auditor Reporting Decisions ». Journal of Accounting and Economics, 30(3):
375-400.

Ricard, L. 1995. « Les facteurs explicatifs et normatifs d'une approche relationelle: le cas du
secteur bancaire commercial ». Doctoral Thesis Université du Québec a Montréal.

Ricchiute, D. 2006. Auditing. Mason.

Ring, P. and A. V. d. Ven. 1994. « Developmental processes of cooperative interorganizational
relationships ». Academy of Management, 19(1): pg 90, 29 pgs.

Roberts, C. 2004. The Dissertation Journey. Sage.

Rokkan, A. and S. Haugland. 2000. « Developing relational exchange ». European Journal of
Marketing, 36(1/2): 211-230.

Rokkan, A., J. Heide er al. 2003. «Specific Investments in Marketing Relationships:
Expropriation and Bonding Effects ». Journal of Marketing Research XL, (May): 210-224.

Rotter, J. B. 1966. « Generalized Expectancies for Internal versus External Control of
Reinforcement ». Psychological Monographs, 80.

Roussel, P. and F.Durreau and E.Campoy and A.El Akremi 2002. Méthodes d’Equations
Structurelles. Economica

Rubin, A. and E. Babbie. 2007. Essential Research Methods for Social Work. The Thomson
Corporation.

Rudestam, K. and R. Newton. 2001. Surviving Your Dissertation. Sage Publications.

Ruyter, K. d. and M. Wetzels. 1999. « Commitment in auditor-client relationships: antecedents
and consequences ». Accounting, Organizations and Society, 24: 57-75.

Salterio, S. and L. Koonce. 1997. « The Persuasiveness of Audit Evidence ». Accounting,
Organizations and Society, 22(6): 573-88.

Shafer, W. E., A. A. Ketchand et al. 2004. « Auditors' willingness to advocate client-preferred
accounting principles ». Journal of Business Ethics 52(3): 213-227.

Schmidt, S. and R. Sanborn. 1987. « Consumer-Oriented Financial Statements: The Changing
Role of the CPA ». Journal of Professional Services Marketing, 3(1,2): p. 247 10 pages

Sheth, J. and A. Parvatiyar. 1995. « The evolution of relationship marketing ». International
Business Review, 4(4): 397-418.



39

Sheth, J. and A. Parvatiyar. 2000. Relationship Marketing, Sage Publications.

Shrimp, T. A. and W. O. Bearden. 1982. « Warranty and other extrinsic cue effects on
consumers' risk perceptions ». Journal of Consumer Research, 9: 38-46.

Simioni, R. 2006. « Exploratory Interview February 13 2006 ». Deloitte & Touche.

Skoe, E., K. Hansen, et al. 1999. « Care-Based Moral Reasoning in Norwegian and Canadian
Early Adolescents ». Journal of Early Adolescence, 19(2): 280-291.

Skoe, E. and A. L. v. d. Lippe. 2002. « Ego Development and the Ethics of Care and Justice: The
Relations Among Them Revisted ». Journal of Personality, 70(4): 485-508.

Slovic, P. 1972. « Information Processing, Situation Specificity, and the Generality of Risk-
Taking Behavior». Journal of personality and Social Psychology 22(1): 128-134.

Sorce, P. and K. Edwards. 2004. « Defining business-to-consumer relationships: The consumer's
perspective ». Journal of Database Marketing and Customer Strategy Management, 11(3):

13 pgs.
Tabachnick, B. and L. Fidell. 2007. Using Multivariate Statistics. New York : Pearson.

Tan, S. 1999. « Strategies for reducing consumers' risk aversion in Internet shopping ». Journal
of Consumer Marketing, 16(2): 163-180.

Taub, S. 2002. « Survey: Corporates Give Auditors a Near-Failing Grade ». Today in Finance,
(April): 3.

Trotman, K., A. Wright, et al. 2005. « Auditor negotiations: An examinination of the efficacy of
intervention methods ». The Accounting Review, Issue and Page number forthcoming.

Tsui, J. and F. Gul. 1996. « Auditors' Behaviour in an Audit Conflict Situation: A Research Note
on the Role of Locus of Control and Ethical Reasoning ». Accounting, Organizations and
Society, 21(1): 41-51.

U.S.Chamber, C. 2006. «Fighting for Your Business ». www.uschamber.com/publications/
reports/0601auditing.htm

Ury, W. 1993. William Ury, Bantam Books.
Vachon, B. 2006. « Exploratory Interview February 14 2006 ». Deloitte & Touche.

Vikan, A., C. Camino et al. 2005. «Note on a cross-cultural test of Gilligan's ethic of care».
Journal of Moral Education 34(1): 107-111.

Wall, J. 1977. "Intergroup Bargaining " Journal of Conflict Resolution 21(3): 459-474

Wallace, W. 1980. « The Economic Role of the Audit in Free and Regulated Markets ». The
Touche Ross and Co. Aid to Education Program.

Webster, F. 1992. «The Changing Role of Marketing in the Corporation ». Journal of
Marketing, 56(4): 1-17.

Weitz, B. A. and S. D. Jap. 1995. « Relationship marketing and distribution channels ». Journal
of the Academy of Marketing Science, 23: 305-320.



40

Williamson, O. 1975. Markets and Hierarchies: Analysis and Antitrust Implications. New York :
The Free Press.

Windsor, C. A. and N. M. Ashkanasy. 1995. « The Effect of Client Management Bargaining
Power, Moral Reasoning Development, and Belief in a Just World on Auditor
Independence ». Accounting , Organizations and Society, 20(7/8): 701-20.

Wilson, D. 1995. « An Integrated Model of Buyer-Seller Relationships ». Journal of the
Academy of Marketing Science, 23(4): 335-345.

Yin, R. 2003. Case Study Research. Sage Publications.



Appendix 1

Transactional Approach and Relational Approach Dimensions (Kaufmann and Dant, 1992)

Dimension

TA

RA

Questions (items)

(Appendix 2 )
Relational Individual Ongoing 123
focus transaction exchange T
Solidarity | ATslength | o o and social 456,789
and legal
Individual Power
Restraint rights . 10,11
. restrained
exercised
Role integrity Clearly defined | Overlapping 12.13.14
roles roles
Flexibility Use of “Exit” Renegotiation 15,16,17
Positive Positive
Mutuality outcome from | outcome from 18,19,20
transactions relationship
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Appendix 2

RELATONAL PREFERENCE QUESTIONNAIRE

FOCPREF1
1. The relationship with my auditor plays a more important role than the audit service.

(By relationship with my auditor we mean any interactions with your auditor, including business and/or non-
business dealings).

Totally Neither agree Totally
disagree nor disagree agree
0 100
| 1 1 1 |
| 1
FOCPREF2

2. The relationship with my auditor is only important if I am satisfied with the audit service.

Totally Neither agree Totally
disagree nor disagree agree
0 100
| 1 1 1 ]
| 1
FOCPREF3

3. The relationship with my auditor is only important to the extent that it facilitates the audit service.
Totally Neither agree Totally
disagree nor disagree agree
0 100
| 1 1 1 |
| 1
SOLPREF1

4. If my auditor has information which could help our organization in the production or distribution of our
product or service, he or she provides that information.

Totally Neither agree Totally
disagree nor disagree agree

0 100
| 1 1 1 |
| 1
SOLPREF2

5. There is a very high level of trust between my auditor and me.

Totally Neither agree Totally
disagree nor disagree agree

0 100
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SOLPREF3

6. The relationship with my auditor could be described as "arms length”.

(arms length is defined as: relating in such a way as to avoid familiarity and prevent direct influence by any of
the parties over the other or others).

Totally Neither agree Totally
disagree nor disagree agree

0 100
| 1 1 1 ]
| 1
SOLPREF4

7. The relationship with my auditor is a “long-term venture”.
(long-term is defined as: lasting or intended to last for a long time)

Totally Neither agree Totally
disagree nor disagree agree
0 100

| 1 1 1 |
I 1
SOLPREF5

8. The relationship with my auditor is a series of one shot dealings.
(one-shot is defined as: Informal being the only one, not part of a series)

Totally Neither agree Totally
disagree nor disagree agree
0 100

| 1 1 1 |
I 1
SOLPREF6

9. The relationship with my auditor could be described as a “cooperative effort”.
(cooperative is defined as: Wanting or willing to work together with others)

Totally Neither agree Totally
disagree nor disagree agree
0 100

| 1 1 1 ]
I 1
POWPREF1

10. I rarely use pressure tactics to influence my auditor.
(As an example, a client could influence their audit on issues regarding audit fees, financial statement issues,
etc.)

Totally Neither agree Totally
disagree nor disagree agree
0 100
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POWPREF2
11. We avoid putting pressure on our auditor in cases of conflicting interest, in order to preserve the overall
atmosphere of the relationship.

Totally Neither agree Totally
disagree nor disagree agree
0 100

| 1 1 1 ]
I 1
ROLPREF1

12. T have expectations of my auditor that go beyond the audit service.
(expectations that go beyond audit services could be non-audit business issues that are uncovered during the
audit, other non-billable consulting services or also any non-business issues)

Totally Neither agree Totally
disagree nor disagree agree
0 100

| 1 1 1 ]
I 1
ROLPREF2

13. My relationship with my auditor also includes non-audit issues.
(by non-audit issues we mean any issue, business or non-business, that is not a part of the audit service)

Totally Neither agree Totally
disagree nor disagree agree
0 100

| 1 1 1 ]
I 1
ROLPREF3

14. The only expectation I have concerning the behaviour of my auditor is that he or she provide the agreed upon
audit service.

(the agreed upon audit service means the quantity and quality of audit service for the agreed price and
timeframe.)

Totally Neither agree Totally
disagree nor disagree agree
0 100

| 1 1 ] |
I 1
FLEPREF1

15. When circumstances change, my auditor and I can easily make modifications to our agreement.
(by agreement_we mean any predetermined terms agreed upon, either formally with an engagement letter, or an
informal agreement understood by both parties)

Totally Neither agree Totally
disagree nor disagree agree
0 100




FLEPREF2

16. The terms of the agreement with my auditor are not renegotiable under any circumstances.

Totally Neither agree Totally
disagree nor disagree agree
0 100

FLEPREF3
17. There is a give and take on specifics of the audit service if business conditions change.

45

(examples of a give and take on specifics of the audit service could be related to audit service pricing or also

related to financial statement issues).

Totally Neither agree Totally
disagree nor disagree agree
0 100

MUTPREF1

18. I do more to help my auditor than my auditor does to help me.

Totally Neither agree Totally
disagree nor disagree agree
0 100

MUTPREF2

19. If costs and benefits are not evenly shared between my auditor and me, in a given time period, they balance

out over time.

Totally Neither agree Totally
disagree nor disagree agree
0 100

MUTPREF3

20. I monitor my auditor closely to ensure my auditor meets my expectations.
Totally Neither agree

disagree nor disagree

0

Totally
agree
100
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Appendix 3

PERSONAL AND CORPORATE INFORMATION

1. Gender: Male Female

2. Number of years of experience in your actual position:

3. Number of years of experience in your area of work:

4. Name of your present audit firm:

5. Length of time you have been doing business with your audit firm:

6. Indicate the services provided to your organization by your present audit firm:
Audit services
Review Engagement

Notice to Reader

7. Of the total annual fees paid to your audit firm, approximately, what percentage of the total payment (100%)
is for:

Audit or Review Engagement services %
Other billable services %

If applicable please specify the name of the other billable services:
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Appendix 4
Relationship Preference (20 items)
Corrected .
Item Characteristic | Valid N Scale Scale Mean Item-total Standard%zed
Range 6 Apha
Corr.

Focpref 1 Audit service 306 0-1585 961,39 0,3346
Focpref2 Audit service 306 0-1585 836,47 0,1393
Focpref3 Audit service 306 0-1585 807,01 0,4162
Solpref1 Information 306 0-1585 1238,24 0,2985

sharing
Solpref2 Trust 306 0-1585 1389,26 0,3081

Arm’s
Solpref3 Lemgih, 306 0-1585 246,37 0,0085
Solpref4 Long-term 306 0-1585 1231,44 0,3847

relationship
Solpref5 g"t one-shot 306 0-1585 1291,60 0,2786

ealings

Solpref6 Cooperation 306 0-1585 1298,53 0,1950
Powpref1 Pressure 306 0-1585 125521 0,2095

tactics
Powpref2 Pressure 306 0-1585 1087,68 0,0982

tactics

Expectations
Rolprefl beyond audit 306 0-1585 1111,93 0,4561
Rolpref2 Non-audit 306 0-1585 1055,64 0,4996

1Ssues
Rolpref3 Expectations 306 0-1585 830,52 0,4331

audit service
Fleprefl Modifications 306 0-1585 1244,93 0,3728
Flepref2 Renegotiable 306 0-1585 1132,58 0,1731
Flepref3 Give and take 306 0-1585 1131,99 0,2251
Mutpref1 Help my 306 0-1585 970,39 0,1835

auditor
Mutpref?2 gosm.and 306 0-1585 1076,29 0,2026

enefits

Mutpref3 Monitoring 306 0-1585 549,44 -0,0539
Relpre20 306 0-1585 1037,35° 0,6851

® SPSS uses four decimal points for the Corrected Item- total corr. scores.
" We use the standardized alpha since our item scores are summed to form a scale score (Cortina, 1993).

8 This score is a mean of the 20 variables.
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Analysis with the procedure CALIS from SAS (9.2).

Standardized Maximum Likelihood Estimates®

Indicator Focus Solidarity Power Role Flexibility
First-Order Loadings (A;;)
Focpref1 385"
Focpref2 357 (4.5)
Focpref3 906 (3.5)
Solpref1 419°
Solpref2 491 (4.8)
Solpref4 498 (4.8)
Solpref5 352 (4.0)
Solpref6 .304 (3.6)
Powprefl 489°
Powprf2 346 (3.0)
Rolprefl 778"
Rolpref2 .824 (10.5)
Rolpref3 511 (8.0)
Flepref1 737"
Flepref2 218 (2.7)
Flepref3 431 (4.2)
Second-Order Loadings (Yik)
First-Order construct
Focus 385 (3.0)
Solidarity 921 (5.6)
Power 705 (5.0)
Role 637 (7.5)
Flexibility .645 (6.9)
Goodnest-of-Fit Statistics
x* (99 d.f) =199.5 p<.05
GFI =.93
AGFI =.90
RMS residual =.06
NNFI Bentler and Bonnet =.81
NFI Bentler and Bonnet =74
Reliability =.75

* t-values are in parentheses.
b .
Fixed parameter



Appendix 6
Dimension Correlations
SOLPREF | ROLPREF | FOCPREF |POWPREF | FLEPREF
Pearson Correlation 11 0,358C**)| 0,204(C**)| 0,255C**)| 0,329(*%*)
SOLPREF [Sig. (2-tailed) 0,000 0,000 0,000 0,000
N 306 306 306 306 306
Pearson Correlation 0,358(**) 1] 0,335(**)| 0,194(**)| 0,217(**)
ROLPREF |Sig. (2-tailed) 0,000 0,000 0,001 0,000
N 306 306 306 306 306
Pearson Correlation 0,204(**) | 0,335(**) 1 0,065 0,120(*)
FOCPREF |Sig. (2-tailed) 0,000 0,000 0,260 0,036
N 306 306 306 306 306
Pearson Correlation 0,2550C*) | 0,194(**) 0,065 1 0,096
POWPREF |Sig. (2-tailed) 0,000 0,001 0,260 0,094
N 306 306 306 306 306
Pearson Correlation 0,329(C¢*%) | 0,217(C*)| 0,120(*) 0,096 1
FLEPREF |Sig. (2-tailed) 0,000 0,000 0,036 0,094
N 306 306 306 306 306

49
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Appendix 7
Relational Preference (16 item score)
Variable Valid Scale .
(item) N Scale Range Mean Characteristic Result
Focpref 1 | 306 0-1585 96139 | Audit service Significantly higher than
midpoint
Focpref2 | 306 0-1585 836,47 Audit service Not significantly higher
than midpoint
Focpref3 | 306 | 0-1585 807,01 | Audit service Not significantly higher
than midpoint
Solprefl | 306 | 0-1585 123824 | Information sharing | > gnificantly higher than
midpoint
Solpref2 | 306 | 0-1585 138926 | Trust Significantly higher than
midpoint
Significantly lower than
9 B midpoint. Not retained in
Solpref3 306 0-1585 246,37 Arm’s Length. overall score because of low
correlation
Solpref4 | 306 | 0-1585 123144 | Long-term Significantly higher than
relationship midpoint
Solprefs 306 0-1585 1291.60 Not f)ne-shot Slgnlfl.cantly higher than
dealings midpoint
Solpref6 | 306 | 0-1585 1298,53 | Cooperation Significantly higher than
midpoint
Powprefl | 306 0-1585 125521 | Pressure tactics Significantly higher than
midpoint
Powpref2 | 306 0-1585 1087,68 | Pressure tactics Significantly higher than
midpoint
Rolpref1 306 0-1585 111,93 Expectatlons beyond Sllgmfl.cantly higher than
audit midpoint
Rolpref2 | 306 | 0-1585 105564 | Non-auditissues | > gnificantly higher than
midpoint
Rolpref3 306 0-1585 830,52 Expe.:ctatlons audit Not 51g1‘11ficai1ntly higher
service than midpoint
Fleprefl | 306 | 0-1585 124493 | Modifications Significantly higher than
midpoint
Flepref2 | 306 0-1585 1132,58 | Renegotiable Significantly higher than
midpoint
Flepref3 | 306 0-1585 113199 | Give and take Significantly higher than
midpoint
Relpref 306 0-1585 1119,03

? This is a reverse item. The score of 274,46 represents a high preference for an arm’s length relationship. This item is not included in the
overall Relational Preference score. It was removed since it did not correlate positively with the overall score.
the item score is important for our discussion.

We relist it here because
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Appendix 8
Paired Samples Test (16 Items versus Midpoint)
Paired Sig. (2-
Differences T Df tailed)
95%
Std. Std. Error Confidence
Mean . Interval of
Deviation Mean
the
Difference
Lower Upper
| FOCPREFI -
Pair 1 | TOCTNEEL T | 168.8889 | 386,20679 | 22.07797 | 1254445 | 212.3333 | 7.650 | 305 | 0.000
| FOCPREF2-
Pair2 | T DU | 43,0706 | 435.54578 | 24,8840 | 5.0240 | 929652 | 1766 | 305 | 0,078
[ FOCPREF3 —
Pair3 | PO 14,5008 | 430,59301 | 24.61542 | -33.9277 | 629473 | 0589 | 305 | 0.556
| SOLPREFI -
Paird | SO 4457353 | 32692706 | 18.68918 | 4089593 | 482,513 | 23.850 | 305 | 0.000
| SOLPREF2-
Pairs | SO 5067647 | 17751942 | 1014811 | 5767955 | 6167339 | 58.806 | 305 | 0.000
| SOLPREF4 -
Pair6 | SO 4389379 | 325.16830 | 18.58864 | 4023597 | 475.5161 | 23,613 | 305 | 0.000
[ SOLPREFS -
Pair7 | SO 4991013 | 330.62523 | 1941508 | 460.8968 | 537.3058 | 25.707 | 305 | 0.000
[ SOLPREF6 -
Pairg | SOPREO | 5060204 | 26233153 | 14.99650 | 4765197 | 5355391 | 33,743 | 305 | 0,000
pair9 | FOWPREFL -\ 00 7124 | 386.58302 | 22.00948 | 4192257 | 5061992 | 20938 | 305 | 0,000
RELMID
pair 10 | FOWPREF2 -1 05 1707 | 472.83606 | 27.03024 | 241.9904 | 3483691 | 10.920 | 305 | 0.000
RELMID
| ROLPREFI -
Pair 11| ROUPRE | 3194081 | 44213959 | 25,2754 | 269.6918 | 369.1644 | 12,638 | 305 | 0,000
| ROLPREF2 -
Pair 12 | ROMPREEZ -1 263.1373 | 457.35035 | 26,1498 | 21,6899 | 314.5846 | 10,065 | 305 | 0.000
| ROLPREF3 -
Pair 13 | ROMPREES -1 380200 | 51824283 | 20.62597 | 202743 | 96,3200 | 1283 | 305 | 0.200
| FLEPREFI -
Pair 14 | THEPREL | 4524346 | 280.41602 | 16,5481 | 419.8782 | 484.9911 | 27346 | 305 | 0.000
| FLEPREF2 -
Pair 15 | TP 1 3400817 | 411.04600 | 23.49704 | 293.8431 | 3863203 | 14473 | 305 | 0,000
| FLEPREF3 -
Pair 16 | TP 3304935 | 34910017 | 19.95673 | 3002232 | 3787638 | 17011 | 305 | 0,000
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Final Conceptual Model: The client’s preferred relational approach

Users

Third-Party

Auditor

A
»
L

Primary Hypothesis: (Relational Preference)

H1: The audit client will prefer a RA over a TA with their

auditor. SUPPORTED

Relpref=1119,03>792,50 (t = -35,297, p=0,000)

Focprefl= 961,39
Focpref2= 836,47
Focpref3= 807,01
Solprefl= 1238,24
Solpref2= 1389,26
Solprefd= 1231,44
Solpref5= 1291,60
Solpref6=1298,53
Powprefl= 1255,21
Powpref2=1087,68
Rolprefl= 1111,93
Rolpref2= 1055,64

Rolpref3= 830,52
Fleprefl= 1244,93
Flepref2= 1132,58
Flepref3= 1131,99

Sign Characteristic

YES SERVICE

NO SERVICE

NO SERVICE

YES INFORMATION
YES TRUST

YES LONG-TERM
YES NOT ONE-SHOT
YES COOPERATION
YES PRESSURE

YES PRESSURE

YES BEYOND AUDIT
YES NON-AUDIT

NO EXPECTATIONS
YES MODIFICATIONS
YES RENEGOTIABLE
YES GIVE AND TAKE

TOTAL MEAN SCORE =1119,03

Y Client

Arm’s Length Variable

Solpref3=274,46

Significantly lower than midpoint

Indicates client’s preference to remain at Arm’s Length

f

Relational Theory
Added-Value audit




