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This study provides evidence on how audit firms' decisions to use offshore (outsourced) auditors or to assign

on-site (local) auditors extensive overtime affect judges' evaluation of auditor legal liability I conduct a be-

havioral experiment in which actual judges responded to a hypothetical audit lawsuit. The results suggest au-

ditors may be penalized during the litigation process depending on the extent of overtime or off-shoring and

judges' attitude toward the public accounting profession. Judges with a positive attitude toward public ac-

counting assessed more liability for an audit firm that used offshore (outsourced) auditors than for the use

of extensive overtime for on-site auditors or a control condition. However, judges with a negative attitude

toward the auditing profession assessed higher liability for auditors except when on-site auditors bore signif-

icant overtime in the final weeks of the audit.

© 2012 Published by Elsevier Ltd.

1. Introduction

Audit firms operate in a highly competitive environment with de-

clining audit fees that creates pressure on firms to continually improve

the efficiency and effectiveness of their audit process (Lowe, Reckers, &

Whitecotton, 2002). In addition, audit firms face external time deadline

pressures such as SEC filing deadlines that can contribute additional

stress to an already stressful audit process (DeZoort & Lord, 1997).

These audit environmental conditions can ultimately influence the

judgments and decisions made by auditors during the audit process

(DeZoort & Lord, 1997) which when viewed, in hindsight, by judicial

decision makers, can increase the audit firm's litigation risk exposure.

In the post-Sarbanes–Oxley era, audit workloads have increased due

to new audit regulations that require integrated audits of a public

company's financial statements and internal control (Griffin & Lont,

2007). After an initial increase in audit fees to accommodate this

increased workload, audit fees have recently experienced a substantial

downward trend (Cheffers & Whalen, 2010). At the same time,

changes to SEC rules have compressed the10-Kfiling timeperiod for ac-

celerated filers from 90 days to 60 (i.e. large accelerated filer) or

75 days (i.e., accelerated filer) leading to increased workload pressure

on auditors to meet filing deadlines (SEC 2005). The recession of 2008

has also forced clients to seek reduced audit fees (Ettredge, Li, &

Emeigh, 2011). Taken together, these factors produce pressure on pub-

lic accounting firms to keep audit costs low. However, efficiency initia-

tives can impact audit effectiveness (i.e., audit quality), a concern of

everyone, including the PCAOB which has explicitly directed that

PCAOB inspectors consider fee pressures as part of their inspection pro-

cess (Goelzer, 2011). Efficiency initiatives influence audit efficiency and

effectiveness as audit partners search for ways to achieve appropriate

balance (Maher, Tiessen, Colson, & Broman, 1992). Two methods audit

firms use to manage environmental pressures include the offshoring

of external audit work (Daugherty & Dickins, 2009) and the assignment

of significant overtime hours to on-site auditors. However, audit firms

must also be aware of the potential litigation exposure which arises

from these efficiency changes.

Auditor liability for plaintiff losses occurs when auditors fail to per-

form an audit that meets minimum audit quality standards (Causey &

Causey, 1995). Francis (2011) argues that audit quality is a continuum

from low to high depending on various factors including the quality of

audit inputs, the appropriateness of audit processes, audit firm and in-

dustry culture, audit markets, regulatory institutions and the economic

consequences of the audit outcomes. At the input level, Francis (2011)

contends audits are of higher qualitywhen competent and independent

people perform the audit and when reliable and relevant evidence is

obtained during the audit. Both the use of offshore (outsourced) audi-

tors and the use of on-site auditors stressed through significant over-

time raise the question of whether the audit is of high quality at the

input level and if the auditors have performed the audit with the due

professional care required.

The purpose of this study is to examine whether the use of offshored

auditors or extensive overtimewith on-site auditors influence judges' as-

sessments of auditor liability. In addition, prior research indicates judges'

attitudes toward the public accounting profession can influence evalua-

tions of auditors in a litigation context (e.g., Anderson, Jennings, Lowe,

& Reckers, 1997). As a result, we also consider judges' pre-existing atti-

tudes (individual differences). To investigate these issues, an experiment
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