
Appendix: Scenarios Applied for the Study

Questionnaire 1: Scenario with no advice

You will be presented with scenarios related to consolidated accounting. Please read the information carefully and respond to the subsequent questions regarding X Electronics Inc.’s consolidated financial statements for the financial year ending 31 March 20X1.

Scenario
You are a financial controller working in the finance department of a large company, X Electronics Inc. Your responsibilities include planning, coordinating, and preparing financial reports. After reading the following information, please answer the questions concerning the preparation of X’s consolidated financial statements for the fiscal year ending 31 March 20X1.

1) Conditions of X Electronics Inc. and Y Technologies Ltd. 
X Electronics has been operating successfully. Similarly, Y Technologies Ltd. has experienced stable business performance over the past few years. During the current fiscal year, X acquired shares in Y Technologies Ltd. X reported a net income of ¥1,460 million for the year ending 31 March 20X1, whereas Y reported an unexpected net loss of ¥730 million for the same period.

2) A summary of X Electronics’ stake in Y Technologies

X Electronics holds 41% of the voting shares in Y Technologies. The remaining shares are widely dispersed among a variety of investors.
Y Technologies’ Board of Directors comprises 11 members, 5 of whom also serve on the Board of Directors of X Electronics.

Due to these conditions, X Electronics is considered to have substantial control over Y Technologies. Consequently, Y Technologies may be treated as a subsidiary and its financial statements potentially consolidated with those of X Electronics. However, certain accounting rules and specific guidance may suggest otherwise. Therefore, the consolidation decision involves significant professional judgment in a grey area.

3) X's accounting policy
X Electronics follows an aggressive accounting policy—aimed at maximizing reported net income—while remaining within the boundaries of applicable accounting standards and regulations.


Questionnaire 2: Scenario with deontological advice from ChatGPT
You will be presented with scenarios related to consolidated accounting. Please read the information carefully and respond to the subsequent questions regarding X Electronics Inc.’s consolidated financial statements for the financial year ending 31 March 20X1. In addition, this scenario includes a report containing advice generated by ChatGPT concerning the relevant accounting judgment. You may take this advice into consideration when formulating your response.

Scenario
You are a financial controller working in the finance department of a large company, X Electronics Inc. Your responsibilities include planning, coordinating, and preparing financial reports. After reading the following information, please answer the questions concerning the preparation of X’s consolidated financial statements for the fiscal year ending 31 March 20X1.

1) Conditions of X Electronics Inc. and Y Technologies Ltd. 
X Electronics has been operating successfully. Similarly, Y Technologies Ltd. has experienced stable business performance over the past few years. During the current fiscal year, X acquired shares in Y Technologies Ltd. X reported a net income of ¥1,460 million for the year ending 31 March 20X1, whereas Y reported an unexpected net loss of ¥730 million for the same period.

2) A summary of X Electronics’ stake in Y Technologies
X Electronics holds 41% of the voting shares in Y Technologies. The remaining shares are widely dispersed among a variety of investors.
Y Technologies’ Board of Directors comprises 11 members, 5 of whom also serve on the Board of Directors of X Electronics.
Due to these conditions, X Electronics is considered to have substantial control over Y Technologies. Consequently, Y Technologies may be treated as a subsidiary and its financial statements potentially consolidated with those of X Electronics. However, certain accounting rules and specific guidance may suggest otherwise. Therefore, the consolidation decision involves significant professional judgment in a grey area.

3) X's accounting policy
X Electronics follows an aggressive accounting policy—aimed at maximizing reported net income—while remaining within the boundaries of applicable accounting standards and regulations.

4) The opinion of your boss (an executive of company X)
Your supervisor, a senior executive at X Electronics, has stated that he fully trusts your professional judgment and will support your decision regarding the accounting treatment of this matter in the consolidated financial statements.

Advice of ChatGPT (Simulated Response from a Certified Public Accountant)

I believe that Company X should consolidate Company Y as a subsidiary. The reasons are as follows:

Existence of Substantive Control:
Company X owns 41% of the voting rights in Company Y, and 5 of the directors of Company Y are members of Company X’s executive management. Therefore, it is deemed that Company X has substantive control over Company Y. This is an substantial factor in determining whether to include Company Y in the consolidated financial statements.

Comprehensiveness of Financial Statements:
Consolidated financial statements aim to integrate the financial information of the parent and its subsidiaries to provide a comprehensive picture of the corporate group. Reporting the financial information of Company X and Company Y separately may fail to reflect the actual status of the corporate group.

Accounting Policy and Transparency:
Company X adopts accounting policies that aim to present its financial statements in a favorable manner within the limits of accounting standards. Including Company Y in the consolidated financial statements is considered appropriate to ensure transparency and consistency with accounting policies.


Responsibility as an Auditor:
As an auditor, I have the responsibility to evaluate a company's financial information appropriately and provide fair and objective opinions. Considering the deterioration in Company Y's business performance and the fact that Company X substantively controls Company Y, I have concluded that including Company Y in the consolidated financial statements is appropriate.

Conclusion:
Based on the above reasons, I hold the opinion that Company X should consolidate Company Y as a subsidiary.


Questionnaire 3: Scenario with Consequential advice from ChatGPT

You will be presented with scenarios related to consolidated accounting. Please read the information carefully and respond to the subsequent questions regarding X Electronics Inc.’s consolidated financial statements for the financial year ending 31 March 20X1. In addition, this scenario includes a report containing advice generated by ChatGPT concerning the relevant accounting judgment. You may take this advice into consideration when formulating your response.

Scenario
You are a financial controller working in the finance department of a large company, X Electronics Inc. Your responsibilities include planning, coordinating, and preparing financial reports. After reading the following information, please answer the questions concerning the preparation of X’s consolidated financial statements for the fiscal year ending 31 March 20X1.

1) Conditions of X Electronics Inc. and Y Technologies Ltd. 
X Electronics has been operating successfully. Similarly, Y Technologies Ltd. has experienced stable business performance over the past few years. During the current fiscal year, X acquired shares in Y Technologies Ltd. X reported a net income of ¥1,460 million for the year ending 31 March 20X1, whereas Y reported an unexpected net loss of ¥730 million for the same period.

2) A summary of X Electronics’ stake in Y Technologies
X Electronics holds 41% of the voting shares in Y Technologies. The remaining shares are widely dispersed among a variety of investors.
Y Technologies’ Board of Directors comprises 11 members, 5 of whom also serve on the Board of Directors of X Electronics.
Due to these conditions, X Electronics is considered to have substantial control over Y Technologies. Consequently, Y Technologies may be treated as a subsidiary and its financial statements potentially consolidated with those of X Electronics. However, certain accounting rules and specific guidance may suggest otherwise. Therefore, the consolidation decision involves significant professional judgment in a grey area.

3) X's accounting policy
X Electronics follows an aggressive accounting policy—aimed at maximizing reported net income—while remaining within the boundaries of applicable accounting standards and regulations.

4) The opinion of your boss (an executive of company X)
Your supervisor, a senior executive at X Electronics, has stated that he fully trusts your professional judgment and will support your decision regarding the accounting treatment of this matter in the consolidated financial statements.

Advice of ChatGPT (Simulated Response from a Certified Public Accountant)

I believe that Company X should consolidate Company Y as a subsidiary. The reasons are as follows:

Existence of Substantive Control:
Company X owns 41% of the voting rights in Company Y, and 5 of the directors of Company Y are members of Company X’s executive management. Therefore, it is deemed that Company X has substantive control over Company Y. This is an substantial factor in determining whether to include Company Y in the consolidated financial statements.

Comprehensiveness of Financial Statements:
Consolidated financial statements aim to integrate the financial information of the parent and its subsidiaries to provide a comprehensive picture of the corporate group. Reporting the financial information of Company X and Company Y separately may fail to reflect the actual status of the corporate group.

Accounting Policy and Transparency:
Company X adopts accounting policies that aim to present its financial statements in a favorable manner within the limits of accounting standards. Including Company Y in the consolidated financial statements is considered appropriate to ensure transparency and consistency with accounting policies.

Responsibility as an Auditor:
As an auditor, I have the responsibility to evaluate a company's financial information appropriately and provide fair and objective opinions. Considering the deterioration in Company Y's business performance and the fact that Company X substantively controls Company Y, I have concluded that including Company Y in the consolidated financial statements is appropriate.

Conclusion:
Based on the above reasons, I hold the opinion that Company X should consolidate Company Y as a subsidiary.

Additional Question to ChatGPT: Is there room for Company X to decide not to consolidate Company Y?

Yes, there is also room for Company X to decide not to consolidate Company Y. The reasons are as follows:

Judgment Based on Guidance:
As mentioned in the question, Company X adopts accounting policies that aim to present its financials favorably while adhering to guidance and accounting standards. Based on such guidance and standards, there may be room for judgment that does not require the inclusion of Company Y in the consolidated group.

Impact on Financial Statements:
Company Y is experiencing financial difficulties and has recorded a net loss for the period. Consolidating Company Y may adversely affect Company X's financial statements. In such cases, reflecting Company Y’s performance in the consolidated statements may be considered inappropriate.

Managerial Independence:
If managerial independence between Company X and Company Y is ensured, the necessity of consolidation may be reduced. Although the question does not provide specific information, if Company X and Company Y operate independently, then not consolidating Company Y might be an appropriate decision.

Accounting Complexity:
If consolidating Company Y significantly increases accounting complexity, Company X may choose not to consolidate it. Especially when the preparation of consolidated statements and audit procedures become more complicated and require more resources and time, such a decision might be made.

Conclusion:
There is indeed room for Company X to decide not to consolidate Company Y. The final decision should be made with careful consideration based on concrete factors such as Company X's managerial situation, strategy, and accounting policies.


 Questionnaire 4 : Scenario with deontological advice from human auditor
All description is same as Questionnaire 2 except for changing ChatGPT into Human Auditor.
e.g.,
…In addition, this scenario includes a report containing advice from Certified Public Accountant (CPA) concerning the relevant accounting judgment. You may take this advice into consideration when formulating your response.


Questionnaire 5 : Scenario with consequential advice from human auditor
All description is same as Questionnaire 3 except for changing ChatGPT into Human Auditor.
e.g.,
…In addition, this scenario includes a report containing advice from Certified Public Accountant (CPA) concerning the relevant accounting judgment. You may take this advice into consideration when formulating your response.



