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FAR online conference 2021: The Human Factor 
 
On Monday afternoon 21 June, the annual conference of the Foundation for Auditing 
Research (FAR) took place. Just like last year, this took place online. The conference 
consisted of four sessions, with 'The Human Factor' as the overarching theme: the 
human influence that can lead to both improvements and deteriorations in auditing. 
The first three presentations concerned FAR studies. The fourth was about a recent 
integrity study based on US data. 
 

 
Dutch misstatements are in line with foreign countries 
The audit is largely a black box for the outside world. The visible outcomes of an audit 
are limited and some of them are rare (e.g. restatements and going concern opinions). The 
identification of misstatements - and subsequently whether or not to adjust them - 
provides more direct insight into the value of the audit. It is desirable that there are not 
too many misstatements and that these are adjusted, if any. It is undesirable for the 
same misstatements to recur again and again. This requires an understanding of the 
underlying causes. The adjustment of misstatements affects the financial statements 
and the information provided to users. Issuing an adequate audit opinion also implies 
that material misstatements are detected and adjusted.  
 
Ann Vanstraelen (Maastricht University) and Ulrike Thürheimer (UNSW Sydney) reported 
the initial findings of their study on misstatements in the Netherlands. The sample 
studied consisted of approximately 450 statutory audits in the years 2015-2017, from 
two Big Four and 3 non-Big Four firms. More than 1700 misstatements were found. The 
results show, among other things, that almost 75 percent of the audits examined 
contained misstatements. This is in between previous studies that found 65 (previous 
Dutch study 2005-2015) and 80 percent (study of companies inspected by the PCAOB). 
On average, about four misstatements are found per engagement. The fewest 
misstatements are found in the financial services industry.  
 
70 percent of the audit assignments contain misstatements that are not adjusted. In 35 
percent of the assignments all misstatements remain unadjusted. Over 50 percent of all 
misstatements are not adjusted. These results are in line with previous studies. It is 
worth noting that 99 per cent of misstatements are unintentional (i.e. errors). The vast 
majority of misstatements consist of factual inaccuracies which are not really open to 
discussion. 
 
The likelihood of misstatements is higher at smaller companies, for example due to the 
lack of an internal audit department and an audit committee. Ten per cent of the 
misstatements are disclosure- or IC-related and almost 20 per cent is related to  

Mix of participants 
No fewer than 200 participants from all over the world registered for the conference. 
Over a hundred people attended during the entire afternoon. About half of the 
participants were researchers, 40% were practitioners and the remaining 10% were a 
mix of supervisors and other interested parties.  
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reclassification. The audit engagements without misstatements involve larger 
companies (including public-interest entities) with better governance (presence of 
internal audit department, supervisory board and audit committee). The presence of 
misstatements is positively related to the duration of the audit engagement, the 
provision of non-audit services and the tenure of the partner. The variation in the results 
indicates that the human factor plays a strong role, for instance in the likelihood that 
restatements are made at the initiative of the auditor. What the underlying forces are 
here is the subject of further research. 
 
Higher salary (and quality) through larger internal network 
Reggy Hooghiemstra (University of Groningen) presented a study entitled 'Network 
Structure and Auditor Compensation: Evidence from a Bipartite Network'. The core of 
the study is the question whether the degree to which an auditor is embedded in a 
network influences the salary he or she receives (and thus apparently the assessment 
that precedes it). The idea is that a higher salary is an indication of the quality of the 
work delivered. If someone has more relationships with other people in an office, this 
leads to greater knowledge on the part of that person.  
 
The expectation is indeed fulfilled: the research shows that more 'clustering' with other 
people leads to a higher salary. Hooghiemstra: 'A conclusion that can be drawn from 
this for practice is that it is not wise to let auditors build up a specialism at an early 
stage. This is counterproductive for the formation of a broad network (and thus the 
acquisition of broad knowledge). Being part of several teams has a positive influence on 
the network and the knowledge of young auditors'. 
 
Clustering too much is also not good. It can lead to an overload of information and high 
coordination costs. So, there is an optimum somewhere, but this has not (yet) been 
studied. The research shows how important it is that within audit firms, thought is given 
to the content of the auditor's work at different moments in their careers, for example 
about specialization. 
 
Setting a good example? 
To some extent, young auditors learn the tricks of the trade from their managers. This 
on-the-job training and coaching of junior auditors forms an essential part of the 
knowledge transfer from more experienced auditors. This is also recognized by 
supervisors and regulators. During their presentation, Eddy Cardinaels (KU Leuven and 
Tilburg University) and Evelien Reusen (Rotterdam School of Management) gave an 
insight into their research into the question whether imitation behavior occurs among 
subordinates and whether this has a positive or negative impact on audit quality. 
 
Imitation can of course be good and bad. Imitating the behavior of a more diligent 
supervisor will -on average- probably lead to better outcomes than copying the 
behavior of a less diligent supervisor. But what happens if the supervisor is also the 
subordinate's appraiser, i.e. if he or she influences the chances of promotion? That 
probably also has an influence on whether or not the supervisor will be imitated.  
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Reusen: 'The professional skepticism of auditors undoubtedly leads auditors to think for 
themselves before copying behavior. However, it is expected that junior auditors will 
imitate more if they have a diligent manager who also carries out the assessment. This 
is also expected to have an impact on audit quality, which is also expected to be highest 
with a diligent manager who also performs the assessment. 
 
Cardinaels: 'The results indeed show that junior auditors imitate the "good guy" more 
when estimating fair value. That effect is even greater if the 'good guy' also does the 
junior's assessment. Having a diligent manager also leads to higher audit quality, 
through better assessment of fair value estimation. The assessment has no effect. 
However, the highest quality is achieved with a diligent auditor who also assesses the 
junior.' 
 
The degree of imitation has a significant influence on audit quality. The audit quality 
goes down with a less diligent manager. A positive correlation seems to exist especially 
for junior auditors who are more familiar with fair value estimation. They improve audit 
quality by imitating a diligent manager. However, they apparently do not blindly copy 
what their manager does. They are professionally skeptical, which results in higher 
quality. So, imitation is not always a good thing, even with diligent auditors as 
managers. This shows once again that it pays to acquire substantive knowledge. 
 
Integrity can be calculated 
Finally, Shane Dikolli (University of Virginia) presented a study on measuring the 
integrity of CEOs. This study appeared in March last year in the renowned research 
journal The Accounting Review. According to Dikolli, integrity in the audit profession 
has, for a long time now, received too little attention (in the literature). There is some 
more research into the way in which CEO’s behave verbally during earnings calls with 
analysts. But Dikolli's research team takes a broader view, as they examined more than 
30,000 letters to shareholders. Shareholder letters have a relatively free content, focus 
on company performance and are signed by the CEO. They are therefore a good source 
for investigating how a CEO explains deviations between words and deeds.  
  
Dikolli: 'We use a new measure for this. We look at words that people use to indicate 
causality, such as 'because', 'result' and 'is based on'. The underlying idea is that a CEO 
will use more of those kinds of words if he needs to justify something. So less honest 
CEO’s need more explanation for the way they have behaved.' 
 
The researchers mapped out this type of causal construction for a large set of 
shareholder letters. They then examined whether the factors that can explain the 
causation words actually do so (e.g. the content of the management report explains - if 
all goes well - a large proportion of the use of causation words). The part of the 
causation words that is not explained by the built measure gives an indication of the 
integrity (or rather: lack thereof). 
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In their study, the researchers also examined whether the scores were related to 
employees' opinions of the CEO’s in question. There was indeed a correlation. 
An encouraging result of the article is that audit fees go up when the integrity score of 
the CEO goes down. The integrity score is also not related to lawsuits. Auditors may 
therefore react adequately to lowering of integrity. 
 
Current information technology offers attractive opportunities to calculate these 
integrity scores, based on large data sets. This information forms important input for 
the audit because it allows the auditor to make an informed decision about whether 
management integrity warrants further attention. 
 
Conference presentations 
All presentations will soon be available on the FAR website: 
https://foundationforauditingresearch.org. 
 

 

Assistance with the extraction of audit information 
During the break, a FARview podcast (with video) was also broadcast with Tjibbe 
Bosman, about the publication 'Robotic Process Automation for the Extraction of 
Audit Information'. In the podcast, Bosman discusses their research project on the 
development of a freely available algorithm that enables auditors and researchers to 
easily extract financial statement data from pdf files.  
 
The podcast and further information can be found here: 
https://www.youtube.com/watch?v=hnPHGz5Cbis 


