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This special issue on “Moving the audit profession forward 
– New research and best practices” has been developed in 
collaboration with the Foundation for Auditing Research 
and is based on presentation proceedings and discussions 
at the 3rd International FAR conference at Nyenrode 
Business Universiteit (5 and 6 June 2018).
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The 3rd International Conference of the Foundation for 
Auditing Research took place in June 2018 at Nyenrode 
Business University. The theme of the conference was 
“Moving the Audit Profession Forward - New Research 
and Best Practices”. As in prior years we are pleased to 
report on the most important presentations and discussi-
ons in this special MAB issue.

Positivist research

The issue opens with a column written by our editorial 
board member Willem Buijink. Buijink clarifies the im-
portance of different strands of auditing research. In this 
respect he refers to different disciplines (such as anthro-
pology, economics, psychology or sociology) used to un-
derstand auditor’s behavior) and different methodologies 
(case studies, field studies, lab experiments, field experi-
ments, natural experiments, archival data based observa-
tional studies). According to Buijink the replicability of 
claims about the world is an indispensable requirement 
and a hallmark of positivist research. However, there is a 
group of auditing researchers that uses behavioral science 
or philosophy, arguing that testability of their claims is 
unimportant. This constructivist research approach is cur-
rently gaining influence among auditing researchers and 
having an increasing impact on auditing policy makers, 
regulators, oversight bodies and the press in the Nether-
lands. It is therefore that Buijink is very worried.

Collaboration

Next, based on discussions during the conference Philip Wal-
lage, Jan Bouwens and Olof Bik note that collaboration in the 
auditing profession is key for improving audit quality: not 
just between academia and practice, but also between audit 
firms on the one hand and clients, regulators and policy-mak-
ers on the other hand. The auditors themselves must do a bet-
ter job, but clients and other stakeholders will also have to 
take responsibility for the collective challenge the profession 
is facing: enhancing audit quality and restoring societal trust.

Next Preeti Choudhary discusses the mutual and ‘in-
terlaced’ responsibility of auditors and their clients and 
related market outcomes. There are at least four parties 
that play an important role in ensuring high-quality audits 
and that make financial statements reliable to the inves-
ting public. The focus of her study is on management and 
the auditor’s role, with less emphasis placed on the regu-
lator and audit committee as both managers and auditors 
play important roles in ensuring high-quality audits that 
achieve reliable financial reporting.

Preliminary results and new FAR 
projects

During the conference, representatives of two research 
teams presented initial insights of their studies. Marike 
van Zanten and Luc Quadackers summarize their preli-
minary research findings. These presentations were provi-
ded by Therese Grohnert and Wim Gijselaers (concerning 
learning culture) and Anna Gold (regarding group audits). 
Furthermore, Olof Bik and Jan Bouwens, who are working 
on a FAR project in a so-called ‘joint working group’, pre-
sented their study on partner incentives and performance.

Pursuant Marike and Luc sketch the presentation of 
three new FAR-studies. First Mark Peecher presented his 
project entitled “Auditors’ detection of fraud cues and 
management deception”. Regulators and market partici-
pants increasingly express a desire to better understand 
auditors’ capability to detect deception in management’s 
representations and to identify new ways to enhance this 
capability. Therefore, this project deals with the funda-
mental issue of fraud detection and effective and accurate 
skepticism. A very interesting and emerging issue given 
the recent discussion in the Netherlands about the task 
and role of the auditor in detecting fraud and noncompli-
ance with law and regulations.

In his project, Joseph Gerakos wants to go back to 
micro-economics and estimate supply and demand func-
tions for the audit market. This will enable an analysis 
of the audit market and to assess its competitiveness and 
efficiency. Another important focal area of FAR is audi-
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ting in the owner-managed-business segment. The pro-
ject presented by Jeroen Suijs is directly related to this 
segment and tries to answer the following question: ‘does 
the owner-managed firm audit market serve a different 
purpose than, for example, the PIE audit market?’

Global Trends

The next paper summarizes the presentation of Janine 
van Diggelen. She provided her personal insights and 
perspectives on global trends in audit quality, supervisi-
on and standard setting. She emphasizes that root cause 
analysis and change programs should focus on culture, 
the business model, sufficient talent, process and project 
management to support the strategies of delivering high 
quality audits throughout the firms and the profession.

Knowledge Gap

Finally Olof Bik and Jan Bouwens summarize the key 
note speech by Steve Salterio about overcoming barriers 
in communication between academics and practice: Mo-

ving beyond the Lab. After all, the aim of academics is 
to effectively scientifically inform policy-making in and 
around the profession.

In short, academics and practicing auditors can learn a 
lot from each other on this front. In his presentation, Sal-
terio gives a good example of a practical question that can 
be answered by academics because they possess research 
techniques that can determine causal relationship. For in-
stance, an academic will ask firms to perform some audits 
with a new registration system and some without it. This 
will allow the researcher to determine whether the impro-
vement in audit quality can be attributed to the introduc-
tion of the engagement registration system. Without this 
research a wrong policy measure might be taken.

Concluding, I am hopeful that this MAB-FAR issue 
will contribute to a further open multi-stakeholder dialo-
gue as created during the 3rd FAR conference. All of the 
participants agree that audit quality can be improved if 
academics and the audit industry join forces in examining 
audit practices. This issue of MAB demonstrates the ad-
ded value this collaboration can have.

Last but not least, we are grateful to our guest editors 
Olof Bik, Jan Bouwens and Judith Künnike for contribu-
ting to this special issue.

�� Prof. dr. Ph. Wallage RA is a professor of Auditing at Vrije Universiteit Amsterdam (VU) and Universiteit van 
Amsterdam (UvA).
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In my introductory remarks to the FAR Conference, I 
thought it would be useful to point out to the practitioners 
in the audience that there are different strands of auditing 
research. Practitioners at the conference were auditors, 
regulators and oversight body members. We are lucky to 
have so many of them attending the FAR conferences. 
Auditing academics in the audience know about these 
different strands. It is the existence of strands of research 
in a research area that generates part of the discussions 
within that area. But we do not often reflect on the im-
pression this must make on practitioners. Practitioners 
will easily hear a cacophony of opinions. So as acade-
mics we should explain that this cacophony is produc-
tive. I think it would be helpful to tell an audience at each 
conference where auditing research is presented, ‘where 
a researcher carrying out a given auditing research project 
is coming from’; as Wim Gijselaers put it later during the 
FAR conference. Regrettably, that does not often happen.

What these strand in auditing research are, is what I 
attempted to explain in my introductory remarks: very 
briefly and in a neutral fashion. In this column, I take this 
opportunity to explain the issue, the importance of seeing 
the existence of different strands of auditing research, in 
a bit more detail. Also, it occurred to me afterwards that 
I had been too neutral. That needs a correction. Not all 
strands are praiseworthy.

For auditing students the existence of different strands 
of auditing research must often also be confusing. This 
column, many students have to read this journal, may be 
helpful for them as well.

So, how can research strands in auditing research be 
distinguished?

Auditing is human behaviour. Here are a few exam-
ples. Humans create corporations and nonprofit entities; 
they create corporate law. Stakeholders in corporations 
create demand for auditing, to control the behaviour of 
people managing the corporations and nonprofit entities, 
and for regulation of auditing. The auditing process uses a 
collection of techniques that is designed and used by hu-
mans. The entities created trade with each other and with 
consumers over markets in an economy. Within these en-

tities management devise sets of management controls. 
All of this is humans behaving.

So, the first way in which auditing researchers can 
tell us where they ‘come from’, is by saying which be-
havioural science, anthropology, economics, psychology 
or sociology, they use to understand auditing behaviour. 
Philosophers also reflect on human behaviour, and indeed 
in auditing research different kinds of philosophy are 
also used. I mentioned a number of philosophers ‘used’ 
in auditing research in my opening remarks: Marx, Fou-
cault and Habermas. Marx is also an economist of course. 
Using one of the behavioural sciences, or philosophical 
insights, auditing researchers are attempting to under-
stand auditing behaviour: how does the auditing-related 
world work? How can it be made to work better? Doing 
this, they in effect formulate causal claims to explain and 
to improve the auditing-related world.

In practice, I often observe auditing researchers mixi-
ng behavioural sciences. Behavioural economics inspired 
auditing researchers mix psychology and economics. I 
actually prefer competing tests. Say, sociology based ex-
planations against economics based ones. Why do cor-
porations have auditors? Microeconomics explains this; 
sociological institutional theory does as well. Let us test 
which is the better explanation. I prefer this approach, be-
cause sociology is really different from microeconomics. 
I am on the losing side of the argument I fear. Mixing of 
behavioural science based explanation these days also oc-
curs because data driven analysis is gaining ground.

The second way to characterize auditing research is to 
determine which ‘testing’ methodology, research design, 
an auditing researcher uses. Empirical behavioural scien-
ce and philosophy based auditing research uses various 
research designs to test its causal claims: case studies, 
field studies, lab experiments, field experiments, natural 
experiments, archival data based observational studies. 
The outcome of these research designs, speaking to the 
claims made, is then analyzed using statistical methods 
and other data analytical techniques. Note that theoreti-
cal auditing research, mostly economics based, uses logic 
and mathematics to test its claims. But it does test.
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Therefore, combining the above, auditing researchers 
can say: this is how carefully I develop my claims about 
the auditing world and this is how I carefully test them; 
can see them being replicated. Auditing researchers could 
say for instance: “I am a psychology based auditing re-
searcher and I use mostly lab experiments to test my 
claims”. It is the careful development and testing of these 
claims, and the replicability of the tests, that makes au-
diting research valuable in public debates about auditing 
and also auditing policy making.

However, and this is the concern that I did not voice 
during my introductory remarks, there is now a group of 
auditing researchers that uses behavioural science or phi-
losophy, but argues that testability of their claims is unim-
portant. This sub-community has been receiving more 
attention recently. An example of this is a recent over-
view paper in AJPT (Auditing; a Journal of Theory and 
Practice) that sympathetically explains the ‘principles’ of 
this sub-community (Power and Gendron, 2015; hereaf-
ter (PG). The paper is easy to find using Google Scholar. 
AJPT is the leading auditing research field journal. Table 
1 in PG lists the assumptions of this sub-community in 
accountancy (auditing) research. I highlight three of the-
se. (1) reality is socially constructed; (2) subjectivity in 
research is inevitable; (3) research into cause and effect 
relations is not necessary: human behaviour is too com-
plex. PG use the label ‘constructivist’ for this strand of 
auditing research.

These assumptions though, make claims of the con-
structivist sub-community about how the auditing-world 
work non-replicable. Subjectivity will reign. Critiquing 
constructivist claims about auditing is made impossible. 

This poses a threat to evidence-based, evidence-infor-
med, policy making related to the auditing-world. That 
is not good. PG offer some critical reflection on the, of 
necessity, subjective nature of constructivist auditing re-
search outcomes, but they are sympathetic to construc-
tivist auditing research. The important issue of the lack 
of testability, of replicability, of constructivist research is 
not addressed by them.

The fact that PG appeared in AJPT, not a constructi-
vist auditing research journal is telling. It highlights the 
growing attractiveness of constructivist auditing research. 
Constructivist auditing research is often published under 
the more familiar label of ‘critical (perspectives) (audi-
ting) research’. The constructivist/critical sub-community 
is also gaining influence among auditing researchers in the 
Netherlands. That can be easily observed on the Accoun-
tant.nl website. It appears to have an increasing impact on 
auditing policy makers, regulators, and oversight bodies.

Note the following. Critical perspectives auditing 
research, this is where the name ‘critical’ comes from, 
also aims to contribute to emancipation in a society, by 
studying how auditing helps or limits marginalization of 
members of a society. This aim is also voiced by the Dutch 
critical community of auditing researchers. It can be a 
laudable aim. My criticism does not target their emanci-
pation aim. It targets their methodological approach.

Not mentioning this sub-community of auditing rese-
archer in my FAR Conference was unwise. It prevented 
me from alerting the practitioners and students, and per-
haps researchers as well, to its existence, and from criti-
cizing the constructivist research strand in auditing rese-
arch. This column is a correction.

�� Professor dr. W.F.J. (Willem) Buijink is Hoogleraar Financial Accounting aan de Open Universiteit Heerlen. Hij 
is ook emeritus Hoogleraar Bedrijfseconomie aan de Universiteit Tilburg. Daarnaast is hij academisch bestuurslid 
van de FAR.
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Cross-border collaboration in the auditing profession is key 
for improving audit quality: not just between academia and 
practice, but also between audit firms on the one hand and 
clients, regulators and policy-makers on the other hand. The 
auditors themselves must do a better job, but clients and 
other stakeholders will also have to take responsibility for 
the collective challenge the profession is facing: enhancing 
audit quality and restoring societal trust. In a nutshell, this 
was the view from practitioners in the auditing profession 
during the 3rd International Conference of the Foundati-
on for Auditing Research (FAR), June 2018. In this paper 
the discussions during the Conference about the need for 
further collaboration between academics and practitioners 
and the way this could be organized, are presented.

1. Across the full spectrum of the 
profession

Practitioners were well represented in the 140-strong audi-
ence. The ratio between practising professionals and aca-
demics was broadly fifty-fifty, the same goes for the ratio 
of auditors working in (major) firms and within the broader 
business community. These conference statistics indicate 
that practitioners are getting more and more involved in 
academic discussions about the continuous development of 
the audit profession to boost quality. The voice from practi-
ce was also clearly heard in the discussion between the di-
versely composed panel and the representatives of the audit 
firms and other conference participants. Or, in the words of 
conference chair Willem Buijink, professor at the Dutch 
Open University and previously at Tilburg University: “We 
have started to collectively look for the driving forces of 
audit quality, across the full spectrum of the profession”.

2. Performance and expectations gap

This ‘full spectrum’ was neatly present in the panel of 
four, consisting of the CEO of an audit firm (Anneke van 

Zanen, Baker Tilly Berk), a board member of the Dutch 
professional body of accountants, NBA (Marco van der 
Vegte), an academic (Marleen Willekens, professor Ac-
counting and Auditing at KU Leuven) and a lawyer, for 
the much needed outside perspective on the audit profes-
sion (Monique van Dijken-Eeuwijk, NautaDutilh). Out-
siders usually have a keen eye for complex issues and 
a more impartial view. So not surprisingly, it was Van 
Dijken-Eeuwijk who pinpointed the root cause of the 
ongoing struggle in the audit sector. In her view: “The de-
bate about audit quality is due to a lack of trust. In order to 
remedy this, it’s imperative that all actors recognize their 
responsibility: not just individual auditors, but also the 
audit firm, the client, the audit committee and supervisory 
board, and the Dutch regulator Authority for the Financi-
al Markets (Autoriteit Financiële Markten)”. According 
to Van Dijken-Eeuwijk, the profession is experiencing 
not only a performance gap, but also an expectations gap: 
society’s expectations are too high. Transparency and hig-
hlighting shared responsibility will play a significant role 
in bridging these gaps, Van Dijken-Eeuwijk said. All sta-
keholders must collectively form a cross-sectoral ‘chain’ 
for improving audit quality and restoring societal trust. 
Henriëtte Prast (professor at Tilburg University and chair 
of FAR) took a similar stance: “Improving quality has to 
be focused on society as the most important stakeholder”.

3. Client can be auditor’s ally

The need for a heightened sense of joint responsibility for 
audit quality was demonstrated by some studies of FAR 
research teams, which were presented at the conference. 
Preeti Choudhary (University of Arizona) for instance, 
found that in nearly half of the studied cases clients re-
frained from making adjustments to the financial report, 
which were proposed by their external auditor because of 
mistakes or misrepresentation. Only in 12 percent of the 
cases all proposed adjustments were made. “So clients 
aren’t always listening to the auditor, although they should 
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both be committed to the reliability of reporting”, was 
one of the remarks in the audience. The contribution of 
Mark Peecher (University of Illinois) on timely detection 
of fraud by alertness of auditors to hidden signals during 
earnings calls, elicited another comment from a represen-
tative of the audit firms in the audience. Michael de Ridder, 
globally responsible for audit quality at PwC, stated: “The 
responsibility for fraud is transferred unilaterally to the 
auditor, which is inequitable. There needs to be a broader 
discussion on what companies themselves should be doing 
to prevent fraud attempts or flag these in time. Regulations 
ought to be focused on the client as well as the auditor”. 
De Ridder pre-empted with a practical suggestion: “Each 
and every company should get a fraud officer”. Peecher 
nodded assent: “The client can be the auditor’s ally”.

4. Let each actor formulate its own 
drivers of audit quality

Allies are important in reflecting on public criticism in 
strengthening audit quality. During the panel discussion 
Van der Vegte was the first at the conference to point to 
the recently issued second report of the Monitoring Com-
mittee Accountancy. The report has the tantalizing title 
Doorpakken! (Press Ahead!). Reforms in the professi-
on need to be implemented more swiftly and with more 
far-reaching effect, the committee concluded. Van der 
Vegte himself was involved in the recently published 10 
drivers of NBA’s professional root-cause analyses of the 
drivers of audit quality – one of the earlier 53 recommen-
dations of the NBA. The recently published 10 drivers 
constitute the outcome of that analyses and are supported 
by the Big Four and the Next Five, Van der Vegte said.

The 10 drivers of audit quality solely focus on the au-
dit profession. But if audit quality is a broader, joint res-
ponsibility, all actors should draw up their own list of 10 
drivers for quality, Van der Vegte stated: “not just us as 
auditors, but also clients, regulator AFM and the public at 
large”. The current quality drivers are primarily intended 
for audit teams. “What might the list look like for those 
other actors, starting with the executive boards of audit 
firms?”, a conference participant asked. Van der Vegte 
answered: “At board level criteria for quality are for in-
stance the organization’s purpose, the tone at the top and 
the way management handles dilemma’s like: do we put 
society’s interest or the partner’s interest first? Client ac-
ceptance would also be a focal point”. At the profession’s 
level, the availability of people with the right competen-
ces and mindset is the most significant driving force for 
quality: “Is the audit profession still capable of attracting 
those people?” Van Dijken-Eeuwijk implicitly indicated 
earlier what the quality criteria might be for clients’ ma-
nagement (quality of reporting, focus on long term value 
creation and business continuity, and fraud prevention), 
the supervisory board members (quality of supervising 
reporting and risk management), and regulator AFM 
(quality of external monitoring and safeguarding trust).

5. “You don’t need to score a 10”

“How can you be sure that you’ve done a good job as 
auditor?”, was another question from one of the conferen-
ce participants. Van der Vegte: “Quality can be measured 
against hard criteria, such as how well the engagement 
management team is functioning, how many hours have 
been spent on the audit assignment, et cetera. But you can 
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also look at soft factors, such as the interaction between 
team members. The quality of cooperation for instance 
can be measured by instruments as 360-degree feed-
back”. Perhaps quality can also be measured by means of 
client satisfaction, suggested Willekens, although client 
satisfaction is not per definition equal to audit quality and 
societal trust. “80% of clients are delighted”, responded 
Van Zanen. “Even though AFM’s figure gets stuck around 
60-70%”. However, clients use different criteria for qua-
lity, Van Zanen stated. “One thing clients deem important 
is being able to have a good dialogue with their auditor”. 
Hence there is a variety of perspectives when it comes 
to quality, is the conclusion. “You end up encountering 
the expectations gap again”, Van Dijken-Eeuwijk remar-
ked. “Some expectations just can’t be fulfilled by audi-
tors. The expectations gap is a fair bit harder to manage 
than the performance gap”. Van Zanen: “We keep talking 
about society’s lack of trust in the profession. If you keep 
repeating that in the press, then it becomes a self-fulfil-
ling prophecy. Auditors work hard to raise the quality 
from the current seven to an eight. You really don’t need 
to score a 10. Nobody is expecting that. That would make 
the audit far too expensive”.

6. Diversity also has a downside

The panel discussion turns to the topic of diversity. Wil-
lekens zooms in on the relationship between audit quality 
and the structure of audit teams. She makes a distinction 
between two dimensions of diversity: underneath the sur-
face of a mixed composition in terms of demographics, 
hierarchy and discipline, lurks a deeper form of diver-
sity: different roles, knowledge, and expertise. With this 
hidden form of diversity, group dynamics, pecking order, 
mutual trust, and common goals come into play. Van Za-
nen is a hands-on expert on both dimensions of diversi-
ty. As CEO of Baker Tilly Berk she is the only woman 
among 43 male partners. Her view on the first diversity 
dimension: “Men have made the organization great, but 
now change is required and to that end we need diver-
sity at each and every level, not only in the audit teams 
but also at the top. We therefore have to attract different 
people and give them the room that will enable them to 
literally make a difference”. That is a little too simplistic 
for one conference participant: “How do you succeed in 
attracting those different people?” In her answer Van Za-
nen highlighted the importance of recruitment and selec-
tion committees with a diverse composition. “If they are 
only made up of grey-haired Dutchmen over 55, there’s a 
good chance they will select grey-haired Dutchmen over 
55”. Van Dijken-Eeuwijk has another suggestion: “Spea-
king about the purpose of the organization will attract 
younger people”. Diversity is broader than just sex, age 
or ethnicity, it is also about different backgrounds, remar-
ked another conference participant. Van der Vegte nodded 

assent: “As an auditor you also need to be open and make 
yourself vulnerable to disciplines such as IT, psychology 
and forensics, for instance”. That doesn’t always come 
naturally, according to Willekens. “Research shows that 
people from different disciplines are sometimes regarded 
as outsiders. Hence there’s also a downside to diversity”.

7. Shared dream

How can the second dimension of diversity boost audit 
quality? Van Zanen compares audit teams with sports 
teams. “You win the match with the best team, not with 
the best players”. Forging that team is something you do 
with “a shared dream, with common goals, with luck, 
passion, and the will to achieve something together”. This 
calls for commitment from each and every team mem-
ber: “They all have to have the same drive and appetite 
for quality”. But it is not just about excellence: effective 
teams are also built on respect. “The upper echelons need 
to respect the lower levels”, underlines Van Zanen. Com-
municate respectful and listen properly, is her advice: 
“Let people surprise you, be open to their ideas”. Howe-
ver difficult that may be.

8. Wanted: grey hair

Within audit teams this asks for better cooperation and 
more communication - based on mutual respect - through 
hierarchical levels and between different age groups. For 
instance between juniors and more experienced team 
members, representing ‘grey hair’. The importance of 
and need for the latter was stipulated during the conferen-
ce by Nico Pul, EY Executive Board member responsible 
for quality. Pul emphasized that having ample experience 
in teams is paramount: for audit quality as well as for 
helping mature young generations in the audit profession. 
Unfortunately, accumulating this much needed experien-
ce is increasingly threatened: standardisation and regu-
latory burden pushes the audit profession back towards 
a sharp focus on procedures and efficiency in the pro-
fession’s lifecycle. Whereas audit professionals want to 
develop themselves in the opposite direction during their 
careers: from standard knowledge to learning on the job, 
professional judgment and problem solving. This leads to 
a mismatch between the direction the audit profession is 
heading and the required journey of young talent, that is 
needed to help reform the profession and reinforce audit 
quality. This gap will also have impact in the future. De-
velopments like artificial intelligence will never be able 
to completely replace auditors, Pul states. “Professional 
judgment, knowing the client and asking the right questi-
ons, will remain of the utmost importance. So experience, 
‘grey hair’, will always be an indispensable part of our 
profession”.
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9. Holding up a mirror

Let’s go back to the profession-wide responsibility for 
audit quality and the need to intensify collaboration be-
tween the audit profession and all the actors in the sta-
keholder field. Peter Hopstaken, Head of Audit from 
Mazars, one of the Next Five audit firms, stressed the 
importance of objective, independent research in this res-
pect. “It is bolstering discussions and decision-making on 
the future of the audit profession and holding up a mirror 
in an era in which trust of society, government, and other 
stakeholders is under pressure. But it’s also providing sta-
keholders with insight into how the audit profession is 
working towards improving quality, based on data from 
the heart of the auditing practice, supplied by audit firms 
themselves”. The latter is creating important added value 
by FAR, although it also presents a challenge for both 
academics and the Big Four and Next Five. After all, re-
search consumes scarce time and capacity and requires 
a robust reciprocal effort to define and amass data and 
deliver them on time for the researchers. “It’s a learning 
curve, but as a profession and as academics we are on the 
right track”, Hopstaken concludes.

10. Inspiration for leaders

“Are we actually moving the profession forward?” It was 
Bert Albers, managing partner of Deloitte Netherlands, 
who dared posing the key question, alluding to the title 
of the conference as well as FAR’s mission. The answer 
is a resounding yes, according to Albers. “I’ve taken a 
lot of inspiration for my role as audit leader. Once again 
it has reconfirmed to me that we’re focusing on the right 
topics in day-to-day practice”. The budding relationship 
between practising professionals and academics is now 
taking off, Albers added. “Something beautiful is bloo-
ming. We’re not there yet, but we are making great pro-
gress”. His quote of philosopher Jürgen Habermas was 
highly applicable: “Only by externalization, by entering 
into social relationships, can we develop the interiority of 
our own person”.

This takes us straight back to the Leitmotiv of the con-
ference: the audit profession must improve audit quality, 
but cannot do so alone. This interdependency is again 
neatly encapsulated in a quote from polymath Benjamin 
Franklin: “We must, indeed, all hang together or, most 
assuredly, we shall all hang separately”.

�� Prof. dr. Ph. Wallage RA is a professor of Auditing at Vrije Universiteit Amsterdam (VU) and Universiteit van 
Amsterdam (UvA).

�� Prof. dr. J.F.M.G. Bouwens is a professor of management accounting at the University of Amsterdam and Mana-
ging Director of the Foundation for Auditing Research.

�� Prof. dr. Olof Bik RA is a professor of Behavioral Research in Auditing at Nyenrode Business University and 
Managing Director of the Foundation for Auditing Research.
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1. Introduction

Who is responsible for ensuring a high-quality audit that 
achieves accurate financial reporting? That is an important 
question because financial reporting quality is at least a 
joint effort of the auditor and auditee as ‘financial repor-
ting quality and audit quality are often inseparable in terms 
of observable financial reporting outcomes’ (Gaynor et al. 
2016). Also, the DeFond and Zhang (2014) perspective on 
audit quality ‘encompasses the auditor’s broad responsibi-
lities and recognizes audit quality as a component of finan-
cial reporting quality that is bounded by the firm’s repor-
ting system and innate characteristics.’ In her presentation 
at the FAR-conference, Preeti Choudhary presented results 
concerning the mutual and ‘interlaced’ responsibility of 
auditors and their clients and related market outcomes.

2. The aftermath of the financial 
reporting crises

Following substantial financial reporting crises in both 
number and magnitude, faith in US capital markets was 
rapidly subsiding. US congress stepped in, to improve in-
vestor confidence particularly through changes in gover-
nance. They created a new regulator called the PCAOB 
whose mission is to oversee the audits of public compa-
nies in order to protect the interests of investors and fu-
rther the public interest in the preparation of informative, 
accurate, and independent audit reports. Previously the 
audit industry was subject only to peer review. Congress 
also passed legislation referred to as the Sarbanes Oxley 
Act of 2002 (SOX) by overwhelming majority. This le-
gislation did many things, including:

Requiring management to assert responsibility of finan-
cial statements formally, with increases in legal liabili-
ty for failing to fulfill these responsibilities.

Increasing the role of audit committees in overseeing fi-
nancial reporting.

Increasing the auditor’s role in financial reporting. In 
particular, SOX expanded the auditor’s role to form a 
separate opinion on the internal controls over financial 
reporting of companies, not just financial statements.

There are at least four parties that play an important 
role in ensuring high-quality audits and that make finan-
cial statements reliable to the investing public. The focus 
of the presentation is on management and the auditor’s 
role, with less emphasis placed on the regulator and audit 
committee.

3. Management’s responsibilities

Per US regulations, management is responsible for 
adopting sound accounting policies and for establishing 
and maintaining internal controls that will among other 
things, initiate, record, process, and report transactions 
consistent with management’s assertions embodied in 
the financial statements. Despite management’s explicit 
responsibilities to have accurate financial reporting and 
good internal controls, a principal-agent conflict exists 
when reporting to shareholders. Generally, management 
(the agent), must report to the shareholders (the principal) 
financial performance via financial statements. Conflicts 
of interest and incentives may arise, complicating truthful 
reporting (e.g. Lambert 2001). Prior research extensively 
shows evidence of cases where managers manage repor-
ted earnings, sometimes exploiting gray areas in GAAP 
other times rising to the level of fraud when reporting to 
the public.

4. Auditor’s responsibilities

Given this principal-agent conflict that exists, the auditor 
is enrolled to provide some assurance that management 
has reported financial information truthfully in accordan-
ce with GAAP (e.g. Lambert 2001). The auditor should 
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plan and perform the audit in accordance with regulations 
to achieve reasonable assurance that financial statements 
are free of material misstatements. However, the auditor’s 
incentives may not be perfectly aligned with shareholder 
incentives (e.g. Antle 1982; Baiman et al. 1987; Baiman 
et al. 1991). For example, auditors are selected and paid 
by the company, which is run by management. It is un-
clear whether auditors may act upon incentives that align 
with management rather than shareholders.

5. How does the auditor achieve 
this role of providing reasonable 
assurance?

The auditor is supposed to plan and perform the audit to 
obtain reasonable assurance about whether the financial 
statements are free from material misstatement. The au-
ditor must collect evidence to ensure financial statements 
are not materially misstated by designing a variety of 
tests. These tests can sometimes indicate that pre-audited 
financial statements have misstatement, which is referred 
to as an audit adjustment. The auditor will present these 
misstatements to management, who will decide whether 
to record or waive the audit adjustments. In the US, the 
audit committee reviews disposition decisions, recorded 
adjustments, and materiality assessments. The auditor 
must determine that waived adjustments do not indica-
te the financial statement are materially misstated (in the 
case of an unqualified opinion).

We know that management may face disincentives 
to reporting financial statements accurately. In addition, 
evidence suggests that auditors are able to improve the 
reliability of financial reporting (e.g. Lennox et al. 2014; 
Lennox et al. 2016). Despite auditors’ ability to make 
such improvements in financial statements, still cases are 
observed where the auditors missed material errors, so 
let’s consider what could have gone wrong.

6. Why do we observe audit 
failures?

It is possible that the client has poor quality internal con-
trols, but the auditor is not able to detect this because of 
some deficiency in conducting the audit. This could be 

due to insufficient identification of control deficiencies or 
due to insufficient testing of control deficiencies. Finally, 
it is possible the auditor conducted the audit appropria-
tely, but simply fails to report internal control problems 
due to disincentives. Rice and Weber (2012) provide evi-
dence consistent with the latter explanation, however do 
not explore the first two reasons due to lack of data. More 
evidence on what may be driving the auditor’s inability 
to identify material weaknesses in issuer internal controls 
is needed.

Another potential reason material errors that require ex 
post correction is that auditors detect misstatements, but 
management does not correct them. That is, management 
waives identified audit adjustments. In the US, such de-
cisions to waive are made by management and reviewed 
by the board of directors, highlighting both parties’ role 
in high-quality audits. Prior research on audit adjustments 
for US clients consists mostly of two broad streams: (1) 
descriptive evidence on audit adjustments (e.g. Bell and 
Knechel 1994; Kinney and Martin 1994; Icerman and 
Hillison 1991) and (2) analysis of factors related to va-
riation in waived audit adjustments (e.g. Brown-Liburd 
and Wright 2011; Nelson et al. 2002; Joe et al. 2011). A 
few studies using Chinese data on audit adjustments (e.g. 
Lennox et al. 2014; Lennox et al. 2016) suggest managers 
ascribe value to audits, including adjusting financial sta-
tement amounts during the audit process. However, what 
remains unknown is to what extent auditor identified ad-
justments have not been corrected by management in the 
current post-SOX era; more importantly, are there any 
implications for financial reporting reliability for waiving 
audit adjustments. More evidence here would be useful.

7. Conclusions

Both managers and auditors play important roles in en-
suring high-quality audits that achieve reliable financial 
reporting. Managers are tasked with the responsibility of 
reporting financial statements accurately but face a prin-
cipal-agent conflict that may limit their ability to achieve 
the best possible outcome. Auditors aid in ensuring the 
accuracy of financial statements, often improving reliabi-
lity. However, audit failures still occur. More evidence on 
the role of identifying and testing internal controls as well 
as evidence on management’s disposition decision could 
possibly shed light on such audit failures.
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Based on the 2016 call for research proposals, six research 
projects were launched as a first beacon on the FAR re-
search agenda, strengthening the collaboration between 
auditing academics and practitioners. During the second 
plenary session of the conference, representatives of two 
of the research teams presented initial insights of their 
studies. These presentations were provided by Therese 
Grohnert and Wim Gijselaers (concerning learning cul-
ture) and Anna Gold (regarding group audits). Further-
more, Olof Bik and Jan Bouwens, who are working on a 
FAR project in a so-called ‘joint working group’, presen-
ted their study on partner incentives and performance. A 
summary of the findings of the three studies follows next, 
supplemented with a short overview of the discussion 
with the audience.

How to create a learning culture in 
audit teams?

Therese Grohnert and Wim Gijselaers (and their co-researcher 
Roger Meuwissen) are affiliated with Maastricht University

Why are some audit teams better than others at collabo-
rating, at resolving complex problems, and ultimately, 
at performing? Do ‘hard’ factors make the difference, 
such as team composition or budget pressure? Or are 
‘soft’ factors key, such as tone at the top and team be-
liefs? These questions lie at the heart of the study by 
Grohnert, Meuwissen and Gijselaers. The purpose of 
their study is to investigate what conditions enable audit 
teams to perform well. In particular, the focus is on team 
learning, which they define as “continuously and colla-
boratively developing new knowledge as part of daily 
work activities”.

1. Semi-structured interviews

As a first step in the study, 29 auditors from large and 
mid-sized firms were interviewed, ranging from junior 
staff to experienced partners. Each auditor provided in-
sights from their professional experiences on two diffe-
rent team settings: working with a team that collaborated 
effectively and working in a team that did not manage to 
do so. The purpose of these semi-structured interviews 
was to find out: (1) what kind of behaviors auditors found 
effective for performing well in their teams; (2) which 
mechanisms are effective for actively fostering these be-
haviors during the audit work; and (3) which conditions 
enable teams to display these behaviors.

2. Effective team behaviors

The first interesting insight is that auditors described 
three groups of effective team behaviors that led to good 
team performance: (1) openly sharing information, help 
and feedback; (2) constructively managing conflict; and 
(3) consciously restructuring teamwork to adapt to chan-
ging circumstances. These three behaviors are well esta-
blished in the team learning literature, and research has 
connected them to high performance in a variety of other 
fields, from aviation and education to management. The 
stories told by practitioners help to parse the drivers and 
conditions of these team learning behaviors.

3. Same drivers, different needs

The second insight from the study, so far, is that auditors 
from all professional ranks identify the same drivers for 
team learning, but they differ on what they consider to be 
necessary for team learning. For example, staff auditors 
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indicated to rely on a psychologically safe team environ-
ment: being allowed to ask questions and admitting to 
mistakes without fearing negative judgment from others. 
Managers, on the other hand, were mostly concerned with 
how to create such a safe environment. From the senior 
level onwards, auditors most frequently mentioned the 
behavior of leaders as the key driver behind team learn-
ing behaviors. These leadership behaviors include asking 
team members to share concerns early, initiate informal 
contact between team members, and share one’s own 
concerns and problems with the team members. Finally, 
more experienced team members reported that in order to 
collaborate effectively, team members needed to be aware 
of their interdependence. Having this ‘team feeling’ was 
perceived to lead to all three learning behaviors.

4. Conditions for learning

Finally, auditors mentioned the conditions that enable 
them to effectively collaborate and to learn. Face-to-fa-
ce contact and being familiar with each other was per-
ceived to facilitate leadership and the ‘team feeling’, 
as well as sharing. The role of hierarchy in audit teams 
was perceived to be quite ambiguous. On the one hand, a 
clear hierarchy was associated with efficient decision-ma-
king. On the other hand, it was perceived to prevent team 
learning behaviors from occurring, unless team members 
perceive supportive leadership and psychological safety. 
Finally, auditors frequently mentioned the importance of 
team composition. Interestingly, however, team compo-
sition was never related directly to any team learning be-
havior or one of the other drivers and conditions. Only in 
the absence of sufficient staffing levels seniors mentioned 
experiencing increased stress.

5. ‘Soft’ factors are important

These tentative results show the importance of ‘soft’ fac-
tors. Team dynamics, partner and management involve-
ment, as well as the importance of developing new pro-
fessional knowledge are central to understanding team 
performance. Actively facilitating the three team learning 
behaviors through role modelling at the top and through 
creating a psychologically safe climate provides more op-
tions for managing audit team performance than a strong 
focus only on composition or hierarchy.
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Improving the quality of global 
group audits

Anna Gold is professor of auditing at the Vrije Universiteit 
Amsterdam. Her co-researchers on this project are Den-
ise Downey (Villanova University) and Andrew Trotman 
(Northeastern University).

Inspection agencies across various jurisdictions repeated-
ly find deficiencies in group audits and regulators have 
expressed concerns regarding the quality of group audits. 
This project, presented by Anna Gold, is designed to help 
identify underlying root causes contributing to the low 
audit quality exhibited within many group audits, through 
the perspective of component auditors themselves.

1. First results

To date, 111 experienced component audit leaders have 
been surveyed in Australia, India, and the Netherlands, 
representing multiple global firms. Anna Gold presented 
the key findings concerning four audit phases (staffing, 
planning, fieldwork, and review), and then provided 
further collective insights from component auditors on 
potential overall barriers to component audit quality. 
These findings and insights are derived from prelimi-
nary descriptive statistics, univariate tests and qualita-
tive analyses which have been conducted to date.

2. Staffing: availability is the dominant determinant

Component auditors’ responses suggest that group audi-
tors provide limited and untimely direction and input to 
guide component audit staffing decisions. Staff availabili-
ty appears to be the dominant determinant in component 
audit staff selection. More timely receipt of scheduling 
requests is viewed as a positive feature to the staffing pha-
se of audits perceived to be of higher-quality. However, 
when component auditors take greater ownership over 
staffing, they perceive improved audit outcomes.

3. Planning: low level of component auditor autonomy

Component auditors generally comply with group au-
ditor specifications of the audit plan, including risk and 
materiality, as there are relatively few modifications of 
these specifications, suggesting a relatively low level 
of component auditor autonomy in planning the audit. 
Component auditors also consider group auditor invol-
vement, direction, and coordination in the planning phase 
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as particularly important in differentiating the quality of 
the component audit process as well as audit outcomes. 
However, there are some instances where the component 
auditors alter group auditor specifications, because they 
perceive the group auditor doesn’t sufficiently understand 
the component, which is in line with concerns voiced by 
the regulators and standard setters.

4. Fieldwork: communication is needed

Engagements on which component auditors openly share 
information with the group auditor, where spontaneous 
communication between the group and component audi-
tors is possible, and where meetings take place with the 
group auditor during fieldwork, are associated with better 
perceived audit processes and outcomes.

5. Review: less than 50 percent

Consistent with regulator concerns, less than half of our 
component auditor respondents receive review comments 
from the group auditor. The lack of such review by the 
group auditor is associated with poorer audit quality out-
comes from the perspective of component auditors. In the 
cases where a review does occur, several review characte-
ristics may enhance the potential of improving audit out-
comes. Factors like the level of detail, skepticism, quality, 
and timeliness of the reviews are all associated with grea-
ter perceived audit outcomes, providing valuable recom-
mendations for group auditors.

6. Barriers are limited

The component auditor respondents experience relative-
ly limited cultural and language barriers during their en-
gagements and interactions with the group auditor. This 
result is interesting, given the cross-cultural nature of the 
collaboration and the related regulatory concerns. Of the 
few responses on cultural barriers, the prominent barrier 
described relates to differences in accounting and audit 
quality requirements between the component and group 
countries. Another barrier impacting component auditors’ 
capacity to perform the audit adequately is insufficient 
engagement fees. Commonly, the group auditor sets the 
budget for the component audit, which is often lower than 
the component audit team would require to conduct an ef-
fective audit. One takeaway from this finding is that there 
should be increased communication on fees with a detai-
led upfront agreement on fee structure. However, the ex-
tent to which this is feasible in an environment of incre-
asing fee pressure and regulatory risk is an open question.

7. Conclusion

This study offers valuable insights into group and com-
ponent auditor practices through the perspective of com-
ponent audit leaders. The results provide preliminary 
support for regulators’ call for greater group auditor in-

volvement in component audit activities. However, the 
findings also point to the importance of the adequate in-
volvement of component auditors.
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Audit partner performance and 
incentives systems in relation to 
audit quality

Olof Bik is professor of behavioral & cultural governance and 
director of the accountancy programs at Nyenrode Business 
Universiteit. He is also a member of the management board 
of FAR. Jan Bouwens is professor of accounting at the Uni-
versity of Amsterdam Business School and member of the 
management board of FAR.

Next to the regular research projects and case studies, 
FAR initiates several so-called ‘joint working groups’. 
In these groups, academics, audit practitioners and key 
stakeholders closely cooperate in studying significant au-
dit issues, which are directly relevant to the public. One 
of the two existing working groups covers ‘The future 
audit firm business model’ (the second working group, 
which is not discussed here, works on ‘Root cause analy-
sis methods in auditing). One of the research projects in 
the joint working group ‘The future audit firm business 
model’ involves audit partner performance measurement 
and compensation systems.



https://mab.pensoft.net

Luc Quadackers, Marike van Zanten: Preliminary research findings of  three FAR-studies: what has been found so far?208

During the conference, Olof Bik and Jan Bouwens 
shared and discussed preliminary insights on these issues 
by presenting three main components of current policies 
and by asking the question to the participants: “how can 
audit quality be increased by partner performance measu-
rement and compensation?”

1. Audit quality as the driver of performance: three 
main components

Dutch legislation requires that audit firms’ remunerati-
on systems, including the partner profit sharing system, 
appropriately comprise audit quality incentives. Hence, 
signing auditors should receive incentives to enhance 
audit quality (AQ) via their remuneration system. The-
refore, the focus of the study is on how audit partner per-
formance incentives systems, compensation, and profit 
sharing have recently developed as a result of more emp-
hasis on audit quality.

More specifically:

a. Regarding measurement: how is audit quality measured in 
current partner performance management systems? What 
specific AQ measures should be used?

b. With respect to performance evaluation: how is audit quality 
performance rated, based on the audit quality measures? And 
how does audit quality performance influence overall perfor-
mance, as compared to other performance areas concerning 
clients, markets, or firm strategy?

c. Concerning compensation: how can be observed that AQ is 
actually included in the incentive systems and how does AQ 
performance translate into partners’ remuneration (including 
profit sharing)?

1. Preliminary insights

Policy documents of ten audit firms show that firms dif-
fer in the way in which audit partner performance and 
compensation policies include audit quality incentives. 
For example, in general, a policy shows that partner per-
formance measures distinguish between four main areas: 
client, people, firm and quality. However, the scope and 
depth of AQ measures differs between firms.

Furthermore, regarding performance ratings, firms 
range from not having an explicit rating, to having an AQ 
rating that is part of other performance measures (e.g., 
part of the client metric), or even to explicit AQ ratings 
based on an extensive quality dashboard.

Concerning compensation, audit firms distinguish 
between equal profit sharing (all partners equally share 
in the profit, irrespective of their specific roles and res-
ponsibilities) and partner-based sharing (which uses a 
competence grid on which performance drives variable 
pay). Moreover, policy documents show three ways in 
which audit quality performance influence partner com-
pensation: (1) by using penalties in case of poor quality 
performance (measured by a percentage of the profit or 
by an absolute amount); (2) by integrating quality per-

formance into performance-based compensation (e.g., if 
quality is under the norm, the whole performance rating 
is lower, regardless of performance on other metrics); or 
(3) by providing an (explicit) bonus for good quality per-
formance.

It should be noted that even if audit quality incentives 
are a part of audit partners’ performance measurement 
and compensation systems, the question remains whether 
this positively affects audit quality.

2. Do quality incentives lead to higher audit quality?

The practitioners were put to work, by posing them a gen-
eral question: how would you use audit quality through 
partner performance measurement and compensation, in 
order to increase audit quality?

Three specific questions were discussed:

1. Should individual partner performance play a role in partner 
compensation?

2. Should audit firms use performance measures to assess the 
performance of equity partners and should their profit share 
be adjusted accordingly?

3. Should audit firms distinguish between long term perfor-
mance (for example: promotion to a higher-level results in 
a semi-permanently higher profit share) and short term per-
formance (for example: one year variable bonus or malus)?

Summary of the discussions

Many of the questions posed during the discussions of the 
above presentations were related to the research methods 
used. But also topics that are more germane to practice 
were discussed. For example, what makes learning in au-
dit teams different from learning in teams in other pro-
fessional settings? Two characteristics account for that. 
First, audit teams show a quite clear hierarchy attached 
to tasks and responsibilities, which influences social in-
teractions and the organization of the work. This in turn 
affects auditors’ experiences. The second characteristic is 
that there is not one stable team that auditors work in all 
the time. So, audit team members get less time to know 
each other well than in other professional settings. Audi-
tors often work in more than one team at the same time. 
These two characteristics may alter the existing know-
ledge from other professional settings. Getting to know 
each other, and understanding each other, of course also 
is an important factor in group audits.

And how should audit quality incentives be integrated 
into performance measurement? On the one hand: does a 
bonus for audit quality suggest that delivering quality is 
optional rather than self-evident? On the other hand: if 
quality criteria are not incorporated into performance and 
remuneration systems, wouldn’t that convey the message 
that getting a bonus is not dependent on audit quality? 
Furthermore, decisions have to be made regarding com-
pensation based on individual versus collective perfor-
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mance and short versus long term performance. Individ-
ual incentives could stimulate the high performers, but 
individual performance might be hard to measure since 
the audit is a collective effort and performance measures 
may be distorted. And while short-term rewards can de-

tract from long term performance, small short-term steps 
are often necessary in realizing change. The discussion 
was ended with these words: ‘The trickiest audits are of-
ten the worst paid ones. The performance and remunera-
tion system needs to take this into account’.

�� Luc Quadackers is owner of Margila and affiliated with the Lectoraat Financieel-economische Advisering bij 
Innovatie (FAI) at the University of Applied Sciences Utrecht (Hogeschool Utrecht).

�� Marike van Zanten is a freelance journalist.
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The 2017 call for research proposals resulted in twelve 
submitted proposals. Seven projects were eventually se-
lected for a grant from the FAR.1 During the conference, 
three of these seven FAR-studies were presented. The 
FAR-board aims at striking a balance in selecting research 
proposals, in order to optimize both practical and acade-
mic usefulness of the studies. Therefore, a multi-method, 
multi-theme mix also makes up the 2017 ‘cohort’ of stu-
dies. The fourth plenary session of the conference is a 
sample of the broad set of studies that currently make up 
the FAR research portfolio, with projects grounded in, 
for example, economics, accounting and psychology and 
using archival and (field) experimental methods.

Mark Peecher, Joseph Gerakos, and Jeroen Suijs suc-
cessively presented the research proposals of their pro-
jects. Below you will find a short summary of the accepted 
research proposals they presented during the conference, 
to provide insight into these planned studies, as well as 
a short summary of the discussion with the participants.

1. Auditors’ detection of fraud 
cues and management deception

Mark E. Peecher is Professor of Accountancy at the Gies Colle-
ge of Business, University of Illinois at Urbana-Champaign. 
His co-researchers on this project are Jessen L. Hobson and 
Devin Wilson (both also at the Gies College, UIUC), and 
Sebastian Stirnkorb (Rotterdam School of Management).

Regulators and market participants increasingly express 
a desire to better understand auditors’ capability to detect 
deception in management’s representations and to iden-
tify new ways to enhance this capability. They also ex-
press a desire for auditors to be able to enhance their au-
dit planning in light of indicators of potential deception. 
Therefore, this project deals with the fundamental issue 
of detecting indicators of possible fraud, both to enhance 
the detection of fraud, should any exist, and effective and 
to improve auditors’ exercise of professional skepticism. 
The study builds on promising findings in Hobson et al. 
(2017) by examining the ability of auditors with ranks 

lower than the audit partner level, as well as partners, to 
detect indicators of cognitive dissonance – which prior 
research shows is an indicator that heightens the risk de-
ception – within public earnings calls.

Detecting deception in CEO narratives

Prior work finds that very experienced auditors can detect 
deception in CEO narratives from earnings conference calls, 
but only when they are instructed to attend to the negative 
affect in the CEO’s voice. Without instruction, they over-
look indicators of deception, such as cognitive dissonance 
cues, in the CEO’s narratives. The existing work theorizes 
that auditors’ experience of repeatedly interacting with ma-
nagers gives them the rare ability to detect deception. Ho-
wever, these auditors subconsciously suppress this ability, 
due to learned disincentives for suspecting and finding fraud 
in management’s financial reporting (Hobson et al. 2017). 
The current study proposes to systematically examine the 
theoretical and practical implications of these findings using 
audit professionals with a range of experience levels.

Experimental approach

A field experiment will be conducted that examines audi-
tors’ ability to detect indicators of heightened deception 
risk, as well as how this ability translates into differen-
ces in assessed audit risks and planned audit testing. The 
field experiment will ask auditors to listen and react to 
earnings conference calls of their own or others’ clients 
by filling out a series of survey questions. Auditors from 
the rank of audit staff to that of audit partner will listen to 
earnings calls of their clients, and some auditors will lis-
ten to earnings calls of others’ clients (as a control group).

By random assignment, half of these variously ranked 
auditors will be instructed to listen for negative affect and 
cognitive dissonance. Also, by random assignment, half 
of these auditor participants will be prompted specifically 
to watch for fraud. Auditors will then indicate whether 
or not fraud is likely present, assess fraud and audit risk 
overall and for individual parts of the audit, and make an 
abbreviated plan for the audit.
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The expectation is that auditors receiving the instruc-
tion will be more attuned to client reporting that is later 
revealed to be problematic through internal quality in-
spection, peer review, negative audit report actions (e.g., 
modifications), and/or adverse market reactions. Because 
fraud is an aversive event, however, there is not an expec-
tation that a specific prompt to look for fraud (as oppo-
sed to just looking for negative affect) will heighten the 
perceived risk of fraud or result in more aggressive audit 
plans. In fact, when dealing with their own audit clients, 
theory predicts the opposite could well occur: asking au-
ditors, especially relatively more experienced auditors, to 
explicitly look for fraud on their own audit clients might 
reduce their willingness to view fraud as being likely.

Evidence needed

Overall, the examined question is whether a promising 
means of helping auditors increase skepticism and detect 
indicators of heightened risk of fraud will be useful in 
the field. Also, much-needed evidence on auditors’ ef-
fectiveness in gathering diagnostic evidence from client 
narratives will be provided. Furthermore, this project 
highlights several important themes that can be adapted 
for the education of future and current auditors. Of per-
haps primary importance, this research highlights con-
cerns about auditors’ learned and internalized incentives 
to avoid false positives concerning fraud. In their daily 
professional lives, auditors experience very few positive 
outcomes from suspecting and/or finding fraud. The idea 
is that these internalized incentives lead to psychological 
biases against finding fraud. This is directly counter to the 
wishes of audit regulators and the investing public. Thus, 
it is vital that audit students, professionals, and regulators 
are aware of and discuss these disincentives.

Key references/suggested readings

Bennett GB, Hatfield RC (2013) The effect of the social mis-
match between staff auditors and client management on the 
collection of audit evidence. The Accounting Review 88(1): 
31–50. https://doi.org/10.2308/accr-50286

Hobson JL, Mayew WJ, Venkatachalam M (2012) Analyzing 
speech to detect financial misreporting. Journal of Accoun-
ting Research 50(2): 349–392. https://doi.org/10.1111/
j.1475-679X.2011.00433.x

Hobson JL, Mayew WJ, Peecher ME, Venkatachalam M (2017) 
Improving experienced auditors’ detection of deception in 
CEO narratives. Working Paper, University of Illinois. htt-
ps://dx.doi.org/10.2139/ssrn.2951973

Summary of the discussion

From a general economic perspective, the optimal amount 
of fraud is probably not zero. However, if fraud is disco-
vered after the auditor has provided a clean opinion, this 
could very well be a kiss of death for the career of the 
auditor involved. The situation doesn’t become any better 

by the fact that many US firms start to view litigation as 
just a normal cost of doing business. Interestingly, audi-
tors seem to be better at discovering fraud, post-SOX.

However, only looking at what the auditor can do 
might not be fair. There needs to be a broader discussion 
on what companies themselves can do to prevent and dis-
cover fraud. For example, every company should appoint 
a fraud officer. Also, a suitably selected and incentivized 
audit committee can be an essential ally of the auditor.

2. Supply and demand in the audit 
market

Joseph Gerakos is an associate professor of Business Adminis-
tration at Dartmouth University. His co-researchers on this 
project are Chad Syverson (University of Chicago Booth 
School of Business and NBER) and Ulrike Thürheimer 
(Maastricht University).

In this project, the researchers want to start with mi-
cro-economic first principles to estimate supply functi-
ons for the audit market. Doing so, would enable them to 
analyze the audit market and to assess its competitiveness 
and efficiency.

The audit demand function

In Gerakos and Syverson (2015), the authors estimate 
demand for each of the Big 4 audit firms using publicly 
available data on U.S. audit fees and client characteristics. 
These demand estimates allowed them to estimate chan-
ges in consumer surplus under two policy counterfactuals 
(i.e., what would happen under hypothetical scenarios): 
mandatory audit firm rotation and the disappearance of a 
Big 4 audit firm. Under these counterfactuals, changes in 
consumer surplus represent how much clients would be 
willing to pay in order to not rotate audit firms and not 
have their chosen audit firm disappear.

The audit production function

Because of a lack of supply side data (i.e., the inputs into 
the production of an audit), they could not estimate chan-
ges in producer surplus (i.e., what would be the gains or 
losses to the audit firms) under these policy counterfactu-
als. Including the supply side into these counterfactuals is 
relevant because doing so would allow regulators and au-
dit firms to better and more fully evaluate potential chan-
ges to the structure of the audit market and changes in the 
nature of competition among audit firms. Moreover, there 
is little academic research on audit production.

Using Dutch data

With data made available by the Foundation for Auditing 
Research on audit production inputs (team inputs, gene-
rally, such as partner hours, associate hours, technology 
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systems, technology usage, and interaction time with the 
client) as well as expenditures on each of these inputs, the 
authors can estimate production functions that yield esti-
mates of the inputs’ marginal products (i.e., the change in 
audit output for an additional unit of input) as well as the 
audit firms’ total factor productivity levels, which measure 
how effectively the firms use the inputs. In addition, data 
on the clients’ characteristics as well as their expenditures 
on financial reporting would allow the authors estimate 
‘joint’ production functions that take into account both the 
audit firms’ and clients’ inputs into the audit process.

Audit output data are necessary for production functi-
on estimation. For outputs, the authors plan to use publi-
cly available data on going concern opinions, AFM in-
spection outcomes, and restatements as metrics of output 
and quality. In addition, information on outcomes that is 
not of public record (for example, ‘cold call’ internal re-
views for a subsample of the data) would also be valuable 
for this purpose.

For the study, a representative sample of audit clients 
is required that includes public and private firms across 
the size distribution (preferably covering multiple audit 
firms and repeat observations for the same client).

Examples of possible investigations

Production function estimates would make it possible to 
characterize and model the supply side of the audit mar-
ket, opening up a host of new analyses. Examples of such 
investigations include evaluating productivity growth in 
the audit industry, characterizing differences in producti-
vity and learning across auditors, and examining the re-
lationships between productivity growth and changes in 
technologies. Further examples include testing whether 
more efficient auditors are rewarded by the market, 
measuring to what extent fee variation reflects differences 
in costs, and estimation of the extent of positive or nega-
tive spillovers of non-audit services on the production of 
audit services. Many of these analyses would be novel 
in the accounting literature and would add depth to the 
broader productivity and industrial organization literatu-
res, which historically focused on industrial rather than 
service sectors of the economy.

Additional ideas

In addition to the general project of estimating production 
functions for the audit firms, there are two follow-on pro-
jects that would be of interest to practice, regulators, and 
academics. First, currently in the Netherlands, public in-
terest entities (PIEs) are required to rotate their key audit 
partners every seven years. If audit partner identifiers and 
characteristics can be merged with the aforementioned 
input and outcome data, it would be possible to estimate 
partner-level learning curves and characterize the extent 
to which audit failure rates and marginal products chan-
ge with partner tenure. Such estimates would enable the 
comparison of the costs and benefits of mandatory audit 

partner rotation and would likely provide insight into the 
costs and benefits of mandatory audit firm rotation.

Second, data on the bidding for audit engagements are 
not publicly available. Such data would facilitate the es-
timation of strategic interactions among audit firms. Such 
estimates would provide greater insight into the magnitu-
de and nature of competitiveness in the industry. Bidding 
data would also enable estimating short- and long-run pri-
ce effects of the implementation of mandatory audit firm 
rotation. For example, in the current market regime, audit 
fees drop in the first year of a switch to a new auditor 
but then increase to levels similar to prior to the switch 
after three or four years. Bidding data would allow for 
estimates of the parameters of strategic interactions, the-
reby allowing the researchers to forecast price trajectories 
under the potential change to an eight-year mandatory ro-
tation regime for PIEs. For example, it would be possible 
to estimate how changing the length of the cooling off 
period would affect audit fees.

Relevance for audit practice

Several aspects of the study would be directly relevant to 
audit practice. First, estimates of the relation between the 
client’s financial reporting processes and audit outcomes 
would allow audit firms to better plan their audit engage-
ments and determine the optimal ratio of client preparati-
on to auditor work. Second, estimates of learning curves 
for audit personnel would allow audit firms to estimate 
optimal tenures of their personnel at job levels and client 
engagements. Third, estimates of returns to technology 
would assist audit firms in implementing optimal ratios 
of technology to labor. Importantly, the first three aspects 
directly allow audit firms to increase their production effi-
ciency. With bidding data, the authors could estimate op-
timal bidding strategies, which would take into account 
interactions among clients and the audit firms.

Key references/suggested readings

Gerakos J, Syverson C (2015) Competition in the audit market: 
Policy implications. Journal of Accounting Research 53(4): 
725–775. https://doi.org/10.1111/1475-679X.12087

Summary of the discussion

What percentage of clients will be lost if fees are incre-
ased by one percentage point? Probably near zero per-
cent. So where does this start to change? Responses from 
practitioners in the audience are: the real problem isn’t 
customer retention but how to get rid of customers that 
are performing badly; and: audit committees mainly want 
an auditor who is capable of performing effective audits 
with a consistent high quality. Concerning efficiency, re-
marks point in the same direction. For example: ‘we’re 
not so much engaged in reducing capacity as in attracting 
it’. The audience seems to mainly focus on increasing 
quality and is not looking to find an optimal point, per se.



https://mab.pensoft.net

Luc Quadackers, Marike van Zanten: Three new FAR research projects: what’s going to happen?214

3. Does the private owner-managed 
firm audit market serve a different 
purpose?

Jeroen Suijs is professor of Financial Accounting at Eras-
mus University in Rotterdam. His co-researchers on 
this project are Mahmoud Gad (Lancaster University) 
and Robin Litjens (Tilburg University).

An important focal area of FAR is auditing in the ow-
ner-managed-business segment. A large part of all audi-
tors is working in this segment, for example the auditors 
working for the ‘Middle 5’ audit firms that are FAR af-
filiated firms. The project presented by Jeroen Suijs is 
directly related to this segment and tries to answer the 
following question: “does the owner-managed firm audit 
market serve a different purpose than, for example, the 
PIE audit market?”

PIEs, POBs and OMBs

The Dutch audit market, like many audit markets in Eu-
rope, is a heterogeneous market ranging from small pri-
vately-owned businesses (POB) to large public interest 
entities (PIEs). Current audit regulations and standards 
do not take into account this heterogeneity. They seem 
to be largely driven by the auditing needs of public inte-
rest entities. A large part of the audit engagements, howe-
ver, resides in the sector of privately owned businesses 
of which the owner-managed businesses (OMB) form a 
substantial subset. This raises the question whether the 
current uniformity in auditing regulations and standards 
is desirable, or whether one should take into account this 
heterogeneity and design different audits (and thus diffe-
rent audit regulations and standards) for different subsets 
of organizations, in particular the POBs and OMBs. The 
objective of this research project is to analyze the level of 
heterogeneity in current auditing practices. In particular, 
the research question that this project addresses is: “does 
audit pricing, audit effort, and audit quality vary predicta-
bly across PIEs, POBs and OMBs?”

Drivers of audit demand in private firms

Demand for independent audit effort in listed firms is 
generally simplified to reducing external agency costs, 
i.e. the external value of the audit. For listed firms, the 
group of stakeholders is usually large and diverse and 
these stakeholders do not have direct access to the firm 
to monitor its activities. In contrast, research has shown 
greater heterogeneity in reasons driving audit demand in 
private firms; it ranges from mitigating agency conflicts 
to seeking business advice, i.e. auditors likely provide be-
nefits to private firms beyond financial reporting. For an 
overview of private firm audit research, see, e.g., Minnis 

and Shroff (2017). In line with the possibly lower external 
value of the audit, Esplin et al. (2016) suggests quality 
considerations in auditor selection in the private firm au-
dit market is amongst other related to the ability to deliver 
additional non-audit services. Other arguments, related to 
internal characteristics, are put forward in Knechel et al. 
(2008). Private firms may demand external audits to com-
pensate for organizational loss of control (Abdel-Khalik, 
1993), as a remedy for weaknesses in internal controls 
(Carey et al. 2000), to improve operational efficiency 
and effectiveness (Svanström and Sundgren 2012) and 
outsourcing of financial accounting tasks (Gooderham et 
al. 2004). All these arguments relate to the internal value 
of the audit.

Modeling audit outcomes

Prior research has essentially focused on the internal va-
lue or the external value of the audit of public firms in 
isolation, relying on publicly available data to proxy for 
the internal value of the audit (e.g. Abdel-Khalik 1993; 
Knechel et al. 2008). This project adds to this literatu-
re by creating a comprehensive empirical test for priva-
te firms using proprietary audit firm data to capture the 
internal value of the audit and by using public firms as 
a benchmark. More specifically, audit outcomes will be 
modelled as a function of the internal value of the audit, 
the external value and control factors and test whether the 
effect of internal and external value differs systematically 
across PIEs, OMBs and POBs. Audit outcomes include 
audit pricing, audit labor mix and audit quality measures. 
The main challenge is designing proper proxies for audit 
demand for internal value and for external value. These 
proxies are necessary to distinguish between possible au-
dit demand differences across PIEs, OMBs and POBs and 
their effect on the external audit.

Contributions

This research contributes to policy debates on differen-
tiating audit regulations like lowering the levels of audit 
assurance or abolishing the mandatory audit for small(er) 
private firms (Knoop and Piersma 2017). Any changes in 
these regulations also have consequences for the mini-
mum qualifications for certified auditors.

Key references/suggested readings

Abdel-Khalik A (1993) Why do private companies demand au-
diting? A case for organizational loss of control. Journal of 
Accounting, Auditing and Finance 8(1): 31–52. https://doi.
org/10.1177/0148558X9300800103

Carey P, Simnett R, Tanewski G (2000) Voluntary demand for 
internal and external auditing by family businesses. Audi-
ting: A Journal of Practice & Theory19, supplement): 37–51. 
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Esplin A, Jamal K, Sunder S (2016) Demand for and assessment 
of audit quality in the market for private capital: A field study. 
Working Paper. https://works.bepress.com/shyam-sunder/408/

Gooderham PN, Tobiassen A, Doving E, Nordhaug O (2004) 
Accountants as sources of business advice for small firms. 
International Small Business Journal 22(1): 5–22. https://
doi.org/10.1177/0266242604039478

Knechel R, Niemi L, Sundgren S (2008) Determinants of audi-
tor choice: Evidence from a small client market. Internatio-
nal Journal of Auditing 12: 65–88. https://doi.org/10.1111/
j.1099-1123.2008.00370.x

Knoop B, Piersma J (2017) Schaf verplichte accountantscon-
trole af. Het Financieele Dagblad, February 14. https://fd.nl/
ondernemen/1186983/pwc-prominent-schaf-verplichte-con-
trole-door-accountant-af

Minnis M, Shroff N (2017) Why regulate private firm disclosure 
and auditing? International Accounting Policy Forum. Ac-
counting and Business Research 47(5): 473–502. https://doi.
org/10.1080/00014788.2017.1303962

Svanström T, Sundgren S (2012) The demand for non‐audit 
services and auditor‐client relationships: Evidence from 
Swedish small and medium‐sized enterprises. International 
Journal of Auditing 16(1); 54–78. https://doi.org/10.1111/
j.1099-1123.2011.00441.x

Summary of the discussion

Is the difference in audit demand based on internal and ex-
ternal value really that big between SMEs and listed com-
panies? The external value of, for example, compliance 
with tax rules, might just be as significant as the internal 
value. Even in SMEs, of course, the reliability of infor-
mation is key. One specific suggestion for studying the 
question, is to distinguish between SMEs with and without 
an unqualified auditor’s opinion, since many SMEs don’t 
receive an unqualified auditor’s opinion because of insuffi-
cient internal controls. Also, examining SMEs with volun-
tary audits can shed more light on this interesting question.

�� Luc Quadackers is owner of Margila and affiliated with the Lectoraat Financieel-economische Advisering bij 
Innovatie (FAI) at the University of Applied Sciences Utrecht (Hogeschool Utrecht).

�� Marike van Zanten is a freelance journalist.

Notes
1.	 An overview of the FAR research projects can be found at: http://foundationforauditingresearch.org/far-research-projects/
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The following topics are currently high on the agenda of 
IFIAR: global trends in audit quality (and measuring audit 
quality) and global trends in supervision and standard set-
ting. In her key note speech, Janine van Diggelen provi-
ded her personal insights and perspectives on these issues.

1. IFIAR’s mission

IFIAR’s mission is to globally improve audit quality. Au-
dit quality is primarily the responsibility of audit firms 
and provides a cornerstone of the international financial 
stability and economic growth. Investors and capital mar-
kets rely on auditors to assure the integrity of financial 
statements and to create the necessary confidence for ma-
king important financial decisions. In our interconnected 
world, audit quality issues are not unique to any jurisdic-
tion. Therefore, issues with audit quality require a global 
response. The objective to improve audit quality lies at 
the core of IFIAR’s mission.

First of all, IFIAR fulfills its mission by focusing on 
and challenging the global CEOs and audit leaders of the 
big six audit firms regarding inspection outcomes of listed 
Public Interest Entity (PIE) audits, on outcomes of root 
cause analysis and on the effectiveness of their change 
programs. Secondly, IFIAR interacts with representatives 
of the global investor and audit committee community. 
Through running tendering processes, selecting the audit 
firms and evaluating the quality of the auditor they have 
an important role when it comes to enhancing audit qua-
lity by stimulating competition on quality rather than on 
price in the audit market. The third main workstream of 
IFIAR is its engagement with the international audit and 
ethical standard setters, as standards could play an impor-
tant role in further driving consistency in the execution of 
high quality audits and in auditor behavior.

2. Defining and measuring audit 
quality

But how does IFIAR measure the current trend in audit 
quality globally and how does it define audit quality? IFI-
AR defines audit quality from the perspective of the audit 
objective, which is: to provide a high level of assuran-
ce that the financial statements give a true and fair view 
and are free from material misstatements. Internationally, 
we have agreed on how a so-called ‘high-quality audit’ 
should be conducted that meets this objective. The outco-
me is the suite of International Standards on Auditing – 
the ISA’s - or other generally accepted auditing standards 
like the PCAOB standards. When signing the auditor’s 
report, auditors explicitly state that they have carried out 
the audit in accordance with the applicable auditing stan-
dards. This forms the basis for investors and other users 
to have confidence in the auditor and his opinion.

As the auditing standards reflect the internationally 
agreed minimum requirements for carrying out high qua-
lity audits, audit regulators across the globe consider the-
se as the bar for measuring audit quality. So does IFIAR. 
Through its annual Inspection Findings Survey, IFIAR 
collects and summarizes the nature and extent of material 
findings resulting from listed Public Interest Entity (PIE) 
audit file inspections carried out by its members. It also 
reports on the percentage of deficient audits with at least 
one material finding resulting from these inspections. 
A material finding is defined as a lack of sufficient and 
appropriate audit evidence to support the audit opinion 
issued. This does not necessarily mean that the audited 
financial statements are materially misstated, but it means 
that uncertainty exists, as the level of assurance based on 
the work done by the auditor is not high enough.

3. Audit quality and compliance

Some of you may think: but isn’t there more to measuring 
audit quality then compliance with the standards? What 
about the expectations that investors, audit committees 
and other stakeholders have of a high-quality audit and 
what about the various audit quality indicators that are 
being studied, identified and reported on in various pro-
jects, also by several regulators? Think about the work 
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done by the PCAOB on potential audit quality indicators 
to support audit committees, the Audit Quality Indicators 
Pilot by the Canadian Regulator Canadian Public Ac-
countability Board (CPAB), that also includes companies’ 
management deliverables as Audit Quality Indicators. 
And what about the dashboard with the three pillars con-
trol, behavior and culture and internal supervision that the 
AFM uses to report on the progress of audit quality im-
provement programs? Going forward, IFIAR will explore 
whether it can build upon the work done by its members 
and consider developing a framework for assessing audit 
quality more broadly, which would include culture, audit 
quality control processes and project management at the 
firms. In my view such a framework could provide valu-
able additional insights, particularly in comparing firms, 
which can be a driver of audit quality in itself. Such a 
framework could also be very useful for audit commit-
tees, given their responsibilities. At the same time, we 
should realize that good ratings on audit quality indicators 
not necessarily mean that an individual audit actually pro-
vides the required high level of assurance. Even so, I do 
hope that IFIAR, together with the firms and the investor 
and audit committee community, will be able to develop 
a workable framework with audit quality indicators at the 
firm and engagement levels, that can be used and tested 
in practice in addition to the current measurement of audit 
quality. This would better reflect the investments and pro-
gress made to date by the firms which the current measu-
rement tool used by IFIAR does not provide.

4. What is actually the current 
trend in audit quality globally?

IFIAR’s 2017 Inspection Findings Survey, which was pu-
blished in early March 2018 (IFIAR 2018), showed that 
40 percent of the listed PIE audits that were inspected 
had at least one material finding, compared to 41 percent 
in the 2016 survey (IFIAR 2017) and 47 percent in the 
2014 survey (IFIAR 2015). Based on the surveys it is not 
possible to do a statistical trend analysis on audit quality, 
mainly due to changes in members underlying inspection 
programs from year to year. Nevertheless, the observed 
trend overtime provides valuable information on whether 
audit quality globally is heading in the right direction. 
Although the percentage went down, there is a flattening 
declining curve since 2014 and progress is not experien-
ced in all jurisdictions at the same rate.

The latter becomes more evident when we look at the 
25 percent reduction target concerning deficient audits. 
IFIAR’s Global Audit Quality Working Group has chal-
lenged the global big six audit firms to reduce the percen-
tage of deficient audits by at least 25 percent collectively 
in the jurisdictions of the Global Audit Quality Working 
Group’s members in a four-year time period. The global 
leadership of the Big 6 audit firms have in turn rolled out 
the reduction target to the member firms in their networks 
in these same jurisdictions. The 2017 survey report reflects 

the progress of the Big 6 firms at the measurement peri-
od’s mid-point and reports a deficiency rate of 30 percent, 
bringing the deficiency rate very close to the target of 29 
percent that was set for the 2019 Survey. The 30 percent 
deficiency rate for Global Audit Quality Working Group 
jurisdictions turns out to be considerably lower than the 
average deficiency rate for the non-working group IFI-
AR members, which is 63 percent. The reasons for these 
differences could be many: apart from differences in in-
spection programs and the number of listed PIEs that are 
inspected, it could also relate to the firms not enforcing 
the reduction target throughout their whole network and 
firms first rolling out quality improvement programs in 
the jurisdictions with most listed PIEs which might result 
in other jurisdictions lagging behind. IFIAR is in the pro-
cess of discussing the next steps in the reduction target 
with the global leadership of the Big 6 audit firms.

5. Consistent inspection findings

Contrary to the deficiency rate, the top-3 types of inspec-
tion findings are globally quite consistent, being:

Accounting estimates. Most findings related to failure to assess 
the reasonableness of assumptions, including consideration 
of contrary or inconsistent evidence.

Internal control testing. The most common types of findings 
were the failure to obtain sufficient persuasive evidence to 
support reliance on manual internal controls and the failure 
to sufficiently test controls over, or the accuracy and com-
pleteness of, data or reports produced by management.

Revenue recognition. In previous years this was an area with 
high rates of findings but showed comparatively lower find-
ings in the 2017 survey. Consistent with prior years, the type 
of revenue recognition findings reported most frequently re-
lated to the failure to appropriately assess and respond to the 
risk of fraud.

Based on the survey outcomes we can conclude that 
the level of and persistence in findings remain too high. 
Consistency in the execution of high-quality audits is the 
big issue at the firm and global level. When there is a 
deficient audit, many things have not worked properly: 
the supervision and review, the partner involvement and 
the Engagement Quality Control Review (EQCR) have 
all failed to prevent a deficient audit. This implies that the 
firm’s quality control systems and procedures are not ro-
bust enough to sufficiently prevent deficient audits from 
occurring. Given the flattening curve in the percentage of 
deficient audits, I think, much more needs to be done and 
that needs to be done expeditiously.

6. Pace of improvement too slow

As progress in improvement is slowing down, it seems 
that the quick wins and low hanging fruit have been ta-
ken by implementing things like more training, better and 
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more standardized tooling, reducing partner workload 
and requiring inflight or hot reviews. The change pro-
grams address the tone at the top, culture and behavior, 
governance and process and project management in the 
firms. However, they do not yet lead to demonstrated im-
provement of audit quality on individual audits. Why is 
that? This is partly due to the time lag between audit and 
inspection reporting cycles and because cultural and be-
havioral change requires time. But the main reason, in 
my view, is that the measures taken through the change 
programs do not sufficiently and holistically address the 
underlying root causes.

First of all, firms need to further deepen their root cause 
analysis, not only at audit file level, which firms tend to do, 
but also at audit firm and audit profession level for iden-
tifying the more systemic and structural issues resulting 
from the issuer-pays multidisciplinary partner-apprentice 
model. The way forward is not combatting symptoms but 
identifying and addressing underlying root causes that dri-
ve behavior and decision making at all levels in the firm. 
Firms should use behavioral experts in doing so.

Secondly, audit firms should focus more on how to 
effectively achieve a cultural and behavioral change – in 
my view the most important driver for audit quality. More 
in depth analysis and insights into, for example, informal 
organizational structures, implicit beliefs about what be-
havior is expected in what circumstances by audit team 
members (which not necessarily aligns with what manage-
ment would expect) are important. Is the EQCR role per-
ceived as very important and do EQCR partners receive 
high esteem for this role? Is tone at the top (also from the 
partners) supported by ‘practice what you preach’? Does 
quality really come first in the heat of a difficult discussion 
with the audit client? Are signals of suspected fraud or unu-
sual transactions being reported to authorities, if needed?

Thirdly, an area of focus should be project manage-
ment: how to manage the engagement process in terms of 
best timing of doing the audit work and how to manage 
the timely deliverables by the audit client.

Another area of focus I would like to mention is 
whether there are sufficiently experienced team members 
carrying out the audit in the busy season, and if not: how 
can that be solved? We all know that too much time pres-
sure and multitasking leads to inefficiencies and ineffecti-
veness with the risk of poor judgements.

Last but not least, the quality control management 
process should be strengthened from cradle to grave, so 
from client portfolio risk assessments to the EQCR. Im-
plementing sufficient preventative checks and balances 
throughout the audit process is key for creating a safe 
learning environment, opposed to having a culture of fear 
not knowing whether there could be significant quality 
issues popping up when the audit worked on is selected 
for a file review. A final step in strengthening quality con-
trol management is monitoring progress and effectiveness 
through audit quality indicators, other key performance 
indicators and milestones to be able to make timely ad-
justments when needed.

7. More timely standards needed

There is still one other area that I would like to highlight 
that could contribute to improvement of audit quality. Gi-
ven the persistence in the top three inspection findings 
globally, standard setters should focus more on how the 
standards can further drive professional skepticism, com-
pliance and consistency in auditor behavior in these key 
areas of the audit. The last couple of years, the standard 
setters started to look into these issues. But to keep the 
standards relevant, more timely changes to the standards 
are needed, in order to better meet global capital markets’ 
needs. This also applies to IT innovations and how these 
disruptive enablers can make audits more effective and 
efficient including in relation to fraud and unexpected 
bankruptcies. To achieve this, the strategic focus of the 
standard setters need to be reconsidered in order to ensure 
relevant, timely and effective auditing and ethical stan-
dards going forward. The proposals to reform the inter-
national auditing and ethical standard setting governance 
and oversight as consulted by the Monitoring Group are 
meant to respond to these concerns.

8. Quality first!

Let me conclude by summarizing how I see the way for-
ward: put quality first! To achieve this, a deep root cause 
analysis at firm and audit sector level is needed, from the 
perspective that structure follows strategy. Ensuring that 
strategies and policies, including commercial policies, 
are fully aligned with high-quality audits while meeting 
auditing standards is understood as a minimum require-
ment and not just as an aspirational benchmark. Root cau-
se analysis and resulting measures and change programs 
should focus on culture, structure including the business 
model, sufficient talent, process and project management 
to support the strategies of delivering high quality audits 
consistently throughout the firms and the profession. And 
last but not least: the standard setters should focus on how 
their standards could further contribute to improvement 
of audit quality and how new technologies could innovate 
audits and make them more effective going forward.

Summary of the discussion

Culture is of paramount importance in realizing a 
high-quality audit. Procedures and processes are develo-
ped to improve audit quality, but their effectiveness only 
becomes visible when people are actually being confron-
ted with dilemmas. Is quality really put first in those si-
tuations? This required match is slowly improving, but 
the tone at the top has to be heard throughout the organi-
zation, at all levels. Everyone must be aware of the same 
concept of quality at the outset of an audit engagement. 
To increase quality maybe the audit firm’s business model 
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has to be changed? Van Diggelen: “That won’t help if 
we haven’t first analyzed what elements of those models 
are not driving the quality oriented culture and behavior 
we need”. And is the negative focus of the regulator not 
detrimental for the ‘expectation gap’? Van Diggelen is 
familiar with the allegation by the profession that the re-
gulator is fueling the trust crisis. However, she states that 
the profession will have to manage the expectation gap 
even better. ‘We’re in this together’ is the conclusion of 

the discussion. IT could potentially play an important role 
in narrowing the expectation gap. Nowadays all transacti-
ons can be tested efficiently instead of only a sample. The 
use of big data and external data sources together with 
innovative analytical audit tools could provide for more 
specific and conclusive audit evidence and as such con-
tribute to higher levels of assurance that the financial sta-
tements are free from material misstatement due to fraud.

�� Janine van Diggelen was vice-chair and chair of the International Forum of Independent Audit Regulators (IFIAR) 
from 2013 to 2017. In 2004 she set up audit oversight at the Netherlands Authority for the Financial Markets (AFM) 
and was responsible for it since. In 2014 and 2015 she also became responsible for financial reporting oversight 
and from 2016 to 2017 she was Head International Auditing & Accounting, Policies and Standard Setting at the 
AFM. Currently she is a supervisory board member at Meander Medisch Centrum, lecturer at Nyenrode Business 
University, and founder and director of Proqualis Advisory BV.

References

�� Canadian Public Accountability Board (CPAB). Audit quality indi-
cators. Final Report. http://www.cpab-ccrc.ca/Documents/Topics/
Audit%20Quality%20Indicators/AQI%20Final%20Report%20EN.pdf

�� Canadian Public Accountability Board (CPAB). Audit committee 
guide to audit quality indicators. http://cpab-ccrc.ca/Documents/
Topics/Audit%20Quality%20Indicators/AQI%20Guide%20en.pdf

�� International Forum of Independent Audit Regulators (IFIAR) 
(2018, March 8) Survey of inspection findings 2017. https://www.
ifiar.org/activities/annual-inspection-findings-survey/

�� International Forum of Independent Audit Regulators (IFIAR) 
(2017, March 3) Survey of inspection findings 2016. https://www.
ifiar.org/activities/annual-inspection-findings-survey/

�� International Forum of Independent Audit Regulators) (IFIAR) 
(2015, March 3) Survey of inspection findings 2014. https://www.
ifiar.org/activities/annual-inspection-findings-survey/

�� Public Company Accounting Oversight Board (PCAOB) (2015) 
Docket 041: Concept Release on Audit quality indicators. https://
pcaobus.org/Rulemaking/Docket 041/Release_2015_005.pdf

�� Netherlands Authority for the Financial Markets (AFM) (2017, June 
28): Quality of PIE audit firms 2017 – part 1 – General Conclusions 
(page 18). https://www.afm.nl/en/professionals/nieuws/2017/juni/
kwaliteitslag-oob



Bridging the knowledge gap between academia and practice:  
how research can help develop the auditing profession (vice versa)

Olof Bik, Jan Bouwens

Received   20 July 2018      |      Accepted   5 October 2018      |      Published   18 October 2018

1. Introduction
Conferences are an excellent opportunity to bridge 
the gap in knowledge between academics and practi-
tioners, says Steven Salterio (Queen’s University, Ca-
nada). During the third international conference of the 
Foundation for Auditing Research, Salterio was one of 
the keynote speakers, talking about overcoming barri-
ers in communication between academics and practice: 
Moving beyond the Lab.

Salterio based himself on three papers about know-
ledge transfer between academics and practice when 
performing auditing research, which he recently wrote 
with several co-authors (Gondowijoyo, Hoang, Luo, 
and Sylph – see reference list). Essential reading for 
everyone in auditing who is trying to answer the ques-
tion: how can we strengthen the bridge between practi-
ce and academia in an attempt to further improve audit 
quality? After all, the aim of academics is to effectively 
scientifically inform policy-makers in and around the 
profession.

Salterio’s papers and his contribution to the conferen-
ce, lead us to reflect about the following questions:

1. How can we actually and effectively connect academics with 
audit practice (knowledge transfer)?

2. How can we actually and effectively connect audit practice 
with academics (data gathering)?

3. What are the challenges and best practices when it comes 
to strengthening the bridge between audit practice and 
academia?

The authors use this as a basis to sketch the status quo. 
This is followed by examining four means of knowledge 
transfer and their effectiveness. We then ask ourselves 
what auditing research can learn from evidence-based 
medicine. Finally, we present our own practical case stu-
dy: field research carried out by the Foundation for Au-
diting Research, which involved academics collaborating 
intensively with the auditing profession.

Professor Steven Salterio is the Stephen J.R. Smith Chair of 
Accounting and Auditing at Smith School of Business at 
Queen’s University in Kingston, Ontario, Canada. His rese-
arch investigates, among other areas, corporate governance 
with special attention to the role of the audit committee and 
external auditor; negotiations between auditor and client 
management on financial reporting issues and the effects of 
enhanced disclosure on the quality of corporate governance; 
and judgemental effects of performance measurement sys-
tems. Salterio has five years of direct practical audit experi-
ence and 20 plus years of consulting to audit firms, from Big 
4 to regional. He is also an enthusiastic blogger, see his blog 
Musings on accounting research by Steve.

1. Knowledge transfer: status quo

According to Salterio’s figures, 24,000 academic articles 
have been published about auditing since 1970. Howe-
ver, the findings of these papers have only trickled down 
scarcely to practice, public debate and related (public) 
policy-making. Is this the fault of academics? Yes, partly, 
says Salterio. In one of his papers, he states: “Currently, 
based on its apparent low influence on policy makers it 
appears that auditing academic research is seen as neit-
her a relevant nor a reliable source of knowledge” (Ho-
ang et al. 2017, p. 12). Salterio added during the FAR 
conference: “Academic researchers often say: it is our 
fault that knowledge transfer does not take place. But 
they also use an excuse to not communicate more with, 
for example, policy-makers: auditors working in practice 
would not regard their relevant research as being all that 
relevant: They do not care what we do”. Academics thus 
admit their ‘guilt’, but also hide behind an excuse. Salte-
rio says he explicitly rejects both views. He has also used 
the papers to put the ‘guilt’ of academics into perspective 
and to point to the role of audit practice when it comes 
to a smooth knowledge transfer: “Rather than taking the 
natural academic position that the limited success of at-
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tempts to transfer research knowledge to policy-makers is 
‘all our fault’ as researchers (…), we examine how such 
efforts of both parties can facilitate knowledge transfer” 
(Hoang et al. 2017, p. 1).

Communication gap between academics and practi-
tioners

According to Salterio, poor knowledge transfer cannot 
only be attributed to academics; audit practice also plays 
a role. It is fair enough to say that audit practice may be 
overloaded with academic research (how does one choose 
from many sources of information?), which is not always 
practically worded either (“research is in a form that is 
unfamiliar to the potential user, thus creating a barrier 
to his (her) knowledge acquisition”; Hoang et al. 2017, p. 
12) or is difficult to judge in terms of its merit or value (“it 
is not clear whether a potential user (i.e. a policy-maker) 
can distinguish about the quality of the research evidence 
among the various researchers”; Hoang et al. 2017, p. 
12). However, this should be no reason for practitioners 
to ignore knowledge identified by academics: “in par-
ticular the process surrounding how to incorporate the 
transferred knowledge into best practice guidance” (Ho-
ang et al. 2017, p. 15). Leading academics often have no 
practical experience. In turn, auditors and policy-makers 
often only have limited knowledge about conducting and 
interpreting academic research. This combination results 
in “absorptive capacity to be limited even if an academic 
makes a good faith attempt to communicate” (Hoang et 
al. 2017, p. 14).

2. How should things be done?

What is the solution to this communication problem bet-
ween academics and practice? Hoang et al. 2017, pp. 12-
13) say the following about this in the papers:

“The solution (e.g. Szulanski 2000) is direct exchanges of 
information between the recipient (i.e. the policy-ma-
ker) and the knowledge source (i.e. the researcher). 
However, the incentives of the source to compete or 
collaborate with the recipient and the amount of effort 
required from the source to support the transfer need 
to align in order for this to occur. Differences in the 
amount of overlapping understanding of the meaning 
of the conveyed information including its tacit ele-
ments necessary for use and interpretation determines 
the extent of support required”.

Academic research is sticky

During the conference, Salterio emphasised that commu-
nication is not about one-way transmission, but is a two-
way process between sender and recipient. Both the sender 
(the academic) as well as the recipient (policy-makers and 

practitioners) have a responsibility to share knowledge. 
A lot can go wrong during this communication process: 
the sender encrypts his/her messages; the recipient must 
decrypt them again, and vice versa. A lot of academic 
research is sticky, says Salterio: the recipient must first 
translate the scientific research findings into practical re-
commendations before it can be used for problem solving.

Codified versus tacit knowledge

In this regard, Salterio identified two types of know-
ledge. Codified or explicit knowledge is easy to formu-
late, document and distribute, like accounting and audi-
ting standards. Tacit or implicit knowledge is concealed 
within people’s skills, ideas and experiences. This impli-
cit knowledge is particularly crucial when transferring 
knowledge from academic research, while practitioners 
need a lot of tacit knowledge to interpret research and 
translate it into practical applications. This involves beco-
ming aware of the value of this knowledge, good personal 
contact in practical situations, and mutual trust for a pro-
per learning climate.

Knowledge gap: production versus action

Knowledge transfer (or, more precisely, its absence) not 
only involves two types of knowledge, but also two (clo-
sed) circles, which do not touch each other (see figure 1). 
Academics primarily focus on production: collection and 
synthesis of knowledge. Practitioners primarily focus on 
action: knowledge as problem-solving. According to Sal-
terio, the gap in knowledge is created by differing interests.

Comparison of four strategies for knowledge transfer

A purposeful strategy is needed to bridge this gap in 
knowledge. Salterio et al. (2018, p. 2) compared a few 
knowledge transfer strategies and assessed their effecti-
veness. “These approaches range from audit academics 
writing traditional research articles, to including audit 
academics on standard setting boards and task forces, to 
producing ‘literature reviews’ by teams of volunteer audit 
academics in loose concert with standard setters”.

Articles in journals: publish and forget

Firstly, Salterio et al. (2018) are highly critical about the 
traditionally academic means of communication – cer-
tainly when it comes to effectively informing practiti-
oners. The “publish and forget approach” (Salterio et 
al. 2018, p. 5) refers to publishing research in the most 
prestigious academic journals. Anyone with a subscrip-
tion to these journals or access to a high quality univer-
sity library can familiarise themselves with this research. 
However, despite this accessibility and the often in-depth 
focus of such papers, few audit firms and professional 
organisations actually have structured access to these 
journals. ‘Practice notes’, like those published by the 
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FAR, could be a solution: a summary of the paper (or 
several papers), which has been written for practice. But, 
because this often involves translating ‘single academic 
studies’, this method is also seen to lack effectiveness and 
completeness - and is accompanied by the connotation of 
‘translate and forget’ (Salterio et al. 2018, p. 6) - because 
“predicting other’s comprehension of messages is very 
difficult to do” (Salterio et al. 2018, p. 13).

Committee for unlocking knowledge

In order to move away from this academic stickiness, Sal-
terio believes things would be more effective if academi-
cs were to play a role within the profession or audit firms 
as members of a board or committee (‘board academic’, 
Salterio et al. 2018, p. 6) - possibly as an ‘academic fel-
low’ (Salterio et al. 2018, p. 6) - with the aim of unloc-
king academic knowledge for the concerned organisation. 
While these academics cannot, of course, be experts in all 
relevant academic areas, they can help to unlock acade-
mic knowledge and differentiate between “good and bad 
studies (Teixeira 2014)” (Salterio et al. 2018, p. 7). In this 
regard, Hoang et al. (2017, p. 40) emphasise a “general 
agreement on an evidence quality hierarchy”, “so as to be 
able to assess the quality of the research evidence used 

to answer the well-defined research questions”. “It does 
require that the individual is highly competent in research 
methods to be able to evaluate the quality of the research 
literature” (Salterio et al. 2018, p. 15).

Conferences and master classes

Conferences and master classes (the ‘academic-standard 
setter/practitioner conference’) can also play an impor-
tant role when closing the knowledge gap: this interac-
tion can help to create a bridge between academics and 
practitioners. However, their effectiveness will be great-
ly determined by how well people speak one another’s 
language and the extent to which both ‘sides’ are prepa-
red to learn about each other. Once again, Hoang et al. 
(2017, p. 14) are first to point the finger at academics: 
“At such conferences, the focus is not on synthesizing 
what information from across studies can be transfer-
red, but rather on the validity of and the contribution 
to knowledge of the individual research papers that are 
presented”. Or, in other words, academics do what they 
are good at and what they are accustomed to: debate with 
one another about the validity of research - not about 
what it means to the practice and about specific recom-
mendations.

Figure 1. The knowledge gap between academics and practice (source: presentation Salterio at the 3rd International FAR conference, 
June 2018, and Graham et al. (2006).
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‘Social experiments’

For instance, the first two conferences of the Foundation 
for Auditing Research could be regarded as ‘social expe-
riments’, where academics and auditors had to become 
accustomed to one another. But it will take time to gradu-
ally find one another after decades of limited interaction. 
As Salterio et al. (2018, p. 18) acknowledge, this can be 
a source of frustration for conference participants: “What 
is known is that academic conferences can challenge the 
[conference participants] to the point of being uncivil in 
their discourse (…), not necessarily an approach that 
will lead to knowledge transfer especially to standard 
setters”. This all results in that people not seldom lose 
sight of the primary objective, namely, offering academic 
information to, and finding potential uses for research fin-
dings in, practice.

Isolated worlds

How did things go at the third FAR conference? Did 
academics and practitioners explore opportunities to 
interact with one another in order to bridge the gap in 
knowledge? Salterio demonstrated that both worlds are 
still rather isolated. He believes presenting individual 
research during the conference only reinforces focus on 
production among academics. As a result, they do not 
pay enough attention to explicitly explaining their re-
search to practice. But practitioners also failed to fully 
exploit the opportunity to actively interact and ask about 
implications for their daily practice. On the first day of 
the conference, Salterio counted the number of questi-
ons the audience asked in the formal question & answer 
sessions during and after the presentations. Almost half 
of the questions (13) came from other academics and 
related to methodology. The other half (14) came from 
practitioners and related to how the research could be 
applied. And what about informal interaction: did prac-
titioners approach academics during the break and in the 
corridors to extract information about the practical ap-
plication of academic research? Barely or not at all, says 
Salterio after talking to speakers at the conference: when 
asked, they said they had received few questions from 
practitioners in informal settings.

Inclusive call and supply side response

Finally, Salterio’s papers refer to the ‘inclusive call’ 
(Salterio et al. 2018, p. 7) and ‘supply side response’ 
(Salterio et al. 2018, p. 8) as knowledge sharing stra-
tegy. They are in keeping with the idea of specifically 
asking academics to provide input for a particular issue 
within audit practice, or to write a consultation reaction 
to draft standards or policy issues. “Academic resear-
chers or others with appropriate research background 
are motivated to identify, evaluate, summarize, and me-
aningfully synthesize existing research that is relevant 
to standards-setting priorities and communicate the 
synthesized findings to those who make the critical poli-

cy decisions regarding future standards” (Salterio et al. 
2018, p. 9). Its effectiveness is determined by the ‘utili-
ty’ (“the usefulness, relevance, timeliness, accessibility 
and ease-of-use of information or of a source”, Salterio 
et al. 2018, p. 20) and ‘credibility’ (“the perceived trust-
worthiness, authority, reliability and lack of bias [of 
an] information provider who draws on many sources 
of academic information including their own research”, 
Salterio et al. 2018, pp. 19-20).

3. Evidence based medicine: what 
can auditing research learn from 
it?

When it comes to effectively informing the profession, 
the papers of Hoang, Salterio and Sylph (2017) make a 
comparison with Evidence Based Medicine (EBM) and 
base themselves on knowledge transfer theory (including 
Nonaka and Takeuchi 1995; Zander and Kogut 1995) to 
arrive at several knowledge translation approaches for 
academically informed (evidence based) policy-making 
and standard setting in auditing. “The facet most relevant 
to our examination is literature on developing eviden-
ce-based ‘best practice’ guidelines and standard ope-
rating procedures (…). This area of EBM research (…) 
carefully examines how guidelines can be developed that 
are well-informed based on the evidence from research 
while accepting that such research cannot speak for it-
self (…) and must be translated into understandable and 
implementable guidance (…)” (Hoang et al. 2017, p. 16).

Widely supported knowledge cycle

As a result, the auditing profession does not have to work 
miracles, but merely has to examine the evidence-based 
approach adopted in medical science. In this approach the-
re are no closed circles in the production and use of know-
ledge, but collaboration and close interaction between aca-
demics and practice. Knowledge is developed in a widely 
supported cycle, as demonstrated in the model that Salte-
rio presented during the conference (see figure 2):

Systematic literature synthesis

EBM is based on identifying already available academic 
evidence in a systematic, balanced and comprehensive 
manner: “EBM knowledge translation practices requires 
“a systematic review of all pertinent evidence (not just 
the evidence that supported a particular position), a cri-
tical analysis of the quality of the evidence, a synthesis 
of the evidence, a balancing of benefits and harms, an 
assessment of feasibility and practicality, a clear state-
ment of the recommendation, and a detailed rationale” 
(Eddy 2005, p. 12)” (Hoang et al. 2017, p. 18). They then 
showed several examples for how such a systematic lite-
rature synthesis must be put together.
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Iterative process

An important step in this involves defining a good re-
search question based on intensive interaction between 
practice and academics (“there needs to be ongoing 
involvement with the policy-makers by the researchers 
so that underlying tacit knowledge about research and 
standard setting is transferred as part of an iterative 
process that allows each to understand the other’s con-
cerns at a deep level” (Hoang et al. 2017, p. 26)) – so 
the involved academics know exactly which questions 
must be central in their research (and thus also to know 
which answers are already available and which have yet 
to be found). A research question that has been develo-
ped “with the advice of a practice-based committee that 
helps the researchers refine and understand what is the 
exact question to be answered” (Hoang et al. 2017, p. 
41). In short, it is an iterative process where researchers 
and policy-makers inform one another during the rese-
arch: “In particular, the generation of specific questions 
that research may be able to provide evidence on for poli-
cy-makers requires an iterative process of well-specified 
question development followed by academic-authored 
research syntheses (systematic reviews), where specific 
questions are answered in light of the best available evi-
dence that is critically evaluated” (Hoang et al. 2017, 

p. 26). This systematically collected information must 
then be translated into specific recommendations, such 
as advantages and disadvantages, feasibility (people and 
resources) and compatibility with the values and prefe-
rences of patients.

Joint working groups

Salterio et al. (2018, p. 21) make a comparison with 
an important American experience to demonstrate that 
academics realise better results when “not in isolation, 
but through engagement with the information user”: the 
cooperation of the PCAOB – Auditing Section with the 
American Accounting Association. This cooperation 
consisted of “joint working groups”, like those of the 
FAR, which resulted in “intensive weekend meetings 
where each [research] project had a specific PCAOB staff 
member assigned to it” (Salterio et al. 2018, p. 22). But 
day-to-day interaction is also important: “Our interaction 
with the PCAOB staff has been fairly steady throughout 
the project, and often by email, with the goal of making 
sure our team understood some of the key issues of inte-
rest at the PCAOB”. Direct phone calls with staff and at 
least two rounds of interaction with staff occurred during 
the creation of the review (Hermanson 2005)” (Salterio 
et al. 2018, p. 21).

Figure 2. Evidence-based knowledge transfer (source: Salterio’s presentation at the 3rd International FAR conference, June 2018).
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From evidence-based to evidence-informed

The evidence-based approach is informative, but not 
all-powerful. As Salterio stated during the conference, 
“academic research is unable to answer every question”. 
“To do this, it is sometimes necessary to draw upon other 
disciplines and sources, such as knowledge from practice, 
supervisory bodies or other policy-makers. That is when 
evidence-based knowledge development evolves towards 
evidence-informed knowledge development”.

Salterio describes this as follows in the papers: “The 
transfer of knowledge from research to policy-makers will 
only rarely decide an issue” (Hoang et al. 2017, p. 2). Or 
in other words, policy-making requires more than just re-
search – although research offers important evidence-ba-
sed insights, it is only one source of relevant information. 
Salterio continues: “Evidence-based means that the poli-
cy makers make an informed decision explicitly including 
evidence that comes from underlying academic research 
in addition to inputs from practitioners, other regulators, 
and parties that have traditionally been engaged in the 
policy-making process” (Hoang et al. 2017, p. 3). In ad-
dition, he says “the term ‘evidence-based’ can be better 
described as ‘evidence-informed’ policy-making (…), as 
rarely will research evidence lead to selecting only one 
right way”. Academics can add academic information to 
the public debate, so that “the best available basis for ac-
tion at present” (Hoang et al. 2017, p. 5) is available.

More research ‘upon order’

The evidence-based approach can lead to a much greater 
wealth of information than ‘traditional’ research methods 
in the auditing profession, concludes Salterio. The pro-
fession thus also needs new ways of doing research; he 
states: more contact between sender and recipient, more 
research ‘upon order’ and more attention to synthesising 
research so more comprehensive evidence and more al-
ternative sources can be obtained.

4. A field case: current FAR 
experiences

Therefore, in order to effectively offer research informa-
tion to practitioners, one clearly needs to do research in 
and with the concerned practitioners - thus in and around 
the profession. And this requires intensive interaction. 
Salterio and Gondowijoyo (2017, pp. 22–23) expressed 
this as follows:

“The researcher’s extensive engagement with the practi-
ce community enables them to identify key issues that 
practitioners are grappling with. (…) Their awareness 
of the institutional contexts that their informants are em-
bedded in helps the researchers contextualize their in-
formants’ responses. This means that they will be much 
quicker in systematizing what they hear and observe in 

the field than researchers that do not have similar sen-
sitivity to the accounting context. (…) The behavioural 
accounting researchers’ competence in recruiting prac-
titioner participants also helps them develop trust and 
rapport with their potential informants in a qualitative 
field study. This ability also aids them in securing (the 
often elusive) access to the field research site(s) and ma-
naging the prolonged engagement with the field”.

Three experiences

The Foundation for Auditing Research finds itself in the 
midst of the knowledge transfer challenges when trying 
to improve interaction between academic research and 
the auditing profession. To show how this can work in 
practice and what is needed, we would like to highlight 
the three following experiences of the FAR thus far:

1. Firstly, a robust information security and legal infrastruc-
ture had to be established so data could be shared with 
research teams, without it being possible to trace back the 
initial client, account, employees, or audit firms. This took 
the best part of a year. ‘Legal clearance’ was obtained from 
all affiliated audit firms just before Christmas 2016. A lot 
of time and hard work was needed to coordinate everything 
with all parties, firms, research teams and the FAR. A mile-
stone was reached at the end of 2016: that is when the FAR 
was given access to the audit firms.

2. Several security measures were agreed to realise a research 
data set that can no longer be traced to a particular firm, spe-
cific client files, individual auditors, or employees. In case of 
large scale quantitative research, such identities are not al-
ways important: researchers look for patterns based on large 
quantities. This involves the following security measures:

o Firms primarily anonymising their own data. Data can 
no longer be traced thanks to an encryption application.
o Thanks to strict data management procedures, like the 
transformation and calculation of derived research vari-
ables, the FAR is also eliminating indirect traceability.
o Remote access for academics. This means researchers 
often do not physically receive the data, but can only 
analyse them in a secure FAR environment to which they 
must log in (but no data can be copied or exported from 
this location).
o Confidentiality checks by the FAR on all draft publica-
tions prior to release.
o And of course, possibly most importantly, non-disclosure 
agreements (NDA’s) as ‘base line’ with all involved re-
searchers. Under normal circumstances, the latter is often 
sufficient, but, when it comes to the FAR, where collabo-
ration takes place with ten firms and dozens of researchers, 
a great deal of structuring and organisation is necessary.

3. Structured and reliable access to research data – the best 
part of 2017 was needed to find and learn from this data 
gathering process, in close collaboration with firms, research 
teams and the FAR. Besides questionnaires, experiments, 
case studies, and interviews, the FAR is also explicitly fo-
cusing on ‘archival data’: research data from audit files, the 
(financial) records of audited firms themselves, personnel 
files, and quality assurance systems. All parties realise that 
many cases are involved (for example, 500 audit files per 
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year, spread pro rata across ten firms) and that many vari-
ables/information points are needed. An important finding, 
in relation to the required audit files, is that a lot of data is 
heavily secured and is difficult to access due to confidenti-
ality-related regulations. An important finding in relation to 
the requested information points is that they must be defined 
unambiguously. Even so, major measurement differences 
could still be encountered between the ten firms and must be 
resolved by researchers. These data are often also collected 
from several systems (which must be connected to each oth-
er), or must be obtained from audit teams via an additional 
information request. It was necessary to learn how to collect 
such rich and in-depth data in a structured manner, and to ar-
range the internal organisation accordingly. This was already 
a challenge for structured, digitally available data, let alone 
for unstructured information which must often be collected 
and registered via requests to audit teams or even manually.

Exchanging ideas

Academics and practitioners can benefit from each other 
by doing research together. For instance, discussions be-
tween the FAR and audit firms took place in 2017 about 
which type of data the FAR would request for their rese-
arch. For example, FAR research groups examine how 
and when audit-file-related comments from individual 
audit team members have an impact on activities. The 
exact details of discussions and ‘negotiations’ about au-
dit findings (with the audited organisation) are also being 
examined. In this regard, we asked firms how they regis-
tered comments and discussions. The response of a con-
cerned audit leader was as follows: “We do not always 
register this in our systems but, come to think of it, it 
would offer major advantages if we were to do so. At this 
moment in time, we have to dig very deep if we want to 
perform a root cause or error analysis. Such registration 
could help to improve and speed up this process”.

Academics have their own language

Academics also learn a lot from such discussions. Just like 
Salterio is critical of his own profession and says that aca-
demics speak a language that not many practising auditors 
understand, FAR experiences that its research fellows use 
academic standards, for example, to measure the quality 
of audit teams. This means practising auditors have diffi-
culty recognising their own work. For example, academics 
measure ‘discretionary accruals’ which regard unexplained 
abnormalities in financial statements as quality-related is-
sues in the audit. However, auditors claim these findings 
actually say nothing about the work they perform. If acade-
mics use such standards to measure quality, practising audi-
tors are unlikely to show understanding for their approach.

Learn from each other

In short, FAR experiences that academics and practising 
auditors can learn a lot from each other on this front. Here 
is an example. An audit firm sets up an engagement re-
gistration system, which performs a real time compari-

son between performed audit activities and the audit plan 
(including worked hours). In case of abnormalities, the 
audit team is asked to explain the abnormalities in ques-
tion (for which there may be a good reason, of course). 
The team concludes that audit quality had improved af-
ter the engagement registration system was introduced. 
In this case, an academic would ask: what is the cause 
and effect? Can the improvement really be attributed to 
the introduction of the engagement registration system? 
Academics can help to answer this question because they 
possess research techniques that can determine this causal 
relationship. For instance, an academic will ask firms to 
perform some audits with the new registration system and 
some without it. This will allow the researcher to determi-
ne whether the improvement in audit quality can be attri-
buted to the introduction of the engagement registration 
system. Without this research, the improvement in quality 
might wrongly be attributed to the introduction of the new 
system. I.e., the wrong policy measures might be taken.

First hurdle cleared

In total, over two years were invested in creating robust 
foundations for the collaboration between FAR resear-
chers and audit firms. As of spring 2018, the first useful 
(archival) research data are being delivered to research 
teams, which can now be used to start their studies. A lot 
has been learned and achieved in the meantime. An exam-
ple is the enrichment of management information systems 
of the firms themselves, because the FAR requests certain 
information. This has gotten the firms thinking: should we 
not know this ourselves when managing and monitoring 
quality? As a result, it is very well possible that informati-
on that is currently collected manually, will soon be more 
easily available from a central information system.

Initial interim or provisional results from several early 
research projects were shared at the FAR’s 3rd international 
conference (see the articles elsewhere in this special MAB 
edition.) Does this mean the FAR has now passed the 
‘tipping point’ of the learning curve? In any case, the first 
major hurdle has been cleared. To be fair, however, joint 
audit research will only be possible in the future if there is 
clear commitment from, and close interaction between, the 
involved researchers and the concerned audit firms. Aca-
demic research can only be made less sticky by working 
together, as Salterio argued at the FAR conference.

A discussion with Steven Salterio 
during the FAR conference: a brief 
impression

After the introduction by Steven Salterio, Michael de 
Ridder (FAR board member representing PwC ) led the 
subsequent discussion with the audience. But he first fo-
cused on practitioners. How can they be more involved 
in academic research? Salterio: “There must be a two-
way exchange between academics, on the one hand, and 
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the practice, supervisory bodies and standard-setting bo-
dies, on the other hand. They know the real problems and 
vexed issues. At the moment, academics are often asked: 
tell me everything you know about an issue, but the re-
search question must be a lot more specific and questi-
on-based. At the start of the research, work more inten-
sively with one another to specify the question. Do not 
start with a literature review, but examine what is going 
on in practice.”

Foreseeing the future means going back to the past. 
A participant of the conference asked which role Salterio 
foresees for research into the impact new technologies 
will have on the auditing profession and how resulting 
insights can be integrated into day-to-day practice. “This 

involves better understanding the lessons from the past”, 
stated Salterio. He looked around the auditorium: “Does 
anyone still know what EDP is? Many years ago, peo-
ple said that Electronic Data Processing would change 
the profession forever. We cannot foresee the future. For 
example, I do not know how blockchain will influence 
the auditing sector. Will it, for instance, take over valu-
ation activities? Who knows. However, we can examine 
patterns of change by better understanding the past”.

De Ridder concluded by saying that he was impressed 
by the comparison with the medical sector, as a means of 
closing the gap between academics and practitioners: one 
of the FAR’s main objectives. “Let’s see how we can get 
this process started”.
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