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KEY TAKE-AWAYS

Audits do not happen in a vacuum. They are co-produced by auditors and
governance actors. In practice, how these actors set expectations, handle
unforeseen circumstances, and interact with one another often determines
whether high audit quality is attainable.

This practice note—based on interviews with experienced auditors—seeks to
demystify how relational drivers shape audit quality. We highlight five findings
and invite auditors and governance actors to share their views based on these
initial insights.

1. Auditor-CFO-Audit Committee Chair triad
When this triad works, auditors get the information and cooperation they need;
when it doesn’t, key information may be missed and issues may not be
investigated.

2. CEO-CFO relational interface
CEO tone shapes the climate in which the CFO interacts with the auditor. CFO
autonomy enables a rigorous audit.

3. Role of the Board Chair
The Board Chair sets the broader governance agenda and influences how much
attention and priority the audit receives; signals from the Chair shape how
others engage.

4. Mixed expectations
Misaligned audit expectations between governance actors create tensions that,
if not addressed early, can undermine audit quality later on.

5. Interpreting the signs
Early interactions with governance actors set the tone for the engagement and
are informative for planning and risk assessment.
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PRACTICE NOTE

Exploring the Relational Drivers of Audit Quality
Initial insights from exploratory interviews — and an invitation to practitioners

By Dennis Veltrop, Eddy Cardinaels, Reggy Hooghiemstra

Summary and findings at a glance

Audits do not happen in a vacuum. They are co-produced by auditors and governance actors. In
practice, how these actors set expectations, handle unforeseen circumstances, and interact with
one another often determines whether high audit quality is attainable.

This practice note—based on interviews with experienced auditors—seeks to demystify how
relational drivers shape audit quality. We highlight five findings and invite auditors and
governance actors to share their views based on these initial insights.

1.

Auditor—CFO-Audit Committee Chair triad

When this triad works, auditors get the information and cooperation they need; when it doesn’t,
key information may be missed and issues may not be investigated.

CEO-CFO relational interface

CEO tone shapes the climate in which the CFO interacts with the auditor. CFO autonomy
enables a rigorous audit.

Role of the Board Chair

The Board Chair sets the broader governance agenda and influences how much attention and
priority the audit receives; signals from the Chair shape how others engage.

Mixed expectations

Misaligned audit expectations between governance actors create tensions that, if not addressed
early, can undermine audit quality later on.

Interpreting the signs

Early interactions with governance actors set the tone for the engagement and are informative
for planning and risk assessment.

An invitation to share your views

We invite auditors and governance actors to react to our initial findings outlined—
what do you recognize, what doesn’t resonate, and what’s missing? Your views
will be highly instrumental in shaping our research agenda. We will collate and
integrate all responses, which we will share and incorporate into the next phase
of FAR’s thematic research program on the relational drivers of audit quality. See
the last page of this practice note for several other options to share your views.




Why this Practice Note?

Audits don’t happen in a vacuum. They are co-produced by auditors and the client’s governance
actors, such as the CEO, CFO, audit committee members, and the board chair among other. In
practice, how these actors set expectations, handle unforeseen circumstances, and generally
interact with one another crucially determines whether high audit quality is attainable.! Some of
these dynamics take place between governance actors before the auditor has carried out a single
audit step. To date, most debate has focused on the “supply side” of auditing (the auditor’s
independence, experience, staffing, and effort). While important, this view is incomplete. It
overlooks the role of “demand side” governance actors: the interactions between auditors and
governance actors, as well as the interactions among governance actors themselves.

Audit quality is very much shaped by relational dynamics operating between auditors and
governance actors (see the Appendix for how we interpret audit quality). This is an important
realization as audit quality rarely comes from any single actor in isolation. The goal of this practice
note is to explore (1) how these relational dynamics between the auditor and governance actors,
and (2) how the relational dynamics between governance actors shape audit quality. We stimulate
discussion on what relational drivers play an important role and how they do so.

Setting the scene

Via their audit work, auditors provide assurance, enabling external stakeholders of organizations
to make informed judgments and decisions. Audit quality is important not only for external
stakeholders of organizations, but also for the governance of organizations itself. Key governance
actors (e.g., boards, audit committees, senior management) also rely on the assurance auditors
provide, to carry out their governance roles and identify internal control weaknesses, among other
tasks. The extent to which stakeholders can confidently depend on audited information for
decision-making depends fundamentally on the quality of the audit performed (Christensen,
Glover, Omer, & Shelley, 2016).

While there are various situations in which audit quality might be compromised, it is important to
realize that most work to date focuses on the auditor side (i.e., supply side) of auditing (DeFond
& Zhang, 2014), as highlighted above. While this stream of research has provided many valuable
insights, there is an increasing realization that audit quality is “co-produced” by the auditor and
the client (i.e., the auditee, see Knechel et al., 2020). While, in theory auditors and governance
actors each play a role in guaranteeing audit quality (Carcello et al., 2011; Cohen et al., 2004;
Francis, 2011; Knechel, Krishnan, Pevzner, Shefchik, & Velury, 2013), audit quality is more
difficult to achieve if the client does not see the need for a high-quality audit.

Ultimately, the audit is embedded in an environment shaped by the client’s leadership, governance,
and culture. We know from research in management and psychology that relational dynamics play
an important role in the achievement of joint goals (de Wit et al., 2012; Veltrop et al., 2015). It is
therefore important to understand how the relational dynamics between auditors and key client
governance actors impact audit quality.

! See the appendix added to this document for “A note on audit quality”.



A shift towards the interface

A series of high-profile corporate scandals and regulatory inspections in the past decade have
shown that many audit deficiencies can, in part, be traced back to dynamics taking place between
governance actors. Wirecard is a telling example. It is clear that Wirecard’s auditors failed to spot
key fraud indicators. But there is much to be said about Wirecard’s board of directors itself. Despite
the red flags raised by a financial analyst and The Financial Times in 2015 and 2016, the board
did not form a separate audit committee until 2019. If auditors had been more attuned to
dysfunctional governance dynamics in their risk assessment—rather than relying on “gut
feeling”—perhaps auditors would be able to detect these financial problems at an earlier stage
(Langenbucher et al., 2020).2 Yet, both the board and auditors heavily relied on trust towards
management.

Interestingly, extant research focusing on the audit committee chair acknowledges the importance
of such dynamics between governance actors and auditors. For instance, the way audit committee
chairs build formal and informal relationships with auditors, and how they handle disagreements,
can strongly influence the auditor’s ability to act with sufficient independence and skepticism (Free
et al., 2021). As such, the realization that relational dynamics—over and above formal
arrangements—shape audit quality is crucially important. This is also important because such
relational dynamics may not be readily attributable to a single actor like the auditor, management,
or the audit committee in isolation. This opens up new and important research paths as it does not
focus on the characteristics attributable to a single actor, but on the relationships or interfaces
between them. A shift towards the interface as the unit of analysis.

Isolated actors Interface

\ 3 \

Auditor Primary unit of analysis
\ . Relational

interface

Client
Governance

2 See also Hermanson et al. (2024) for a recent review on audit committee research, which highlights the importance
of future research to focus on more on underexamined elements of audit committee relationships and processes.



Our exploratory study

We conducted 15 interviews with experienced audit practitioners to understand, in practice, how
interactions with key players influence the course and outcome of audits. The interviewees
included experienced audit partners (with extensive experience in auditing) as well as individuals
who have worked as auditors in the past, but now also serve as board members. By design, the
interviews encouraged participants to share their views.

Each interview was semi-structured and lasted approximately one hour. We used an open-ended
interview guide that covered topics such as: experiences where governance interactions affected
an audit (positively or negatively), the role of specific actors (CEO, CFO, Audit Committee Chair,
etc.) in the audit process, and suggestions for improving auditor-governance relationships.
Interviewees were encouraged to bring up any relevant reflections, and the interviewers probed for
concrete examples without steering too much. This exploratory approach allowed us to uncover
themes that would have been difficult to anticipate up front. In the following section we present
the major findings—illustrated with direct quotes.

Our goal was to identify common themes and generate unique insights into the relational drivers
of audit quality, rather than testing predefined expectations. This is a first exploratory step in a six-
year research program facilitated by the Foundation for Auditing Research.

What do auditors say?

1. The Auditor—CFO—-Audit Committee Chair Triad

One of the insights from the interviews was the importance of the three-way relationship between
the auditors, the CFO, and the Audit Committee Chair. This triad was described by some as the
“heart” of the audit’s working relationship. This corresponds to what some refer to as the “three-
legged stool” of audit quality (auditor-management—audit committee).> When this triad functions
well, the auditor receives the information and cooperation needed from management, and the Audit
Committee provides independent oversight and support, resulting in a robust audit process. When
this triad is not functioning well (e.g., a dominant view of management or the audit committee not
offering critical questioning) key information may be withheld or missed, issues might not be
properly investigated, and overall audit quality may suffer.

Interviewees emphasized that each “leg” of this triad has a role in upholding audit quality. As one
audit partner noted, the CFO and finance team are responsible for the integrity of the financials
and are the auditor’s primary day-to-day interface, while the Audit Committee (through its Chair)
is responsible for overseeing the financial reporting and audit process on behalf of the board. In
their words:

“The Chair of the Audit Committee, the CFO, and the auditor — these are the ones responsible
for the integrity of finance.” — Audit Partner

3 https://www.ifac.org/knowledge-gateway/discussion/how-management-contributes-audit-
quality#:~:text=The%20reality%20is%20that%?20the.legged%20st001%E2%80%9D%29%20work%20together



https://www.ifac.org/knowledge-gateway/discussion/how-management-contributes-audit-quality#:~:text=The%20reality%20is%20that%20the,legged%20stool%E2%80%9D%29%20work%20together
https://www.ifac.org/knowledge-gateway/discussion/how-management-contributes-audit-quality#:~:text=The%20reality%20is%20that%20the,legged%20stool%E2%80%9D%29%20work%20together

This quote captures the idea that audit quality isn’t just the auditor’s responsibility; it is a shared
responsibility among these three actors. The CFO is expected to provide accurate information and
not unduly interfere with the audit. The auditor must execute the audit diligently and objectively.
The Audit Committee Chair must ensure the auditor gets the backing and resources needed to
probe significant issues.

Another interviewee, a former Audit Committee Chair, stressed how crucial it is for an auditor to
have the Audit Committee’s support when facing any pushback from management:

“You need backing from the Audit Committee. The Audit Committee has to take you seriously [for
the audit to work].” — Audit Partner

In practical terms, this means the Audit Committee Chair should create an environment where the
auditor can communicate freely (even outside formal meetings), and where the CFO knows and
expects that the Audit Committee appreciates and does not penalize the auditor for doing their job.
A healthy triad is evidenced by the CFO communicating openly about financial reporting issues;
the auditor raising concerns or questions without hesitation, and the Audit Committee Chair
actively facilitates and actively seeks out this exchange.

Our interviews suggest that when any element of this triangle is weak, audit quality is at risk. The
weakest link in this triad often defines the quality of the audit. This is an important insight. For
example, if the CFO is not open or cooperative, even the best auditor will struggle to conduct a
thorough audit (interviewees mentioned several accounts of this, see also “Mixed Expectations”
below). Conversely, if the auditor fails to communicate effectively or lacks the courage to speak
up about issues, a critical Audit Committee may be left in the dark. Yet, if the Audit Committee
Chair itself is passive or too trusting of a dominant CEO or CFO, they are also not providing the
auditor with necessary support needed to effectively address difficult issues. However, when the
triad functions well, the auditor feels supported to dig into important matters. An auditor raising a
red flag then prompts the Audit Committee to support the auditor, rather than questioning the
auditor’s work. One audit partner described such a scenario from their experience:

“The relationship with management, the board members, the audit committee. The better that is,

the better you can operate as an auditor and audit quality goes up. For me that’s a no brainer.” —
Audit Partner

Yet achieving such a strong triad is easier said than done. Notably, multiple interviewees pointed
out that establishing a strong triad requires effort and often hinges on personal relationship building
(e.g., informal conversations, trust-building) beyond the formalities of meetings. Auditors
mentioned the value of informal check-ins with the CFO or Audit Committee Chair to maintain
open lines of communication. These informal interactions appear to build trust and a shared
understanding.

2. The CEO-CFO Relational Interface

While some of the auditors we interviewed —in line with academic research— note that the
auditor’s primary interactions are typically with the CFO and Audit Committee (as noted above),
our interviews also revealed that the CEO has an important role. CEOs are often further removed



from the formal audit process, in the sense that they are not the ones that interact with auditors in
a frequent manner (a role beholden to the CFO). However, their influence is exercised indirectly
through setting the overall “fone”, but also, at times, by direct contact with the auditor. Several
interviewees pointed out that the CEO’s attitude toward the audit can make or break the
conditions for a quality audit. One audit partner put it succinctly:

“In my view the key players are always the CFO and the CEO. The relationship between the
CEO and CFO is key. Ultimately, there is one person in charge and that’s the CEO.” — Audit
Partner

This quote is illustrative for two reasons. First, it highlights that multiple governance actors may
interdependently shape audit quality. Second, even if the CFO is the auditor’s day-to-day contact,
the CEQ’s priorities and stance may impact the audit climate indirectly through its influence on
the CFO. For instance, a CEO that sees the audit as a waste of time and resources might encourage
accounting shortcuts or foster a culture of resistance to questions raised by auditors. In contrast, a
CEO who genuinely values strong controls and compliance will set an expectation that the finance
team embrace a rigorous audit and view auditors as partners in accountability. In our interviews,
auditors noted situations where a “bad tone” from the CEO made their job significantly harder
(e.g., a CEO who openly dismissed audit findings or set unrealistic deadlines that undermined
audit work). As such, the relationship between the CEO and CFO appears crucial. If the CEO
pressures the CFO or implicitly discourages openness with the auditors, the audit may suffer
because information is managed or filtered.

Several auditors noted that they try to get a read on the CEO’s attitude early on. Even if the CEO
isn’t directly involved, the CEO can empower or hinder the CFO. Some audit partners make a
habit of requesting a short meeting with the CEO at the start of a new engagement, to gauge the
attitude and attempt to establish a connection. If the CEO is unwilling to meet or when it is
delegated away, it may be an indicator for a difficult audit process.

3. The Role of the Board Chair

Likewise, the Board Chair plays an important role, as one audit partner noted: “I pay attention to
two key players. The chair of the board and the chair of the audit committee.” — Audit Partner

The Board Chair often sets the broader governance agenda and can influence how much attention
and priority the audit receives. If a Board Chair is disengaged from audit matters, for example,
never asking the Audit Committee Chair about the audit or allocating very limited time on the
board agenda for audit issues raised, it sends a signal to other governance actors (possibly
interpreting as “the audit is just a formality”). Yet, if a Board Chair emphasizes the importance of
a high quality audit, actively engages with the Audit Committee, asking for updates, as well as
with the audit partner—showing respect at board meetings for the auditor—this sets a positive
tone. One board member we interviewed mentioned that their Board Chair would occasionally join
Audit Committee meetings for critical discussions and would always, in the board’s sessions with
the auditor, ask if the auditor had everything they needed. This also signaled to management that
the board cares about the audit.



As one auditor commented, if the board clearly expects honesty and no compromises in financial
reporting, “it cascades down — everyone knows the audit is important, and even if it’s
uncomfortable, issues have to be dealt with.” On the other hand, if the board sends signals that
meeting the bare minimum is enough (or worse, view the audit as a “necessary evil” (several
interviewees used this exact term), then auditors will likely face an uphill battle to do more than a
superficial audit. Board Chairs, through their tone-setting, can facilitate or hinder an effective
audit. The Board Chair’s influence is indirect, but several audit partners (though not all)
emphasized it as an important factor in achieving a high-quality audit. This is also reflected in the
quote below.

“With big proposals you really have direct contact with the Chair of the board. Some colleagues
are less comfortable with that. It’s a different kind of relationship than the CFO. But the
relationship with the Chair is very important.” — Audit Partner

4. Mixed Expectations

A recurring theme—also in part highlighted above—was the presence of interpersonal tensions
with specific actors and how this affects the audit. Ideally, all actors (e.g., auditor, CFO, CEO,
Audit Committee, Board Chair) are aligned in their goals. However, when there are clashing
expectations or priorities, audit quality suffers if those tensions aren’t managed properly or
resolved early on. One common tension described was between management’s goals and the
audit’s goals. For example, a CFO or CEO might primarily value an audit with minimal findings
or disruptions, while the Audit Committee might be pushing for a more rigorous audit. As one
interviewee explained, “Sometimes management just wants us to get in and out, while the Audit
Committee tells us they expect a rigorous audit.” This puts the auditor in a difficult situation and
such mixed expectations can create conflicts later in the audit. An open conversation early on to
avoid later conflict is important. A former auditor, who is now the Audit Committee Chair said
they learned to proactively communicate with the Board Chair and even the CEO about the audit
scope upfront: “I make sure everyone is on the same page that we 're investing in audit quality, so
we don’t under-budget or under-scope and then fight about it later.” One interviewee noted, “If
the CEO and CFO are at odds, or if the CEO undermines the CFO, you as an auditor might become
a pawn in their power struggle. That’s a nightmare scenario.” This also indicates that potential
misalignment between governance actors themselves is an important issue for auditors to be aware
of.

Another tension was related to this. Auditors may feel inclined to let go on certain issues to avoid
fights with management. This is a fundamentally human dynamic that is not easy to overcome.
One audit partner highlighted:

“It’s a lot harder if you 're working with management that’s obstructing your work. It’s up to the
auditor to ensure that the audit is sufficient. But that becomes more difficult. And not every auditor
is able to do that. Of course, that should be the case, but it’s not.” — Audit Partner

In particular, in such cases sound relational dynamics between governance actors can make sure
that the audit moves back on track. A strong Audit Committee Chair or Board Chair recognizes
that management’s attitude undermines the audit and should intervene to manage these tensions.



For instance, by privately talking to the CFO or CEO or by explicitly backing the auditor’s request
in a meeting. If an auditor feels that even the Audit Committee won’t support them, they may
decide to let some issues slide. This can compromise the quality of the audit.*

5. Interpreting the Signs

Interviewees noted that early signals in the auditor—client relationship often set the tone for the
entire engagement. Audit partners described the tone of the initial interactions with management
or the first Audit Committee meeting of the year as highly informative. If, in those early
interactions, management comes across as defensive, dismissive of the audit, or overly concerned
with limiting scope, it’s a serious red flag. As one partner recalled, “In the first meeting they kept
emphasizing how ‘straightforward’ their accounts were and how they expected the audit to be
done quickly. That was a sign. They were basically telling us not to dig too deep.” Some auditors
mentioned they pay attention to seemingly small details: Does the full board set aside time to meet
the auditors (even informally)? Does anyone from the board aside from the Audit Committee
members show interest in the audit plan or results? Is the Audit Committee meeting squeezed in
late in the evening?

The “Co-Production” of Audit Quality in Practice

In conclusion of these findings, our exploratory interviews generally support the idea that audit
quality is “co-produced” by auditors and client governance actors. The work of the auditor cannot
be separated from the dynamics with and among key client governance actors. Also beyond the
quotes highlighted above, auditors and governance actors seem to agree on the importance of
‘culture’ or ‘ tone at the top’. For instance:

It’s an interplay between the auditor, the client, and governance actors. What is the organization
like? What is the governance like? Of course, that’s really important. — Audit Partner

“The tone at the top really has an impact on quality. The control awareness. If that’s not okay it
is difficult to get the audit to a satisfactory level.” — Audit Partner

Awareness of key governance dynamics among governance actors themselves helps. But it
remains difficult for auditors to concretely translate this into actionable strategies. One audit
partner mentioned that at their firm, they have started explicitly discussing governance dynamics
in their engagement team planning sessions. They discuss aspects like “Audit Committee
supportiveness” and “management’s attitude toward audit”. If the signs are poor, they factor this
into their audit planning. However, other auditors note that they don’t really look at this in a
structured way.

4 In their study on Australian listed companies Free et al. (2021) note that “Most Audit Committee Chairs noted that
they were very rarely, if ever, involved in settling disagreements between management and auditors. We found some
differences in experiences about the frequency of contentious issues reaching the AC and the extent of AC
involvement, however the majority of AC Chairs had difficulty nominating specific examples of issues that had
needed active AC involvement in negotiation.”



“In a way you could implement a system to assess client quality and governance mechanisms
upfront in the planning phase with an assessment on several areas. We currently don’t do that
systematically.” — Audit Partner

“It is also a gut feeling regarding governance. But it’s not like we have a system we consistently
apply or use, like it’s a five, or six or a seven.” — Audit Partner



Schematic summary of findings

Finding

Why it matters

Positive signals

Red flags

Auditor—-CFO-
Audit Committee

When this triad works,
auditors get the information

CFO communicates
openly; auditor raises

Dominant view of
management; AC Chair

Chair triad and cooperation they need | concerns without is passive; any “leg” of
and the AC provides hesitation; AC Chair the triad is weak.
independent oversight and | creates space for direct
support; when it doesn’t, communication (also
key information may be outside formal
missed and issues may not | meetings) and signals
be investigated, audit backing.
quality suffers.

CEO-CFO CEO tone and priorities CEO shows interest CEO treats the audit as

relational interface

influence the audit climate
indirectly through the CFO;
this can enable or hinder
openness and access.

early; CFO
demonstrates autonomy
on routine matters;
values strong controls
and audit.

a “necessary evil” or
sets unrealistic
deadlines; pressure on
the auditor that
discourages candor.

Role of the Board
Chair

The Board Chair sets the
broader governance agenda
and influences how much
attention and priority the
audit receives; signals from
the Chair shape how others
engage.
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joins AC discussions;
in board sessions the
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auditors have what they
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Limited time on the
board agenda for audit
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Mixed expectations
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that, if not addressed early,
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the audit; the full board
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meetings are squeezed
late in the evening.
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Appendix: A Note on Audit Quality

Notwithstanding the importance of audit quality, it is surprisingly difficult to arrive at a uniform
definition. This is not only because the terminology used within academic community and audit
practice does not always align, but also, and perhaps more importantly, because audit quality is a
multifaceted construct. Audit quality tends to be interpreted differently by different stakeholders.
While some interpret audit quality as the assurance that an auditor provides and elements closely
related to that, others see audit quality in a more broad sense as meeting stakeholders’
expectations.® Given that some of these stakeholder expectations may not align, it is important to
firmly establish a valid and clear definition. We adhere to a commonly used and practical definition
which describes audit quality as the probability that an auditor will both detect and report
misstatements made by the client (see DeFond & Zhang, 2014).

For a recent discussion about this see:
https://www.tweedekamer.nl/debat_en_vergadering/commissievergaderingen/details?id=2024A0
0754 (in Dutch)
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https://www.tweedekamer.nl/debat_en_vergadering/commissievergaderingen/details?id=2024A00754
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An invitation to share your views

Taken together, our exploratory findings highlight that audit quality emerges from the joint efforts
and interactions among auditors, management, and those charged with governance. This Practice
Note is intentionally a first step to map the relational dynamics between these actors. We hope our
initial findings help to ‘demystify’ these dynamics and take them out of the realm of ‘gut feeling’
into concrete and measurable indicators.

We would like to hear from those involved in audits—auditors, governance actors, and other
stakeholders—whether these findings resonate and what dynamics we have missed. By sharing
your perspectives and experiences, you will help in developing a more complete understanding of
how the auditor—governance interface shapes audit quality.

e Do the themes and recommendations resonate with your experience? Why or why not?
Which are most helpful? Or not at all?

e Are there additional relational factors or practical obstacles we haven’t covered that are
critical to audit quality?

e Are there concrete, measurable indicators that, in your view, capture these relational
dynamics?

You can click this link or scan the QR code below to fill out the survey (3-5 minutes).
Link to survey

Alternatively you can send an email to Dennis Veltrop: d.veltrop@rug.nl.

Our team will collect and review all input. Your responses will be collated (confidentially and
anonymized) and used to inform the next phase of research and the development of practical
guidance. We plan to share a summary of all feedback received along with our updated insights.
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