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In June 2021, the FRC held a virtual conference on audit culture. This was an opportunity for us to engage with a wide range of 

stakeholders to explore the theme of creating a culture of challenge within audit firms and to restore trust in the profession as part 

of the FRC’s wider transformation journey to becoming ARGA. This Collection of Perspectives further explores the themes discussed 

at the conference, with essays contributed by academics, audit firms, directors, regulators, culture change experts and other parties 

within the audit ecosystem.

While the views in this collection are the authors’ own, and do not necessarily represent the views of the FRC, this publication serves 

to highlight consensus between contributors, as well as thoughts on best practice to encourage learning and continuous 

improvement in this area. We’d therefore like to take this opportunity to thank all of those who participated in the conference and 

contributed to this collection. Having contributions from such a wide range of stakeholders provides multiple perspectives about

audit firm culture and its role in supporting high quality audit and resilience in the market. 

Following this publication, we will carry out a thematic review of how audit firms are seeking to build a culture supporting effective 

challenge of management and encouraging robust professional scepticism. Through this, we aim to influence, facilitate exchange of 

insights, encourage continuous improvement and accelerate the pace of cultural transformation in the audit ecosystem.

Foreword
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Since the FRC first started to examine audit culture in 2018, there has been a shift from the questions of ‘what’ and ‘why’ – ‘what is a culture that promotes high quality audit 

and why is it important?’ – to considerations of ‘how’ to actually achieve this. 

There is general agreement that culture is the purpose, values and expected behaviours that drive an organisation. So there is an expectation that an auditor’s behaviour –

primarily their ability to effectively challenge and exercise professional scepticism – directly correlates to the foundations of a high quality audit. However, despite a clear 

understanding of what culture is and why it is important, the question remains: how to achieve this? This Collection of Perspectives is designed to provide an opportunity to 

share ideas and discuss what can be done to put these ideas into action. 

This collection is divided into five key areas:

• Building an audit firm culture that supports high quality audit

• The role of the audit committee

• Developing a mindset of professional scepticism and challenge

• Embedding and measuring organisational culture

• Audit firm culture, audit quality and the role of the regulator

Building an audit firm culture that supports high quality audit 

The recent reviews of the UK audit market, prompted by large corporate failures,  have been clear that reform is needed to drive a mindset of professional scepticism and 

challenge, with the benefits of a focus on culture stretching far beyond the delivery of high quality audit. Culture also plays a strong factor in the attractiveness of the 

profession and the retention of talent, and is seen as a crucial element in restoring trust in audit.

Throughout the contributions in this collection, there is a clear consensus on the importance of a purpose-led culture and how an audit firm’s purpose should have audit 

quality and maintaining trust in capital markets at its core. The contributors explore the characteristics of audit firm culture that support high quality audit highlighting that 

expertise, independence and strong moral and ethical values should form the foundation of an audit firms’ culture. 

The role of the audit committee

The audit committee is emphasised as having a critical role in audit firm culture, alongside auditors and management. Recommendations of specific actions for these 

committees to take in order to identify and assess audit firm culture are made by the essays in chapter 2 of this collection, and demonstrate the importance of considering 

culture on the same level as that of the audit itself and corporate reporting. 

4
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Developing a mindset of professional scepticism and challenge

There is agreement across contributors that effective challenge of management is crucial to high-quality audit, and by extension the development of an environment in which 

there is support to do so constructively. This reflects the importance of buy-in from individual auditors and management – management must be open to challenges and 

auditors must feel comfortable in doing so. 

Embedding and measuring organisational culture

While changing an organisation’s culture is widely recognised as one of the most difficult leadership tasks, these perspectives reiterate the importance of doing so to embed 

these behaviours consistently across individual firms and the industry more widely. To succeed, culture must be aligned with business practices. The collection also considers 

the difficult question of assessing and measuring culture, providing suggested approaches and useful indicators to examine. 

Audit firm culture, audit quality and the role of the regulator

Of course, the role of the regulator is essential in promoting and monitoring culture. There are a number of suggestions made as to how the regulator should act, from 

proactive assessment of culture by the regulator to setting minimum standards for firms to comply with. While there is a wide range of approaches in these essays, the 

importance of regulator oversight is reflected in them all.

This Collection of Perspectives is designed to encourage further thought on audit firm culture. It is not designed to be a set of rules but to encourage all market participants to 

consider how good audit firm culture can be embedded into their own work and practice.

5
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A professional foundation

In considering how to strengthen the culture of audit firms, an excellent starting 

point is to remember that auditing is a ‘profession’. It is a word that is often used 

quite loosely in everyday life, but researchers usually highlight several characteristics 

to distinguish ‘true’ professions from other occupational groups (see Abbott, 1988; 

Cowton, 2009):

1. There is an extensive set of specialist skills based on a theoretical kind of 

knowledge base…

2. which involves a long period of training, formal certification of competence and, 

perhaps, some form of licence to practise, …

3. and the application of which requires the use of judgement in a wide range of 

circumstances.  

4. There is independence and self-regulation, with control over the expert 

knowledge base, setting of entry standards and criteria for membership, and 

responsibility for the disciplining of members.  

5. There is often a high level of personal, social and financial reward, but…

6. a profession is expected to go beyond self-interest and serve the public interest, 

a key tool for which is adherence to…

7. a code of ethics, which demands more than ordinary morality and the law (Davis, 

1997).

Two strands can be seen in this list. First, there are references to things like expertise 

and skills, which might be summed up as competence. Second, there are the 

elements that relate to ethics and the public interest. This might be summed up by 

the word, integrity (Cowton, 2009). Woven together, the two strands make for a 

powerful combination, ensuring that expertise is employed appropriately and not 

used for undue advantage (or ‘conspiracy against the laity’, as George Bernard 

Shaw’s famous phrase has it). 

Culture and values

Although ‘embedded’ accountants, who are employed by commercial and other 

organisations (Cowton, 2019), are also expected to live up to this agenda, those 

who work in ‘professional’ audit firms would seem to have a particularly strong 

responsibility – and opportunity – to do so. However, high-profile corporate 

collapses and an apparent erosion of confidence in auditing suggest that the 

professional agenda does not translate straightforwardly into audit firm behaviour. 

If culture is ‘how things are done around here’, some firms seem to have a cultural 

problem. Culture reflects what counts and what does not really matter; which ways 

of working are acceptable or even celebrated, and which are taboo. Such processes 

of prioritisation mean that, at the heart of a firm’s culture, there is a set of core 

values guiding choices, even if those values are only implicit – and perhaps not 

even recognised.

It takes hard work on several fronts to change a dysfunctional culture, but given 

their importance, a good starting point is to articulate the values that the firm 

wants to live by. Some might reflect elements of the current culture that are worth 

preserving, whereas others will be more aspirational. At the IBE, we differentiate 

between business values and ethical values. Like the two interwoven strands of 

professionalism, together they can make for a powerful combination, steering an 

audit firm towards a sustainable future in which it is trusted by key stakeholders. 

But what should those values be – especially the ethical ones, which is probably 

where most work needs to be done? The list of values should be consistent with 

the purpose and professional nature of auditing, but all firms need to think 

through how they intend to conduct their business. There are choices to be made. 

Espoused values signal commitments that the firm is making and against which its 

leaders are willing to be held accountable. This should be more than a quick 

exercise in writing down a few fine-sounding words.

10
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Embedding ethical values

If a statement of values is going to make a difference to behaviour on the ground, 

the values need to be meaningful and relevant to employees. Involving colleagues in 

the process of identifying values is recommended. It is important that the values are 

not just named but fleshed out too. It is a good idea to elaborate them in 

behavioural terms, so that people can see what they really mean ‘around here’. 

Leadership and communication are essential. General messages are useful, but 

traction will only be gained when values feature in ‘normal’ communications and 

conversations at work, especially if senior leaders are involved. Examples of when 

values have made a difference should be celebrated, because stories are great 

carriers of culture. And to really gain credibility, the values should be modelled in 

leaders’ behaviour; staff have a right to think, ‘don’t just tell me, show me’. 

Many business values are firmly built into the way organisations are run. Ethical 

values can be too. For example, appraisal and bonus systems should express what it 

means to do a good job, where ‘good’ is not just about meeting short-term targets 

but reflects the firm’s espoused values. 

An audit firm should also have a high-quality code of ethics at the heart of its ethics 

programme. Such a code should be consistent with professional ethics and build on 

good practice in the corporate sector (IBE, 2021). Interestingly, IBE research shows 

that, whereas the primary purpose of corporate codes of ethics for many years was 

to guide employees (which is still important), more recently it has become to shape 

culture (Dondé, 2020). When made publicly available, a code of ethics can also play a 

valuable role in helping to set stakeholder expectations. Writing a good code is just a 

start, though; it needs to be lived and breathed.

Conclusion

To sum up what we have been outlining in this short essay: an excellent audit firm’s 

purpose is delivered through business and (especially) ethical values embedded in 

culture, which – supported by a firm’s own code of ethics – guides behaviour, 

resulting in audits that are reliably conducted with competence and integrity. 

Ultimately, this will restore confidence in auditing – which is what we all want.

11
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Audit firm culture and audit quality are inseparable. Audit firms need the right culture 

to drive the right behaviours, which in turn are necessary for high-quality audits. 

For all firms, fostering the right culture entails many considerations, from the 

personal characteristics of auditors to a given jurisdiction’s regulatory environment. 

Moreover, working toward high-quality audits means working with and within an 

ecosystem of audit, alongside internal and external stakeholders who are in 

“cooperative tension” with auditors.

This complex environment calls for a thorough account of what makes a good audit 

firm culture, what ensures high-quality audits, and how these pieces fit together.

Expertise and Independence

An audit firm needs to build its culture around expertise and independence. These 

two qualities are the foundation of strong relationships between companies and their 

investors and other stakeholders.

First, expertise. There is no substitute for the technical knowledge and skills that 

come with rigorous education and training in audit services. An audit firm simply 

must know what it is doing. Expertise depends on whether a firm has the right 

people for the job – a subject I will return to below.

Second, independence. Because investors depend on the audit firm as a neutral third 

party, the firm’s legitimacy depends on its ability to maintain substantial 

independence from the company it is auditing. Every discerning stakeholder in a 

company’s enterprise value will scrutinize an audit firm to gauge whether it is 

substantially independent.

In November 2020, the International Ethics Standards Board for Accountants 

(IESBA) revised the Code of Ethics for Professional Accountants to include Role and 

Mindset provisions.1 These provisions build on the existing principles in the Code 

of Ethics, including the foundational public interest mandate of all professional 

accountants. It calls on professional accountants to have an inquiring mind, to 

stand firm, and to challenge others in difficult situations with ethical 

considerations. It emphasizes the importance of the principles of objectivity, 

professional competence and due care, and professional behavior. These 

provisions emphasize the importance of being aware of, and mitigating, bias in all 

its forms, and the central role that organisational culture has on how well the Code 

of Ethics is applied. The IESBA explicitly recognizes the professional accountant’s 

personal obligation to promote ethical behavior and a strong culture of challenge 

in their organisations.

Further Considerations for Firms and Auditors

The IESBA’s Role and Mindset provisions offer a strong baseline for building a 

culture across an entire firm – audit and non-audit. However, it is also important to 

note where auditors must apply an even greater level of professional scepticism. 

This can come with practical requirements, such as critically assessing evidence 

relevant to an audit.

Firms can build up their expertise and independence by allocating certain 

resources or making certain investments. Still, several external factors can have a 

formative effect on a firm’s culture and audit quality: audit committee oversight, 

regulatory reviews, reputational risk, and litigation risk. Although some of these 

factors are beyond a firm’s control, all of them deserve the attention of a firm’s 

leadership.
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Achieving High-Quality Audits

Achieving high-quality audits requires a well-functioning ecosystem of internal and 

external stakeholders. IFAC’s Point-of-View on Achieving High-Quality Audits2

describes an ecosystem with five factors – all of which shape and reinforce an audit 

firm’s culture.

First, the right audit process. The most important aspect of the audit process is a shared 

understanding among all stakeholders in the audit ecosystem that audits are not 

compliance exercises, but instead add significant value. The audit process will continue 

evolving as the purpose and scope of audit changes in a multi-stakeholder system.

Second, the right people. This is the single most important factor in audit quality. 

Audits are becoming more complex and technically challenging as business 

themselves become more complex and, increasingly, digitalized. The audit profession 

should look to preserve the benefits of the multi-disciplinary firm model3 in 

attracting, developing, and using the right people to achieve high-quality audits.

Third, the right governance. The role of the audit committee is exceptionally 

important: its selection and oversight of auditors must create the necessary 

“cooperative tension” in the audit ecosystem between all of the players, including 

management, boards, external auditors, internal auditors, regulators, investors, and 

other stakeholders.

Fourth, the right regulation. The right supervisory framework will ensure balance 

between intervention and rules on the one hand, and the right framework for the 

market to get it right. Part of this pillar of audit quality is allowing the right business 

model for firms. Efforts to make audit operationally separate and independent from

other service lines, while maintaining the benefits of the multi-disciplinary firm 

model, is a good model for striking this balance.

Fifth, the right measurement. Auditors have an enormous breadth of qualitative 

and quantitative factors to consider when forming an audit opinion. As the saying 

goes, “you cannot manage what you do not measure.”

An audit firm needs each of these five factors to work in concert to support its core 

mission.

The Bottom Line

The most recent annual survey results4 from the International Forum of 

Independent Audit Regulators (IFIAR) shows a positive trend in audit quality over 

the medium-term. The share of IFIAR members who reported at least one finding 

in their inspections rose slightly year-on-year, from 33 percent in 2019 to 34 

percent in 2020, sharply lower than the rate of 47 percent in 2014. 

With tens of millions of audits conducted around the world every year, there will 

always be findings. The key is identifying them and, wherever possible, learning 

from them to examine a firm’s culture and improve audit quality.

Plenty of change is in store. New standards for audit and assurance could emerge 

as the demand for new kinds of assurance services rises – perhaps most 

significantly in the assurance of sustainability information.5 Public health challenges 

will continue for the foreseeable future, and technological change is guaranteed.

Ultimately, success is all about the people. The audit profession’s culture must 

continue to attract the best and the brightest.
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The past 18 months have seen dramatic changes, not just in the way people work but 

in their expectations of how work and life fit together. This creates both a challenge 

and an opportunity for the audit profession – and now is the time to grasp it.

The pandemic has accelerated the pre-existing trend towards more digital and 

remote working. The skillsets that auditors need are changing, while the recruitment 

landscape is becoming increasingly competitive. The audit profession is under more 

scrutiny than ever before and attrition rates, especially after qualification, highlight 

the importance of creating the right culture to stimulate engagement and job 

satisfaction. At the same time, the profession needs to ensure it continues to create 

opportunities for individuals to deliver stretching and challenging work and make the 

audit profession an attractive long-term career prospect.

Many of the aspects that have always made the profession attractive remain in place 

today. A career in audit continues to provide great opportunities for accountants to 

build the technical and soft skills needed to be a business professional, whilst giving 

exposure to a wide range of organisations and how they are run. Audit continues to 

offer multiple career pathways.

However, as we emerge from the pandemic, the time is right to re-define the way we 

work. The audit profession can build on three major societal changes that have 

shaped the last 18 months:

1. We live in a VUCA (volatile, uncertain, complex, ambiguous) world. While this 

creates challenges, it also brings new opportunities;

2. At the height of the pandemic, collective purpose drove day-to-day decision 

making (“Stay Home, Protect the NHS, Save Lives”). A shared set of beliefs or 

attitudes helps individuals understand the significance of collective work that is 

not only important but meaningful and worthwhile; and

3. Technology usage hugely accelerated. Teams, Zoom and data analytics now form 

part of our daily lives. Meaningful data has moved to the forefront of decision 

making.

We believe the key to translating these shifts into a compelling talent proposition 

is culture. It is through having an agile, purpose-led, technology-driven culture that 

audit firms will be able to attract and retain the best and most diverse range of 

talent into the profession.

An agile profession that continues to matter

In a VUCA world, the need for trust and assurance means the requirement for high 

quality audits has never been greater.

Auditors need to assure an ever-wider range of information flowing between 

management and investors. The resulting breadth of topics within the auditor 

remit requires an active learning mindset and creates the potential for non-

traditional career pathways and experiences. Auditors often need to immerse 

themselves, for example, in key strategic issues such as ESG (Environmental, Social 

and Governance). It is this variety – and auditors’ vital bridging role – that can be a 

key draw to attract and retain talent.

With regulatory change and consultation aiming to reframe and reinforce the 

importance of audit, those who are agile can take the lead in responding to the 

opportunities. This will help audit professionals take pride in the purpose of the 

work they do. Audit really matters – this should be a rallying point and at the heart 

of audit’s attractiveness as a profession.

Why purpose is key

Despite these trends, audit firms and professionals often feel under great public 

and regulatory scrutiny. The attractiveness of the profession has been called into 

question. Notwithstanding all the work/life balance measures the profession has 

embraced, the hours can be long and the work demanding.

14
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It has never been more important therefore for audit firms to communicate purpose 

with clarity, in a way that resonates with their teams. Culture drives collective purpose 

and is now a top priority when people are looking at which roles to take, in which 

firm.

This is partly about having clear values that define the way people work and how 

they interact with each other (inside and outside the firm). This creates a sense of 

collective purpose, team working and identity.

This matters because a growing body of research highlights the link between 

purpose and job satisfaction, and the impact this has on the quality of the work 

delivered. At KPMG, we have rolled out a coaching programme that links these 

elements, delivering continuous development of individuals while supporting their 

wellbeing, and defining purpose for:

• the individual (this matters to me);

• the task (my work matters);

• collective (I’m contributing to a shared purpose) and;

• social (I’m making a difference).

We believe that the strong Values in place at KPMG, underpinned by coaching and 

development, help build a culture of ‘high challenge, high support’ - contributing to 

the ambition of delivering high quality work, fulfilling a public interest role, and 

creating engaging and rewarding careers.

A technology-led, flexible, and diverse culture

Technology and data analytics have become crucial enablers in the audit process. 

Audit is increasingly an innovation and technology business. Harnessing technology 

frees up audit professionals to focus on more complex, interesting areas, creates 

reskilling opportunities (into data analytics, for example) and builds the skills needed 

to be a modern business professional.

It also supports more flexible working patterns – another critical element in 

meeting professionals’ work and life needs. With greater flexibility there is more 

opportunity for people to find purpose through balancing the career they deserve 

with the things that bring meaning outside of work.

The growing emphasis on technology can also help the profession attract a wider 

set of talent. Innovation relies on diversity of people, and creating a diverse 

workforce is key to the attractiveness of the profession. We’ve diversified our 

recruitment more than ever before in the last year across entry routes – at 

graduate, apprentice, and experienced hire levels.

What’s next?

The audit profession and regulator can now build a culture that supports a new 

way of working that is agile and dynamic.

As the landscape continues to evolve, agile audit firms will re-frame themselves to 

deliver a purpose-led, technology-driven, and flexible culture. They will also find 

ways of listening to all staff, including junior employees who will be running firms 

in 10-20 years’ time. We have an Audit Evolution Board (shadow board) at KPMG 

made up of young, future leaders which is making a real impact. Their views are 

crucial to bring diversity of thought and develop a strategy which is future proof.

This culture and values-led approach will provide a career experience that is rich 

and rewarding - meeting the intrinsic needs of talented people and helping firms 

attract and retain the best talent today and tomorrow.

15
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Kenny (2014) describes an organisation’s purpose as “This is what we’re doing for 

someone else…and it’s motivational, because it connects with the heart as well as the 

head.” Purpose as a driver of for-profit entities is a relatively modern concept born 

out of societal disillusionment with capitalism and some perceived failings of the 

capitalist model. In August 2019, the Business Roundtable in America (a Washington 

D.C.-based non-profit whose members are the CEOs of America’s leading companies) 

redefined the purpose of a corporation away from shareholder primacy to one 

focused on all of a corporation’s stakeholders. Shareholders are not even mentioned 

in the new 300-word corporation purpose statement until word 250 (Business 

Roundtable, 2019).

The audit industry is facing a similar crisis of trust, which is clearly connected to the 

public disillusionment with capitalism. A firm’s purpose must evolve from the primacy 

of partner/shareholder profits to a model focused on all stakeholders with audit 

quality and trust in capital markets at its core. Audit firms already take their societal 

obligations seriously, but they must do more to demonstrate their value to 

stakeholders, including their responsibility to society in providing trust and integrity 

in capital markets, as huge employers of people and in providing high-quality audits 

to their clients.

Various studies show that identifying your organisational purpose provides the 

opportunity to ensure everyone has clarity on what your core activity is, thus driving 

behaviour to achieve consistency and quality. It also better meets the needs of the 

modern workforce who are demanding more from employers beyond the traditional 

concept of ‘a day’s work for a day’s pay’.

Identifying your organisational purpose is a complex task that requires thought 

and planning. As audit functions generally sit within firms that undertake multiple 

activities, any purpose must be broad enough that it applies to all, but not so 

bland that it is meaningless. Key considerations include:

• Support – there must be support for the identification of your purpose from 

leadership

• Engagement – broad consultation is key. The journey is as important as the 

destination

• Authentic – the output must feel like it fits with your organisation

• Use – the output must be integrated into the structure of your organisation.

Grant Thornton recently embarked upon this journey, speaking to around 70% of 

its people to understand what it stood for as a firm. The process of identifying its 

purpose included conversations across all levels of the business, gathering 

thousands of stories and creating great levels of engagement with the end result 

being the statement: ‘We do what’s right ahead of what’s easy.’ One of the benefits 

Grant Thornton found from the process it went through was it helped develop a 

culture of challenge and greater openness between colleagues, so there was 

freedom and permission to have challenging conversations. The statement itself is 

now used as a way of holding itself and others to account for actions.

In his 2019 report on ‘Building a culture of challenge in audit firms’, Professor 

Karthik Ramanna of the University of Oxford’s Blavatnik School of Government 

concludes that one of the outputs of a culture of challenge is that it attracts 

talented and purposeful people to the audit profession (Ramanna, 2019). This 

should result in a virtuous circle.

16

1.4 What is an audit firm’s purpose and how has it been defined?
Grant Thornton UK LLP

Audit Firm Culture: Challenge. Trust. Transformation. - Collection of Perspectives | December 2021

https://hbr.org/2014/09/your-companys-purpose-is-not-its-vision-mission-or-values
https://s3.amazonaws.com/brt.org/BRT-StatementonthePurposeofaCorporationJuly2021.pdf
https://www.pwc.co.uk/who-we-are/future-of-audit/building-a-culture-of-challenge-in-audit-firms.pdf


FRC |

Second, all audited entities need to understand the purpose of the audit, the value it 

brings and the audit fee that needs to attach to a robust, high-quality audit. Audited 

entities who continue to view an audit as a commodity or a “year-end process to get 

through” are missing out on the significant amount of value a strong, robust audit 

relationship can bring and are likely to find themselves increasingly unable to find a 

credible audit firm to audit them. Audit firms are being more selective about who 

they are prepared to audit, for a variety of reasons, such that an entity which values 

the true purpose of the audit, is happy to receive robust challenge from the entire 

audit team and sees the value in the audit is the client who audit firms are seeking to 

work with.

The value that a high-quality audit brings to each audited entity is undeniable and all 

parties in the equation (audit firms, audit teams, audited entities, regulators, 

registered bodies, and government) need to be aligned as to what the purpose of an 

audit is, how that purpose translates into the work performed and the relationship 

between auditor and audited entity. Achieving clear alignment and removing any 

blockers or distractors to that alignment will bring significant benefits to the UK 

economy and we urge all parties to continue this debate as mindsets unfold. High 

quality audits and a sustainable audit profession can only be achieved if each of the 

parties to the equation play their part and work to a common goal. The purpose of 

an audit and the benefits it can bring is a strong common goal to work toward.
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It is now well understood that working culture in audit practices is a critical factor in 

explaining audit quality (FRC, 2020; IAASB, 2020; AFM, 2017). Recent audit debates in 

the United Kingdom (UK) have made it clear that “reform is needed” to drive the 

adoption of “a new auditor mindset” of professional scepticism and challenge (BEIS, 

2021). 

What is less well understood is what culture actually is and why changing culture is 

not as easy as asking people to say or do things differently. 

What is culture

Debates on strengthening audit firm culture tend to gravitate towards firm-level 

variables, such as the ‘tone at the top’ in audit practices, operational separation 

between the audit and consulting arms in multidisciplinary firms, the involvement of 

independent non-executives (INEs) in firm governance and monitoring of culture, and 

the use of audit quality indicators (AQIs) in internal management and incentive 

systems (CMA, 2019; FRC, 2018; FRC, 2020). 

Yet, those observable factors – shared behaviours, technologies, or structures – are in 

themselves not yet culture. Culture is the intangible factor that stands behind them. It 

is about what groups of people believe to be important and what they value – in 

themselves and the world around them (Alvesson and Sveningsson, 2015).

Culture is a complex mental process triggered by social interactions. It explains why 

larger groups of people do similar things, talk in similar ways, and why they use 

similar tools to achieve something. Therefore, ‘true’ cultural change in audit practices 

requires a deep reframing of how auditors give meaning to their day-to-day 

activities, choices, and relationships with others. 

The relational aspect of culture means that the options for building an audit firm 

culture that supports high-quality audits cannot be easily evaluated without 

consideration of the broader cultural environment in which those firms operate. 

Culture also defines what we, as a society, trust in an audit, how we define 

problems with audit quality, and what we accept as regulatory and practical 

solutions. Without that understanding, there is a real risk that efforts to ‘improve’ 

audit firm culture reinforce exactly the wrong culture. 

From trust to mechanistic procedures 

Over the last 70 years or so, the wider operating culture of audit has changed 

dramatically. Societies have moved from placing high personal trust in professional 

experts to relying on formal standards and mechanistic procedures. The idea that 

highly technical knowledge and rational-scientific methods should replace human 

judgment as a foundation for better and fairer decisions has infiltrated most 

aspects of life – from business administration to public policymaking, healthcare 

and education (Porter, 1995). 

For comparison, public arguments about audit quality in the 1920s still emphasised 

the relative importance of the auditor’s “due sense of [their] moral duty and 

responsibility” and professional autonomy over audit procedures (Plender, 1926). 

Fast forward to the 21st century, audit reform and innovation appear almost 

synonymous with adopting more mechanistic approaches, such as statistical 

sampling, risk-based auditing, data analytics tools, and a drive for standardisation 

(Power, 2003, Toh, 2016). 

Today’s auditors comply with a variety of technical, quality and ethical standards. 

Although those standards have reached an unprecedented level of detail, for 

example the ethical standard for auditors in the UK is more than 100 pages long 

and comes with an additional 37 pages long glossary of terms, the perception that 

“audit has lost its way” persists (Brydon, 2019). 

Suppose we stay with the established pattern of reform, the most likely response 

to perceived problems with audit firm culture is to try and fix it by defining a set of
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cultural indicators that audit firms and regulators can track, compare, and use to 

sanction failure. The problem is that there is a mismatch between calling on auditors 

to free themselves from a compliance attitude and then using standards and metrics 

to deliver it.

Standards might work well as safeguards and are important in that respect. Still, they 

are unlikely to shift people’s mindsets by treating culture just like any other 

optimisation problem. Even if we get to a structured approach that leads audit teams 

to question management on every audit engagement, it is still more likely that their 

behaviour builds from a widespread culture of compliance, or even a culture of fear, 

but not a culture of challenge (Guénin-Paracini et al., 2014).

Breaking established patterns

Changing the current audit culture needs an effort to rebuild trust in the more elusive 

cornerstones of professional scepticism and challenge. 

Society would not need auditors if businesses could be made entirely calculable. 

Most important to the auditor’s role is the ability to help build confidence in 

uncertain environments. Central to this task is the practice of professional judgment 

which goes hand in hand with professional scepticism and challenge (Samsonova-

Taddei and Siddiqui, 2016). 

Effective judgment and challenge require the ability to step back and think again 

about what we see or hear. They build on the experience in knowing when 

something just does not make sense. And they require the ability to detach personal 

interests from the professional role to be able to act on any concerns (Likierman, 

2020). 

The UK Government already accepts that “central to achieving this” is the creation 

of a distinct professional identity for corporate auditors, built from an overarching 

set of principles, relevant skillset, and a clear commitment to the public interest 

(BEIS, 2021).

However, a culture of challenge will work best when it can spread more widely and 

deeply into the relationships between auditors, audit committees, shareholders, 

regulators, and other stakeholders to become part of the lived experience of audit. 

A more widespread culture of challenge should give everyone in the audit 

ecosystem the confidence to step back and think again about what a modern 

British society – one that aspires to be digital, sustainable, and fairer for all – needs 

from audit. 

Such a new, healthier audit culture will reveal itself in more openness to 

questioning the existing purpose, scope, and methods of auditing. In turn, it will 

help unleash more creativity, innovation, and competition in practice and 

regulation and, ultimately, help build more continuously towards delivering a 

socially purposeful audit function (Chahed et al., 2020, Humphrey et al., 2021).
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We value many things in life, but moral values are the foundation for family, 

friendship and for all sustainable social groups. This ought to be the same for our 

workplace cultures.

What do we mean by “moral” values? These are character traits that are universal 

across social groups and cultures around the world and throughout history. 

Anthropologists, psychologists, sociologists, and moral philosophers such as Patricia 

Churchland (Braintrust, 2018) and Oliver Scott Curry (Curry, Mullins and Whitehouse, 

2019), are all pretty much in agreement that to survive and prosper the most 

important moral values that we need to sustain a good culture are pro-social, co-

operative moral values such as love, trust, fairness and humility.

These moral values are the psychological antidote to what psychologists call the 

“dark triad” traits of narcissism, Machiavellianism and psychopathy (Paulhus and 

Williams, 2002). These moral vices are the root causes of toxic workplace cultures and 

behaviours, manifesting themselves in excessive pay, fraud and bullying.    

The first of these is love, and if this is too disruptive a word for the auditor, then we 

can call this care, kindness, compassion, or humanity. 

We are a highly social and empathic species. Without love, we cannot survive and 

thrive as fragile infants. Without love as grown-ups, we become fearful, anxious, 

neurotic and economically inefficient. Without humanity we cannot create a culture 

of psychological safety.

Love is also the foundation for courage. Courage comes from the heart, not from a 

balance sheet. 

Without the courage to challenge each other with love, we are unable to learn from 

each others’ mistakes. If we do not care enough to have the courage to be sceptical 

and to challenge each other, then mistakes and failures multiply.

And if you still doubt the need for the moral values of love and courage, just think 

about our response to this pandemic. Think about the compassion and courage 

shown not only by healthcare workers, but by all who have put their lives on the 

line every day of their working lives.

Next is trust. Trust is also something we feel because trust is not the same as 

assurance. It is the human default that enables us to live our daily lives without the 

need for constant verification on every interaction and transaction.

But as one head of audit once said to me, the first question he asks himself when 

taking on a new audit entity is “Do I trust management?”. In my own work with 

boards and senior executive teams around the world, it begins with getting to 

know them well enough as fellow human beings to decide why I might trust them -

or not. 

I do believe that developing a more forensic approach to assessing the moral 

character of the Boards and executive teams of audited entities and indeed of 

audit firms themselves could pay huge dividends. Objective psychometric tools to 

such as MoralDNA (CMI, 2014) , assess moral values. Why are they not being used? 

Justice as fairness is the next moral value we need to see. The philosopher John 

Rawls (1971) has made a powerful argument for “justice as fairness” to be the 

cornerstone of a moral community. We can see the power in his argument not only 

with the diversity, equity and inclusion agendas, but also in the relative prosperity 

and sustainability of those communities and societies that truly level-up, such as 

the Nordic countries for example.

The final moral value I want to mention is humility. Humility is rarely to be found in 

values statements, but it should be. Humility is our vaccine against narcissistic or 

greedy behaviours. Without humility, we will never listen or learn. We will never 

take any notice of the audit junior who raises a red flag. We will never act in the 

public interest.
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The one moral value I have not mentioned is “integrity” and that is because integrity 

is the sum of all the moral values we say we believe in and that others can observe in 

our behaviour and in our culture. The opposite of integrity is hypocrisy and sadly 

whilst many workplace organisations and professional bodies cite integrity as a core 

value, some clearly do not understand it or practice it, or both.

If we compare these values with the values stated by audit firms and indeed by 

professional bodies and government agencies, there is clearly a lot more work to be 

done for them to show that they truly understand the importance of moral values to 

a good culture and a good audit culture. Whilst most audit firms have values 

statements, there are few references to care, love, or humanity. Respect is more 

common, but it is passive. You can respect someone and still not show compassion. 

Integrity is mentioned a lot, but almost always with its twin, honesty. Honesty is an 

important moral value, but the distinction between the two is rarely explored or 

understood.

I have met many good people in audit firms. But until audit firms and the audit 

profession truly understand and embrace moral values as the foundation for their 

cultures, then it is going to be difficult for firms to instil a mindset of professional 

scepticism, to fulfil their public interest responsibilities, or to attract the next 

generation talent.
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Audit quality is a three-legged stool involving auditors, management, and audit 

committees, meaning that high quality audits can only be achieved through the 

collaboration of all three parties. Accordingly, various interrelated regulatory 

measures targeting concurrently the work of audit committees and auditors have 

been adopted over the last two decades to restore confidence in the audit function. 

In this contribution, we discuss the discrepancy observed between the ongoing 

cultural transformation of public accounting firms, under the pressure of 

independent audit regulators, and the cultural and regulatory stagnation of audit 

committees. We argue that this discrepancy jeopardizes the effort to improve the 

quality of audited financial information provided to market participants.

The path to partnership within firms has frequently been accused of being colonized 

by a reward structure mainly based on billable hours and profit. Critics claimed that 

aspiring partners were pushed to embody a commercially oriented image of 

professional success to the detriment of audit quality and public interest, which 

materialized in an adherence to the “customer is king” motto. The negative 

consequences of this culture have been largely acknowledged, with the 

understanding that high-quality audits could not be achieved without a significant 

change in the way auditors are trained and promoted. For instance, the Public 

Oversight Board in the U.S., in the early 2000s, urged firms’ leaders to communicate 

“a positive constructive message” internally that would celebrate “taking difficult 

stands on earnings management issues” regardless of client preferences (Public 

Oversight Board, 2000).

Almost two decades later, the assessment of culture and leadership tone has 

become a standard procedure in audit inspections. A handful of recent studies 

point to a positive cultural inflection at the top of the firms, with new types of 

quality-related controls and accountability mechanisms being implemented by 

firms at different levels (Johnson, Keune, and Winchel 2019; Westermann, Cohen, 

and Trompeter 2019). Regulators also seem to be witnessing this evolution. For 

instance, the director of the division of inspections at the PCAOB publicly 

acknowledged “a change in tone and culture at a number of firms” (PCAOB 2017). 

Our research in the Canadian regulatory space highlights a similar cultural shift 

triggered by a renewed emphasis on technical skills and quality in the processes of 

evaluation and promotion. In other words, the ability of audit partners and aspiring 

partners to navigate inspections successfully and achieve high-quality audits is now 

supported, celebrated, and rewarded.

By contrast, the regulatory reforms that have assigned additional responsibilities to 

audit committee members and set specific requirements in terms of expertise and 

independence appear to have been less transformational. For instance, a shared 

belief among directors is still that “their primary role is to develop and support 

management” (Boivie et al. 2021, 3) rather than monitor them. Our recent 

interviews with audit committee members of publicly listed Canadian companies 

allowed us to identify four predominant and problematic opinions with respect to 

how they perceive and enact their monitoring role: 1) They do not believe they 

possess the financial and accounting expertise that matches the complexity of 

current financial reporting and audit processes and tend to rely, sometimes blindly, 

on management’s and auditors’ knowledge and conclusions; 2) They consider that 

the responsibility for high-quality audit rests primarily with management and 

auditors; 3) They view independent audit inspections as a regulatory issue that is 

mainly, if not exclusively, the concern of auditors and are quite sceptical about the 

overall impact of inspections on audit quality; 4) They are reluctant to support an 

increase in audit fees resulting from additional audit work arising from inspection 

requirements and recommendations.
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These opinions reveal the existence of important barriers to the achievement of a 

sustainable culture of audit quality: 1) The collaborative efforts required to address 

complex and sensitive audit matters appear to be compromised. Audit partners are 

unlikely to establish meaningful communications with audit committee members if 

the latter do not feel concerned by inspection processes and disengage from the 

technical substance of auditing; 2) The lack of shared accountability between audit 

committee members and auditors generates frustration among audit teams, 

especially when the client is directly and partially responsible for some of the quality 

deficiencies identified in the inspection reports; 3) The flatness of audit fees sends a 

mixed message about the primacy of audit quality over commercial considerations, 

as auditors are asked to do more with less resources. Too much pressure on the 

profitability structure of the audit industry is not healthy.

To conclude, we maintain that the audit industry and the public cannot afford for the 

three-legged stool of audit quality to remain wobbly. We suggest three courses of 

action to help repair the stool. First, regulators need to provide much more specific 

guidelines about how audit committee members should perform their role and 

mobilize their expertise to fulfil their monitoring function. Second, independent audit 

inspections should adopt a broader view of the audit engagement by considering the 

role and responsibility of clients and audit committees when identifying audit 

deficiencies and designing solutions. Third, the ability of audit committees to deal 

with the increasing complexity of financial reporting and auditing standards needs to 

be reassessed. A more realistic view of what audit committees can actually 

understand and monitor might help avoid the side effect of the illusion of control 

and expertise.
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Why should Audit Committees be interested in the culture within the 

audit firm they work with?

The role of the Audit Committee is to ensure that the audit serves the public interest 

including those who rely on the audited entity for their livelihoods: employees, 

suppliers, customers, pensioners and many others. This is achieved by overseeing the 

delivery of a high-quality audit. Root cause analysis by audit firms and the FRC of 

audit quality review findings consistently show that culture drives quality within the 

audit.

Apocryphally attributed to Michael Porter “culture eats strategy for breakfast”. The 

audit plan is the strategy to deliver the audit on time, and to the highest standards. 

Culture is often the highest execution risk to achieving a high quality audit. Therefore, 

Audit Committees need to be as assiduous about culture as they are about audit 

processes and corporate reporting.

What culture and behaviours lead to a high quality audit?

There are three parties who determine the culture and consequently the quality of an 

audit: not only that within the audit firm but also that within the audited entity and 

within the Audit Committee itself. The Audit Committee’s role is to set the “tone from 

the top” i.e. the culture and behaviours it expects to be evidenced by all three parties, 

including itself.

It is the interaction between all three parties that enables or disables an audit plan 

from coming apart and results in a poor or high quality audit. A constructive tension 

in the relationships between the parties is evidence of a healthy and productive 

culture e.g. tough conversations; understanding and respecting each other's 

perspectives, different management styles, judgements and opinions; remaining 

sceptical while encouraging each other to act openly and with integrity; bringing a

transparent informed view to audit and reporting issues, which is not biased towards 

delivering a certain result. This starts in the Audit Committee and is led by the Audit 

Committee Chair.

The behaviours that matter most both for a high quality audit and to attract and 

retain the best talent are high challenge and high support underpinned with the 

highest integrity and collaboration. These are motivated by the mindsets of 

professional scepticism, continuous improvement and coaching and underpinned 

by moral values and character. These behaviours and mindset will drive the actions 

taken. And in an audit, like anywhere else, it is often the accumulation of small 

actions that make or break a quality audit. Audit Committee vigilance is essential.

There is no one size fits all when it comes to culture. Every audit firm and audited 

entity will have developed its own unique culture and behaviours. This makes the 

challenge for the Audit Committee more complex – there are risks and 

opportunities.

What can Audit Committees do to lead and govern a healthy and 

productive culture?

The Audit Committee’s leadership of culture and behaviours, as well as monitoring 

and assurance, starts before the audit plan is drafted and is integrated into every 

stage of the audit plan and reviewed again after the audit is signed off.

The best audit committee chairs set the tone from the top. They will:

• inspire the audit team and the audit entity’s management as well as the audit 

committee with their commitment to deliver a high quality audit that serves the 

public interest.

• be unambiguous about the expected behaviours and mindsets of everyone 

involved in the audit, not just the auditors.

• role model the expected behaviours and mindsets and encouraging those 

behaviours and mindsets in the Audit Committee and in all formal and informal 

engagement with the audit team and with the audited entity.

• be conscious about who they choose to meet, what they ask and how they ask 

it. This is as true when stepping into an audit room and talking to the most 

junior auditors or when speaking with the CEO.

• assure themselves that the audit plan and the judgements being made are 

consistent with the tone that they have set in the audit committee.
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What specific actions can audit committees take to assess audit firm 

culture?

Examples of good practice include:

• Kick off the audit planning process by bringing management and the audit firm 

together. Lead a discussion to identify the key challenges, risks and judgements 

that will be critical this year and set priorities accordingly for the plan - agreeing 

milestones for review. Be unambiguous about the purpose and quality of the audit 

and the behaviours and mindsets expected of everyone.

• Provide guidance for critical decisions to be made by the team and expectations 

around how issues are to be escalated and when.

• Create and hold a safe space where everyone can speak up, challenge and support 

each other, encouraging different ideas and perspectives to be heard, respected 

and considered.

• Hold to account at key milestones, applying a mindset of professional scepticism 

to whatever progress has been made, challenging in a constructive and supportive 

way.

• Be very clear about choreography i.e. who each audit committee member interacts 

with, and when they do so. Start with all the people you might want to see later. 

People get worried if the first time they hear from you is just before the audit 

closes.

• Constantly observe the behaviours of all members of the team and interactions 

between them, including members of the Audit Committee.

Conclusion

The Audit Committee’s role is to lead and govern a healthy and productive culture 

and behaviours that will deliver a high quality audit that serves the public interest.

This paper draws on “Governing Culture: Risks and Opportunity? A Guide to Board 

Leadership in purpose, values and culture” 6 to address the role of Audit Committees 

in leading and governing culture. A dozen of the best Audit Committee chairs and 

lead audit partners helped to inform paper, alongside my personal experience of 

inhabiting Audit Committees in executive and non-executive roles for over 30 years. 

Views expressed are my own.
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Measuring Audit Firm Culture 

Is it possible for an audit committee to measure the culture of audit firm? If not, what 

role should the audit committee play when it comes to audit firm culture?

Arguably, there is no single ideal ‘culture’ to which every audit firm should or can 

aspire to. Each firm will possess a culture that is unique, dynamic and reflects its 

historical roots and the collective impact of its people. These roots express 

themselves in the valued behaviours that matter to that firm and its organisational 

purpose. 

An audit firm’s culture may also evolve and adapt, either by intentional design or as 

the complex factors that shape the culture change over time, such as societal 

expectations, environmental demands and regulatory requirements. Therefore, if no 

blueprint or clear comparator exists for what an audit firm’s culture should be, can 

the audit committee measure it with confidence?

This means the real question to address may not be what is the audit committee’s 

role in measuring culture but instead, how can audit committees assess the culture of 

audit firms, as rigorously and consistently as possible?

Increased vigilance and line of enquiry

Overall, there is some agreement that the audit committee has a key role to play in 

driving audit quality and promoting and encouraging an ‘appropriate’ audit firm 

culture. It has also been suggested that audit committees need to up their game 

when it comes to their role and audit firm culture. They need to be vigilant and 

actively inquisitive about what is not being said or performed by the audit team, as 

well as what is. An effective audit committee needs to be alert to the implicit and 

explicit behaviours of an audit team across all levels of seniority, with a sharp focus 

and line of enquiry on ‘how’ the audit is being delivered, rather than solely on the 

‘what’. 

This in turn means that audit committees need to invest time and energy in 

exploring how the audit team is operating and making key decisions, the 

behavioural norms and cultural climate that shapes it and, arguably most 

significantly, the extent to which dignity lies at the heart of the audit.  

On this basis, what behaviours and cultural indicators should audit committees 

seek to identify and assess in audit firms, and where does dignity fit in to audit?

Dignity as an indicator of culture 

Dignity, writes Donna Hicks, of Harvard University, not only explains a key aspect of 

what it takes to be human, but is also ‘a hallmark of our shared humanity’ (Hicks 

2018). It is ‘our inherent value and worth’ (Hicks 2018). Everyone wants to be 

treated in a way that shows they matter. Hicks goes on to describe dignity as an 

attribute that we are all born with and something that we all deserve, no matter 

our position, role or level of authority.  

Transferring this concept to the workplace means we may differ in status and 

influence, but we are all equal in dignity. Dignity builds mutually beneficial 

connections, grounds us in our sense of self and hardwires resilience through the 

knowledge that we will always have dignity and are worthy. The ten elements of 

dignity form the basis of the Hicks Dignity Model (Table I).

The model acts as a framework for a collective pattern of behaviours that creates a 

workplace culture which fosters health and well-being, builds trust and inclusion, 

and creates a climate of psychological safety. In essence, a workplace full of dignity 

brings out the best in all of us. 
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“The most exciting breakthrough of the twenty-first century will not occur 

because of technology, but because of an expanding concept of what it takes 

to be human.” (Hicks, 2018).



FRC |

Table I: The Dignity Model (adapted from the ‘leading with dignity’ model)

Action for the audit committee 

As a key determinant of the timely and quality delivery of an audit, the audit 

committee has a vested interest in assessing audit firm culture. However, far 

beyond the transactional requirements of what it takes to deliver an audit, an audit 

culture built on dignity can not only accelerate the timeliness of delivery but can 

transform how it is done, bringing out the best in each auditor and unlocking 

performance potential.

Using dignity as an indicator of a thriving and flourishing culture with strong 

ethical leadership, audit committees can use the Dignity Model to evaluate audit 

firm culture consistently, as a practical and robust means of assessment. For 

example, how does the audit partner show the audit team that they care? Are audit 

team members given the time and space to express their points of view? Is the 

health and well-being of the audit team valued and prioritised? Do audit team 

members show up as their true, authentic selves and if so, how does this manifest 

itself?

A key action for any vigilant audit committee is to embrace the role of dignity as 

an enabler of a high-performance culture and to encourage the hardwiring of the 

ten elements of dignity into the heart of the audit. 
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Element of Dignity Behavioural Indicators of Culture

1. Acceptance of 

Identity

• Approach people as neither inferior nor superior 

• Give others the freedom to express their authentic selves 

without fear of being negatively judged

• Interact without prejudice or bias accepting how race, 

religion, gender, class, sexual orientation, age, disability, etc. 

are at the core of identity 

2. Recognition • Validate each other for skillset, hard work, thoughtfulness 

and support

• Be generous with praise

• Give credit to others for their contributions, ideas and 

experience

3. Acknowledgement • Give people full attention by listening, hearing, validating 

and responding to concerns and experience

4. Inclusion • Make others feel that they belong at all levels of groups 

and relationships (e.g. family, community, team, 

organisation, nation)

5. Safety • People are at ease at two levels: physically, where they feel 

free of bodily harm and psychologically, where they feel 

free of concern about being shamed or humiliated

• People are and feel free to speak without fear of retribution

6. Fairness • Treat people justly, with equality, and in an even-handed 

way, according to agreed-upon laws and rules

7. Independence • Empower others to act on their own behalf so that they feel 

in control of their lives and experience a sense of hope and 

possibility

8. Understanding • Believe that what others think matters

• Give others the chance to explain their perspectives, 

express their points of view

• Actively listen to understand, not to respond

9. Benefit of the Doubt • Treat others as trustworthy 

• Start with the premise that others have good motives 

and are acting with integrity

10. Accountability • Take responsibility for your actions 

• When and if you violate the dignity of another, 

apologize

• Commit to changing hurtful behaviours



Chapter 3

Developing a mindset of professional 

scepticism and challenge
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In academic economics, the culture of the faculty-research workshops at the 

University of Chicago, particularly from the 1960s to the 1990s, has a somewhat 

legendary status. Professors, seasoned and newly minted alike, would seek out an 

opportunity to present innovative ideas at the Chicago workshop – before Nobelists 

such as Milton Friedman and George Stigler – because they knew that if there was a 

substantive criticism to be surfaced on an idea, it would emerge there. And if an idea 

survived that workshop, it would most likely be published in a top-tier academic 

outlet. The challenge culture at the Chicago workshops was not generally 

disrespectful – indeed, many long-time faculty members of that department became 

lifelong friends – yet the culture was one where the sometimes-relentless Socratic 

inquisition of proposals was encouraged and even celebrated. 

Today, social norms around what constitutes acceptable challenge in the workplace 

have changed, for mostly good reasons, as challenge can often be experienced as 

confrontation, thereby having a counterproductive impact on employee morale. But 

the need for challenge in organisations – the value of having proposals fully vetted 

through sceptical frames – has not diminished. And many organisations are left 

wondering how to cultivate a productive culture of challenge. 

The challenge of catalysing a culture of challenge has been made more acute by the 

remote-work revolution, accelerated in-turn by Covid pandemic lockdowns. Even as 

the pandemic seemingly recedes, the changes to workplace behaviour that it ushered 

appear to endure. As employees now lack serendipitous and informal gathering 

spaces, where social bonds can be formed that would help mitigate the otherwise-

awkward nature of challenge, organisations are finding that online meetings that 

should cultivate robust discussion are instead low-energy and mechanistic. 

So, how do we build a culture of challenge in this hybrid, asynchronous world, where 

opportunities for mischief nonetheless abound, where spatial and temporal distances 

among colleagues mean mistakes are more likely, and where challenge is thus 

evermore relevant? 

In addressing the question, let me first state how not to build a culture of 

challenge, whether online or offline, and that is by trying to measure or quantify 

culture. After all, culture is what is left behind when you strip an organisation of its 

explicitly stateable rules: it is what drives behaviour when those rules do not offer a 

clear-cut solution to a problem at hand. Culture, perhaps in a stretched analogy to 

Schrödinger’s cat, is not robust to being explicitly described: when you try to 

measure your firm’s culture, you change its very state. 

We know the outcomes a culture must drive – for instance, we want juniors in an 

audit firm who see something suspicious to bring it to the attention of seniors, 

partners, or even NEDs if necessary. But when we try to measure the implicit belief 

of juniors in whether they will be protected (and rewarded) by their employer for 

being whistle-blowers, then we change those implicit beliefs, and often not for the 

better! 

So, as organisational leaders, we must be committed to a culture that gives us the 

outcomes we desire, but we must also be satisfied that we will never really know 

whether our culture works as intended until it is put to a live test. For accountants 

especially, who like to measure and count things and who appreciate certainty and 

objectivity, this is a somewhat unsatisfactory state of affairs. 

Elsewhere, I have written about the steps to bring about a culture of challenge7 –

hiring smart people and educating them for good judgement; creating a shared 

belief around the value of challenge; creating robust processes for challenge; and 

rewarding challenge, both monetarily and through recognition. Here, I will briefly 

focus on some elements to be reinforced or adapted when building a challenge 

culture in a hybrid work environment. 
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At the root of building a culture of challenge, whether hybrid or not, still lies the 

timeless liberal-arts skill of critical thinking. This process entails using rational, 

impersonal criticism to try invalidate any given proposition about the world – for 

instance, a proposition from a CFO that her company’s purchased goodwill is not 

impaired. The idea is to continue to attack a proposition with critical arguments until 

such time as the proposition is rejected or one is convinced that the proposition is 

reasonable. Usually, even the latter generates a fuller understanding of the 

proposition’s weaknesses – that is, the conditions under which the proposition would 

falter. 

Critical thinking is a valuable skill in any role requiring judgment, not least auditing. 

And critical thinking is a learned skill – to be a good critical thinker, one must be 

schooled in deploying rational arguments to combat propositions about the world, 

and one must develop the self-discipline to pursue excellence in the critical analysis. 

Indeed, a personal and organisational habit of excellence is integral to critical 

thinking – the higher one’s internal standard for accepting a proposition, the better 

the quality of critical thinking. 

To sustain a culture of challenge in an organisation such as an audit firm is to 

continually train and empower successive generations of employees to be 

outstanding critical thinkers. This entails the continuous pursuit of excellence in 

critical analysis – something that is both emotionally exhausting for most and 

somewhat unnatural as a human instinct. But it is what separates the great from the 

rest. A key issue for all audit leaders is how well is their curriculum for critical-thinking 

education porting online: What elements of the learning objectives continue to 

deliver in asynchronous and online learning formats and what needs to be 

repurposed? To ignore these questions is to impair the firm’s future talent pool. 

Some of us have found that it is easier to be misunderstood on videoconference than 

it is in person, because some obvious cues in body-language do not travel well over 

Zoom and its cousins. So, a corollary to continuing critical-thinking education online

is to engage in better training for staff to disagree without appearing as 

disagreeable. This too is a learned skill – one that is imbibed as much from the 

behaviour of audit partners as from any explicit skills-based training. 

An in-person culture of challenge relies on certain processes that help normalise 

the act of disagreeing – for instance, if auditors have a regulator-mandated 

checklist to complete in advance of signing-off on an audit, that gives license to 

the auditor asking difficult questions. These sorts of processes often travel well into 

the digital environment – as online completion of checklists is efficient and real-

time. But getting seasoned partners to embrace new digital systems is also an 

opportunity for greater error and misjudgement. How many times have I tried to 

do one thing on Zoom and ended up pushing the wrong button? Now imagine if I 

did this with computer systems that mattered. 

But audit leaders cannot afford to be seen as behind the curve on technological 

adoption of the processes that enable challenge. Even the sense that a leader is 

unfamiliar with the technology will spread through the organisation as a license to 

others to be less than excellent with it. And that is how mistakes happen and how 

the window to mischief opens. Know the technology like you knew your way to the 

snacks bar in your physical office.  

It is a hoary cliché nowadays to say “Never waste a crisis,” but hoary clichés endure 

because they often have kernels of truth. Let’s face it – audit firms pre-Covid were 

not being especially lauded in civil and political society for the quality of their 

cultures of challenge. There had long been a sense that there was work to do in 

this space. So, here now is a crisis that can be used to drive momentum towards a 

firm culture that truly seeds, cultivates, and rewards employees who challenge. 

Doing so is the very purpose of auditing. 
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Reminiscent of historical perspectives such as that of Briloff’s ‘’a covenant 

desecrated’’ (Briloff, 1990), Sir Donald Brydon (2019) in his report ‘Assess, assure and 

inform: improving audit quality and effectiveness’, proposes to ‘reinforce audit […] as 

a public interest function that demonstrates more than compliance with laws and 

rules, [it] exists fundamentally to help its users know how confident they can be in 

the audited information […]’’.  As a profession we are yet to clearly articulate the 

purpose of audit, but for this essay let’s simply define the objective of external 

auditing as broadly being to ensure that the information contained in financial 

statements is not misleading and allows stakeholders to make informed decisions.  

Meeting this objective is not an easy task. The increased complexity of the global 

business environment has led to increasingly complex financial reporting standards, 

and resulted in a significant increase in the level of judgement to be applied in 

preparing and auditing financial statements. The growing use of fair value 

measurement is a case in point, where acceptable valuation ranges sometimes 

replace point estimates. A 2019 research report funded by the Institute of Chartered 

Accountants of Scotland (ICAS) examines the perspective of financial instruments 

valuation specialists employed by accounting firms. It highlights that these specialists 

prefer to develop independent measures rather than replicate preparers’ processes 

(Barr-Pulliam et al. 2019), and that developing independent estimates mitigates the 

risk of bias from using a specific target number or value as a starting point. 

Furthermore, the Financial Reporting Council (FRC) recently pointed out that 

automated tools and techniques such as predictive analysis ‘can assist the auditor in 

forming independent expectations of events, conditions or outcomes’ in support of 

‘the informed and effective challenge of management [as] a cornerstone of a high 

quality audit’ (FRC, 2020). These approaches help the auditor to challenge from an 

independent perspective. The need for the auditor to exercise professional scepticism 

in examining the judgements of management has never been more important in the 

eyes of stakeholders.

Challenge is unanimously recognised as a key part of a quality audit, but what does it 

take to challenge? The ability to challenge effectively is not an independent quality

but depends on having the necessary technical audit and accounting skills, market 

understanding and business acumen to allow auditors to adopt and reinforce a 

particular point of view – even when this may not align with the views of 

management.  

Making a strong case is only one side of the coin however, the other one being 

fortitude and the determination to exert professional scepticism. Moreover, in 

certain circumstances where there may be evidence or grounds to suspect 

unethical behaviour, moral courage is required. In 2015, ICAS launched its business 

ethics initiative, The Power of One, highlighting that it is the duty of each individual 

Chartered Accountant to be personally responsible for upholding the highest 

standards of ethical behaviour throughout their career. ICAS’s paper on Moral 

Courage (2015, re-issued in 2020) recognises that it is not always easy to do ‘the 

right thing’, and cites moral courage as a key attribute in order to comply with the 

five fundamental ethics principles (ICAS, 2021). 

In a welcome development, the International Ethics Standards Board for 

Accountants (IESBA), in the recent revision of its Code of Ethics effective from 31 

December 2021 (IESBA, 2020), expressly supplemented the application material to 

the ‘Integrity’ principle with the need to challenge, promoting the substance of the 

message of moral courage, as follows: 
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“111.1 A1 Integrity involves fair dealing, truthfulness and having the strength of 

character to act appropriately, even when facing pressure to do otherwise or when 

doing so might create potential adverse personal or organisational consequences.

111.1 A2 Acting appropriately involves:

(a) Standing one’s ground when confronted by dilemmas and difficult situations; 

or

(b) Challenging others as and when circumstances warrant, in a manner 

appropriate to the circumstances.” 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/852960/brydon-review-final-report.pdf
https://www.frc.org.uk/getattachment/1c1478e7-3b2e-45dc-9369-c3df8d3c3a16/AQT-Review_Technology_20.pdf
https://www.icas.com/professional-resources/ethics/resources-and-support/moral-courage
https://www.icas.com/professional-resources/ethics/icas-code-of-ethics
https://www.ethicsboard.org/publications/final-pronouncement-revisions-code-promote-role-and-mindset-expected-professional-accountants
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But whilst the ability to challenge is a personal attribute, underpinned by moral 

courage and supported by having the necessary other skills of an auditor, the 

support of the accountancy firm is paramount. The full hierarchy of the firm must 

embrace the need for constructive and considered challenge focussed on the key 

risks of the audited entity, and where all members of the audit team know that the 

audit firm and the other members of the team ‘has their back’ and values and 

supports this behaviour. The embedding of this culture of audit challenge is therefore 

central to the delivery of a quality audit, and it is incumbent on today’s audit leaders 

to lead by example and ensure this is realised.

But culture must also be accompanied by the recruitment and development of 

suitable audit professionals ‘in ways that prioritise intellectual curiosity and not just 

technical compliance’ (Turley et al., 2016). Auditors must be equipped with 

appropriate training in ethics and in the softer skills (ICAS; FRC, 2016) such as 

emotional intelligence, negotiation skills and psychological strategies that are crucial 

to being able to stand up to management. Case studies can highlight to trainee 

auditors the consequences of what might happen if sufficient challenge is not 

exercised and provide good examples of where challenge has been exercised. The 

responsibility for developing auditors with these attributes rests with both the audit 

firms and the professional accountancy bodies, as challenge is a critical quality if 

audit is to fulfil the ethical purpose that stakeholders attribute to it.

To be ‘seen to challenge’ will of course require auditors to appropriately document 

the challenge taking place, but more importantly it needs to be reflected in the 

experience of the audit. Naturally, some of this challenge may not be appropriate to 

be externally communicated, but the profession needs to earn the trust of 

stakeholders to know that being audited intrinsically involves being challenged.  If 

audit committees and management do indeed feel that they have experienced a real 

challenge from the auditors, it is likely that they have experienced a high quality and 

uncompromising audit, which is to be valued by shareholders and stakeholders alike.
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There is a growing consensus among policymakers and regulators that distorted 

organisational cultures within audit firms are the culprit of flawed audits. We argue 

that client cultures and incentives of auditors to service the audited entity can clout 

audit firm cultures geared towards the auditor’s judgments – ultimately at the cost of 

audit quality. We further argue that auditors make many of such judgments that 

involve the processing of hard and soft information which increases the risk of 

misjudgements. In addition, empirical evidence suggests that many audited entities 

want their auditors to conduct audits quickly and cheaply and with minimum fuss 

(Brooke Masters, 2021). If audited entities maintain such cultures and are successful 

in pressuring auditors to minimize their efforts, it will arguably impair the auditors 

judgments and thus audit quality. We will discuss opportunity and pressure in turn.

Opportunity: how culture creates the opportunity for onerous 

judgements

Auditors must typically acquire a deep understanding of the audited entity’s business 

model, business and financial risk exposure, effectiveness of internal controls and 

firm procedures, assets, financial structure, and management quality. In addition to 

understanding these factors, the auditor also has to make a call on the condition of 

these individual factors and their relationships, which results in judgements on these 

individual factors and how they are, in totality, reflected in the underlining economics 

reported in a company’s financial statements. In the end the auditor makes an 

assessment of collected evidence to “opine” whether the annual report gives a true 

and fair view of the state of the firm’s affairs and whether the firm’s financial 

statements have been properly prepared in accordance with (international) 

accounting standards. 

By the time the audit opinion will be issued, the signing auditor and their team have 

made numerous judgements extending from management quality to data quality 

and appropriate testing levels. Each of these judgements, large and small, may result 

in a type I and/or a type II error. In case of a type I error the audit team falsely

concludes that the (financial) state of affairs is worse than the reality, while in case 

of a type II error the auditor concludes that the (financial) state of affairs is better 

than the reality. Type II errors come at a particularly high price to the audit 

profession as they reflect the situation where the user of accounting information is 

led to believe that the position of the audited company is more favourable than 

the underlying situation would justify. At this point, judgements are of particular 

importance for the auditor too, as (s)he may have decided on a less intensive audit 

approach than de facto was necessary, based on which (s)he may have concluded 

that it was nearly inconceivable that the managing directors of the audited 

company would commit fraud – while they did. 

In making judgements auditors rely on both hard (verifiable) audit evidence and 

soft information which entail tacit knowledge. The culture that exists in audit teams 

seems to provide the key to reducing the chance of missing out on such signals. 

That is, in a “quality oriented “culture these signals are more likely to be picked up 

and acted upon, than in a culture where the individual team members are 

discouraged from speaking up. This is because under these conditions it is less 

likely that tacit (soft) knowledge will be included in the auditor’s judgement and 

decision-making process – hence, this will more easily result in onerous judgments 

in the audit at hand. Then still, even in a culture where such signals do come 

through, it cannot be ruled out that such signals are inadvertently dismissed given 

the subjective and ambiguous nature inherent to judgments – which arguably are 

likely to result in mistakes made by the audit team. 

We now proceed with presenting conditions where auditors are more likely to miss 

out of collecting and interpreting the necessary evidence to make a balanced 

judgement. 
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Pressure: how auditors may be susceptible to the pressure of audited 

entities 

If Brooke Masters (2021) is right, it would suggest that audit engagements suffer 

from an endemic lack of budget to conduct audits which would lead to a significant 

reduction in available time to collect the data and draw conclusions sufficiently to 

support the audit. While academic research does suggest auditors step up their 

efforts if the financial statements require more intense vetting, auditors may still 

underestimate the required effort leading to budget pressure. If this budget pressure 

is present, this situation arguably results in a lower likelihood of audit team members 

collecting appropriate audit evidence, let alone collect and consider soft information 

when available.  

Some recent evidence from the USA would suggest that conditions exist where 

auditors are punished if they step up their effort in an attempt to reveal issues in the 

financial statements. Ege and Stuber (2021) found in the insurance industry that 

auditors who are more lenient (stricter) relative to other audit firms in the same area 

are more likely to keep (lose) non-manipulating clients, i.e., clients that have no 

practice nor the intention to manipulate numbers but who apparently prefer auditors 

to refrain from imposing on other audited entities when they do manipulate. 

Auditors who allow insurance companies to present their results more favourably are 

more likely to keep their existing client base, while auditors who impose more 

prudent accounting on these firms lose non-manipulating clients. 

In a similar vein, Beck and Mauldin (2014) described a process where dominant CFOs 

successfully negotiated lower audit fees where higher fees were expected. They 

tested whether audit fees rose (as expected) in the wake of the financial crisis and 

found that was the case. However, not for firms where a dominant CFO – a key player 

in the cooperation between the auditor and the audited entity – de facto decides on 

the audit fee and thus on audit intensity while that role resides formally with audit 

committees. Here the researchers documented a fee reduction rather than the

expected fee rise. Moreover, Cowle and Rowe (2021) showed that “results indicate

that the market for audit services penalizes auditors for disclosing information 

critical of management, which undermines the value of direct-to-investor auditor 

communications and provides insight into potential longer-term implications of 

the expanded auditor's report.”. These studies would suggest that a client culture 

may exist where the audited entity seeks to minimise the effort of the auditor.

Taking together the results of these studies would suggest Brooke Masters is right 

in her observation that at least some audited entities “prefer audits done quickly 

and cheaply, with minimum fuss, so that the company can release its results and 

move on.”, and studies like Beck and Mauldin (2014) identified conditions where 

audited entities get their way.  

In case audited entities systematically put their auditors under pressure by 

requiring their (financial) statements to be under-audited, it will only add to a 

“culture short” where audit teams are less likely to challenge the audited entity’s 

claims. 

Of course, audit committees and auditors are supposed to prevent these pressures 

from taking effect but the findings in the literature suggested that auditors cannot 

always resist this pressure (e.g., Beck and Mauldin, 2014) and audited entities de 

facto put pressure on audit firms to level down on reporting findings (Cowle and 

Row, 2021). While both the auditors as well as the audited entities contribute to 

this “cultural short” of insufficiently challenging the audited entity’s statements, its 

negative impact on audit quality radiates chiefly on the auditors as (s)he is 

considered to be the last line of defence.
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Conclusion

In this essay we discuss that auditors are required to make judgements throughout 

the audit process and that the quality of these judgments depend on the quality of 

the information that underlies these judgments, and on the time auditor can spend 

on interpreting the hard data and combine this data with tacit knowledge of the 

client they collect during the audit. A “quality-oriented” audit firm culture may 

stimulate proper auditor judgements. However, audit firm culture by itself may not 

suffice to withstand a “client culture” that seeks auditors to minimise its audit efforts. 

The quality of these judgements is seriously impeded when the auditee seeks to 

reduce audit effort to the minimum. We identify, based on research, conditions 

where competing auditor and auditee cultures collide. For instance when the auditor 

takes a decision against management will (s)he is likely to be dismissed or not invited 

for a bidding. We observe that, as a consequence, auditors are incentivised to under-

audit the financial statements of a company so that they keep attracting auditees in 

the future. 

A way forward in remedying this situation institutionally, in support of audit firms’ 

efforts to improve their cultures, is to wield more control over the bidding process 

and over the way that audit engagements come about. This increased oversight may 

be executed by the managing board of the audit firm and/or by the regulator.
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The importance of challenge

Challenge is a fundamental cornerstone of all audits. Effective challenge means that 

judgements are robust, having considered alternative and diverse viewpoints and 

sources of evidence.

To serve its purpose and provide confidence to the financial markets, an audit firm 

must instil the right behaviours in its auditors and embed a culture of “doing the 

right thing”. At its heart, this involves equipping its people with the tools and 

confidence to constructively challenge management at the entities they audit and 

effect meaningful change.

Fostering a culture of challenge

The ability to challenge effectively is a key skill that auditors must develop. Like all 

other skills, some people will be naturally more adept at it than others who may need 

more practice and more training. Challenge can be taught in the classroom and is 

developed through practice. It is important that this is developed throughout an 

individual’s career and not just at the outset, ensuring that on-going learning is 

delivered throughout an auditor’s career.

Providing the training ground for auditors to safely practice constructive challenge, 

means that audit firms need to actively encourage it, leaders need to champion it, 

specific feedback needs to be given, and effective challenge needs to be celebrated.

To create an environment that encourages constructive challenge, firms need to 

embed a culture of psychological safety,8 where it is widely understood that it is 

more important to do the right thing than to avoid challenge.

Culture is built from the tone set at the top of the firm. Leaders of firms and of 

teams within firms need to lead by example and demonstrate to their teams their 

own skills of challenging information and management. Importantly though, they 

also need to be open to being challenged by their teams and their peers. Strong 

leaders will admit they do not have all the answers and can demonstrate this 

through encouraging their teams to challenge the proposed audit approach, 

historical accounting treatments, ways of working, and other things that may be 

the perceived status quo. They can also demonstrate the power of consultation, 

through which their peers and subject matter experts may ultimately challenge 

their initial stance on a matter. The relationship between an engagement partner 

and their engagement quality control review partner to deliver audit quality is a 

strong example of this, encouraging a fresh perspective from a viewpoint 

unencumbered by management influence.

With this culture embedded within the audit firm, auditors – from partners to new 

joiners – will learn that doing the right thing, and challenging at the right time, is at 

the heart of effective auditing. They will bring this to their day-to-day audit work, 

challenging management of audited entities, even when it is not the easiest course 

of action.

Purpose, diversity and reward

Audit firms are diverse in their make-up, with people from many backgrounds and 

cultures. It is key that the culture of the firm is such that everybody, no matter their 

background, feels comfortable constructively challenging each other and being 

challenged. Furthermore, diversity of thought is an important driver of innovation 

and improved quality. This goes to the heart of a firm’s purpose: not only to deliver 

high quality, but to make an impact through its work and through developing its 

people. Embedding this culture will have benefits for the stakeholders of entities 

being audited and for the audit firms themselves, particularly in attracting and 

retaining diverse talent.
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Exceptional performance in the area of constructive challenge should be celebrated. 

Audit firms should regularly recognise and reward those who demonstrate a 

challenging mindset and make an impact in the public interest. It is important that 

celebration and reward of exceptional performance in this area is specific and 

demonstrable in its purpose. Sharing stories of good behaviours is an effective way 

of communicating good challenge and the outcomes it brings, while focussing on the 

individual’s or team’s positive actions. These reinforce the firm’s purpose and 

underline the importance of these behaviours.

The future of audit

Entities are becoming more complex and are operating in an ever more demanding 

world. This makes for difficult judgments and estimates, and for complex auditing 

and accounting requirements, so the ability to challenge lies at the heart of the 

skillset of an auditor. Analytics tools will increasingly be deployed on more routine 

areas of the audit, allowing auditors more time to focus on challenging 

management’s key judgements and estimates, and technology will increasingly 

provide evidence and data to support that challenge. It is therefore critical that these 

skills are developed from the outset.

Furthermore, research shows9 that the current generation of trainee auditors places 

greater value on purpose than in the past. Demonstrating the positive impact they 

can make, in a firm whose culture encourages and rewards constructive challenge, 

will provide a better, more attractive career experience.

In summary, fostering a safe environment where auditors are taught how to 

challenge effectively and encouraged to do so as a matter of course will build a 

culture that values doing the right thing above all else. This, in turn, will lead to 

consistently high-quality audits, acting in the public interest, and will enhance the 

attractiveness of, and pride in, the profession.
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As corporate collapses and audit reform continue to change the shape of the audit 

landscape, the role of the auditor has never been more essential and in focus. 

Providing an effective, good quality audit is underpinned by several internal and 

external factors, however, the focus of this paper will be on the concept of challenge 

as a critical component for delivering an effective audit. Establishing a culture of 

challenge on all audits supports the provision of high-quality financial information 

which delivers real value to stakeholders.

One may ask why challenge can be considered a critical component for delivering an 

effective audit - the answer is easily found in the recent headlines damning auditors 

for corporate collapses on account of not providing robust enough challenge. As 

Copeland (2020) states in his article ‘Carillion, BHS, Thomas Cook, Patisserie Valerie, 

and many other companies were given clean bills of financial health by their auditors 

before collapsing… The number of fines for negligence in failed audits speaks for 

itself.’ These were but a few of the many audit failures in the headlines.

Effective audits involve forming a balanced view on judgements and estimates where 

the ‘right’ answer may not be clear cut or binary. The use of challenge as a technique 

is key to minimise the risk of poor judgment caused by bias, incompetence or 

dishonesty. Developing auditors with a challenging mindset who apply critical 

thinking and professional scepticism to their everyday tasks involves fostering a 

culture of challenge within the firm (Ramanna, 2019). This requires not only the right 

tone at the top, but also requires audit firms to provide staff members at all levels 

with tools, techniques and mentoring necessary to develop good judgement and the 

ability to challenge. This supportive environment encourages auditors to be aware of 

their own biases and to have the courage of not settling for ‘evidence’ that is not 

sufficient, which in turn pushes auditors to deliver a high quality audit.

Such a culture is not created only by hiring talented, highly skilled individuals who 

can be trained to develop such skills, but also involves ensuring cultural and ethnic 

diversity in the firm and within audit teams. The importance of a diverse team with 

different backgrounds to bring challenge within the audit and differing perspectives 

on how to challenge management cannot and should not be underestimated. 

How to develop and sustain this culture of challenge within an audit firm is the 

question that most firms are grappling with. Research in this area and proven 

development methods are still in their infancy, however, this does not mean that 

firms currently have the inability to challenge management but rather that 

embedding this culture throughout the firm is a difficult task. Ramanna (2019, p.6) 

outlines five elements of a culture of challenge ‘People, with the technical 

judgement to challenge; Shared beliefs that the organisation will support people 

who challenge; an Alignment structure that rewards challenge; and Processes

that normalize the practice of challenge… and support from clients.’ The common 

thread among these five elements is that challenge is at the foreground of every 

thought, action and process. 

From the moment an auditor joins the firm, they should be immersed in a world 

where challenge is the norm, where teams are encouraged through every level to 

develop, mentor and help each other to challenge the status quo and where 

challenging the company is expected from both the firm and the company. 

Through immersive case studies, on-the-job mentoring and leaders who live the 

culture of challenge through their actions, the ultimate goal of fostering such a 

culture should ultimately be achieved. 

Knowing who to challenge is one further element that needs to be examined. One 

would normally consider the auditor’s role as that of challenging management, 

however, Those Charged with Governance are the custodians of that company and 

have a duty themselves to challenge management on behalf of the shareholders. 

Taking this into consideration, the auditor’s role should fully be expected to 

include challenging Those Charged with Governance of the company on how they 

have undertaken their duty to the shareholders.
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Indeed within audit, the documentation of challenge, to prove how the auditor 

robustly challenged the company on their judgements, is what oftentimes separates 

a ‘good’ audit to one that is seen as ‘requiring improvements’ when under regulatory 

or internal inspection. Demonstrating challenge and not falling into the trap of 

corroborating what the company has provided involves considering a full suite of 

contradictory and confirmatory evidence, and articulating in detail how this evidence 

was used to reach an opinion in line with the auditing standards. Obtaining a 

consistent level of good-quality documentation can again be attributed to the firm’s 

culture; if an auditor is immersed in such a culture where good documentation is the 

standard, then this becomes second nature.

One would be remiss to only consider the benefits of robust challenge (resulting in a 

high quality, efficient audit) from the perspective of the auditor. Good challenge adds 

value to all stakeholders of the business as stated by the IAASB (2011) ‘Trust in the 

quality of audit underpins confidence in business, the money invested in listed firms 

by private and institutional investors, and the livelihoods of the people who work for 

and with the audited companies.’ A good quality audit increases the reliability of 

reported financial results and validates stakeholder confidence in those results. 

Fostering a culture of challenge to ensure the deliverance of a good quality audit 

requires mutual respect and understanding from both the auditor and the company, 

that audit is a service performed in the public interest, and as such, as Ramanna 

(2019) states, ‘a good client leadership appreciates the value of being challenged.’

When challenge is embedded in the culture of an audit firm, it helps remove the 

negative connotation oftentimes seen from the point of view of the company and 

becomes a way of building trust as both parties gain the benefits of the provision of 

a high quality audit. As noted by the OECD (2020) ‘Professional investors consider the 

outputs from the audit, i.e. quality of financial disclosures, reported episodes of fraud 

within audited companies, and the quality of the information in the auditor’s report 

as some of the most important factors that influence their perception of audit 

quality.’ Having the ability to challenge and be challenged is the product of a healthy

audit business relationship, where being challenged is not seen as a necessary evil, 

but rather a sign of trust, value creation and respect for the role being performed –

the public interest role.

As the popular English expression says ‘two heads are better than one’, where 

people working in groups are more likely to come to a better decision than they 

would if working alone, joint or shared audits benefit from the two pairs of eyes 

approach. Two auditors have more strength to challenge management on sensitive 

accounting treatments and are therefore more independent. As stated in Marne 

(2021) ‘Joint audits can provide beneficial synergy including higher scepticism, 

higher accountability…, peer consultation and review, and… suggest that joint 

audits can also contribute to enhancing audit quality by reducing auditor 

dependence (Velte, 2017 in Marne, 2021).’ Considering the benefits of challenge 

from the company’s perspective, joint or shared audits can only be seen to provide 

additional benefits of shared perspectives, enhanced collective challenge and an 

even more effective audit. 

David Rule (cited in Jakubowski, 2020) said ‘Robust, focused and independent 

challenge is vital to a high-quality audit, particularly at a time of prolonged 

heightened uncertainty and operational challenges.’ This aptly summarises why a 

culture of challenge is a critical component of delivering a high-quality audit. 

Creating this culture is a function of highly skilled auditors from diverse 

backgrounds, working together in an environment that fosters critical thinking and 

encourages consistent challenge in the interest of serving the ultimate client –

shareholders, stakeholders and public interest.
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A strong organisational culture within audit firms is essential for identifying and 

addressing concerns about financial conduct within the companies they audit. In 

other industries which manage high levels of risk – for example, aviation, energy, and 

nuclear power – culture is systematically measured within operating firms and 

regulatory organisations to identify safety threats and opportunities for 

improvement. Drawing on this work, the current essay considers how audit firms can 

effectively measure and evaluate their cultures. 

What is organisational culture?

Organisational culture relates to the values, beliefs, and assumptions that are shared 

by members, and provide a common frame of reference for guiding behaviour and 

understanding the organisation (Schein, 1992; Schneider et al., 2013). Organisational 

culture can be found to vary according to the level of an institution and sub-group 

(e.g., between teams), and is developed through a combination of leadership, 

employee, and contextual factors (Hofstede et al., 1990; Howard-Grenville et al., 2020; 

Martin, 1992). Common to many conceptualizations of organisational culture is the 

idea that social norms which “guide the thinking and behaviour of members” explain 

outcomes (Cooke & Rousseau, 1988, p. 246). Accordingly, attempts to measure and 

study culture often focus on collecting data that is indicative or revealing of 

organisational norms (e.g., surveys, interviews, behavioural data) (Chatman & O’Reilly, 

2016).

Measuring and improving organisational culture in audit firms

In organisations that routinely manage risk, culture measurement is considered 

essential for ensuring that the norms and values shared by members are aligned with 

institutional objectives. For example, in aviation, energy, and healthcare, culture 

measurement often focuses upon norms for speaking-up (e.g., raising safety 

concerns), teamwork (e.g., sharing information on risk), compliance (e.g., following 

procedures), correcting and learning from mistakes, and balancing safety and 

productivity demands (Bisbey et al., 2019; Guldenmund, 2000). Measurements tend 

to focus on these values and behaviours because they are essential for identifying 

and mitigating risk, and a variety of methods and data sources are used to study 

culture (e.g., surveys, interviews, incident data, complaints, unstructured feedback). 

Ultimately, the purpose of culture measurement is to predict organisational 

behaviour in specific and important circumstances (e.g., reporting an incident, 

preventing unsafe acts), identify emerging threats to performance, and specify 

areas of practice that require development. 

To effectively measure and develop the culture of audit firms, the risk research 

literature indicates three key steps are required. 

First, the cultural norms and behaviours that underpin effective auditing must be 

identified in order that they can be operationalized into psychometric 

measurements. For example, akin to other institutions with an oversight function, it 

is likely that practices for ensuring independence from clients, consistently 

applying rules, avoiding conflicts of interest, voicing concerns, and collaborating to 

resolve problems are important for effective auditing. A range of methods might 

be used to identify the factors that underpin these practices: for instance, 

interviews with subject matter experts, document analysis, observations of 

performance during simulated tasks, analyses of successes and failures, and 

comparing the perspectives of staff in audit firms and the organisations being 

evaluated (Mearns et al., 2013). These data give both insight on the core norms 

and behaviours that underpin an effective audit culture (e.g., challenge behaviours), 

and provide concrete examples and data on what they look like in practice. This 

ensures that culture measurements are not overly abstract (e.g., on general 

attitudes towards ‘speaking-up’), and are grounded in fine-grained descriptions of 

important practices (e.g., speaking-up in the context of a high-stakes client).

Second, a robust and valid range of measurements should be developed in order 

to gauge the norms and behaviours identified as underpinning an effective audit 

culture. Given that self-report methods are the most commonly used approach to
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studying organisational culture, this might include the development and testing of 

questionnaire items and interview protocols. Furthermore, more ‘unobtrusive’ forms 

of culture measures might also be utilized so that assessments are comprised of both 

attitudinal and behavioural data. Increasingly, it is recognized that self-report 

measures can be ineffective for identifying cultural factors relating to communication 

and risk management: for example, due to participants wishing to give a good 

impression of themselves, key parties not participating in culture evaluations, and 

certain behaviours being normalized and therefore not seen as problematic (e.g., 

cutting corners) (Reader, 2021). Alternative forms of information – such as employee 

online feedback, emails, compliance data, errors, client observations – can provide 

alternative and independent insight on organisational culture. This can be especially 

useful for identifying performance ‘blind spots’ within the organisation (e.g., where 

ineffective behaviour has become accepted) (Reader et al., 2020). 

Finally, once a suite of measurements has been developed, their reliability and 

validity can be ascertained through content analysis, factor analysis, triangulation 

with other culture measurements, and association with outcome variables. 

Benchmark data, for instance across the organisational units, or between firms, is 

essential for identifying what is ‘normal’, and also areas for improvement. Other 

issues, such as the influence of societal factors, regulation, and economic context can 

be important for interpreting culture data (e.g., in terms of whether speaking-up to 

authority is normal within a given country or context). Data is often best interpreted 

at the level of teams rather than entire institutions: this is because experiences of 

culture will vary according to organisational functions, and associate differentially 

with outcomes (e.g., in terms of back-office and front-office operations). The analysis 

of mean scores is useful for characterizing the organisation overall: however, where 

there is concern over a particular practice, value, or group, the extremities of culture 

measurements (especially unobtrusive and behavioural data) can be more insightful 

and revealing. Initiatives for change tend to be more effective when they are 

grounded and applied to everyday work and behaviour (e.g., communication on 

audit concerns between supervisors and employees). 

Conclusion

Through scientifically identifying the characteristics of an effective culture, and 

operationalizing these into diverse and valid measurements, the norms and 

practices of audit firms can be systematically measured and improved. Other 

industries which face similar challenges in managing risk have shown the process 

of culture measurement to be vital for effective performance. 
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Culture has generally been considered more of an art than a science, and for some 

time this was used as an excuse for why it was not measurable. Deemed to be too 

elusive and nebulous, there are hundreds of definitions for culture. So, if we can’t 

even agree on how to define it, how could it possibly be measured? 

But, as soon as there is a regulatory focus on culture, this excuse becomes more 

difficult to justify. And the fact that regulators are prioritising culture, also means that 

flurries of ‘solutions’ get created to satisfy regulatory requirements. 

Metrics give you a chapter, not the whole book

In financial services, these solutions have tended to consist of ‘culture’ management 

information (MI) and dashboards, that feed into an organisation’s regular reporting 

cycle. Metrics are gathered, RAG rated and sent up to the Board. Rinse and repeat. It 

screams ‘tick-box culture’ – a process created to satisfy a regulatory priority, but can 

these metrics really paint a picture of the organisational culture? 

What insight does the number of whistleblowing reports and customer complaints, 

response times to Data Subject Access Requests, percentage of training completed 

and senior manager diversity representation metrics – all taken at a single point in 

time - really provide? How can this data possibly show whether your culture is 

purposeful, your leaders are effective, and your people feel safe to express their 

opinions and bring their whole selves to work?

I would argue, it cannot. This is not to say that these metrics are completely without 

value. If a firm is getting repeatedly high numbers of customer complaints, then 

something is probably going wrong. And as most conduct failures can be traced back 

to culture, then it is probably a safe bet that the ‘something’ is rooted in culture. 

The point is, it is too late by then. While these metrics might reveal red flags, they are 

being flagged after the event. If a customer is complaining or an employee is blowing

the whistle, then the poor behaviour has already manifested. And these indicators 

also do not tell you what is driving the poor behaviour – they’re identifying the 

symptom, not the problem. 

Metrics can also tell a different story depending on the lens they are viewed 

through. For example, a low number of whistleblowing reports could mean that 

people are aware of the whistleblowing process but are too scared to use it, 

suggesting the organisation is operating under a culture of fear. But on the 

flipside, low numbers of whistleblowing reports could be a positive sign, reflecting 

that an organisation has cultivated an environment of genuine psychological 

safety, and so there is no need to utilise the whistleblowing procedures. The 

numbers alone are never going to provide this insight. To really understand the 

organisational culture, firms need to dig deeper to understand the narrative 

beneath the numbers. 

Progress has been too slow

Given that the ‘culture dashboard’ was created in response to the financial crisis, if 

they really worked to help firms manage their culture, then surely we would have 

seen more progress? But in 2018, a decade after the crisis, the FCA launched the 

Transforming Culture initiative with the goal of encouraging firms to take action to 

drive healthier cultures because progress had been lacking, and later that year, the 

term ‘non-financial misconduct’ was introduced by the FCA as an area they view as 

falling squarely within the scope of their regulatory framework. 

This refers to behaviours like bullying, sexual harassment and victimisation, which 

unfortunately are still too prevalent in financial services firms. If the metrics utilised 

over the last decade provide an effective ‘measure’ of organisational culture, then 

why have these sorts of unacceptable behaviours not been identified and 

addressed? 
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Assessment above measurement

A firm’s approach to its culture needs to be strategic – it should be treated with the 

same level of importance as the business model & strategy, and not viewed as an 

‘add-on’ or a ‘nice to have’. To manage culture, leaders need to understand it, and in-

depth understanding comes from assessment, rather than measurement. 

So how can organisations go about assessing culture? First, break it down into its 

core components, and decide what these mean for your organisation. While every 

firm’s culture is different, there are some generally agreed elements that make up a 

healthy culture – a meaningful purpose, an inclusive and psychologically safe 

environment, and effective leadership, people policies and governance. 

Second, broaden your scope and think about what information or data you can 

gather that will provide insight on actual behaviours within the organisation. We are 

all utilising technology platforms that hold vast amounts of data on communication 

patterns, collaboration, and ways of working. Unlocking and analysing this real-time 

data can provide invaluable culture intelligence, not only helping you gain insight 

into your working culture with much shorter time lags, but also helping you 

understand the impact of any interventions or changes you make to try and address 

problems as they are happening. 

Finally, act on the data in a meaningful way. Culture change is often approached as a 

change programme, with a start and end date and significant change expected in a 

short period of time. Instead, approach culture as a strategic priority, something that 

requires ongoing assessment and management, and that becomes part of ‘the way 

things are done’, i.e. part of the culture itself. 

Take an experimental approach, with a learning mindset – even if the experiment 

fails, what have you learned that can be applied when you try again? Empower 

managers and give them the skills and capabilities to build healthy cultures within 

their teams. After all, while healthy cultures need to be driven from the top, the top 

cannot change culture alone – it exists within teams and departments. 

Everyone needs to be bought into the culture to sustain it, and to embed 

meaningful culture change throughout an organisation. 
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Let’s start with two cheers for the audit profession. At last auditors are talking 

candidly about public trust, governance, culture and behaviour. Take comfort that 

you’re not alone: audit is just the latest of many sectors to suffer a self-made “crisis 

of legitimacy”. 

Looking at those other sectors who have trodden a similar thorny path, there is 

plenty to learn from their experiences. As audit encounters its own crossroads of 

public trust, it’s good to know others have been here before. You’ll recognize the 

signs: suddenly it becomes clear that an industry was not doing what everyone had 

assumed it was (or should be) doing – indeed, was perhaps doing the opposite. 

What is audit at all, if not a trustworthy opinion? I’ll suggest here how auditors might 

usefully adopt ‘culture reporting’ to bring in valuable lessons about trust, from other 

sectors that use this technique. Banks, for example, are working with the behaviour-

based ‘conduct risk’ controls introduced in 2013 following the Global Financial Crisis 

(GFC). These include Culture Audits, introduced in FY2021-22 by conduct regulators 

in an effort to get bankers to reappraise their own behaviour and so improve 

collective culture. 

Well-applied behavioural science has already transformed culture in some sectors. 

The audit profession would do well to audit its own culture, as we’ll now see.

Applying Culture Audit principles to the audit sector 

Whichever audit firm occupies the scandal spotlight this week, we might begin by 

agreeing on what audit generically says it does: audit exists for the socially useful 

purpose of providing “objective assurance” – an independent view that all is well. (If, 

indeed, it is.) 

There’s a simple test of whether a profession’s ‘basic purpose’ is apparent in practice. 

Find an articulate person from outside the profession; what we behavioural scientists 

(rather patronisingly) call a ‘Normal Person’. Then ask Mx Normal what they’d

reasonably assume an auditor does. They’ll say something like: “Well, I’d assume an 

auditor checks facts, against other sources, to make sure any claims to 

performance are true? Impartially making sure that whatever entity they’re auditing 

isn’t trading on false assumptions?”.

It’s a basic but reliable test: What ‘useful work’ do people expect an auditor to be 

doing? Through that lens, auditors’ collective problem is plain to see. Recent audit 

scandals have upset Mx Normal’s previous benign assumption of what the auditor 

is there for. That’s likely because, rather than calibrating success in terms of a 

reputation for trustworthiness, audit measures itself by commercial growth and 

distributions to equity partners. Rewards no longer align with core (publicly 

expected) purpose. 

Many occupations have suffered similar self-inflicted existential crises. Their 

pattern will be sadly familiar to anyone who cares to study the behavioural roots of 

crisis. Financial services firms continue to throw up ‘trust crises’ at an exceptional 

rate, even as they now explore the new path to corrective action provided by 

culture audit, under the recent ‘Conduct regime’ of regulation in their sector. 

Whilst accounting professionals may find that word ‘audit’ comforting, it works 

rather differently from an audit of financial statements . Here follows a rough guide 

to putting culture audit principles into practice.

Culture audit’s ‘behavioural lens’ has transformed many sectors

Both the FRC and audit firms now seem ready to talk about culture, to learn from 

other sectors’ experiences. You could start by studying exemplary trail-blazers: civil 

aviation, whose “Just Culture” programme transformed travel safety thanks to 

blame-free incident reporting; and Food safety, whose regulator’s “Food We Can 

Trust” initiative is similarly reducing hazards. Even bankers are now building 

“culture audit” functions. All three of these sectors now publish research on the 

benign effects of culture programmes. Their published studies note the value of 

inclusion and psychological safety; of holding status- and stress-free conversations 
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about purpose and conduct; of actively welcoming “hands-up” (constructive criticism, 

continuous learning); and of building a “new MI” of behavioural indicators that 

predict where abuses will occur, the better to prevent them.

Like other compromised sectors before it, the audit profession had lapsed into self-

comfort, reassuring itself with a parochial definition of purpose. Its business model 

meanwhile had come to rely on client retention. Since the client commissions the 

audit, the audit firm has a perverse incentive to condone any optimistic financial 

assumptions the client may make. Behavioural science tackles such “misaligned 

incentive” problems head-on in a famous study, punchily titled On the Folly of 

Rewarding A, While Hoping for B  - concluding that, in effect, it’s “difficult to get a 

person to understand something, when their salary depends on their not 

understanding it.10 Just as with financial service firms, so auditors’ rewards too have 

been geared to quantity of sales rather than quality of service or external value 

(broader social value) of services.

Changes in public expectations

In the wider world, we have seen rising pressure for greater transparency, sweeping 

away many past practices of “just how things are”, such as old habits of turning a 

blind eye when a big fee-earner behaved obnoxiously. Tech assisted, co-ordinated 

protest, fuelled by the social upsets of economic reversals, has produced a 

generational attitude-change akin to the upsurge in the human rights movement in 

the 1960s. Technology opens the public’s eyes to corporate misdeeds: Google leaves 

no question unanswered; citizen journalists and bloggers feed on public curiosity; 

websites aggregate “I was there” criticisms. Hashtags convene critiques of entire 

sectors, summoning #metoo to call out abusers in senior roles, #glassdoor to reveal 

how employers really treat their staff, #blacklivesmatter to challenge civil justice and 

exclusion, and #violationtracker reveal serial corporate misconduct. In the financial 

services sector, regulators are only too happy to ingest ‘unstructured qualitative data’
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10 Adapted from US writer Upton Sinclair (1878-1968); US Dictionary of Humorous Quotations, 1949, Ed. Even Esar; Dorset Press, New York.

from such sources, using them to sharpen the hard edge of their culture audit 

challenge to firms’ claims of ‘social purpose’. Two of the world’s largest financial 

conduct regulators are this month prosecuting firms that indulge in “woke-

washing” (falsely asserting ESG standards ). The direction of travel is clear.

How a culture audit, of the audit profession itself, will benefit all 

concerned

Culture audit brings to bear a ‘behavioural lens’ that delivers a clearer view of 

abuses, and of necessary reforms, than does any conventional form of audit 

practice. The stakes are high: professional legitimacy and even, as we’ve seen, 

survival. By conducting a culture audit on itself, the audit profession will see 

beyond its own predilection for financial accounting, to question what the 

profession truly achieves that’s socially useful; how its norms of behaviour help or 

hinder good management; and how far its claimed values of truth-telling and 

impartiality are externally observable in practice. 

Applying culture audit principles, the profession can identify and improve its own 

alignment to what the Bank of England calls “socially purposeful” work: a wider 

benefit to society beyond simply enriching itself. We might also wish the audit 

profession to triangulate its claims to trustworthiness by, for example, sourcing 

objectively observed data that restores and legitimises its self-styled status of 

“trusted referee”. Whilst culture assessment does not deny that businesses need to 

make money, the regulators (and Mx Normal) now look to judge any provider by 

what it leaves behind, that’s of enduring social value? Or, to frame the question 

more abruptly: If your firm imploded tomorrow, who would care, really?

Finally, culture audit brings an important conceptual difference in scope. Where 

conventional (book-keeping) audit deploys generic assumptions about control
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design (accounting standards, risk models, and so on) and looks at structured 

records, culture audit is in-the-moment, observant and sentient. Culture audit’s main 

concern is not accounting conventions; rather, it’s What Actually Happens (WAH). 

Culture audit notes harmful WAH effects wherever a clumsily-applied control has 

made people resort to a “workaround”, or to “gaming the system”. Challengingly, 

behavioural science shows us that a zero-tolerance control policy isn’t the answer to 

this problem: too often, such a response itself induces “terror of error”, driving 

employees to hide their honest mistakes for fear of consequences; these hidden 

errors pile up until, later, a vital system buckles under their weight. 

Culture audit recognises and pushes back against such effects. It anticipates and 

prevents risk control failures by inviting intelligent, sentient challenge and change, 

questioning mindless box-ticking, calling out blame-shifting. The audit profession 

needs to summon a willingness to look beyond its own predilection for box-ticking, 

to start this new form of self-aware critique. It doesn’t need to feel like an existential 

challenge to do this; it would surely be more of an existential threat not to do a 

culture audit, at this point. Here, then, are some quick pointers towards getting 

started.

No great mystery, it’s easy to start

The best culture assessments begin straightforwardly, with simple conversations 

between senior managers and frontline people, status-free and jargon-free. This 

should be a plain-speaking but qualitatively rich conversation: How do you see your 

responsibility? What does a properly-served client look like? How do you get to that? 

When was the last time somebody (junior) put a hand up in a team meeting to 

question anything that a senior person has said? What happens to the person who 

puts their hand up – do we thank for raising a problem that needed solving, or do we 

throw them under a bus? And so on.

A well-run culture audit engages and enthuses participants. Contrast this with 

employers who missed the memo about workers’ expectations of ‘purposeful 

culture’; the truly talented now avoid these compromised brands. 

It is welcome that the audit profession is stepping up to formulate a modern 

expression of purpose and to “walk the talk” of any claimed values. Without fixing 

this, the profession risks losing its taken-for-granted status as guardian of the 

public interest. The challenges are to recover professional legitimacy; hence public 

trust; and hence also, continued access to the best future talent. 

A well-conceived culture audit can expand a firm’s cognitive diversity (problem-

solving capacity) and predict where patterns of abusive behaviour may worsen, 

intervening to stop the rot. It plots a route map of necessary systemic changes, 

such as a rethink of rewards and a general raising of situational-awareness skills. 

Along the way, it strips out legacy problems such as implausible self-attestations 

and tacit conflicts of interest. But best of all, culture audit helps everyone to move 

forward harmoniously, aligning claimed values with normal business practices and 

with everyone’s intrinsic preference to “do the right thing” in their daily work. 

Surely it’s worth suffering a bit of short-term culture shock to old ways of thinking, 

where the potential reward is the profession’s long-term survival as the “trusted 

referee”?
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The audit failures at BHS, Carillion and Patisserie Valerie are indicative of a wider 

crisis of trust in the audit industry’; so stated the Business, Energy and Industrial 

Strategy (BEIS) Select Committee in its Future of Audit report (House of Lords; House 

of Commons; BEIS Select Committee , 2019). A series of high-profile audit and 

accounting scandals have, over the years, undermined confidence and trust in the 

sector. This article will explore some similarities with the decline in trust in banks and 

the banking sector after the financial crisis, share learnings and experiences. If some 

firms do not uphold high standards of behaviour and competence, their failure will 

impact upon the reputation of the whole sector. Firms cannot require customers or 

anyone else to trust them; they can however ensure that, as a firm, they are worthy of 

trust. And for a firm, understanding organisational culture is central to being 

trustworthy. 

As was the case in the banking sector following the financial crisis, a number of 

reforms have taken place or been proposed with respect to regulation. The Financial 

Reporting Council will be given more powers as it becomes the Audit, Reporting and 

Governance Authority. In both banking and accounting professions, trust is intrinsic 

to the nature of the work with a clear public interest. 

The financial crisis of 2008 exposed failures of competence, behaviour, management 

and leadership – as well as breaches of the law – in the banking sector. While some 

of these practices stemmed from the period prior to the crisis, others occurred or 

continued well after it, notwithstanding conduct having risen up the agendas of bank 

boards and executive teams. The trust and confidence affected was that not only of 

customers, but also of taxpayers, regulators, public policy makers, investors and 

banking sector employees themselves.

The UK Parliamentary Commission on Banking Standards (PCBS) proposed a series 

of measures, including a new regulatory framework, to deal with some of the 

issues identified post- financial crisis (House of Lords; House of Commons; 

Parliamentary Commission on Banking Standards, 2013). The Commission also, 

however, identified the need to go beyond regulation if the underlying problems 

which led to such widespread misconduct were to be addressed. At its root, the 

problem was not solely how the sector was regulated, but in the culture of banking 

institutions and the competence and behaviour of some individuals working within 

them. 

Changing an organisation’s culture is widely recognised as being one of the most 

difficult leadership tasks. Changing the culture of an entire sector is even more 

difficult and not a task that can be achieved without the genuine ownership of the 

challenge by the organisations within the sector. The PCBS recognised that the 

industry itself both had to want to change and needed help to do so. It 

recommended that the industry establish an independent body to demonstrate 

‘commitment to high standards is expected throughout banking and that 

individuals are expected to abide by higher standards than those that can be 

enforced through regulation alone’ (House of Lords; House of Commons; 

Parliamentary Commission on Banking Standards, 2013).

The Financial Services Culture Board (FSCB, formerly the Banking Standards Board) 

was set up by the industry in 2015. We are a not for profit, independent 

membership body that works with but does not represent the sector. Our purpose 

on establishment was to help raise standards of behaviour and competence across 

the sector. To do this we needed data, and we wanted to provide firms with 

information that would enable them to see their progress over time and relative to 

each other. Given that each firm’s culture will be unique, finding ways of tracking 

and comparing organisational cultures is not easy. 
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To meet this challenge and provide firms with robust and useful information, we 

developed (with input from experts in organisational psychology, behaviour and 

ethnography) an FSCB Assessment framework that is predicated not on what a good 

culture should look like, but on a set of characteristics that we would expect to be 

associated with any good culture in any organisation focused on serving the needs of 

its customers, clients, employees and broader society. The nine characteristics are: 

honesty, respect, openness, accountability, competence, reliability, responsiveness, 

personal and organisational resilience and shared purpose. 

We use different methods to assess how far these characteristics are demonstrated 

by and within a firm. One of these approaches is our employee survey, run in 2021 

for a sixth year in the banking sector and run also with interested organisations of 

different types and sectors outside banking.11 The Survey gathers the perceptions, 

beliefs and observations of employees about their firm’s culture. It consists of a set of 

36 core statements, divided under each of the nine characteristics, that we ask 

employees to agree or disagree (5-point agreement scale).12 We keep these 

statements consistent so firms can track progress year on year. 

We can also include additional survey questions to cast light on specific issues based 

on our evidence or other relevant topics. In past years we have, for example, included 

questions on speaking up, challenging and listening to better understand why people 

do not feel comfortable to speak up and whether they feel listened to and treated 

seriously if they do. We identified fear and futility as the main barriers to speaking up. 

Individuals who had wanted to raise a concern had sometimes not done so because 

they thought either that it would be held against them or that nothing would happen 

if they spoke out. Understanding the barriers to speak up and challenge could, for 

example, help firms strengthen professional scepticism and challenge of 

management, both essential for a successful audit.13

Our Assessment provides a picture of a firm’s culture, identifying areas of strength 

and areas that require improvement. Using a range of other approaches (e.g. 

behavioural interventions, ethnography) we can then help firms to address issues 

or build on strengths. As the FSCB is by its nature a collective exercise, we also 

promote the identification and sharing of good practice, and of learning from 

experience, both between our members and more widely. 

According to the BEIS Select Committee report ‘audits matter because they 

underpin confidence in financial reporting by companies. This in turn supports the 

orderly functioning of financial markets, where shareholders, investors and other 

stakeholders can form a view about an audited entity built on trustworthy and 

transparent information’ (House of Lords; House of Commons; BEIS Select 

Committee , 2019). Audits that in retrospect look questionable, have wider 

consequences for the economy and society. Trust and confidence matter as much 

in audit and accounting as they do in financial services, and firms – and sectors –

can learn from each other when it comes to managing culture and being worthy of 

trust. 
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The ‘right’ culture is fundamental to the audit profession’s ability to effectively serve 

the public interest. How can leadership measure the extent to which this ‘intangible’ 

is helping or hindering a firm’s ability to act in the public interest?

The topic of organisational culture has been the subject of considerable debate and 

how to define, measure and influence it are questions which have long since 

occupied board rooms in the UK.

Simply put, an organisation’s culture is the sum of the values, beliefs, behaviours and 

attitudes that are present within it. 

Every company is different, and these values, behaviours, beliefs and attitudes will 

vary dependent upon an industry, business and organisational purpose. When 

embarking on cultural assessment, it is important that the firm considers both the 

existing culture and the culture that leadership are looking to create. An 

understanding of the existing values and behaviours is helpful, but without a ‘desired 

state’ to assess against, this understanding will lack meaning and direction.

Leadership should define the foundation of a desired culture and develop, engage 

and communicate this broadly. That is not to say that by advertising a desired culture 

a leader’s job is done because it is presumptive to assume that what might be on a 

poster represents the reality of how people feel or act.

What should the audit culture of the future be?

If the job of leadership is to establish the foundation, then a cultural assessment is 

needed to identify inconsistencies in how these foundations are represented by the 

lived experiences of leaders and employees.

Having drawn on academic research, we consider there are three key cultural 

attributes that are fundamental to the audit profession’s ability to effectively 

deliver confidence to the markets.

• Empowering auditors to provide constructive challenge to the organisations 

that they audit

• Prioritising public interest over ‘customer service’

• Embracing the values and behaviours that are integral to audit quality: 

openness, teamwork, challenge, professional scepticism/ judgement’.

• Once cultural attributes are defined, a firm’s leadership should design a 

measurement process around these to ensure that the right behaviours are 

being assessed.
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What does a culture assessment look like in practice?

Focus groups, interviews, engagement surveys and statistical analysis of key 

performance metrics are all mechanisms that businesses have employed to assess 

their culture. All provide useful insight but come with limitations. 

The sentiment from a focus group or interview can be challenging to quantify, and 

their output is subject to question as to representation. Can you really draw 

conclusions on an organisation’s culture having spoken to a small percentage of 

leaders or employees?

Although we appreciate that standard employee engagement surveys are a useful 

output measure of an organisation’s culture, a typical engagement survey would not 

quantify the values, behaviours, beliefs and attitudes that sit behind the level of 

employee engagement.

When we consider the definition of an organisation’s culture i.e. the ‘values’, 

behaviours, beliefs and attitudes’, then we have the basis for a more impactful 

approach.

A new approach

From the outset, creating the right tone from the top is essential in setting the right 

environment for any survey to be successful. To confidently assess culture, a firm 

needs to have evidence from a representative (i.e. statistically significant) sample of 

employees. 

A well-structured anonymous survey, asking employees to describe the culture 

they experience from a prescribed list of values, behaviours, beliefs and attitudes is 

a highly effective way of obtaining evidence of the existing culture. The Barrett 

methodology is a good basis, but others are available too. However, this will not, 

on its own, be sufficient and hence, needs to be supported by questions which 

probe the impact of these attributes. We would recommend that the base survey 

be augmented by a Likert framework (which give clear metrics to benchmark over 

time), supplemented by free text questions and responses to give greater insight 

into employee sentiment as well as tapping into their collective ideas.

In addition to a workforce survey, the firm should search for contributory 

independent evidence e.g. by asking customers to describe the culture they see 

and whether it aligns with their desired attributes. It is also best practice to get the 

firm’s Audit Non-Executives to interact directly with people to assess the lived 

experience of staff. Audit firms should also consider root cause analysis and how 

Audit Quality Indicators may be positively or negatively influenced by the culture 

of the firm. Equally, audit team interventions such as prior period adjustments, 

modified opinions or delayed opinions, are all important indicators towards the 

existence of the right culture.

Finally, the firm needs to focus on individual’s behaviours during periodic 

performance assessments and call out where individuals are or are not displaying 

the desired culture.

Action planning
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If an organisation’s culture is shaped by the operational and performance processes 

that it has in place (e.g. how teams are structured, what is recognised and rewarded 

within performance assessment processes), then these systems must be the first port 

of call when looking at the levers which can be used to drive cultural change. 

A culture assessment will enable leaders to understand the impact that existing 

structures are having on the attitudes within their teams. It will force them to accept 

if there are issues and highlight where values and behaviours support or conflict with 

the culture that they are looking to nurture.

The very action of running a cultural survey is the beginning of an evolution towards 

the desired culture because it forces people to take stock of the extant culture, ask 

themselves what they consider they feel now and to evaluate their responses. 

The survey, together with the contributory independent evidence, should be 

compared with the desired attributes and a gap analysis developed which calls out 

the positive and negative drivers of audit culture that have been observed.  

The resultant communication of the results should form an important part of the 

engagement process and the basis of an action plan for the operational and 

performance processes of the future. 

The action plan should be owned by the Audit leadership team and clearly 

communicated in a way that links back to the survey and the desired attributes.  

Progress against the action plan should also be communicated openly. It is only then 

that people link changes in processes to the desired cultural state. 

Finally, communicating the results with honesty

Assessing culture is a brave step and one which will draw out issues and concerns 

which may have been undetected or, worse still, known about but ignored. There is 

a substantial risk to trust within an organisation where a cultural assessment is 

undertaken and the feedback to employees is not fulfilled. 

To ensure that the assessment does not become superficial, leaders should set the 

tone from the top and give an honest communication of the results, gaps and the 

strengths and developmental areas to employees and broader stakeholders. 

It is the job of leaders to make sure there is not a blockage lower down the 

organisation – people influence people, so how the audit firm evolves the desired 

state to become the lived experience needs alignment of the partners and leaders 

engaging at all levels.
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Regulators play a unique and critical role in helping to maintain trust in firms, 

markets, economies and nations. At a time when trust in many of our core 

institutions is lacking, the role of the regulator becomes all the more essential. And 

this is particularly so for the overseers of the financial and audit industries.

With some 80 percent of the market capitalization of the S&P 500 made up of 

intangible value, trust in a company’s brand is a critical corporate asset. Firm culture 

is viewed as an essential contributor to the value of that asset (Elsten and Hill, 2017).  

Poor culture – and the poor conduct that invariably results – is now seen to represent 

an ‘intangible risk’ to a firm, with very tangible negative effects on firm valuation.  

But current audit practices regularly fail to inquire deeply enough to assess these 

intangible risks, and this is true in both the auditing of private enterprise (Eaglesham 

and Jones, 2021) and of publicly traded firms, where it has been argued that 

inadequate levels of “professional scepticism” has led to numerous audit quality 

problems in recent years (Financial Times, 2021). Investors, and legislators, are now 

calling for the closing of what has been referred to as an “expectation gap” in audit 

work quality. (Alberti, 2021)

In line with changes being seen among banking regulators, overseers of the audit 

industry have begun to study linkages between an audit firm’s culture and the quality 

of the work it produces. They are re-thinking the role they might play in this regard 

and exploring new supervisory methodologies. 

The ‘normalization of deviance’

A necessary first step has involved a close examination of relevant learnings drawn 

from the behavioural sciences. Studies from diverse fields of research –

evolutionary anthropology (Tett, 2021), organisational psychology (Edmondson, 

2018), cognitive neuroscience (Lieberman, 2013), behavioural economics (Akerlof 

and Kranton, 2010), and more – all point to a common conclusion: humans are an 

“obligatorily gregarious” species (Cacioppo and Patrick, 2009) for whom 

belongingness is of paramount importance, by evolutionary design (Baumeister, 

2012). This is achieved through bonds of trust, maintained through compliance 

with group norms. (House, 2018) And this has profound implications for the 

governance and supervision of firms.

In her landmark study into the causes of the space shuttle Challenger disaster, 

sociologist Diane Vaughan expected to find that NASA managers and engineers 

had willfully violated established rules and processes. Instead, she found that the 

disastrous launch decision had been reached through conformity: “to cultural 

beliefs, organisational rules and norms, and NASA’s bureaucratic, political and 

technical culture.” 

Emphasizing the “social construction of risk”, Vaughan coined the phrase, “the 

normalization of deviance”, to describe what had happened at NASA. By 

“normalization”, Vaughan meant that decision making processes and action 

choices which deviated from established rules were simply “reinterpreted” so that 

they were seen to sit within the bounds of accepted operational standards. That is, 

she wrote, “they redefined evidence that deviated from an acceptable standard so 

that it became the standard.”
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Regulators, boards and management tend to focus on risk governance ‘inputs’ –

values statements, training protocols, etc. – and then examine subsequent 

performance outcomes (‘outputs’) with the assumption that these inputs will produce 

expected outcomes. They are regularly surprised when this expectation goes unmet. 

Why does this cycle of expectation and disappointment persist?

Missing is scrutiny of operational ‘throughputs,’ and specifically data that reflects a 

firm’s culture-in-action. Vaughan instructs us to look here for the root causes of 

mission critical performance failure. This is the frequent goal of ubiquitous staff 

surveys but, as Tom Reader of the London School of Economics notes, responses to 

such surveys may merely reflect, rather than reveal, problematic cultures (Suss et al., 

2021).  

Better tools are called for if we are to achieve a proactive approach to culture and 

conduct risk governance. Vaughan points to a means of probing the behavioural 

predilections within an organisation. By studying firm culture in vivo, we may identify 

problematic conduct norms before they impair firm performance. This would allow 

management to operate from the front-foot and permit supervisors to make pre-

emptive inquiries.  

The challenge is achieving this across a firm’s global footprint, in real time, without 

creating an economically untenable and dystopian Panopticon. 

Instead of more surveillance and surveys, we might wish for some “organisational 

spectroscope”14 – like an MRI, allowing us to probe organisational tissue without 

intrusive procedures, to detect signs of illness and apply remedies before catastrophe 

strikes, and to focus therapeutic efforts where they are likely to yield greatest effect.  

Such a capability and practice would save time, money, and help to avoid needless 

harm.

A better standard of care

By marrying learnings from the behavioural sciences to the power of modern 

machine learning technologies, new “computational social science” tools (Lazer et 

al., 2009) have made this vision a reality. It is now possible to achieve a real-time 

view of culture in action, allowing us to anticipate performance outcomes. The 

application of such capabilities in examining audit firm culture would help to close 

the expectation gap. 

Until now, a prevailing assumption – among firms and regulators alike – is that 

culture and conduct risks are discoverable only after harm has been suffered. 

Because culture is seen to be too woolly to submit to meaningful measurement, 

they have instead chosen to adopt a ‘detect and correct’ standard of care that 

places emphasis on surveillance and monitoring systems, aiming to discover bad 

actors in the act.

This ‘detect and correct’ practice is wholly unacceptable in other industries – e.g., 

nuclear power, aviation, pharma, and more – where waiting for harm to occur may 

imply waiting for people to die. Regulators in these industries therefore insist that 

firms identify and respond to signals that foretell mission-critical organisational 

failures. Audit sector regulators should follow suit.

If the banking sector serves as the circulatory system for any given economy, then 

the audit industry acts as its kidneys. When we see both blood toxicity and renal 

failure, the prognosis for the patient is grim. It is therefore essential that audit and 

finance regulators actively promote the adoption of better methods and insist 

upon ‘predict and prevent’ as the standard of care if we are to maintain a healthy 

economy.
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14 ‘Organisational Spectroscope’: https://medium.com/@duncanjwatts/the-organizational-spectroscope-7f9f239a897c

https://www.bankofengland.co.uk/working-paper/2021/organisational-culture-and-bank-risk
https://medium.com/@duncanjwatts/the-organizational-spectroscope-7f9f239a897c
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Together, the FRC, and the audit firms it regulates, share a common goal; they are

committed to continually improving and strengthening the quality of audit and 

corporate reporting so that it meets the needs of companies, investors and society.

Conducting an audit is complex. Audit teams are required to make decisions and 

form balanced judgements in a number of intricate areas. Auditors take great pride 

in their work and are acutely aware of the impact that the quality of their audits can 

have on the market and on the reputations of individuals involved, the audit firm and 

the profession. Audit firms seek to support this focus by recognising and rewarding 

behaviours that they believe help drive high audit quality. Behaviours that form an 

important part of their organisational culture.

Whilst audit firms are responsible for establishing and promoting their own high-

quality culture, it is important to recognise that they exist in a broader ecosystem, 

and as such, their cultures are inevitably influenced by the behaviours of the other 

participants, including the regulator.

Lessons from enhancing safety in the aviation sector

So how can regulators positively influence the quality culture of those they regulate? 

A useful example can be drawn from the Civil Aviation Authority (CAA) which 

prioritises the importance of learning from mistakes to improve safety. The CAA 

promotes a ‘just culture’ across the aviation sector that encourages the open 

reporting of incidents by ensuring they are dealt with in a fair and just manner. This is 

reflected by a regulatory environment where negligence is not tolerated, and serious 

error must be avoided at all cost, but where individuals are not punished for 

unintentional actions or errors that are commensurate with their experience and 

training (FRC Conference, 2021).

In an ecosystem encompassing airlines through to airports, where safety is of 

paramount importance, their ‘just culture’ acknowledges the impact that unfair

blame and punishment can have on the willingness to report issues when they 

arise. Through this ‘just culture’ the ability to challenge and speak up is 

championed across the industry.

Applying a “just culture” to the audit and corporate reporting 

ecosystem

Like the aviation industry, the audit and corporate reporting ecosystem also has no 

tolerance for negligence or serious error. However, an ecosystem wide consensus 

on what constitutes a serious error, as opposed to an unintentional incident, is less 

easily established. A regulatory approach that supports a ‘just culture’ requires a 

clear delineation between the two. This creates a “bar” that is understood and 

accepted by all market participants. Incidents on either side of the ‘bar’ would 

attract different regulatory responses, with one side being primarily viewed as 

opportunities to learn.

Auditing and reporting is evolving at high-speed, as are the regulations, 

technologies and expectations that underpin it. New issues will arise, subjective 

judgements will be made, and there will be occasions where shortcomings need to 

be identified and learned from. The promotion of a ‘just culture’ across the wider 

ecosystem is critical to achieving this.

There is no one "right" culture, and each audit firm will have cultural differences 

that reflect their strategy and values. However, some cultural traits are inextricably 

linked to quality. In the pursuit of continual improvement, creating a sense of 

“psychological safety” (Edmondson 2019) that enables auditors to speak up and 

report issues or concerns without fear of unjust blame or punishment, is 

fundamental to identifying and learning from incidents.
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An improvement regulator

The regulator’s role in establishing a ‘just culture’, including setting the “bar”, is 

critical. Doing so allows quality to be considered in the context of the overall system, 

not isolated individuals, events or outcomes. Mistakes are seen as opportunities to 

improve the design of the system, and to help individuals, teams and the wider 

organisation to grow, and become more resilient. The regulator’s role can be hugely 

valuable, not only to ensure positive behaviours are embedded across the 

organisations it regulates, but to reflect that same culture through its own approach 

to supervision and enforcement.

There is also an opportunity for the regulator to build on the work undertaken 

through thematic reviews, its contribution to the challenges of corporate reporting 

during the pandemic and the use of the constructive engagement process, 

enhancing their collaboration with audit firms to anticipate future challenges. Closer 

collaboration would help all parties to address emerging issues as they arise, and 

identify how best to help drive improvement across the ecosystem.

Promoting examples of high-quality across the ecosystem is another example of how 

the regulator influences audit firm culture. This recognises the work being 

undertaken to improve quality, helping to build greater trust in audit and corporate 

reporting. It may also help to foster a sense of pride and loyalty amongst those 

working in the industry, boosting overall morale.

Opportunity for change

As the FRC transitions into ARGA, there is a real opportunity to create a more open 

and constructive environment of continuous improvement while maintaining zero 

tolerance for serious misconduct or negligence. Embracing its role as an 

improvement regulator and influencer, ARGA could consider the suggestion made 

by Professor Karthik Ramanna in his report on audit firm culture (Ramanna 2019), 

to do more to recognise and share best practice and innovation.

Learning from the experience of other industries, such as aviation, ARGA could 

introduce a fresh approach to supervision and enforcement that positively 

influences audit firm cultures, and strikes a new balance between the regulator’s 

dual roles as influencer and supervisor.
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Before analysing the role of regulators and regulation in shaping audit culture, one 

presumes there exists a shared meaning of culture. However, culture conjures a 

different meaning to each. My search for examples of what corporate culture means 

to managers and consultants confirmed my priors. Deloitte (2015, p.3) states that 

“Strong cultures have … a high level of agreement about what is valued, and a high 

level of intensity with regard to those values.” 

To PwC (2019), culture is about “the way people think and behave. …. Organisations 

that figure out which behaviours embedded in their culture can be applied to 

accelerate the changes that they want - and find ways to counterbalance and 

diminish other elements of the culture that hinder them - can initiate, accelerate, and 

sustain beneficial change with less effort, time, and expense, and generally with 

better results.” 

McKinsey (2018) believes “Culture starts with what people do and how they do it. In 

any industry, what people do may not differ dramatically, but high-performing 

organisations distinguish themselves in how they do it. This cumulative effect of what 

is done and how it is done ultimately determines an organisation’s performance.” 

These are not isolated or curated examples. Each defines culture uniquely, but 

perhaps the common thread, especially in the context of audit firms is integrity. 

Fortunately, as I peer through an economic lens to hazard a guess about the role of 

regulation and regulators on audit culture, I also conclude integrity. After all, auditors 

are in the business of providing assurance to financial statement users that the 

information in the financials is true and fair, i.e., it does not lack integrity. 

Regulation can influence integrity and therefore culture within an audit firm through 

two channels. First, the nature of regulation itself can promote integrity. Regulation 

that addresses conflicts of interest between an auditor and its clients or codifies 

independence in auditors’ judgement and actions they take has the potential to 

enhance the credibility of audited financial statements. Regulation can also specify

(stringent) compliance standards that enhance the credibility of audited financial

information and increase understandability and comparability of the financial 

information across firms within an industry or the economy. Comparability in 

financial information is useful to investors. 

Second, effective enforcement by the regulator disciplines auditors both ex ante 

and ex post. The ex-ante incentive effect of effective enforcement is to discourage 

auditors from succumbing to conflicts of interest or compromising their 

independence. Still, misbehaviour might not entirely get eradicated. The ex-post 

incentive effect of enforcement is through penalties a regulator might impose on 

errant auditors. Good enforcement means a regulator invests adequately in the 

staff charged with the enforcement function. 

An externality of good regulation is that it promotes a culture of integrity within 

audit firms. Wealth-maximizing auditors recognize the costs and benefits of 

integrity. A reputation of independence and integrity for an audit firm enables it to 

price their services at a premium and to attract more clients. To accrue this benefit, 

an audit firm might have to invest in attracting superior talent and in continually 

training its employees. 

Auditors would also recognize the cost of compromising integrity and 

independence – the loss of reputation and penalties it might incur due to 

enforcement actions by a regulator and/or through private litigation. Audit firms 

therefore have an incentive to monitor their partners and staff and invest in 

training their auditors. In other words, auditors are likely to promote internally a 

culture of integrity and independence! 

These days, many describe culture with reference to gender and racial diversity, 

inclusiveness, sustainability, and social and economic inequities. While all of these 

might be noble attributes of culture, I am not confident that regulation or 

regulators are best positioned to influence culture on one or more of these 

dimensions. Progress on these dimensions of culture is best left to the 

management and staff of audit firms and to the society that chooses to shape 

social and political norms and laws of the land. 

In summary, good regulation promotes a culture of integrity within audit firms in 

two ways, through the nature of regulation itself and through effective 

enforcement. Audit firms should recognise the costs and benefits of integrity and 

therefore be incentivised to monitor their staff and invest in training in order to 

promote internally a culture of integrity and independence. 
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Regulated organisations and those who regulate them are well used to 

demonstrating compliance and addressing ‘findings’ from audits, but compliance 

does not need to mean prescription. By crafting regulations for the industry and 

procedures for the regulator that demand both creation of satisfactory organisational 

performance (for the industry) and assessment of that performance (for the 

regulator), regulated industries can move relatively quickly from a prescriptive 

environment to a performance-based environment without losing the central tenet of 

compliance; indeed the organisation’s attitude to its own compliance with the 

complete set of applicable regulations is in itself a performance indicator. In aviation 

the implementation of Safety Management Systems (SMS) in regulation provided the 

‘hook’ to create the environment for a change to the regulatory oversight 

methodology. The four elements of an SMS are shown in figure 1.

Figure 1 – The Four Elements of a Safety Management System

The rule requires systems to measure and report safety performance and is 

proportionate: the organisation’s system is scaled to the size and complexity of its 

operation.

In any performance-based system, however, there must be sufficient data to 

evidence performance. In aviation there is a significant amount of automated data, 

particularly from the aircraft itself, but data provided by the workforce is still the 

best indicator of the organisation’s culture; the right safety culture is essential to 

generate the right safety performance: “What do the staff report?”, “how often?”, 

and “how are the reports dealt with?” are all critical questions when considering 

safety culture. The subset of an organisation’s safety culture that provides the 

environment for reporting of data is known as Just Culture. Just Culture is distinct 

from ‘No Blame’ culture, in that there are consequences for individuals in some 

circumstances: it is not a ‘free ride’. Done well, however, it generates a belief that 

all will be treated fairly, leading to more reporting of problems and more effective 

design of improvements to address them.

To maximise the benefit of this approach, the regulator’s procedures must be 

linked to assessment of the delivered safety performance, rather than simply to 

assessment of whether the system is there (which is necessary but not sufficient).  

The regulator must engage with the performance, risks and issues faced by the 

regulated organisation and design oversight based on that knowledge.
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Just Culture is “a culture in which front-line operators or other persons are not 

punished for actions, omissions or decisions taken by them that are 

commensurate with their experience and training, but in which gross negligence, 

wilful violations and destructive acts are not tolerated” 

(UK Civil Aviation Authority, 2021)
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The CAA’s implementation of the requirements on regulators is known as 

‘Performance Based Regulation’ (PBR).15 It is a holistic approach that combines two 

processes. The first, at the company level, looks at all aspects of each regulated 

organisation’s performance, e.g. their levels of compliance and operational safety 

data to create audit and other oversight events that target not just compliance with 

the regulations but also specific risks and issues. The second, at the system level, 

combines common themes from oversight and other safety intelligence to build a 

system level risk picture to focus CAA-wide activity in the right areas for long term 

improvements. The outputs from this second process are shared at CAA Board level, 

providing transparency and challenge.

The shift to PBR was managed as a complex change programme; significant 

changes to processes, tools and behaviours were required to make it stick. A team 

of 15-20 secondees were tasked with delivery over a three-year period, at which 

point continuous improvement processes took over for ongoing development.  

The change has delivered significant benefits: understanding of industry safety 

performance so as to drive the right regulatory interventions is improved; internal 

collaboration is enhanced; conversations with industry to support their own 

performance improvement are of more value than just a conversation on 

compliance errors; and system level risks are more transparent, with active 

planning for mitigation.

This paper has focused on safety performance in aviation but, by replacing ‘safety’ 

with any other regulated aspects, or simply ‘organisational performance’, the 

theory can be applied more generally. Indeed “Just Culture” shares similar 

principles to those of ‘psychological safety’: the willingness to speak up and share 

concerns and mistakes to support improvement (Edmondson, 2018). Sharing of 

performance data with the regulator increases the industry’s potential for 

improvement.

In considering how to move to a regulatory model where organisational 

performance, including an organisation’s attitude to its own compliance, is core to 

the assessment it is important to consider the culture and behaviour of the 

regulator and the regulated as a symbiotic ecosystem. This includes designing 

regulations for the regulated and the regulator that focus on organisational 

performance and “Just Culture”. 
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The requirement for the regulator to design oversight based on risk and 

performance:

“(a) The competent authority shall establish and maintain an oversight 

programme covering the oversight activities required by [the relevant 

requirements]. 

(b) For organisations certified by the competent authority, the oversight 

programme shall be developed taking into account the specific nature of the 

organisation, the complexity of its activities, the results of past certification 

and/or oversight activities required by [the relevant requirements] and shall 

be based on the assessment of associated risks. It shall include within each 

oversight planning cycle: (1) audits and inspections, including ramp and 

unannounced inspections as appropriate; and (2) meetings convened 

between the accountable manager [of the regulated organisation] and the 

competent authority to ensure both remain informed of significant issues”

(European Union Aviation Safety Agency, 2021)

15 Performance based regulation | UK Civil Aviation Authority: https://www.caa.co.uk/Safety-initiatives-and-resources/How-we-regulate/Performance-based-regulation/

https://www.easa.europa.eu/sites/default/files/dfu/Easy%20Access%20Rules%20for%20Air%20Operations%20%28July%202021%29_0.pdf
https://www.caa.co.uk/Safety-initiatives-and-resources/How-we-regulate/Performance-based-regulation/
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