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What is this Study About? 

This study investigates how auditors respond to allegations of off-the-clock misbehavior by company 
leadership, specifically examining whether such indiscretions are perceived as signals of poor corporate 
culture and tone. The researchers focus on the extent, effectiveness, and context of auditors' responses 
to these allegations, which include personal misconduct such as substance abuse, sexual misadventure, 
violence, and dishonesty. 

 

What are the major findings of the study?  

Auditors do respond to allegations of personal misconduct by increasing audit fees and, in some cases, 
resigning from the audit engagement. The response is more pronounced when allegations pertain to 
integrity-related issues such as dishonesty and sexual misadventure, rather than substance abuse or 
violence. This reaction is influenced by the economic significance of the client to the auditor and the 
auditor's previous experiences with similar allegations. Additionally, the increased audit effort can 
mitigate some negative impacts on financial reporting quality associated with these allegations. 

 

Why is the study important? 

The study sheds light on the implications of leadership integrity on audit practices and financial 
reporting quality. It highlights how auditors view personal misconduct of executives and directors as 
indicators of potential risk, affecting their professional judgments and actions. This understanding is 
crucial for enhancing corporate governance and ensuring the reliability of financial statements. The 
findings suggest that stronger oversight and a broader definition of what constitutes relevant behavior 
for auditors can improve the effectiveness of audits and protect investor interests. 
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