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Summary

This paper studies the deaf effect of managers on internal auditors’ risk warnings that
continuing a project is no longer viable. It examines: (1) the symptoms of the deaf
effect in escalating information system (IS) projects as reported by the internal
auditors, and (2) how the internal auditors saw their relationship to management
evolve when such deaf effect occurred. The findings are based on a multi-case study
approach and contribute to the literature on both escalating IS projects and internal
audit effectiveness. First, we cluster the symptoms of the deaf effect for managers
who (1) don’t hear, (2) ignore, or (3) overrule a report of bad news and continue a
failing course of action. Deaf effect symptoms could serve as an early warning on
project escalation. Second, we illustrate four scenarios on how the relationship
between the internal auditor and the manager developed in deaf effect situations as
reported by internal auditors. We identify two scenarios in which the relationship
between internal auditors and managers showed robust and two scenarios in which the
relationship started drifting. Our study illustrates the importance that internal auditors
have clear and outspoken expectations about their relationship to management.
Several studies show that internal auditors and management still struggle to build
effective relationships. Our application of the deaf effect concept provides insights
into these relational problems and thus could help internal auditors improve their
effectiveness.
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WHAT HAPPENS WHEN INTERNAL AUDITORS EXPERIENCE THAT
MANAGERS TURN A DEAF EAR IN INFORMATION SYSTEM
PROJECTS?

INTRODUCTION

This paper studies the deaf effect of managers on internal auditors’ risk
warnings that continuing a project is no longer viable. It examines: (1) the symptoms
of the deaf effect in escalating information system (IS) projects as reported by the
internal auditors, and (2) how the internal auditors saw their relationship to
management evolve when such deaf effect occurred.

This study has two major motivations and thus two contributions. First, studies
have shown that escalating IS projects can negatively affect an organisation’s
performance (Keil, 1995, Keil and Mann, 1997, Keil and Flatto, 1999, Montealegre
and Keil, 2000, Guah, 2008). The escalation of IS projects refers to troubled projects
that seem to ‘take on a life of their own’ and continue to absorb valuable resources
without ever reaching their objectives (Keil et al., 2000). Korzaan and Morris (2009)
defined project escalation as ‘the process where resources continue to be devoted to a
project despite negative information indicating that the project is in trouble’. AS is
the case in many IS projects, independent assessments in the form of audits take place
in order to provide decision makers with objective information on risks and provide
timely warnings if redirection of the project is needed and continuation is no longer
viable. Even in the presence of such information from an independent and credible
source, executives may either consciously or unconsciously ignore, reject or not hear
such warnings, despite the boldness of their transmission. Keil and Robey (2001)
believed that studying the presence of a messenger could offer a relatively unexplored
view of the escalation of IS projects, referring to project executives’ refusal to hear
bad news. Therefore, this paper’s first contribution stems from providing a clearer
understanding of managers’ deaf effect on risk warnings during IS projects that
exhibit project escalation. This understanding may help organisations avoid assigning
valuable resources to the wrong projects for too long.

Second, this paper contributes to research on internal audit, as the internal
audit function (IAF) is typically in a position to perform objective assessments and
report information on risks and project continuation as a credible source. Internal
auditors sometimes observe that their warnings are ignored by managers and then
struggle to decide which position they should take in their relationship to managers
when such deaf effects occur (Keil and Robey, 2001). By considering the deaf effect
on risk warnings during a so-called ‘moment of truth’ as an indicator of the
effectiveness of the IAF, this paper addresses an important topic (Lenz and Sarens,
2012) that has remained relatively unexplored (Sarens, 2009). Relationships between
internal auditors and their main stakeholders (e.g., senior management)—particularly
their behavioural aspects—have received little research attention in the academic
literature (Ramamoorti, 2008). Nevertheless, several empirical studies have shown
that internal auditors and managers struggle to build effective relationships, even in
the presence of favourable functional aspects (E&Y, 2006, KPMG, 2009, Bolger,
2011, Lenz and Sarens, 2012, PwC, 2012). The latest Common Body of Knowledge
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report (1A, 2010) highlighted how critical a healthy and robust relationship among
managers and internal auditors is to the IAF’s effectiveness (Bolger, 2011,
Abdolmohammadi et al., 2013). In addition, the Global President of the Il1A, Richard
Chambers, recently claimed that one of the 10 challenges for internal auditors is to
‘demonstrate relationship acumen’. However, existing studies have provided no
insights into these relational problems. This paper discusses the deaf effect and
project escalation to address these relational problems, and it illustrates why internal
auditors do not (always) play the monitoring role they are supposed to play (Sarens
and Abdolmohammadi, 2011), thus helping internal auditors to improve their
effectiveness.

This paper uses data from 11 cases that represent individual deaf effect
situations to complement the existing literature on project escalation, which is
dominated by experiments and single-case studies. This study focuses on internal
auditors who experienced the deaf effect during specific IS projects; thus, this unit of
analysis refers to individual deaf effect situations.

The rest of this paper is structured as follows. Section 2 provides the necessary
theoretical background for the two research questions of this paper. Section 3
discusses the methodology. Section 4 outlines the paper’s empirical findings. Section
5 ends with a discussion and conclusion.



1. THEORETICAL BACKGROUND

Project escalation

According to industry surveys, 19 per cent of IS projects fail outright and 46
per cent have cost or time overruns or do not meet the customer’s needs (Rubenstein,
2007). Walker and Oliver (2005, p. 67) provided Australian examples of IS projects
which had a serious impact on the operating capability, reputation or financial
viability of a telco firm, Australia’s four largest banks and the Commonwealth
government of Australia. In a follow up article they suggest that IS projects may be so
critical to the success of a business that arrangements for oversighting these projects
are a critical element of corporate governance (Oliver and Walker, 2006, p. 44) and
they propose that IS projects should be subject to enhanced reporting to senior
management (Oliver and Walker, 2006, p. 49-50).

The escalation of IS projects refers to troubled projects that seem to ‘take on a
life of their own’ and continue to absorb valuable resources without ever reaching
their objectives (Keil et al., 2000). Korzaan and Morris (2009) defined project
escalation as ‘the process where resources continue to be devoted to a project despite
negative information indicating that the project is in trouble’.

To bring structure to project escalation research, Ross and Staw (1986)
introduced a typology of the factors influencing the escalation of projects, with each
clustered according to their original research discipline. This section presents an
overview of the factors that have been identified in the literature as influencing the
escalation of projects. This overview is only provided for the sake of this literature
review. A study of the influence of these factors is outside the scope of this paper.

A project’s factors comprise its objective features and how it is perceived by
management. Several project-related factors can influence project escalation,
including the costs and benefits associated with the project and its expected difficulty
and duration. Projects are more prone to escalation when they involve a large
potential pay-off, when they are viewed as requiring a long-term investment to
produce any substantial gain, and when setbacks are perceived as merely temporary
problems (Keil, 1995). Based on a survey of IS auditors, Keil and Mann (1997)
associated project escalation with inadequate project control mechanisms, unclear
scope, unclear time and resources, changing requirements, and — confirming the
findings made by (Oliver and Walker, 2006) — a lack of project monitoring by project
executives. The phenomenon of project escalation particularly applies to IS projects
given their large investments, the invisible nature of the software and milestones
involved, the volatility of their requirements, and the intangibility of their benefits—
all of which create ambiguity and may cause unusually high susceptibility to
escalation (Keil and Flatto, 1999), the sunk cost effect’ and the completion effect.?

! The so-called ‘sunk cost effect’ (Arkes and Blumer, 1985) refers to the tendency to continue risk-
seeking behaviour, since attention is drawn to the losses of a decision. This effect is caused by
information-processing biases and risk-taking preferences given the gain/loss framing of investment
decisions, and it is based on prospect theory (Kahneman and Tversky, 1979). Various ways of framing
that make decision makers attentive to the loss perspective of a decision to continue or redirect a
project (Levin et al., 1998, Wong et al., 2008, Fagley et al., 2010) could explain the tendency to make
risk-seeking decisions, consistent with prospect theory. These information-processing biases are
expressed in the notion that ‘we invested too much to quit’.
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Unsurprisingly, a large number of case studies use IS projects as examples of project
escalation (Drummond, 1999, Montealegre and Keil, 2000, Pan et al., 2006, Guah,
2008, Méhring and Keil, 2008).

Organisational factors comprise the characteristics that influence decision
making and that could allow or promote project escalation. First, an organisation may
have a particular organisational culture (Hofstede et al., 2010) that could promote
escalation through organisational silence (Park and Keil, 2009), a retaliation culture
(Keil et al., 2004) or shirking (Keil et al., 2004, Mahaney and Lederer, 2010). An
organisation with multiple projects and business units but scarce resources may
promote competitive arousal (Ku et al., 2005), leading to escalation. When
competitive arousal occurs, attention is restricted and, while striving to win, people
are more willing to take risks (Mano, 1994). Time pressure, social facilitation and
rivalry can increase competitive arousal (Ku et al., 2005). Unclear organisational
structures and values can also lead to escalation. Signs of problems in a project may
be missed when the division of responsibilities is unclear, as managers assume that
others are attending to those signals. Signs may also be missed amid struggles over
who should respond to them and how (Wissema, 2002). Unclear policies and
standards may impede decision guidance (Boonthanom, 2003), which can prevent or
attenuate escalation behaviour. Continuing to assign additional resources to projects is
possible only as long as the organisation has slack resources to allocate to them, as
reported by Keil (1995).

This section provided an overview of the situational factors that can influence
project escalation. One of the relatively unexplored settings in which escalation can
occur is referred to as the deaf effect.

Deaf effect

The deaf effect refers to specific settings in which project escalation could
occur, namely settings where an independent messenger provides decision makers
with objective information on risks and timely warnings that redirection of the project
is needed and continuation is no longer viable. The presence of a messenger who
provides a so-called bad news message that results in a deaf effect offers additional
perspectives to the project escalation literature that have not previously been studied
(Keil and Robey, 2001). More specifically, this offers research opportunities related
to the messenger’s characteristics and the messenger—recipient relationship.

Cuellar (2009) defined the deaf effect phenomenon as occurring ‘when a
decision maker doesn’t hear, ignores or overrules a report of bad news to continue a
failing course of action’. Only a handful of studies have explored the deaf effect in
executives. Based on a laboratory experiment with student subjects, Cuellar et al.
(2006) found that the perceived credibility of the bad news messenger (BNM; i.e.,
internal auditor) and the decision maker’s gender, age and experience influenced the
deaf effect (Cuellar et al., 2006). The credibility of the experimental source comprised

2 The idea that ‘we are too close to quit’ is reflected in the completion effect, sometimes referred to as
the ‘90 per cent syndrome’. When people perceive that a project is nearing completion, the goal of
completing the project overrides economic considerations and even accountability (Conlon and
Garland, 1993). From a comparative study across managers and students, Chang and Ho (2004) report
that senior managers specifically exhibit a strong tendency to continue projects and to disregard
unfavourable information when the project is nearing completion.

6



two dimensions: expertise and the extent to which the messenger could be relied upon
to make true assertions, operationalised as labelling the internal auditor as one who
tends to ‘cry wolf’ (Cuellar et al., 2006).

In a second study, Lee et al. (2014) partially confirmed that the deaf effect is
influenced by the role prescription of the BNM (i.e., whether the messenger’s role
included reporting to executives on the project). Further, Lee et al. (2014) found that
male and female decision makers differed in risk perception after receiving the
auditor’s bad news message. In a third study, the expected influence of cultural
dimensions and in-group collectivism was partially confirmed in an experiment that
was replicated in the United States (US), Germany and China (Cuellar, 2009).
Following a multiple-case study, Cuellar (2009) suggested that the decision maker’s
optimism and illusion of control (Staw et al., 1997) may be determinants of the deaf
effect. It could be hypothesised that IS project executives’ perceptions that they have
substantial skills and abilities and can exert control over a project’s outcome might
cause them to perceive reports of bad news as less relevant and thus ignore them.
Finally, Cuellar (2009) suggested that a highly politicised environment may also be a
determinant of the deaf effect.

This study assumes that risk warnings are sent to project executives by well-
informed and objective messengers. Moreover, (1) the unit of analysis is the
individual situation in which an internal auditor encounters a deaf effect response in
an escalating IS project. (2) The BNM is an internal auditor who meets the
professional standards of the I1A (2004), which embodies the criterion of a BNM who
is credible—who has the necessary expertise and can be relied upon to make true
assertions (Cuellar et al., 2006)—and ensures that the internal auditor operates from
an IAF independent of management authority (Keil and Robey, 2001). (3) Finally, the
focus is on the deaf effect (i.e., continuing a course of action despite a warning) and
how it may influence whether the internal auditor (messenger) is seen as a
collaborative partner or an opponent. This leads to the first research question:

RQ1: What are the symptoms of the deaf effect in the field of escalating IS

projects as reported by internal auditors (BNMs)?

Internal auditors and managers

Using interviews with internal auditors, Keil and Robey (2001) described the
deaf effect as a failure to respond to warnings of impending IS project failure. The
auditors recalled reporting bad news about projects and having their concerns ignored
by managers. Several auditors underscored the importance of developing relationships
with managers. Keil and Robey (2001) concluded that effective whistle-blowing may
depend on organisational factors such as organisational size, managers’ past
commitment to the IAF and the IAF’s independence from management authority.
They suggested that the effectiveness of whistle-blowing could be influenced by the
presentation of the message. They also suggested that whether the project executive
sees the BNM as a collaborative partner or an opponent (‘police officer’) makes a
difference. Their study further suggested that project executives’ relationship with
BNMs might be subject to change as a result of events and positions taken in the
interaction. This paper elaborates on that argument by studying how the relationship
between the internal auditor—acting as the provider of a risk warning—and the
project executive (manager) develops in a deaf effect situation.
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From this relationship perspective, this study will briefly discuss the
relationship between internal auditors and managers. Internal auditors have an
important position in their organisation’s corporate governance framework (Paape,
2007). They are one of their firm’s monitoring instruments, serving their
organisation’s interests within an agency-based (or control-based) corporate
governance framework (Sarens and Abdolmohammadi, 2011). Until the late 1990s,
agency theory underpinned their relationship with managers and determined their role
as inspectors (or ‘police officers’).

Since 1999, the internal audit profession has been extending the role of
internal auditors to include both agency-based (monitoring) and stewardship-based
(collaboration) aspects after having been restricted to monitoring, inspection and
assurance (Bou-Raad, 2000). The 1A (2012) currently defines ‘internal auditing’ as:

an independent objective assurance and consulting activity designed to add

Value and improve an organization’s operations. It helps an organization

accomplish its objectives by bringing a systematic, disciplined approach to

evaluate and improve the effectiveness of the risk management, control and
governance processes.

Early work by (Chambers et al., 1988) indicated that the ‘police officer versus
collaborative partner’ relationship can influence the effectiveness of communication
with managers; this was later confirmed by Sarens and Beelde (2006). These findings
suggest that an agency’s relationship to managers can reduce the effectiveness of
internal auditors’ communication. As suggested by Davis et al. (1997), the
effectiveness of these relationships may depend on the psychological conditions of the
decision makers. Thus, the relationship between internal auditors and managers and
managers’ psychological condition (i.e., heuristics) may influence managers’ deaf
effect on internal auditors’ warnings about escalating 1S projects. Further, Keil and
Robey (2001) suggested that the relationship between the BNM (i.e., internal
auditors) and managers might be subject to change as a result of events and positions
taken in the interaction. This leads to the second research question:

RQ2: How did the internal auditors see their relationship to management

evolve when the deaf effect occurred?



2. METHODOLOGY

Research design and data collection

Given that the deaf effect phenomenon is still in the early stages of
investigation (Cuellar et al., 2006, Cuellar, 2009) this study has adopted an
exploratory multi-case study approach (Yin, 2009). Case studies are especially useful
in exploratory research that is designed to illustrate and explain a phenomenon
(Benbasat et al., 1987, Yin, 2009). A multi-case design allows researchers to
illuminate messenger—receiver relationships across multiple deaf effect situations.
Following Keating’s (1995) framework, the case studies in this research aim to
illustrate theoretical concepts.

Following Keil and Robey (2001), this study adopted the individual deaf effect
situation as its unit of analysis. Also consistent with Keil and Robey (2001), this study
used internal auditors as the source of information. Internal auditors were relatively
accessible compared to project executives, particularly because the authors have quite
a large network within the internal audit community. Moreover, given their position
in the organisation and the fact that they have no operational responsibilities for the IS
project they are reviewing, internal auditors have a more objective view of the
situation than project executives (Keil et al., 2003). The internal auditors were free to
select a deaf effect situation they could easily recall and in which they were involved
as the messenger. To ensure precision in the expression and measurement of
respondents’ descriptions of events, actions and effects, the interviews were
conducted in Dutch—the native language of both the respondents and the researchers.
Open questions were used to allow the respondents to introduce any details about
actions and events that could offer insights into how the messenger—receiver
relationship developed in the deaf effect cases.

The study used a case study protocol to standardise the procedures,
introduction, research questions and definitions across the interviews. The case study
protocol was peer-reviewed by one of the authors of Keil and Robey (2001). For
consistency, the definitions used in this study were recalled during the interviews.
Respondents were also asked to explain apparent inconsistencies in their story.
Further, the internal auditors’ anecdotal descriptions of the actions and their effects on
the messenger—receiver relationship were summarised throughout the interviews.
Finally, the protocol addressed confidentiality as required by the internal auditors
participating in the study.

Participants
All participants were selected through information-oriented sampling among
senior internal auditors in the Netherlands® who confirmed that they had experienced

3 The way internal audit operates in the Dutch context is strongly influenced by the international
standards of the I1A and shows some similarities with Anglo-Saxon countries when it comes to
activities, methodology and staff profiles. This is confirmed by previous studies on internal audits in
the Netherlands (Paape et al., 2003, Paape, 2007, Speklé, 2007). The type of organisations that were
involved in this study (railroad, banking and the public sector) is not unique to the Dutch setting. For
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a deaf response during an IS project escalation. All participants represented
organisations typically prone to IS project escalation, consistent with prior case
studies in financial services (Drummond, 1999, Pan and Parkes, 2006, Drummond,
2008, Mahring and Keil, 2008), transportation services (Montealegre and Keil, 2000,
Méhring et al., 2004) and public services (Guah, 2008, Mahring et al., 2008). All
respondents met the criterion that required them to report to IS project executives
from a position independent of management authority. Hierarchical relationships
would have confounded the messenger—receiver relationships and could have
influenced the deaf effect in this study, as shown in prior research (Keil and Robey,
2001). By selecting respondents who adhered to professional standards, we mitigated
the possibility that the analysis of the messenger—receiver relationship would be
confounded by the damaged credibility of the messenger, as suggested in prior
research (Cuellar et al., 2006).

Table 1 anonymously presents the background of the cases in this study,*
including: (1) the case numbers used later in this paper, (2) a description of the
messenger, (3) the type of organisation, (4) the type of project, (5) a description of the
manager (receiver) and (6) the final resolution after the deaf effect.

Table 1: Description of the Cases

Case Description of the bad

Type of project and

Description of the manager

Final resolution after the

no. news messenger (BNM) organisational context deaf effect occurred
1  Director IT control, Transfer of two business-  Director of IT operations was The IT director was finally
>15 years experience, critical IT operation recently recruited from a replaced and the project was
age 40-45, male, Dutch centres to one new location respected IT consulting firm  halted. The BNM and
in large company U in where he had an impressive manager ended as opponents.
financial services. track record. He had become
responsible for troubled IT
operations, and all attention
was focused on fighting fires
instead of the project.
2 Director Internal Audit, Large IT project on risk- A C-level financial executive Replacement of responsible
>25 years experience, monitoring requirements  was recently recruited who had managers, followed by
age 55-60, male, Dutch of a large company W in  an impressive track record on  restructuring of the project
financial services. this topic at his former organisation and project
organisation. He expected to  approach. The relationship
find a level of maturity in the  between the BNM and the C-
organisation that he was used level executive was not
to. harmed and was considered
more collaborative than
before.
3 Senior manager IT Implementation of anew  The senior IT manager who  The project was finally

portfolio control, >25 years IT connectivity platform

experience, age 50-55,

for business-critical

was responsible for IT
operations and infrastructure

redirected after a second
opinion that confirmed the

these two reasons, there are no major factors that could obviously restrict the generalisability of this
study.

4 The internal auditors had deliberately chosen those individual cases as representing the deaf effect.
The cases in this study do not represent other hypothetical situations in which: (1) the internal auditor
did not take any action, (2) the internal auditor turned out to be not properly informed, and (3) the
project turned out to be successful after ignoring the redirection requested by the internal auditor.
Given that the focus of this study is on how the internal auditors perceived the symptoms of the deaf
effect, how they reacted and how the relation with management developed in the resolution of the deaf
effect, this study will not discuss other hypothetical situations.
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male, Dutch

applications at company U had recently been recruited on issues that were raised by the

in financial services.

an interim basis and was not
familiar with organisational
procedures and working
methods.

BNM. The relationship
between the BNM and the
manager was considered more
collaborative after the deaf
effect was resolved.

Senior IT audit
manager/controller,
>20 years experience,
age 40-45

Implementation of a new

insurance processing
system at company V in
financial services.

Executive business manager
with impressive track record in
business but not familiar with
large IT projects.

After the critical signals had
been ignored for a long time,
the project was finally
redirected. A small team that
consisted of executive staff
from audit, business and IT
prepared a plan to redirect the
project without loss of face
for any of the involved
executives. No relationships
were harmed as a result.

Director Internal Audit,
>25 years experience,
age 55-60

Implementation of a new

customer information
system at company Z in
financial services.

Responsibilities at the business
executive level regarding the
system were not clearly
defined and resulted in a lack
of executive commitment. One
of the business executives
appointed a program director
with an impressive track
record who received full
implementation responsibility
for this prestigious project.
Having a large project was part
of his prestige as an executive.

The C-level executives finally
decided to cut the project
budget, so the project stopped.
The executive who had
assigned the project to the
program director could no
longer justify continuation
given the lack of arguments
other than his confidence
based on this program
director’s track record.
Finally, he partnered with the
auditors and others in
criticising the project and
allowed the C-level
executives to pull the plug.

Senior IT audit manager,
>25 years experience,
age 55-60

IT project for the redesign

of payment processes
within company X in
financial services.

Project was dominated by IT
people and the redesign of IT
processes and systems. A
Senior Product Manager from
business was appointed project
executive and chaired the
steering committee meetings.
He was not actively involved
and left project-related
activities in the hands of an
experienced IT project
manager.

The IT project manager was
replaced and the project was
restructured. This intervention
was not done by the project
executive, but by the
executive director of
payments. The BNM was
finally considered more of a
collaborative partner by the
project executive and the
executive director.

Senior Auditor, >10 years

experience, age 40-45,
male, Dutch

Capacity Management
System of Public
Transportation Services
company P.

A prestigious senior business
manager had the position of
process executive. For the
overall performance of the
system, he largely depended
on services from two other
departments that did not fall
within his supervision or his
responsibility. He aimed to use
the audit as an instrument to
achieve better performance
from his suppliers.

Only after the audit findings
were formally reported and
discussed at the executive
level were appropriate actions
taken by the project executive.

Chief Audit Executive,
>20 years experience,
age 40-45, male, Dutch

Implementation of a new
access point in a public
transportation network
company P.

The executive project director
was motivated to exhibit his
project skills at the ‘champions
league’ level on complex and
highly political projects. He
was convinced that project

After intervention by the
Chief Audit Executive, it was
agreed that generic project
management standards on risk
management and regulations
would be improved and
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methods were only of limited
value in these conditions. He
was very close to his
retirement age.

applied to all projects.
However, to date, no follow-
up given.

9 Head IT Audit, >20 years Implementation of changes The project executive wasa  Eventually, the internal audit
experience, age 50-55, in the key management senior business manager who  staff decided not to pull the
male, Dutch system for payment was focused on delivering on  plug, but instead to play an

processing in company T in time according to agreements. active role in tightly
the financial services. He had hired a senior IT monitoring operational risks
project manager who had her  during implementation. After
incentives coupled to timely  implementation, they returned
delivery. monitoring responsibility to
the organisation.

10 Head IT Audit, >15 years Complete redesign of an Highly experienced executive The project was halted by
experience, age 40-45, insurance portfolio director in this full subsidiary head office at the C level,
male, Dutch management system and acted as the project executive. which was informed of the

processes within a full Unsuccessful redesign would  audit concerns according to
subsidiary of company T in result in the closure of the regular procedures. The
financial services. subsidiary’s business activities subsidiary’s business
and the portfolio offered to activities were discontinued
other parties in the market. and the executive retired
early.
11  Senior audit manager, Implementation of The company’s business The audit concerns were

>20 years experience,
age 45-50, male, Dutch

integrated risk governance
processes and systems after
a merger of business
activities at company Y in
financial services.

executive of transaction
processing was appointed
project executive. He had more
interest in marketing and sales
than risk governance. He had
hired a senior IT project
manager who had her financial
incentives very tightly coupled
with delivering according to
schedule.

reported at the C level. As a
consequence: (1) the project
manager was replaced, (2) the
project was restructured and
(3) the executive director was
replaced and retired early.

Data analysis
The interviews were transcribed into 6-10 pages of text (verbatim) per

interview. A two-cycle coding and analytic memo-writing procedure was followed
according to Saldana (2009) guidelines for qualitative research. The first coding cycle
identified any text fragments that indicated the deaf effect and labelled any actions
and events that appeared to be associated with the partner—opponent relationship
between the messenger and the manager. The second coding cycle clustered the
actions and events for two major attributes of the relationship—either of which could
be associated with pushing the relationship in the direction of being partners or
opponents. After the text clustering, an analytic overview was prepared of the insights
that the data contributed to the literature on the deaf effect, project escalation and the
relationship between the IAF and management. No new perspectives emerged; thus,
the theoretical saturation of the data was reached (Charmaz, 2006).

The case study database was stored and maintained using NVivo release 9.
The data included: (1) the original taped interviews, (2) the transcribed word
documents, (3) the list of codes, (4) marked coding within the documents, (5) word
tables with key characteristics and (6) multiple versions of the analytic memo.
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3. RESULTS

Symptoms of the deaf effect

This section discusses the results relevant to the first research question: What
are the symptoms of the deaf effect in the field of escalating IS projects as reported by
internal auditors (BNMs)? BNMs reported symptoms of the deaf effect in the typical
behaviour exhibited by managers after the internal auditor reported that continuing the
project was no longer justified and that it should be stopped or redirected. Following
the definition of the deaf effect (Cuellar, 2009), these symptoms were clustered into
managers who: (1) do not hear, (2) ignore or (3) overrule a report of bad news to
continue a failing course of action.

The first cluster of deaf symptoms refers to situations in which managers do
not hear a relevant message because it did not capture their attention. Management’s
attention might have been captured entirely by their busy schedule, important
management issues and finishing the project, as if they were reading a book without
paying attention to the environment. In these situations, the managers paid no
attention to the BNM and provided no opportunity to report or explain the message. In
several cases (2, 4, 6, 7, 11 and 12), for example, the internal auditors failed to obtain
any opportunity to present or discuss their concerns, as illustrated by the manager’s
response in case 11:

He [the manager] said to me: ‘Don’t bother me. I didn’t receive any further

signals that there might be problems in our project. So, if you have problems

then talk to the project team, not to me’. These were very short meetings of no
more than 10 minutes.

The respondent in case 1 described more specific symptoms:

I didn’t get answers anymore. Meetings were cancelled. The most typical was

that he [the manager] didn 't answer my phone calls. So I asked my colleague

to call him, and in two seconds he was on the phone. Yes and then you know
they don’t want to hear your message.

The internal auditor in case 3 detected a symptom of the deaf effect when the
project executive did not assign any time to meet the BNM:

This new manager was very busy and did not assign any attention to this

project, since he relied on the project manager that was involved. For that

reason, he assigned his attention to other projects instead.

In all of these cases, the managers claimed to be very busy and directed all of
their attention to other management issues instead of listening to the auditor. For
example, the manager in case 1 was relatively new in his position as IT Operations
Director, and he was busy proving himself by fighting fires. The respondent in case 1
continued, The manager threw up walls around himself, so no one would have access
to disturb him’. In these conditions, the BNMs had no access to management, so their
messages went unheeded.

In the second cluster of reported deaf symptoms, the internal auditors reported
that managers paid attention to their warning but did not consider it important for
various reasons. The auditors had the opportunity to present their message to
management but felt that it was ignored and not taken seriously. For example, the
BNM in case 3 arranged a meeting with the responsible mid-level manager and found
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out that ‘the manager had not prepared our meeting and had not read my note...and
he asked me why | was bothering him with my details .

The internal auditor in case 10 was initially given the impression that his
message was taken very seriously, but then learned much later that it was not. The
internal auditor in case 10 reported that the manager thanked him gratefully for his
message of concern. The auditor was told that they appreciated his contribution and
that they would certainly take note of it: ‘With hindsight now I realise this was just a
smart way of preventing me from having influence on the direction of the project .

Other respondents experienced the deaf effect when the receiver disputed the
credibility of the messenger; the message was thus considered irrelevant and
ignorable. This is illustrated in case 1, when the manager countered the content of a
bad news message by stating, ‘How could you know? You have too much distance to
be well informed. By whom did you receive such information? That person is not
properly informed’. The credibility of the BNM in case 7 was ridiculed when the
manager talked to the Chief Audit Executive:

[He said] ‘I will try to explain it to you personally, but it is very complicated.

You auditors don’t have the knowledge and skills to understand and judge all

this’. So the manager disputed that we auditors were sufficiently equipped to

give an opinion.

By disputing the credibility and relevance of the message, the managers
allowed themselves to ignore it. Thus, the internal auditors presented their message to
management, but it was not taken seriously. Apparently, the managers did not
consider the messages a relevant contribution to their goals and thus ignored them.

In the third cluster of deaf effect symptoms, the internal auditors reported that
their message was presented and understood, but then overruled by management. In
these situations, management ensured that the internal auditors’ messages would be
ineffective. The messages apparently violated goals that were important to
management and were therefore overruled. The internal auditors reported several
symptoms of the rejection of bad news messages. The internal auditor in case 2 said
that ‘the executive did not agree with us, which gave a lot of turbulence in the
organisation. At that point, there was a deaf effect, as | interpreted, in the sense that
they rejected our message .

In several cases, the responsible manager prevented the auditor’s bad news
message from being effective. For example, the internal auditor in case 6 reported that
his audit note containing major concerns was not discussed in the project steering
committee before it became clear that it needed updating with more recent
information. The auditor had to collect new data and conduct additional interviews
with project staff. In this way, the internal auditor became trapped in his own
procedures and professional care, which allowed management to mute his bad news
message and postpone and then eliminate its effects.

Another way of eliminating BNMs was reported in case 10, where the internal
auditor was given the false impression that his work and conclusions were taken
seriously:

I was invited to talk to the Risk Director, who was very kind and listened to my

concerns in his prestigious office...He stressed a lot that he was very happy

that | was doing this kind of audit and that he really wanted to stay informed
on that. It took me a while to understand that these meetings were another way
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of preventing my message from having a direct effect on the project. | was just

talking to a wall.

In cases 2 and 8, the manager refused to provide any response to the auditor’s
report and thus prevented the auditor’s concerns from obtaining formal status as part
of regular procedures; as a result, they remained pending, with no hope of becoming
effective. The Chief Audit Executive in case 8 reported, ‘I am still waiting for his
response after all this time".

This section clustered the symptoms of the deaf effect reported by internal
auditors. The auditors identified symptoms of the deaf effect in which management
built walls and prevented the auditors from getting management to pay attention to
their concerns. In some cases, the auditors noticed that their message was presented to
management, but it was ignored and not taken seriously. In other cases, the auditors
saw the deaf effect when management overruled their message and prevented it from
affecting the project.

The next section discusses the actions taken by the BNMs after they
discovered that their message was unheard, ignored or overruled, and how this
influenced the relationship between the internal auditor and the manager.

How did the internal auditors see their relationship to management evolve
when the deaf effect occurred?

This section discusses how the internal auditors reacted on the deaf effect and
how they saw their relationship to management evolve when the deaf effect occurred.
Following Davis et al. (1997), this study identified two types of relationships that can
exist. First, in a clear stewardship relationship, the internal auditor and the manager
perceive common goals and easily collaborate and exchange information in order to
achieve these common goals. Second, in a clear agency relationship, the internal
auditor and the manager perceive conflicting goals and use information asymmetry to
achieve them individually while preventing the other from doing likewise.

According to Davis et al. (1997), both types of relationships are robust when
both parties perceive each other as partners who have a stewardship relationship or
when both parties perceive each other as opponents who have an agency relationship.
Davis et al. (1997) suggested that both parties face a prisoner’s dilemma in their
deliberate choice to see the relationship as either stewardship-based or agency-based
and to act accordingly. The authors also indicated that relationships could change and
start drifting when situational conditions occur that make one or both parties (i.e., the
internal auditor or the manager) exhibit behaviour that is no longer consistent with the
expectations of the other party. Inspired by Keil and Robey (2001), deaf effect
situations provide interesting cases to study how the relationship changes through the
actions taken by internal auditors and managers when the deaf effect occurs.
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Table 2: How the Relationship between the Internal Auditor and the Manager

Evolves

Behavioural Perspective

Relational Perspective

Number Internal Manager Cases in which the behaviour was associated
of cases auditor showed with a shift in the relationship
mentioned  showed behaviour
behaviour
Shift towards No shift Shift towards
partners opponents
Go up in hierarchy 11/11 11/11 2/11 2,4 3,5,6 1,7,8,9,10,11
Withhold opponent from 9/11 2/11 7/11 5,6,8 1,3,5,7,10,11
(process) goal achievement
Use power and authority 8/11 8/11 1/11 3,5,7 1,2,8,10,11
Use of more evidence and 8/11 6/11 5/11 2,6 8,9,11 3,7,10
arguments
Switch from informal to 7/11 7/11 2/11 6,8 1,3,7,10,11
formal communication
Talk to my project 6/11 6/11 15,6 3,10,11
manager/supplier, not to me
Switch from content to 6/11 2/11 5/11 7 1 3,8,10,11
persons
Find support of powerful or 6/11 5/11 2/11 2 3,4,5,8,10
trusted others
Switch from formal to 6/11 5/11 2/11 2,4,7,8,9 3
informal communication
Dispute credibility of other 5/11 5/11 7,8 1,10,11
Switch from content to form 5/11 5/11 2/11 7,8 1,3,10
(rating/colour)
React emotionally 5/11 2/11 3/11 7 1,3 10,11
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Introduce external threat 4/11 2/11 3/11 8 1,9

Threat opponent 2/11 2/11

11

4,10

Note: Numbers in the Relational Perspective refer to individual case numbers

Table 2 lists all of the actions reported in the interviews. The left-hand side of
the table follows the behavioural perspective and presents the number of cases (out of
11) in which the behaviour was reported, and the number of cases in which the
internal auditor and the manager respectively showed that behaviour. The right-hand
side of the table follows the relational perspective. It shows the individual cases in
which the specific behaviour was associated with a shift in the relationship between
the internal auditor and the manager, and the direction in which it was pushed
(towards partners having a stewardship relation or towards opponents having an
agency relationship). The behaviour that was mentioned most often across all
interviews is presented at the top of the table, and the least frequently mentioned
behaviour is presented at the bottom of the table.

Based on the events and actions reported in the interviews, four scenarios were
identified and illustrated that were typical of how the relationship between the internal
auditor and the manager developed in the reported deaf effect situations. The four
scenarios are shown in Figure 1, including which cases they were represented in.
Scenarios 1 and 3 are represented by case 11 and cases 2, 4, 5 and 8 respectively.
They illustrate a robust relationship between the internal auditor and the manager in
deaf effect situations. Scenarios 2 and 4 are represented by cases 1, 3 and 7 and cases
6, 9 and 10 respectively. They illustrate deaf effect situations in which the relationship
between the internal auditor and the manager started drifting.
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Figure 1: How the Relationship Develops According to the Four Scenarios
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The straightforward agency relationship is shown to be robust

Case 11 represents a deaf effect situation in which the internal auditor
operated straightforwardly in an inspector role (‘police officer’) from start to end. The
respondent in case 11 reported the following:

In my former role as internal auditor in [name of former organisation], it took
me a lot of effort to be heard when the organisation did not appreciate my
message. Of course everyone, including me, wants to be seen as a respected
partner in business. We were seen as partners, but it was frustrating to find
out that our serious concerns could easily be disregarded. In my internal audit
position at [current organisation name], however, life is much easier: it’s clear
that my assessments should receive follow-up. People know that they will have
serious problems if they don’t. People get easily fired here if they disregard
audit opinions. So our role is clear, is understood by everybody and is
supported by top management. We are respected as policemen here. This
policeman role helps me a lot and turns out to be much more effective for the
bottom line.

It was clear that the internal auditor in this case had a police officer role and
was expected by the organisation to act according to this role. All actions reported in
Table 2 for case 11 confirm that both the internal auditor and the manager considered
the relationship an agency relationship and acted accordingly. The executive manager
did not consider the auditor’s actions to be of help, but only to be mandatory and part
of the organisational procedures that ensure that projects are inspected. The internal
auditor also accepted that he was seen as an inspector and did not strive to be seen as
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a partner to management in the actions that he took. As these actions are interpreted in
the context of an expected agency relationship, they not only confirm the agency
nature of the relationship in this case, but also reinforce it. As an example of this
reinforcement, the internal auditor in case 11 reported that:

The executive manager was neither interested in the project content nor

interested in my audit activities related to the project. His main goal was that

he didn’t want nor the project or me as an auditor to cause him trouble in his
conversation with regulators on the timely delivery of the risk management
framework since such could harm his reputation and incentives. By ignoring

the severe audit findings that | had with regard to the project, |1 became a

threat to him. He treated me even more as an opponent and my actions were

interpreted accordingly.

The deaf effect situation was finally resolved by restructuring the project after
the internal auditor had reported his concerns to the C level. As a result, both the
project manager and the executive director involved in this case were finally replaced.
This outcome underlined the agency relationship and reinforced that the internal
auditor would be seen as an opponent having a police officer role in future
engagements.

This case illustrates the robustness of the straightforward agency relationship
in a deaf effect situation, as indicated by Davis et al. (1997). For the internal auditor
to be effective in a deaf effect situation, subsequent actions must remain consistent
with the ‘inspector’ position that comes with the agency relationship, as performed by
the internal auditor in this case. The internal auditor in case 11 stated that I
understand that this approach doesn’t make me popular, but at the end people know
what to expect. And that makes me effective in my role’.

Scenario 2
The internal auditor fails to notice that the manager sees the auditor as an
opponent

This scenario is represented in cases 1, 3 and 7 and represents a change in how
the internal auditor viewed the relationship with management in a deaf effect
situation.

The internal auditor presented in the previous scenario succeeded in exhibiting
subsequent actions that remained consistent with the agency relationship; however,
several of the cases presented in this study showed that many internal auditors prefer
to see themselves as a collaborative partner to management. They would like to be
perceived as helping the organisation to achieve its goals, and they want managers to
appreciate their critical comments. This view is illustrated by the Chief Audit
Executive in case 8:

My people are convinced to do their best for the organisation and are really
trying to help management to be successful. They also consider themselves to
be helping the organisation and even expect that they will be celebrated by
management for assigning unsatisfactory ratings and keeping management out
of trouble. Such perception is naive and not realistic of course. It’s difficult to
change such personal beliefs that people have.

His point was further illustrated by the internal auditor in case 7:
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The manager told me that | was doing no good to the organisation. It shocked

me that he didn’t see that I was trying to help the organisation. To me it’s a

personal issue that | need to learn that people do not always appreciate what

you do...even if it’s in their own interest. To me it’s difficult to deal with that.

Especially with regard to people that | used to work with as a partner in the

old days. | would like them to still see me as their partner.

The interviewee in case 3 explained his efforts to ‘do well to the organisation’
through his personal beliefs about helping the organisation to achieve high-quality
service. He had rescheduled his personal priorities in order to perform a critical
review of project plans as soon as they were available: ‘That’s because you are aware
of how important your role is in order to contribute to project success. It’s a personal
belief that you want to do good and help .

In those cases, the internal auditors persisted in forcing themselves to have a
stewardship relation with the managers. They found it difficult to understand and
accept that the managers, who felt criticised, considered the internal auditors
opponents who had opposite goals and with whom the managers would not likely
share information. In those cases, the internal auditors typically persisted in taking
actions from a stewardship position, such as providing more detailed evidence and
arguments, assuming that this kind of help would be appreciated and make the
managers change their opinion.

These auditors had difficulty accepting that the managers clearly expressed
that they did not want to be bothered with details and that they did not even make an
effort to be informed about the auditors’ advice. Even when the managers disputed
the credibility of the internal auditors, these internal auditors were likely to persist in
behaving as a partner to management. In those cases, it appeared that the internal
auditors failed to notice that their role and their actions were interpreted by
management in a way that was opposite to what the auditors expected and had
adopted as a personal belief.

These respondents illustrated their personal struggle when the discussion
appeared to move from content to what they perceived as a personal offence, and their
view of a partnership relation could hold no longer. In case 3, the internal auditor
relayed the words of the manager:

‘Hey you, what do you think you are doing...bothering me with your details?’

For me, this showed the deaf effect. | had the feeling, ‘Hey you yourself. Just

read my concerns instead of refusing to understand’. Yes, that pushes you into

the direction of policeman and you get that feeling although you didn’t want
to.

The switch from content to personal factors was also detected in case 7, as the
BNM described:

He looked me in the eyes and said [Name of the Senior Audit Manager], you

are really not helping me and you harm our organisation’...And I said, ‘[name

of the project executive], the way that you take your decisions shows that you
don’t take this problem seriously’.

The internal auditor in case 1 illustrated that he inevitably had to take action
by which he would realise and accept that the manager would no longer see him as a
partner:
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He then saw us clearly as policemen. Of course this was related to our
intervention that has...how shall I call it?...a policeman flavour. It is no joke
when somebody goes to your boss and talks about what you do within your
department and that things are not going well. You re not waiting for that kind
of help.

When they perceived that the situation no longer provided any other options,
the internal auditors in those cases overcame their reluctance to take agency-related
actions and used their power and authority, went up in hierarchy or moved their
message from content to formal ratings. Table 2 shows that those actions are
perceived as pushing towards an agency relationship with management—an agency
relation that they finally accepted for these particular cases. It is interesting to note
that the internal auditors in these cases considered these managers ‘exceptions to the
rule’, and that they remained fully motivated to be of help to management and be
perceived as a partner to management in future assignments. They appeared not to
accept that managers could view them as opponents.

These cases illustrate that the relationship can suddenly change towards an
agency relation when situational conditions occur that make one party (i.e.,
management) exhibit behaviour that is no longer consistent with the expectations of
the other party (i.e., internal auditors who consider themselves partners of
management), as suggested by Davis et al. (1997).

It is interesting to note that cases 3 and 7 did not provide any unambiguous
resolutions of the deaf effect situations, which could indicate a lack of internal audit
effectiveness in the situation, as the internal auditors persisted in acting as partners
while their actions could be interpreted by management as coming from an opponent.

Scenario 3
The strategic partnership relation is shown to be robust

In the two scenarios mentioned above, the manager and the internal auditor
finally came to see each other as opponents, and the redirection of the project
sometimes had disastrous personal consequences to the responsible managers, as
presented in Table 1. Cases 2, 4, 5 and 8 reveal another scenario, in which the project
was ultimately redirected without harming the relationship. The internal auditors in
cases 2 and 5 even reported that the troubled conditions and the way the project was
redirected had greatly improved the relationship between the internal auditor and
management. In those cases, conditions were created that allowed full attention to be
focused on common goals at the strategic and organisational levels, thereby avoiding
hardened positions at the project, procedural and personal levels. These conditions
were illustrated in various ways. The internal auditor in case 4 reported the following:

We arranged a meeting with a small group of directors in a trusted setting. In

that meeting, we all put aside the positions that had been taken earlier and we

openly discussed our concerns and content from both ends. The central

question was no longer ‘why this had happened?’ but was focused on the

common steps to make in order to serve the organisational goals. We finally

found ourselves to be strategic partners and bent the project in that desired

direction.

The internal auditor in case 2 illustrated how informal communication in a
trusted setting greatly helped to resolve the situation in the best interests of the
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organisation and without any of the parties involved losing face. He reported the
following:

This situation confirmed to me that you should avoid escalation, which makes

the situation evolve from bad to worse. It is important to create a trusted

setting and exchange information in an informal setting. ‘Informal’ doesn’t
mean that you have dinner together informally, but it is more like walking into
each other’s rooms and being sure to keep on talking to each other.

Furthermore, you should allow and trust others to take action. So it all

depends on mutual trust, even trusting that you won't escalate.

Table 2 shows that in those cases, the importance of informal communication
in a trusted setting was recognised as a means to reinforce a partnership relation.
Further, Table 2 illustrates that actions are interpreted in the context of the
expectations that people have. Actions that marked a switch from content to persons,
actions that introduced external threats, the use of more evidence and arguments, and
even the action of going up in hierarchy were interpreted in these cases as acts that
confirmed the expected partnership relation, while similar actions had been
interpreted differently in cases that represent the other scenarios involving agency
relations.

The cases in this scenario represent actions that are pushing towards a
stewardship relation in order to resolve the deaf effect situation. In some cases, a
common history as partners turned out to be valuable. The internal audit directors in
cases 2 and 8 reflected on the added value of a sequence of strategy sessions in which
internal audit staff and management openly discussed hypothetical and factual cases
of strategic risk taking. They discussed openly about trust, image, personal
considerations, tolerance and organisational interests. These meetings not only
improved the understanding of the organisation’s risk appetite, but also resulted in a
strategic partnership concerning risk taking that served as a valuable starting position
in resolving the deaf effect situations described in these cases.

Scenario 4

The internal auditor experiences a role conflict after an operational

partnership

Scenario 2 reported cases in which the internal auditors changed their view of
their relationship with management because they could no longer ignore that
management did not meet the expectations of a stewardship relation, and they finally
ended up as opponents. Cases 6, 9 and 10 represent a fourth scenario, in which the
internal auditor becomes aware that the presumed partnership relation with
management creates conflict with the internal auditor’s professional responsibilities.
As a result, the internal auditor changes his or her behaviour, realising that this could
be in conflict with the behaviour expressed until then, and that his or her changed
behaviour would appear to be in conflict with the created expectations towards
management.

In these cases, the managers initially considered the internal auditor helpful in
achieving organisational goals. These internal auditors were obviously highly
appreciated for their expertise in internal controls and security, and they had become
highly involved in the project because they wanted it to be successful and felt
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responsible for mitigating the organisation’s risks. The auditor in case 9 justified his
high level of personal involvement in the project as follows:

The project manager did not pay sufficient attention to the security risks that

were involved in this project and which could harm the payment processes of

our organisation... We could have stepped back at that moment; however, we
decided to get more closely involved in the project and ensure that a minimum
level of security measures would be implemented.

As in other cases where internal auditors became highly involved in the
project at the operational level, this high involvement backfired when the internal
auditor realised that his role required that he report project continuation and
redirection issues. This unexpected change from helping the project on operational
issues to blowing the whistle on the project was perceived by management as a
betrayal by a former partner. As a result, the internal auditor was seen as an
opponent—even an enemy—and the relationship was damaged severely on both
professional and interpersonal levels. This was illustrated by case 10:

At that point, | stepped back into my formal role, and | reported that the

project would not succeed in realising the original scope. | remember that the

program manager called me on the phone and threatened that he would ruin
my career if | persisted in reporting this message to his superiors.

Cases 9 and 10 illustrate that the relationship between internal auditors and
managers can suddenly change significantly—and thus not be robust—in deaf effect
situations involving a presumed partnership relation at an operational level that turns
out to be in conflict with the internal auditor’s responsibility. Following his
responsibility, the internal auditor blows the whistle and thus acts in a way that is
inconsistent with, or even violates, the expectations of management, as depicted in the
actions in Table 2 for these cases. These cases illustrate that a partnership relation
between the internal auditor and the manager at the operational level is not robust in
situations that involve strategic decisions regarding the continuation or redirection of
a project.

Cases 9 and 10 also illustrate that investing in an operational partnership with
management does not help internal auditors to be effective in resolving deaf effect
situations.
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4. DISCUSSION

Summary of the findings

The objective of this paper was twofold: (1) obtain a better understanding of
managers’ deaf effect on risk warnings in the context of escalating IS projects by
studying the symptoms of the deaf effect, and (2) illustrate how the internal auditors
saw their relationship to management evolve when the deaf effect occurred, thereby
providing insights into relational problems and contributing to the literature on 1A
effectiveness. The data, which were drawn from 11 deaf effect situations (case
studies), provided the following conclusions.

Following the definition of deaf effect (Cuellar, 2009), the symptoms of the
deaf effect were clustered into managers who: (1) do not hear, (2) ignore or (3)
overrule a report of bad news to continue a failing course of action. In the first cluster
(‘do not hear’), managers gave no attention or time to the internal auditors (BNMs),
and they provided no opportunities to present, explain or discuss their message. In all
of these cases, the managers claimed to be very busy, and all of their attention was
devoted to other management issues. In the second cluster (‘ignore’), the internal
auditors had an opportunity to present their message to management; however, they
felt that their message was ignored and not taken seriously. Moreover, the credibility
of the messenger or the relevance of the message was sometimes disputed, giving the
manager an excuse to ignore the message. In the third cluster (‘overrule’),
management prevented the internal auditor’s message from being effective by not
discussing it at relevant meetings or by refusing to provide any management response
to the auditor’s report.

A study of the events and actions reported in the interviews led to the
identification and illustration of four scenarios that showed how the relationship
between the internal auditor and the manager could develop in the reported deaf effect
situations. Two scenarios illustrated that the relationship between the internal auditor
and the manager was robust in deaf effect situations. When the internal auditor and
the manager appeared to have a consistent view of the auditor acting as a partner to
management or as a ‘police officer’ to management, and when subsequent actions
were taken in line with this view, then the relationship was shown to be robust in a
deaf effect situation. The cases showed that both the position as a partner to
management and as a police officer could provide a resolution of the deaf effect.

Two scenarios illustrated that the relationship between the internal auditor and
the manager could start to drift in deaf effect situations. In both scenarios, the internal
auditor discovered, with hindsight, that he or she had misinterpreted the relationship
with management and had to change his or her view of this relationship and the
actions that were needed for a resolution of the deaf effect situation. In one of these
scenarios, the internal auditor struggled with noticing that the manager did not
consider the auditor as a partner. After the internal auditor became aware of this, the
mode of actions moved the relationship towards one based on agency principles. The
other scenario illustrated the struggle of the internal auditors who became aware that a
presumed operational partnership resulted in a role conflict. As a resolution of this
conflict, the internal auditors changed their course of action towards that of an
opponent and made sure that management considered them as opponents instead of
partners at the resolution of the deaf effect situation.
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Conclusion

The overall conclusion of this paper is that it is important for internal audit
effectiveness that both internal auditors and managers have clear and outspoken
expectations about their relationship. That is, internal auditors and managers (who
typically act as auditees) should be transparent towards each other regarding how they
view each other (as partner or opponent) and act upon this in a consistent way. The
case studies showed that it is important to make this clear upfront so that the
relationship is not based on illusions, as this leads to ineffective behaviour in so-
called ‘moments of truth’. A robust relationship with management is clearly a
condition for internal auditors to be effective.

This study also found evidence that the clear agency relationship between
internal auditors (serving as ‘police officers’) and managers is sometimes effective
and robust. This suggests that a collaborative partnership approach, as often suggested
in the literature and by the I1A, is not always the most effective way to approach the
relationship with management.

Based on this overall conclusion, the key message for internal auditors is quite
straightforward. Continuously spending time and energy on relationship building with
management is crucial, as building a robust relationship is an important condition to
survive ‘moments of truth’. That is, internal auditors must try to find a good balance
between the technical aspects of auditing (on which a lot of internal auditors tend to
concentrate most of their time) and the relational aspects of their work. This is
consistent with Richard Chambers’ message (Ssee Section 1)—that internal auditors
should ‘demonstrate relationship acumen’—as well as previous studies by Chambers
et al. (1988) and Sarens and Beelde (2006).

Limitations and suggestions for future research

The most important limitation of this qualitative study is the lack of evidence
on the causality between the deaf effect and the relational aspects. The authors found
no evidence regarding whether the deaf effect affects the relationship or whether it is
the other way around—for example, whether a poor relationship between the internal
auditor and the manager resulting from past events leads to a deaf effect on the
current project. Moreover, given that this study only focused on one specific deaf
effect situation for each interviewee, the authors cannot conclude how the relationship
evolved afterwards. Therefore, the authors strongly encourage future studies to take a
longitudinal approach to see how the relationship between internal auditors and
managers evolves after going through several ‘moments of truth’.

Consistent with Keil and Robey (2001), the authors’ interviews with the
internal auditors were designed to draw out autobiographical memories of the events
and positions taken by the internal auditors, as well as how they perceive the effects
on their relationship with management in deaf effect situations. Although such
memories may not always depict a ‘true’ representation of what actually happened, it
is well established that they are likely to be representative of the underlying memory
structure and may well influence future behaviour, as people often make decisions
according to how they remember an experience rather than how it actually occurred
(Conway, 1990). To reduce this potential bias, future research could triangulate
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interview data with document analysis (e.g., audit reports that include management
reactions).
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