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Abstract 

Background 
The large accounting scandals in the early 21st century had large impact on the future 
discussion regarding the importance of auditor independence. This led to stricter 
auditor independence rules in Sweden as well as internationally. Small and medium-
sized enterprises frequently hire their auditor for consulting services. A long and 
close audit-client relationship is common for small and medium sized enterprises. 
This is considered to be a threat towards the auditor independence.  

Purpose 
The purpose of this thesis is to examine whether Swedish small and medium sized 
enterprises, who are required to be audited, are aware of the auditor independence 
regulations. The thesis further aims analyze if the regulation of audit independence is 
as necessary for small companies as for large companies with additional number of 
shareholders. 

Method 
A qualitative study has been performed where data has been collected through 102 
telephone interviews with small and medium-sized companies. A questionnaire 
consisting of both multiple choice and open questions has been used for the 
interviews. The collected data were compiled in SPSS which generated graphs and 
tables that then were analyzed.  

Conclusion 
Small and medium-sized companies believe it is important that the auditor is 
independent towards their company. On the other hand, management in Swedish 
small and medium-sized enterprises has no direct knowledge of what the auditor 
independence regulation implies. 
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Sammanfattning 

Bakgrund 
De stora redovisningsskandalerna i början av 2000-talet fick stor betydelse för 
den kommande diskussionen angående vikten av revisorns oberoende. Detta 
ledde till strängare regler för revisorerna i Sverige såväl som internationellt. 
Revisorn fungerar i många små och medelstora företag som en ekonomisk 
rådgivare. Små företag har ofta en lång och nära relation med sin revisor. Detta 
anses vara ett hot mot revisorns oberoende.  

Syfte 
Syftet med denna uppsats är att undersöka om revisionspliktiga små och 
medelstora företag är medvetna om reglerna gällande revisorns oberoende. 
Uppsatsen avser vidare att analysera om reglerna för revisorns oberoende är 
lika nödvändiga för små företag som för stora företag med en stor andel 
aktieägare. 

Metod 
En kvalitativ undersökning har utförts där data från 102 telefonintervjuer med 
små och medelstora företag har samlats in. Ett frågeformulär med både 
flersvarsfrågor och öppna frågor har legat som grund för undersökningen. Den 
insamlade datan sammanställdes i SPSS vilket genererade grafer och tabeller 
som sedan analyserades.  

Slutsats 
Små och medelstora företag anser att det är viktigt att revisorn är oberoende 
gentemot deras företag. Å andra sidan har ledningen i svenska små och 
medelstora företag ingen direkt kunskap om vad revisorns oberoende reglering 
innebär. 
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1 Introduction  

The first chapter of this thesis presents the purpose and the background of the study, 

which leads to the presentation of this study’s research questions.

 

1.1 Purpose 

The purpose of this thesis is to examine whether Swedish small and medium sized 

enterprises, who are required to be audited, are aware of the auditor independence 

regulations. The thesis further aims analyze if the regulation of audit independence is as 

necessary for small companies as for large companies with additional number of 

shareholders. 

1.2 Background  

Small and medium sized enterprises (SMEs), further explained in section 3.6, have for 

many years hired their auditor not only for statutory audit, but also as an external 

advisor. Regulatory bodies have argued that there are many types of threats that can 

impair the auditor’s independence and objectivity (FAR, 2005). The large international 

accounting scandals in the early 21st century continued with a discussion of the 

importance of auditor independence. The discussion led to more severe rules related to 

the audit profession as well as many academic studies regarding auditor independence. 

Many regulatory bodies have issued guidelines, standards and laws in order to maintain 

the importance of auditor independence and by that strengthen the trust of the audit 

profession. The auditors’ independence is very important for the audit profession (FAR, 

2011). The ongoing discussions of auditor independence have led the authors into the 

research area of auditor independence. 

Most of the studies of auditors and their independence towards their clients have been 

conducted using data from large public firms (Svanström, 2008). There are few studies 

concerning small firms and auditor independence. Svanström (2008) conducted research 

in Sweden, where he studied the relationship between client management and the 

auditor in SMEs. His research shows that many SMEs besides audit hire their auditor 

also for non-audit services (NAS). SMEs demand external advice, especially in the 

areas of accounting, tax services, financial and legal issues (Svanström & Sundgren, 
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2012). Studies of SMEs show that the auditor is frequently contacted when advice is 

needed (Kirby & King, 1997; NUTEK, 2000; Svanström & Sundgren 2012).  

The Swedish business environment for SMEs differs from many other locations, as 

many SMEs in Sweden requires statutory audit. This compared to US, where only 

public companies have to be audited (Securities Exchange Act of 1934, sec. 10A). This 

makes the Swedish environment a unique area for studying the auditor independence for 

SMEs.  

Auditor independence are regulated worldwide, this thesis will look in to the U.S, EU 

and Swedish regulations, where focus will be on the Swedish regulations for SMEs. The 

number of laws and regulations in place indicates that the auditor’s independence is of 

great importance. Provision of NAS are said to be threats to the auditors’ independence 

(FAR, 2005). NAS are consulting services other than the statutory audit. The regulation 

of audit firm’s provision of NAS to audit clients is different world wide. Some countries 

allow provision of NAS to audit clients and some countries have a total prohibition. The 

Swedish regulators went along the European Union’s recommendations and 

strengthened the regulation of the auditor independence in the early 21st century. An 

incumbent auditor in Sweden is for instance not allowed to help their clients with their 

accounting (Company Law, 9 ch, 17 §).  

There are five identified threats which can impair the auditor independence. The 

identified threats are self-interest threat, self-review threat, advocacy threat, familiarity 

threat and intimidation threat (FAR, 2005). Consulting services is a non-audit service 

and can, in a sense, lead to a situation where the auditor reviews his/her own work. 

Seow (2001) states that small companies more seldom rotate their auditor compared to 

large companies, this can lead to a close relationship. A long and close relationship 

between small companies and their auditor can impair the auditor’s independence since 

the auditor may be influenced by the relationship (IESBA, 2010; Svanström, 2008). 

The authors have during working life experience recognized that owners of SMEs often 

talk about their auditor as their accountant and advisor, not as an independent person 

hired to objectively review the company’s financial statements. A recently performed 

study shows that Swedish SMEs are in contact with their auditor 3-8 times per year 

(Svanström, 2008). Svanström and Sundgren (2012) conclude that 79 percent of the 
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firms within their study are seeking advice from their incumbent audit firm. The 

evidence provided proofs that SMEs demand and uses their audit firm for advisory 

services, not only audits.  

SMEs demand advisory services from their incumbent auditor and the regulations 

restrict the auditors’ opportunity to give their clients such services. Audit firms in 

Sweden are today allowed to provide NAS to audit clients, but the incumbent auditor 

has restrictions. Auditors are educated and have to practice before they can take the 

examination for becoming an approved or authorized accountant (Auditors Act, § 4). 

Even though auditors should be aware of the rules and regulations they have to follow, 

one of the authors has worked in a public accounting firm and while doing that noted 

that the external auditor has given advice to audit client, inconsistent with the law. The 

distinction between how auditors operate, the regulations and potential impacts on 

auditor independence has raised the question of whether managers of SMEs are aware 

of the regulations auditors have to follow and why there are laws and regulations that 

not follows. 

“The purpose of the statutory audit is to provide an independent opinion to the 

shareholders on the truth and fairness of the financial statements” (ICAEW, 2006, p. 

10). This meaning is consistent with the purpose of audit in Sweden according to FAR 

(FAR, 2011). The audit is, due to this purpose, for the shareholders. Small limited 

companies have usually one or few owners, where all shareholders have full insight into 

the company’s management. Public companies have a large amount of shareholder with 

limited insight into the company’s management. We, the authors’, question whether this 

purpose can be applied equally well to small limited companies as to public companies. 

The audit is a safeguard for different stakeholders, especially shareholders and creditors 

(Ashbaugh, 2004). Based upon above definition, it can be questioned whether today’s 

rigid auditor independence regulations for auditors who audit small firms can be 

motivated when the purpose of audit is for the shareholders. Require other stakeholders 

the same amount of objectivity from the auditors review, the question is whether it is 

essential for small firms with one or few shareholders and probably only a few external 

stakeholders to keep their auditor-client relation independent.   
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1.3 Research Questions 

• Does the management of small Swedish companies perceive audit independence 

as important? 

• Are Swedish small and medium sized enterprises who require an auditor aware 

of the auditor independence regulations? 
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2 Methods 

This chapter presents the research strategy, how the primary data has been collected 

and a description of how this data has been analysed. The credibility of the research 

findings and the limitation of the study are presented in the end of this section. 

 

2.1 Research Strategy 

This section introduces the research strategy of this thesis. The choice of method will 

then be presented and explained. 

2.1.1 Qualitative and Quantitative Methods 

Literature makes a separation between solving numerical problems and non-numerical 

problems, these methods are usually known as quantitative and qualitative approaches. 

The quantitative method is used to describe and solve numerical problems. The 

quantitative method defines, describes and explains a wide range of problems using 

numbers, by collecting numerical data, summarize the data and then draw conclusions 

from it. The important factor is that the data have to be measureable. The qualitative 

method describes individuals, organizations and groups' behavior. This type of data is 

hard to describe using numerical numbers, therefore illustrative examples and 

generalizations are used instead. In this study, a quantitative method was chosen, as the 

results needs to be summarized in tables and models with calculated numbers (Curwin 

& Slater, 2002). 

2.1.2 Primary and Secondary Data  

There are two different types of data, primary and secondary data. Secondary data 

comes from existing sources and primary data is new information collected for the new 

research (Curwin & Slater, 2002). Secondary data is data that have already been 

collected by someone other than the user, aimed for another other purpose.  Books and 

articles in journals are examples of secondary data, which is in this study used for the 

review of literature. Primary data is new data collected for a specific research project. 

Primary data is collected through observations, questionnaires and interviews 

(Saunders, Lewis, & Thornhill, 2009). In this study a direct survey will be performed 
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which implies that only primary data will be gathered. This research has not previously 

been performed, so this type of data will be collected for the first time. 

2.2 Data Collection  

This section describes how the population was determined and how the sample selection 

was made. The last part in this section includes a description of the survey approach. 

2.2.1 Population  

On February 21, 2012, a company search was performed in the database UC webSelect. 

UC webSelect is a company database with information about all companies registered 

in Sweden. The database is maintained by UC AB which is owned by seven large 

Scandinavian banks (UC: Om UC). UCs information is gathered and frequently updated 

from several sources, such as the Swedish Companies Registration Office, the Swedish 

Tax Agency, Statistic Sweden and banks (UC: UCs Källor). The information used in the 

company search comes from the companies last two year’s annual reports. At the time 

of the company search, all the selected firms matched the selection criteria. The criteria 

used to obtain the population are presented in table 1. 

 

Table 1: Selection Criteria 
County  Jönköping 

Legal form Limited company 

Auditor Requirements No exemption from audit requirements 

Number of employees 0-49  

Balance sheet total 1 000 000-49 999 000 SEK 

Net sales 3 000 000-80 000 000 SEK 

Group Status / Subsidiary Exclude subsidiaries 

Business - main industry  Exclude audit, tax advice, accounting and bookkeeping 

 

The Jönköping area was chosen because several studies (Johannisson & Gustafsson; 

1984: NUTEK, 2000; Wigren, 2003) all have described Småland and specific 

Jönköping County as a region with very good business environment for SMEs. 

Moreover, Jönköping International Business School is located in this geographical area. 

The auditors have due to these circumstances found it relevant to study companies 

operating locally. As the study will be about Swedish SMEs who requires auditor, all 
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companies in the population must be audited to be able to answer the interview 

questions. Therefore, the auditor requirement criteria were included, so that companies 

without auditors were excluded. The sample selection criteria are set so that the sample 

should only include SMEs in accordance with the definition in the Annual Accounts 

Act, 3 §. The number of employees, balance sheet total and net sales is set as close as 

possible to the auditor requirement numbers in the bottom and as large as possible in the 

top to match the SME definition. The inconsistence with the selected numbers and the 

laws are due to range limitations in the selection database. Subsidiaries were removed 

from the selection to make sure the companies interviewed have an independent 

economy and not an economy that is merged into what is defined as a large company. 

Accounting, bookkeeping, auditing and tax-advice firms were removed from the sample 

as the persons within these firms are in the same business as auditors and are likely to 

have more knowledge about the auditor’s regulations. These companies will therefore 

not be relevant to include in our sample. An auditor working with small companies, 

usually have several audit client within many different industries.  This study will 

therefore not focus on any particular industry as a broader view of auditor independence 

will be studied (Svanström, 2008).  

2.2.2 Sampling 

The total population consisted of a list of 3389 companies. A random sample was 

selected out of the total population where every eight company on the list was chosen. 

This type of selection where every n-th person is selected in the sample is called 

systematic random sampling (Denscombe, 2009). The selection resulted in 422 

companies. When the selection was made, the companies’ telephone numbers were 

obtained from UC webSelect.  

According to Denscombe (2009) small-scale surveys generally include between 30-250 

sample items. In previous student researches, a response rate of between 10-20% was 

achieved when e-mailing out questionnaires. The companies in this study were going to 

be contacted and interviewed over the phone, the response rate was therefore expected 

to be somewhat higher. Estimation was made and resulted in that about 400 companies 

were needed to be contacted in order to get a final sample size of around 100. This is a 

sufficient number of responses to draw statistical conclusions upon (Denscombe, 2009).  
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2.2.3 Survey Approach  

This study uses a questionnaire as method for data collection. Questionnaires are a 

method where all respondents will answer the same questions in a prearranged order. 

Questionnaires are used when responses from large samples are going to be collected 

for a quantitative analysis (Saunders et al. 2009).  

The authors could not find any previous research with similar purpose so the 

questionnaire had to be designed from scratch. The questionnaire was first conducted in 

Swedish, as this is the language the interviews will be held in, see appendix 1 for the 

English version and appendix 2 for the Swedish version of the questionnaire. The 

questionnaire consists of three sections with different types of questions. The first 

section in the questionnaire consists of background questions. This section includes 

questions securing that the company has an auditor and that the person interviewed is 

appropriate, together with questions about the company’s relation to their incumbent 

auditor. The second section consists of attitude, opinion and feeling questions. In that 

section, the respondents have to answer the question out of their own thoughts and 

experiences. The questions in the last section are knowledge questions, where the 

respondents have to answer questions about auditor independence regulations, this to 

find out the respondents knowledge within the subject. This questionnaire is designed in 

accordance with Jacobsen’s (2002) guidelines on how to set up a questionnaire. The 

questions in the last section are related to auditor independence and are based upon the 

Swedish Company Law, Swedish Auditing Act and the Swedish analysis model. This 

section starts with questions about the respondent’s knowledge of the above mentioned 

laws. The next part contains questions about services an auditor may provide to their 

audit client, where some of them are prohibited. The questions containing services that 

not affect auditor independence are there as dummy questions, in order to not give away 

the purpose of the study. The authors wanted the respondents to answer the questions 

based on their own thoughts and on the basis of Swedish regulations for auditor 

independence.  

The questions were reviewed with the supervisor before the interviews begun to ensure 

good quality of the questions and that the collected data would be relevant and 

sufficient for answering the research questions. The numbers of questions are set to 18 

so that the interview will not take too long, as it would be preferable to conduct the 
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interview at the first call. There are no rules on how many questions a questionnaire can 

have. Various factors can influence the appropriate length of a questionnaire, such as 

the complexity of the questions and time it takes to answer the questions. It is usually up 

to the researcher to make a judgment, in order to make the respondents not losing focus 

(Denscombe, 2009). After simulating an interview, the length was considered to be 

approximately 10 minutes long, a length the authors consider appropriate for a 

telephone interview. The questionnaire was then pre tested on the two first interviewed 

companies, and minor grammatical changes were made. When this was completed, the 

rest of the sample was contacted.  

2.2.4 Interviews  

The 422 companies were called and the questions were asked over the phone. The 

interviews were performed in Swedish, in order to get the fairest answer as possible 

without limitations due to language problems. Telephone interviews are an appropriate 

form to collect data when large amounts are to be collected. When emailing out 

questionnaires the response rate is expected to be lower. This is base on two previous 

studies performed on SMEs. Kirby and King (1997) sent out their questionnaires and 

received a response rate of 27% (31 usable responses of 120 firms), while Gooderham, 

Tobiassen, Døving and Nordhaug (2004) used structured questionnaire by telephone 

and had a minimal non-response, 95% firms cooperated (305 of 320 firms). By 

comparing the response rates with other similar studies, the researcher can get an idea of 

the response rate is acceptable or not (Denscombe, 2009). 

The companies were called in a systematic order. When the interviewer could not come 

into contact with the right person on the first call, that company was classified as a no 

reply and the next company on the list was called, see table 2. Callbacks were made in 

the situations where the interviewer got in contact with the right person on the first call, 

but the person for some reason was unable to be interviewed directly. Maximum two 

callbacks were made and when there was no response during these tries the company 

was considered as a no reply. The reason for this approach is due to time limitations, as 

there was no time to call all companies over and over again until the right person was 

reached.  
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The interview topic was presented as a study within the field of small business owners 

and their relationship to their auditor, not as SMEs managers’ knowledge in the auditor 

independence regulations which the study actually is about. In accordance with 

Jacobsen (2002), a guideline was used so that both interviewers presented themselves 

and the study in exactly the same way, see appendix 3 for the English version and 

appendix 4 for the Swedish version of the interview guide. When the interviewer got in 

contact with the company, the right person was requested by asking for the person 

responsible for the economy or a person who take decisions about the company’s 

finances. This to ensure, that the interviewed person has the reasonable knowledge and 

familiarity of the research topic in order to understand the questions.  

All respondents were informed that the data will be presented anonymously so the 

respondent could answer the questions honestly. The reason behind this is that the 

companies should not feel that they are exposing their auditor in any way and for the 

results to be as truthful as possible (Denscombe, 2009). When the interview was 

conducted, the interviewer informed the respondent that the study will be published this 

summer and that the thesis could be reached via Jönköping University’s webpage.  

2.2.5 Response Rate 

All the 422 companies were called. However, the sample has been slightly adjusted 

afterwards as 23 companies for various reasons no longer are included in the sample. 

Fifteen of these companies have been impossible to contact due to wrong or missing 

telephone numbers. The reminding 8 companies have been excluded as they no longer 

match the selection criteria, as UC webSelect do not include data from the current 

financial year.  

 

Table 2: Response Rate 
 
Yes   102  25.6% 

No   41 10.3% 

No reply  256 64.1%
 

Total  399 100% 
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A response rate of 25.6% is compared to other student researches high. If only looking 

at the companies where the right person was reached, the participating rate was 71.3% 

(102/143).  In situations where the respondent has not given answers to all questions, 

missing response has been excluded only from the specific question when the results 

were summarized.  

2.3 Data Analysis 

To analyze the data from the questionnaires, a compilation in SPSS was made. All the 

answers were recorded using numerical codes as is leads to fewer errors. The non-

responses had its own code. The data is categorized as nominal data and descriptive data 

which are values that cannot be measured numerically. This type of data counts the 

number of occurrences in each reply (Saunders et al. 2009). To enable a comparison, 

tables and graphs were designed in SPSS. Multiple cross-tabulations were developed, in 

order to easily view the relationship between various questions.  

2.4 Credibility of Research Findings 

This section describes reliability and validity. Reliability and validity are different 

research instruments which are important for the researcher to be aware of and take into 

account (Zikmund, 2000). Reliability refers to the degree which the data collection 

techniques are free from errors and will yield consistent results (Saunders et al. 2009). 

Different measurements have to give the same result, if the measuring instruments shall 

be reliable. High reliability is achieved if the measuring instrument is consistent 

(Denscombe, 2009). All interviews are conducted in the same way and the same 

questionnaire is used. The phone calls have been conducted during office hours with a 

break over the standard lunch hours in Sweden. The interviews were performed during 

three subsequent weeks, so that the interviewers not changed their behaviour and the 

way they performed the interviews.   

Imperfection affects the degree of reliability, an example of this can be, if a respondent 

misunderstand or does not understand the questions correctly (Zikmund, 2000). As the 

questions was reviewed and tested, the authors could make sure the questions was asked 

in most proper way, minimising the misunderstanding of the questions.  

Validity is concerned with whether the measuring instrument specifically reflects what 

is intended to be measured (Saunders et al. 2009). Validity further refers to that research 
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shows the truth and the reality and that a survey obtains correct and accurate data 

(Denscombe, 2009). Validity is divided into internal and external validity. Internal 

validity involves what can go wrong during the research, for example, errors and 

changes in the measuring instruments (Smith, 2003). In this study, the questionnaire 

was designed without leading questions, aimed not to bias the respondent’s answers. 

The arrangement of the questionnaire made it impossible for the respondent to find out 

the correct answers. The respondent could therefore answer the questions without being 

biased of what they think they should respond. This gives validity to the questionnaire 

as it measure what aims to.   

External validity involves the degree of generalizability of the research’s findings that 

can be transferred to other people or companies (Smith, 2003). None of the two 

concepts, reliability and validity, are in a research sufficient without the other 

(Zikmund, 2000). The population in this study consisted of 399 companies and out of 

them were answers given from 102 companies. According to Denscombe (2009) are 

102 responses a sufficient amount of responses for making a generalization of the 

results.  

2.5 Limitations of the Study 

In surveys, there is a significant problem with large falling off in response rate. When 

there is a large non-response rate, the difference between the respondents and the non-

respondents are not known.  There are two types of non-responses. The first groups are 

those people who refuse to participate in the survey. Here, it may be the same type of 

people who do not want to participate in the survey and this may affect the survey to 

obtain a distorted result (Denscombe, 2009). In this study, 71.3% of the reached 

companies decided to participate in the study and 28.7% refused to participate. As the 

study was presented in a way where the purpose was not told, the answers from the ones 

who refused would unlikely affected the results. 

The second group is non-response due to lack of contact with people. These non-

responses must be a coincidence and not a systematic loss of contact (Denscombe, 

2009). In this study, this type of loss was prevented by calling the companies during 

office hours. The right person within 256 of the 399 companies was not reached at the 
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first call. This number could have been lowered if the companies were called back, but 

due to time limitation, this was not possible.  

One limitation of this study is due to the fact that the study was performed only in 

Jönköping County in Sweden. This as there may be regional differences in the auditor-

client relationship. Svanstöm’s study shows that there are regional differences in the 

SMEs behavior when it comes to demand for audit and NAS.  

2.6 Own Approach  

During all stages of a study, in the data collection, the analysis process and for the 

publication of a study, researchers should maintain ethical behavior. Researchers must 

respect the participants’ dignity and rights and ensure that the participants suffer no 

harm by the research. Researchers must work with honesty and respect the participants’ 

integrity (Denscombe, 2009). There are several ethical principles to guide researchers; 

they can be summarized as following (Denscombe, 2009, pp. 195-198): 

Principle 1: To protect participant interests 

Principle 2: The researcher most avoid false pretenses and misrepresentations 

Principle 3: Participants must give informed consent  

All participants in this study were informed that the company name, the respondents 

name and their responses will be confidential. Questions regarding the company´s 

business and their auditor are for many companies’ sensitive matters. By informing the 

respondents that all answers will be anonymous, more sensitive and controversial data 

can be collected (Lundahl & Skärvad, 1999).  
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3 Review of Literature 

This chapter presents the theories that are central for the purpose of this thesis. The 

concept of auditor independence and its regulations is explained. Further are the 

threats towards auditor independence presented and described. The chapter ends with a 

presentation of SMEs and economic theories related to auditor independence. 

 

3.1 Auditor Independence 

Independence Standards Board (ISB) defines auditor independence as “freedom from 

those factors that comprise, or can reasonably be expected to comprise an auditor´s 

ability to make unbiased audit decision” (ISB, 2000, sec. 1). The Federation of 

European Accountants (FEE) has pointed out that “independence is the main means by 

which the statutory auditor demonstrates that he can perform his task in objective 

manner” (EC Green Paper, 1996, p. 20). Auditor independence is in Sweden regulated 

in the law, in ethical standards and in the International Standards on Auditing (ISA). 

Moore, Tetlock, Tanlu and Bazerman (2006, p. 12) states that “auditors are required to 

be independent from and unbiased by their client´s interests”. The concept auditor 

independence has not a precise meaning. There are differences in the perception of the 

concept. This diversity can depend on economic, regulatory and cultural differences, as 

norms and common beliefs in various countries differ (Beattie, Brandt & Feamley, 

1999; Vanasco, 1996). Further, the perception of the auditor independence concept can 

also differ between the users of financial reports, financial report preparers and the 

auditor (Wines, 2012).  

3.1.1 Importance of Auditor Independence 

Auditor independence concerns the relationship between the auditor and the client 

(Wines, 2012). After several high-profile corporate failures’ in the early 21st century, 

the debate regarding auditor independence has erupted (Page & Spira, 2005). Auditor 

independence is crucial important, and said to be a cornerstone within the audit 

profession, and one of the professions most valuable assets (Hemraj, 2002; Wines 

2012). 

The auditor’s task is to provide an external, independent and objective opinion that can 

verify companies’ financial reports. If the external auditor were not required to be 
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independent the value of external auditing should be vanished, as internal auditors can 

do the same work. The assurance of auditor independence is very important for all users 

(suppliers, customers, lenders, creditors, government etc) of the audited financial reports 

(Ashbaugh, 2004; Moore et al. 2006).  

3.1.2 Independence in Mind and Independence in Appearance 

The auditor independence has two dimensions, independence in mind and appearance. 

The American Institute for Certified Public Accountants (AICPA) defines independence 

in their conceptual framework. This definition is more or less identical to the Swedish 

definition in FAR (2011). 

Independence of mind - The state of mind that permits the performance of an attest 

service without being affected by influences that compromise professional judgment, 

thereby allowing an individual to act with integrity and exercise objectivity and 

professional skepticism.  

Independence in appearance - The avoidance of circumstances that would cause a 

reasonable and informed third party, having knowledge of all relevant information, 

including safeguards applied, to reasonably conclude that the integrity, objectivity, or 

professional skepticism of a firm or a member of the attest engagement team had been 

compromised. 

3.2 Statutory Audit 

“The purpose of the statutory audit is to provide an independent opinion to the 

shareholders on the truth and fairness of the financial statements” (ICAEW, 2006, p. 

10). 

All limited companies in Sweden are required to keep records of all financial 

transactions (Accounting Act, 2 ch, 1 §).  They are further obligated to end every 

financial year’s accounting with a published annual report (Accounting Act, 6 ch, 1 §). 

Audit activities have been performed in Sweden since the 1650´s. The auditor 

profession grew up in Sweden during the late nineteenth century. The audit profession 

as it is today has developed over several centuries. (Wallerstedt, 2009). The audit as 

such is regulated in the Company Law, Auditors Act and the Audit Act, but also by 
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normative bodies. In Sweden is FAR the organization responsible for issuance of 

guidance and recommendations within the field of accounting and auditing. 

Auditing standards describe how an audit should be planned, carried out and reported. 

The European Commission has determined that the International Standards on Auditing 

(ISA), issued by International Auditing and Assurance Board (IAASB), applies to the 

entire EU. The purpose of a common auditing standard is to ensure high quality audits 

in all member states (SOU 2008:32). FAR has recently translated the ISA and is now 

the recommended auditing standard in Sweden (FAR, God revisionssed). The transition 

to ISA did not cause any large changes since the auditing standard applied earlier was 

based upon ISA (SOU 2008:32). ISA includes specific guidelines related to auditor 

independence.  

3.2.1 Auditor Task 

The auditor shall, in accordance with the Company Law, review the Company's annual 

report and accounting records. The audit shall be as detailed and extensive as Generally 

Accepted Auditing Standards (GAAS) require. The Swedish GAAS is stated in the law, 

but not explained (Company Law, 9 ch, 3 §). GAAS is explained by FAR and means the 

same as good practice among experienced accountants with professional judgment and 

great integrity (FAR, God revisionssed).  

The auditor is an objective third part that performs an independent review of and gives 

credibility to companies’ financial statements, where auditor refers to the auditor as a 

person, not the audit firm he/she represents. A company’s’ financial statement shall 

represent the economic reality according to General Accepted Accounting Principles 

(Ashbaugh, 2004). The auditor’s main function is to certify that companies’ financial 

statements are recorded accurately (Hemraj, 2002). The auditor performs an audit which 

results in an audit opinion on the financial statements (Company Law, 9 ch, 5 §). The 

auditing profession has over the time built up a reputation that stakeholders can rely on. 

The auditor adopts a public duty as the expressed audit opinion gives trust to the 

financial statements accuracy (Hemraj, 2002). The auditor helps their clients to improve 

the relevance and reliability of the information provided (Jeppesen, 1998). Investors can 

then make investment decisions based upon this safeguard (Ashbaugh, 2004).  
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3.2.2 Partial Abolishment of the Statutory Audit  

The European Union’s revised Eighth Directive states that public limited companies are 

required to have their financial statements audited. The Directive further gives the 

member states right to exempt smaller firms from the mandatory statutory audit 

(European Commission, 2006/43/EC). The Swedish auditing regulations are based to 

some extent upon the Directives issued by the European Commission. In recent years, 

projects have been running within the European Union with the aim of reducing the 

administration burdens for SME´s. These, in order for the companies to be more 

competitive and by that stimulate the European economy. The costs for accounting and 

auditing are especially burdensome for SME´s and relieved audit regulations would be 

beneficial for SMEs (SOU 2008:32).  

To be more in line with European rules, the Swedish Government decided in September 

2006 to appoint a special investigation to review the rules related to small business 

auditing and to propose required regulatory changes for a removal of the mandatory 

statutory audit (SOU 2008:32). The study was presented in a report in 2008, approved 

by the Government in June 2010, and came into effect in late 2010. 

All Swedish limited companies were from 1983-2010 required to have their financial 

reports audited by an external independent auditor (SOU 2008:32). Small limited 

companies in Sweden are since November 2010 no longer obligated to have their 

financial reports audited. Companies having at least three employees, a balance sheet of 

1,5 million SEK and a net sales of at least 3 million SEK are obligated to be audited if 

they fulfil two of the criteria’s for two consecutive years (Company Law, 9 ch, 1 §). 

This resulted in that 72% of all limited companies in Sweden no longer are obligated to 

have their financial statements audited (Prop. 2009/10:204) . The reason for the 

abolishment of the statutory audit was to reduce the administration cost for Swedish 

SME´s (SOU 2008:32). 

3.3 Auditor Independence Regulations 

The debate of auditor independence has encouraged standard setters to issue ethical 

codes of conduct. The auditor’s independence is important for the profession and in is 

Sweden regulated by both international guidelines and national laws. International 
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regulatory bodies and EU-recommendations have influenced the Swedish standard 

setters. Audit regulations require auditors to be independent towards their clients and to 

conduct the audit with objectivity (Ashbaugh, 2004). 

3.3.1 International Regulations 

The audit firms’ increased provision of NAS to audit clients over the last decade has led 

to renewed concern over the impact on auditor independence (Ferguson, Seow, & 

Young, 2004). The Enron and WorldCom accounting scandals led to the American 

Congress issuance of the Sarbanes Oxley Act in 2002. This act regulates the auditor 

independence by making provision of nine NAS unlawful. The act states that audit 

firms are prohibited to provide nine types of services to public audit clients, for example 

bookkeeping, valuation services, financial information systems design and legal 

services unrelated to the audit (Sarbanes-Oxley Act, 2002, sec. 201). The International 

Federation of Accountants (IFAC) supports four regulatory bodies where the 

International Ethics Standards Board for Accountants (IESBA) is one of them. The 

IESBA issued a revised version of the code of ethics for professional accountants in 

2010. The American and the international standard setters are highly normative and 

have impact on new regulations worldwide. The code of ethics for professional 

accountants, includes the analysis model where the auditor analyses the relationship to 

their clients, this analysis model can also be found in the Swedish law (further explained 

in section 3.3.3). Auditors can with this tool evaluate potential independence threats and 

find out what actions that may be needed to take. FAR is a member of IFAC and all 

auditors in Sweden have to follow the code of ethics for professional accountants. 

3.3.2 Regulation in the European Union 

The European Commission is the regulatory body setting audit standards within the 

European Union. The revised Eighth Company Directive (2006/43/EC) was adopted 

within the EU in April 2006. The purpose of the Directive was to harmonize the 

member states audit regulations. The auditor’s responsibilities, independence and ethics 

are specified in the Directive.  

Member States shall ensure that a statutory auditor or an audit firm shall not carry out 
a statutory audit if there is any direct or indirect financial, business, employment or 
other relationship - including the provision of additional non-audit services - between 
the statutory auditor, audit firm or network and the audited entity from which an 
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objective, reasonable and informed third party would conclude that the statutory 
auditor's or audit firm's independence is compromised (2006/43/EC, Article 22). 

The Directive has in comparison to the American regulations no absolute prohibitions 

of what services audit firms can offer their audit clients. Individual member states have 

the possibility to set up stricter rules. The analysis model within the IESBAs code of 

ethics for professional accountants has been implemented in the EU regulations.  

The importance of auditor independence has recently been highlighted within the 

European Union. The European commission issued in November 2011 a proposal of 

amending the Eighth Company Directive. The focus is on public interest entities (listed 

companies and banks) but may effect also the independence regulations for SMEs. 

Some of the main points in the proposal are the following: mandatory rotation of audit 

firms every sixth year, a total ban of provision of non-audit service to audit clients and 

accounting firms over a certain size will be prohibited to offer other services than audit 

services. The last point is the one that can impact on SMEs mostly (European 

Commission, 2011). In location with few audit firms, SMEs may get it harder to find 

qualified advisors if the audit firms in the region may not be allowed to provide NAS to 

anyone.  

3.3.3 Regulations in Sweden 

Auditors operating in Sweden are directly regulated by the Auditors Act, the Audit Act 

and the Company Law. Auditors also have to follow the guidelines issued by FAR, 

which is the main Swedish standard setter in the area of accounting and auditing. The 

European Commission (2002/590/EC) and the professional ethics regulations issued by 

IFAC should further be taken into account. FAR has adopted the IFACs code of ethics 

for professional accountants, this in combination with the harmonization within the EU 

has replaced FAR’s ethical guidelines. The Swedish independence regulations are 

consistent with IFAC´s code of ethics and the EU-recommendation (European 

Commission, 2002/590/EC) which all applies the analysis model.  

The Company Law regulates auditor disqualification and defines the limitations of the 

connection to audit clients. The Audit Act 17 § states that a shareholder or board 

member of a company cannot be the auditor of the same, either anyone assisting the 

company with accounting.  
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The Auditors Act 20 § says that an auditor shall perform the audit with impartiality, 

independence and objectivity in their positions. The audit activity must be organized so 

that the auditor’s impartiality, independence and objectivity are ensured. The Auditors 

Act 21 § includes the so called analysis model, a tool on how to evaluate and ensure 

independence towards new and existing audit clients. The Auditors Act 21 § obligates 

the auditor to examine whether there are circumstances that may undermine the auditors 

independence and impartiality.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1: The Analysis Model – Flow-chart (FAR, 2005) 
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FAR has created a flow-chart which includes 12 steps on how the evaluation of the 

auditor independence should be carried out, see figure 1. Step 1 and 2 covers 

determination of a new assignment and new circumstances in an existing assignment 

and whether it is within the audit firm network. In the next steps (3 & 4) the type of 

assignment is determined, whether it is an audit business or a consulting business. If 

there is a consulting business (step 5) and there is no point of contact with an audit 

assignment, the consulting business should be accepted/retained otherwise the auditor in 

charge shall be informed (step 6). If there is an audit business and there exists grounds 

for disqualification (step 7), the audit engagement should be declined/resigned. 

Otherwise, the auditor independence threats (see section 3.4) shall be assessed (step 8). 

If there are no existing threats, the audit assignment can be accepted/retained (step 9). If 

there exist any threat and particular circumstances or possible safeguards exists (step 

10), the audit engagement can be accepted/retained (step 9), if there is a reason to 

question the auditors independence, the audit engagement should be declined/resigned 

(step 11). The analysis shall be documented (step 12) when an audit engagement is 

accepted/retained (FAR, 2005). 

The Auditors Act 21 § describes five situations where the auditor independence is 

threatened, and where the auditor shall decline or resign from the assignment. The five 

situations apply to the auditor and anyone in the network where he/she operates.   

• If the auditor has a direct or indirect economic interest in the clients business 
• If the auditor has given advice which is not related to the audit and by that can 

cause a situation of self-review 
• If the auditor has given the client legal support  

• If the auditor has a close personal relationship to the client or any person in his 
management 

• If the auditor has been exposed to threats or other pressure intended to 
intimidate. 

Furthermore, the auditor shall decline or resign from the audit engagement if there is 

any other circumstance of such nature that it may undermine confidence in the auditor’s 

impartiality or independence. The auditor is not required to decline or resign from the 

assignment, if there in each case are any special circumstances or if any actions have 

been taken, resulted in that there is no longer any reason to question the auditor’s 

impartiality or independence (Auditors Act, 21 §).   
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3.4 Auditor Independence Threats  

The analysis model is the Swedish auditors guide on how to evaluate potential threats 

towards the auditor independence. Lack of independence may result in audits performed 

without objectivity, impartiality and independence. The potential threats to auditors’ 

independence are separated into five threats, see figure 2. There are the self-interest 

threat, self-review threat, advocacy threat, familiarity threat and intimidation threat.  

 

Figure 2: Auditor Independence Threats (Hayes, Dassen, Schilde, & Wallage, 
2005, p. 87) 

3.4.1 Self-Interest Threat 

 “The threat that arises when an auditor acts in his or her own emotional, financial or 

other personal self-interest” (Jaenicke, 2001). The self interest threat occurs when an 

auditor or any other in the audit team have a direct or indirect financial interest in the 

clients business (Auditors Act, 21 §). For example, the auditor has the audit client given 

a loan, or if the auditor manages and deals with the clients securities. Further, if the 

auditor is financially dependent on the client, which can occur when the audit fees is a 

significant proportion of the audit firms total income (FAR, 2005).   

3.4.2 Self-Review Threat 

 “The threat of bias arising when an auditor audits his or her own work or the work of a 

colleague” (Jaenicke, 2001). The self review threat occurs when the auditor or any 

other in the audit team already have, in any other context, taken a position to the 
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conditions that are to be reviewed (Auditors Act, 21 §). For example, if the auditor or 

any other within the same audit firm have provided NAS to the audit client concerning 

questions covered by the statutory audit. If anyone in the audit team recently was an 

employee of the client, in a position as of a director or officer, or in a position with 

extensive influence over the subject matter of the audit engagement (FAR, 2005).  

3.4.3 Advocacy Threat 

“The threat arises when an auditor acts as an advocate for or against an audit client´s 

position or opinion rather than as an unbiased attester” (Jaenicke, 2001). The 

advocacy threat occurs when the auditor or any other in the audit team 

promotes/demotes, or have promoted/demoted, a client´s position or opinion in a legal 

or financial question where there are differences of opinion or conflict of interest 

(Auditors Act, 21 §). For example, if the auditor represents or acts as attorney for or 

against the audit client in a tax case (FAR, 2005). 

3.4.4 Familiarity Threat  

“The threat that arises when an auditor is being influenced by a close relationship with 

an audit client” (Jaenicke, 2001). Familiarity threat occurs when the auditor or any 

other in the audit team have a close personal relationship with the client or any person 

in the client’s management (Auditors Act, 21 §). For example, a close or long term 

personal relationship can lead to a situation where the auditor becomes too sympathetic 

to the client´s interests (FAR, 2005).  

3.4.5 Intimidation Threat 

“The threat that arises when an auditor is being, or believes that he or she is being, 

overtly or covertly coerced by an audit client or by any other interested part” (Jaenicke, 

2001). Intimidation threat occurs when the auditor or any other in the audit team have 

been subjected to threats from the client or any person in the client’s management 

(Auditors Act, 21 §). For example, if the auditor is threatened by the client with 

dismissal from the audit engagement (FAR, 2005).  



 

 
24

3.5 Auditor Independence Threats in Small and Medium-Sized 

Enterprises 

This section describes some typical factors in SMEs that is considered as threats 

towards the auditor independence. The first part will discuss the length of the audit 

engagement and a close audit-client relationship. The last part focus on audit firms 

provision of NAS to audit clients. 

3.5.1 The Length of the Audit Engagement 

The length of the auditor engagement in SMEs is not regulated in the Swedish law, but 

is for publicly traded companies. Auditors in publicly traded companies are allowed to 

participate in the audit for seven subsequent years, and must then resign. When the 

auditor has resigned from the audit engagement, two years need to elapse before the 

auditor can be involved in the audit for the same company again (Company Law, 9 ch, 

21a §; IESBA, 2010). Seow (2001) states that auditor independence threats also can be 

that small companies’ change their auditor less often as large companies. A close 

relationship between small companies and their auditor can impair the auditor’s 

independence because the auditor may be influenced by the relationship (European 

Commission, 2002/590/EC). IESBA (2010), states that a long auditor-client relationship 

creates familiarity and self-interest threats. 

3.5.2 Joint Provision of Audit and Non-Audit Services  

Since the external audit began in the nineteenth century auditors have provided their 

clients with other services than the statutory audit (Arruñada, 1999). The audit has for a 

long period of time been combined with consulting services, such services has increased 

significantly, especially in the 1990’s (Svanström, 2004). In the same era, the market for 

audit services was stagnant. The audit firms’ response to this was increased provision of 

NAS (Beattie et al. 1999; EC Green Paper, 1996). This has lead to a shift in the source 

of revenue for large audit firms, the revenue from consulting services has increased and 

revenue from audit services has decreased (Public Oversight Board, 2000).  

Audit firms in Sweden are allowed to provide NAS to audit clients. However, the 

incumbent audit firm is prohibited to assist companies with their fundamental 

accounting, but are for SMEs allowed to help out with the general ledger (Company 

Law, 9 ch, 17 §). It is argued by several researchers that auditors provision of NAS to 
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audit clients can impair the auditors independence (Hemraj, 2002; Kinney, Palmrose & 

Scholtz, 2004; Raynolds, Deis & Francis, 2004). Auditor’s provisions of NAS to audit 

clients create a self-review threat (FAR, 2005).  

Standard setters have been of the opinion that the incumbent auditor’s provision of NAS 

to audit clients can impair the auditor’s independence (IFAC Code of Ethics 2005, 

290.158). Audit firms providing NAS to audit clients are seen to be more financially 

dependent on the client. The economic bond may reduce the auditor’s willingness to 

question possible errors of a client’s financial statements (Kinney et al. 2004).  

The main research focus related to auditor independence has been on the auditor-client 

relationship and how the relationship may impact audit quality. The researchers have in 

the majority of the studies concerning auditor independence, tried to find a correlation 

between provision of NAS, audit quality, audit fees and the auditor´s opinion. Mautz & 

Sharaf (1961) and Wines (2012) conclude that the provision of NAS to audit clients 

impact the auditor independence. Other researchers have found empirical evidence 

supporting the opposite, that provision of NAS to audit clients not impact the auditor 

independence (Arrunada, 1999; Ashbaugh, LaFond & Mayhew, 2003; Craswell, 1999; 

DeFond, Raghunandan & Subramanyam 2002,). These researchers believe that the 

focus on the auditors’ provision of NAS is of minor importance as it not impairs the 

independence. Focus should instead be on audit quality, not the auditor-client 

relationship (Van Der Plaats, 2000) 

3.6 Small and Medium-Sized Enterprises 

The Swedish law defines small and large enterprises. A firm is defined as large if more 

than one of the following criteria is fulfilled the last two subsequent years, otherwise the 

enterprise is small (Annual Accounts Act, 3 §). 

• The average number of employees in the company has during each of the last 
two financial years amounted to more than 50  

• The company reported total assets shall for each of the two last financial years 
amounted to more than 40 million SEK. 

• The company reported net sales shall for each of the two last financial years 
amounted to more than 80 million SEK. 
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The European Commission issued a new definition of SMEs in 2006 which aims to 

promote entrepreneurship, investments and growth. The European Commission 

categorizes companies into three different types, micro, small and medium-sized 

enterprises. The defining criteria’s for determining the size of a SME are number of 

employees plus net sales or balance sheet (European Commission, 2003/361/EC). The 

European Commission’s criteria for micro and small enterprises conform to a large 

extent with the Swedish definition of a small enterprise, where as the criteria of 

medium-sized is classified as a large enterprise due to the Swedish definition (European 

Commission, Enterprise and Industry, 2012).  SME is a common used expression for 

what in Sweden is defined as a small enterprise. This Swedish definition of a small 

company applies to all companies called SMEs in this study.  

Researchers interest in SMEs and entrepreneurship have increased over the last 30 

years. Research within the area was established in the 1970 and has been continuously 

growing. Early studies showed that SMEs are important for economic growth and 

employment in urban and rural areas (Hallberg, 2000; Johannisson & Lindmark, 1996; 

Svanström, 2004). Studies highlight SMEs as an important provider of jobs, which 

results in reduction of unemployment (NUTEK, 2000).  

SMEs stand for innovation, entrepreneurial skills and fostering employment and are 

thereby important for the economy. Twenty-three million SMEs represent 99% of all 

enterprises in the 25 countries in the European Union and provide around 75 million 

jobs. SMEs have often problems to obtain capital in the start-up phase. Limited 

resources and nearly inaccessible access to new technologies have encouraged the 

European Commissions to support SMEs (European Commission, 2005). 

3.6.1 Auditors Role in Small and Medium Sized Enterprises 

Auditors have in many countries an important role as business advisor and provider of 

NAS to SMEs. Swedish audit firms provide accounting services, legal services, tax 

services, finance services and investment services, which are all different types of NAS 

(Svanström & Sundgren, 2012). Audit firms and incumbent auditors are a good source 

for advisory services, as knowledge spillovers from the NAS could reduce the audit cost 

and the cost for finding a qualified external source for advisory services. The incumbent 

auditor will learn about the company during the statutory audit which will be beneficial 
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when providing NAS to the company (Svanström & Sundgren, 2012). When providing 

NAS, the acquired knowledge will be beneficial in the auditing of the company. The 

knowledge spillover can be both general and more company specific (Simunic, 1984). 

Empirical evidence proves that combined provision of audit and NAS will lower the 

total cost for the services (Arruñada, 1999). Companies will prefer to buy NAS from 

their incumbent audit firm rather than other service providers if the knowledge 

spillovers reduce the audit cost (Arruñada, 1999; Simunic, 1994). The auditors’ reasons 

for joint provision of audits and NAS are tied to the effects of economies of scope, joint 

production, which leads to cost savings when both services are provided by the same 

audit firm (Arruñada, 1999) 

Sometimes, the auditor-client relationship is so close as SMEs consider their incumbent 

auditor to be an integrated part of the business (Gooderham et al. 2004). The study of 

Svanström (2008) found evidence for a close auditor-client relationship in Swedish 

SMEs. However, the Swedish law states that a close audit-client relationship can be a 

threat towards the auditor independence (Auditors Act, 21 §). 

3.6.2 Small and Medium Sized Enterprises Demand for Non-Audit Services 

Companies need many different types of advisory services, for example, tax consulting, 

HR, financial, accounting and legal services (Svanström, 2008). Government official 

reports and researchers have on several occasions pointed out SMEs great need for 

advice and help for business improvements (Johannission & Lindmark, 1996; SOU 

1998:77). Audit firms are frequently hired for consulting services in areas outside SMEs 

own qualifications. SMEs need for advice is closely related to the requirement to 

quickly understand and adapt to a changing business environment (Svanström, 2004). 

Large companies have often well educated and qualified employees within the 

company. Small firms often lack in-house financial competencies. Owner-managers are 

often entrepreneurs and lack education and knowledge in business administration and 

related business areas (Deakins, Logan, & Steel, 2001). Jennings & Beaver (1997) 

explains that SMEs often have difficulties in hiring skilled persons because of their 

inability to offer competitive wages and remuneration. As in-house competencies often 

are weak, smaller firms are dependent on getting business advice from external sources 

(Gooderham et al. 2004). A British study concludes that 95 percent of SMEs use at least 

one source for external advice (Robson & Bennett, 2000). SMEs tend to use fewer 
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external sources for business advice, compared to large companies (Hallberg, 2000). 

The companies’ relationship and trust in the advisor is central in SMEs choice of source 

for business advisory services (Bennett & Robson, 1999; Gooderham et al. 2004). 

 Research shows that many SMEs use their auditor for NAS, such as tax consulting and 

other consultancy services (Svanström & Sundgren, 2012). Auditors, banks and lawyers 

are among the most common external sources for business advice to SMEs (Gooderham 

et al. 2004; Kirby and King, 1997; NUTEK, 2000; Robson & Bennett, 2000). Larger 

SMEs purchase more NAS from other sources than their incumbent auditor. The most 

used sources for purchasing NAS are law firms, consulting companies and other audit 

firms (Svanström & Sundgren, 2012). SMEs in Sweden and other countries do 

frequently contact their auditor for NAS (NUTEK, 2000). Kirby and King’s (1997) 

study in U.K shows that 90.4 percent of the firms using external advice, seek advice 

from their auditor. A recent study in Sweden found out that 79% of the studied 

companies have purchased NAS from their incumbent audit firm (Svanström & 

Sundgren, 2012). 

3.7 Economic Theories 
Economic theories can describe some phenomenon about the audit profession. The 

agency theory describes the relationships between the management, shareholders and 

the company’s auditor. The legitimacy theory focuses on how the society and the 

stakeholders perceive the company. The last section concerns the expectation gap which 

is the difference between the society’s expectations of auditors and the auditors’ actual 

performance. 

3.7.1 Agency Theory  

The separation of ownership and control emerge when a company is not managed by its 

owner(s). Jensen & Meckling (1976, p. 5) defines an agency relationship as “a contract 

under which one or more persons (the principal(s)) engage another person (the agent) 

to perform some services on their behalf which involves delegating some decision 

making authority to the agent”. The agency relationship will often result in agency 

costs. The cost of the structuring, monitoring and bonding the agent to act in the interest 

of the owners is called agency costs (Fama & Jensen, 1983). Agency cost come up 

when the managers (the agents) interest is inconsistent with the owners interest (the 
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principals). Managers assumes to be acting for maximize their own wealth, which is not 

necessarily in line with the owners interest (Watts & Zimmerman, 1979). The agency 

problem can be solved if the agent benefits from working in the best interest of the 

owners (Jensen & Mecklin, 1976).  

The agency problem exists mainly in large often public companies, as SMEs usually are 

managed by the owner(s) and have not dispersed ownership (Seow, 2001). In the case 

of SMEs, this theory falls apart, as the owners and managers are often the same persons.  

In this case, there exist no agents. In Sweden have all limited companies, with 

exemption from really small companies, mandatory audits (Company Law 9 ch, 1 §). 

The Swedish law with mandatory audit for SMEs is therefore inconsistent with the 

agency theory.  

When the there is a separation of ownership and control, the shareholders (principals) 

are willing to have someone who monitors the agents work (monitoring costs). The 

monitoring cost is the cost of having auditors to review the agents work (Moore et al. 

2006). The agency theory in an audit context is a bit different than the director-

shareholder relationship. The principals are in this context the users of the financial 

statements who rely on the auditor to provide a service  (ICAEW, 2005). The auditors 

are hired by the shareholders and paid by the client, to independently review the 

company’s financial reports and the boards’ governance of the company (Jensen & 

Mecklin, 1976). The auditor as the agent leads to concern about threats to independence 

and objectivity. One way to reduce this agency problem is to strengthen the 

trustworthiness in the audit and require auditor independence.  

3.7.2 Legitimacy Theory 

Suchman (1995) defines legitimacy as “a generalized perception or assumption that the 

actions of an entity are desirable, proper, or appropriate within some socially 

constructed system of norms, values, beliefs, and definitions” (Suchman, 1995, p. 574). 

The society will withdraw a company’s possibility to operate if the society is not 

satisfied with the way the company operates. The society will not accept the company 

and therefore not give legitimacy (Deegan, 2002).  

The audit legitimizes the client financial statements. The auditor is judged by the 

society and the users of financial statement. One possible way for the auditor to 
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legitimize his work is to be independent in fact and appearance (Bode, 2006). The 

character of the auditor has changed in the wake of the accounting scandals in the early 

21st century. The change in the role of auditing depends on the audit profession 

willingness to restore trust in audits and give legitimacy to the role of auditor (Reiter & 

Williams, 2004).  

3.7.3 The Audit Expectation Gap 

The audit expectation gap can be described as the difference between the society’s 

expectations of auditors and the auditors’ actual performance (Salehi, Mansoury, & 

Azary, 2009). The society expects auditor independence, no matter the size of the 

company. The stakeholders using the audited financial reports expect that the work of 

the auditor has been performed in accordance with laws and regulations, including 

independence and objectivity (Koh & Woo, 1998). The expectation gap between 

auditors and users of financial information often occurs in the following areas; 

independence, fraud, illegal acts, going concern and duty of care (Sweeney, 1997). 

Kirby and King (1997) argue that there is an expectation gap between small companies 

and their auditor. They further suggest that auditors have to show small companies that 

they can help them improve their businesses. To reduce the gap, auditors have to start 

marketing the services they offer to their clients (Kirby & King, 1997). The auditor can 

further educate the society about what the audit entails otherwise the profession must 

change in order to meet the expectations of society (Sweeney, 1997). 

The audit service market consists of the demand side (financial report users) and the 

supply side (auditors and financial report preparers). Wines (2012) found empirical 

evidence that the perception of auditor independence is quite similar for all market 

participants. The perceptions of potential impairment on auditor independence as a 

result of NAS provision have significant differences. The users of financial statements 

are more concern about the joint provision of audits and NAS than auditors are.   
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4 Result and Analysis 

The results from the interviews are presented under this heading. The results are further 

critically analysed together with the review of literature which was presented in the 

previous chapter. 

 

4.1 General Information of Sample 

The random sample is this study consists of 102 companies. The companies are from 

various branches, 40 manufacturing companies, 15 construction and transportation 

companies, 17 service companies, 19 commercial companies and 11 other companies. 

The sample is summarized in Table 3, and shows the interviewed companies average, 

smallest and largest number of employees, net sales and balance sheet. The average age 

of the companies is almost 21 years calculated on the registration year. 

Table 3: Summary of Sample 

 Employees 
Net Sales

(SEK)
Balance Sheet

(SEK)
Registration 

Year 

 

 

 

Mean 8,4 8 480 000 13 504 000 1992 

Minimum 0 714 000 3 103 000 1912 

Maximum 55 47 438 000 86 566 000 2010 

 

All companies do hire an auditor for doing the audit, and 84.3% of them do also use 

their incumbent auditor for any type of consulting services, see Table 4. The companies 

have not specified what kind of consulting services they hire from their auditor. It is 

therefore not known whether the consulting services are within statutory limits or if 

there are such services that can be considered as a threat to the auditor independence. 

Svanström and Sundgren (2012) found in their study that 79% of the companies 

purchase NAS from their incumbent audit firm. This study shows that the auditor is a 

frequent used source for business advice which is in line with the findings from Kirby & 

King (1997) and NUTEK (2000).  
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Table 4: The Auditors Functions 

 Frequency Percent 
 Audit 16 15,7 

Audit and Consulting Service 86 84,3 

Total 102 100,0 

Besides the audit, do you hire your auditor also for consulting services? 

Table 5 shows that most of the companies in this study have worked with their auditor 

for many years. Only 4.9% have recently hired their current auditor and 76.5% have had 

the same auditor for more than 5 years, as many as 56.9% of the companies have had 

the same auditor for 8 years or more. Seow (2001), states that small companies usually 

have the same auditor for a longer period of time compared to large companies. The 

length of the audit engagement can impair the auditor independence, as a close audit-

client relationship creates familiarity and self-interest threat (IESBA, 2010). This 

study´s results shows that 58/102 auditors has been in the audit engagement for more 

than 8 years which implies that all these auditor face threats against their independence. 

The length of an audit engagement is in Sweden only regulated for publicly traded 

companies, where the auditor has to rotate at least every 7th year (Company Law, 9 ch, 

21a §). This can be interpreted as the standard setter consider that the length of the audit 

engagement impair auditor independence. The lack of auditor rotation regulations for 

SMEs can be derived to that the standard setters do not consider auditor independence 

as important in SME as for public firms.  

Table 5: The Length of the Audit Engagement 

 Frequency Percent 
 0-1 5 4,9 

2-4 19 18,6 

5-7 20 19,6 

8 years or more 58 56,9 

Total 102 100,0 

For how many years has your company worked with the current auditor? 
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Table 6 and 7 shows that majority of Swedish SMEs are in contact with their auditor a 

few times per year. This result is comparable to the study of Svanström (2008) where 

the companies in that study are in contact with their auditor 3-8 times per year. The fact 

that a company are in contact with their auditor only a few times per year, see table 6, 

can not be considered to impair the auditor independence.  

Table 6: Contact Frequency 

 Frequency Percent 

 A few times per year  60 58,8 

Once a month 30 29,4 

Several times per month 12 11,8 

Total 102 100,0 

How many times during the last year did the company contact the auditor? 

Table 7: Contact Frequency 

 Frequency Percent 
 No time 23 22,5 

A few times per year 62 60,8 

Once a month 13 12,7 

Several times per month 4 3,9 

Total 102 100,0 

How many times during the last year did the company contact the auditor for advisory? 

The majority of the companies in this study are doing their bookkeeping by themselves, 

see table 8. Of the companies having an external part doing their bookkeeping, 27.4% 

are having an external accountant and 13.7% uses an accountant from their incumbent 

audit firm. In the cases where the audit firm is doing both the accounting and the 

auditing, a clear self-review threat exists. The incumbent audit firm is not allowed to 

help large companies with any type of bookkeeping, but are for SMEs allowed to help 

out with the general ledger (Company Law, 9 ch, 17 §). The standard setters have made 

a difference between large and small companies where the audit firms are allowed to be 

more involved in small companies bookkeeping. This can imply that the audit 

independence is not as important in small companies as it is in large companies. 
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Table 8: Companies Bookkeeping  
 Frequency Percent 
 Internal function within the company 60 58,8 

The same agency that makes the audit 11 10,8 

Other accounting consultant 24 23,6 

Internal function and the same agency 
that makes the audit 

3 2,9 

Internal function and other accounting 
consultant 

4 3,9 

Total 102 100,0 

Who does your company's bookkeeping? 

4.2 The Purpose of Audit 

The purpose of audit was studied through an open question. The companies were asked: 

“Who do you believe the auditors work is for?". The data has been summarized and 

categorized. The result is presented below in table 9. 

Some of the respondents have given more than one answer. The most frequent answer 

to this question was that the auditor's work is for the company itself (75/102) 16 of these 

75 respondents specified their answer and mentioned company management or 

employees. Other specified answers were that that the audit gives a sense of security 

and self-control for the company. Two companies also mention here that they do not 

have the time or expertise to perform the auditors work by themselves. Only 5 

companies answered that the auditor's work is for the business owner, however, the 

business owner can be part of the answer "the company itself." 

Thirteen respondents have answered that the auditor's work is for the stakeholders. The 

stakeholders mentioned were clients, suppliers and bank/creditor. The respondents 

given this answer have also mentioned that the auditor's work provides a sense of 

security towards external stakeholders and the society. Two respondents clearly 

mentioned that the auditor’s work is only to give an independent picture of the 

company. Twenty respondents believe the auditor's work is for the Swedish Tax 

Agency, 16 other respondents’ states that the purpose of the audit is for the 

authorities/government. It was also mentioned by 4 companies that the auditor's work is 
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for the society in whole. Fifteen respondents were critical to the question as they believe 

that they only have the auditor because they are required to by law. Five of these 

companies emphasizes that the auditor's work is not for anyone, and that the audit is not 

necessary. One respondent believes that the audit only is for the auditor him-/herself. 

The theory finds that the purpose of audit is to provide shareholders with financial 

statements that are independently reviewed by an external part (ICAEW, 2006). This 

study shows that Swedish SMEs finds main purpose of audit to be for the company 

itself, not for the shareholders. Forty-two respondents have indicated that they are 

owners of the company. In these companies there are for sure no separations of 

ownership and control, as the owners and the managers are the same persons, the 

agency theory in the audit context do not exist in these companies. This implies that the 

auditor independence may not be that important in small companies with owner-

managers than in large companies where there is a separation between ownership and 

control.  

Table 9: Purpose of Audit 

 Frequency 
 The company itself 75 

The owners 5 

Other stakeholders 13 

Swedish Tax Agency 20 

The society 4 

No one, only required by law 15 

Authorities/Government 16 

Who do you believe the auditors work is for? 

4.3 Auditor Independence 

All companies, but one, find auditor independence important and 95.1% (97/102) of the 

companies think that their auditor demonstrates independence towards their company, 

see table 10. These companies have indirect given legitimacy to the auditor’s role as an 

independent reviewer. Three companies believes that their auditor do not demonstrate 

impendence because their auditor knows the companies too well. In these cases their 

auditor assists them with their financial statements and is also used as a sounding board. 

Two companies have newly employed their auditor and were unable to give a statement 

on the matter as they have had the auditor for too short time. 
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Table 4 shows that 84.3% of the companies’ hire their auditor for consulting services. 

These services can be of any character both audit consulting and consulting that may 

impair the auditor independence, even though this may threaten auditor independence. 

As mention above, 95.1% of the studied companies consider at the same time that their 

auditor demonstrates independence. This shows that SMEs do not consider consulting 

services as a threat towards the auditor independence. 

Table 10: Auditors Demonstration of Auditor Independence 

 Frequency Percent 
 Yes 97 95,1 

No 3 2,9 

Don't know 2 2,0 

Total 102 100,0 

An important tool for an auditor is his/her independence. Do you think your auditor 
demonstrates that? 

The companies were asked if there are situations where they believe they can influence 

their auditor, the result is presented in table 11. The result of this question can be 

misleading, as some of the “Yes” answers should have been “No” which gives a 

misleading picture. All the companies answering that they can influence their auditor 

were given an open-ended question, where an example of a situation was requested. 

Eleven out of them did not further explain their answer and 19 other companies said that 

it is possible to discuss the auditor’s decisions. Seven companies believe that they can 

influence the auditor’s opinion within the statutory limits. The lack of explanations and 

the statutory limits may question if the answer to the question instead should have been 

“No”.  

Table 11: The Companies Influence on the Auditor 
 
 

Frequency Percent 
 Yes 52 51,0 

No 49 48,0 

Don't know 1 1,0 

Total 102 100,0 

Are there situations where you feel you can influence your auditor? 
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If the case actually is that 51% of the companies can influence their auditor, the 

auditor’s independence is indeed threatened. Even if this might not be consistent with 

the reality, the fact that the companies believe that they can influence their auditor 

shows that a threat towards the auditor independence exists.  

Table 12 shows the result of a question where the companies was asked about their 

opinion of whether it would be good that one single auditing firm does both the 

accounting and auditing for the same company, combination assessment. Most of the 

companies believe that combination assessments are good. 

Table 12: Combination Assessments 

 
Frequency Percent 

 Yes 61 59,8 

No 38 37,3 

 No response 3 2,9 

Total 102 100,0 

Do you think it would be good if one single agency are doing both the accounting and 
auditing for you? 

Swedish SMEs do not believe that audit fees impair the auditor independence (87.3%), 

see table 13.  Many respondents reasoning was that the purchased service (audit) 

assumes auditor independence, audit fees will therefore not impair auditor 

independence. The auditor should be as professional so the audit fee does not influence 

his/her standpoint.  

Table 13: Auditor Independence and Audit Fees 

 Frequency Percent 
 Yes 89 87,3 

No 8 7,8 

No opinion 5 4,9 

Total 102 100,0 

Do you think that your auditor can be completely independent when you pay him/her 
for the work? 
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A few companies had no opinion concerning audit fees possible impact on auditor 

independence, because they never had thought about it before. Kinney et al. (2004) 

states that an audit firm will be more financial dependent on audit clients who also 

purchase NAS. This creates an economic bond between the audit firm and client which 

may impair the auditor independence. 

Figure 3 show that almost all companies perceive that their auditor demonstrates 

independence, but around half of them (46), believe at the same time that they can 

influence their auditor. This contradiction clearly shows that companies' knowledge of 

auditor independence can be questioned. Even though the companies say that their 

auditor demonstrates independence and that auditor independence is important they 

claim at the same time that they can influence their auditor. The companies do not 

consider that their influence on the auditor do impact on auditor independence. This 

shows an expectation gap between the auditor and the companies regarding the meaning 

of auditor independence. 

Figure 3: The Possibility to Influence the Auditor 
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4.4 Auditor Task 

The companies were asked about what type of services they hire from their auditor. 

Whether the auditor has helped out with bookkeeping, closed the books or drawn up the 

company’s annual report. All these services create a self-review threat which due to the 

analysis model may impair the auditor’s independence (FAR, 2005). The companies’ 

knowledge in the field was also studied by questions regarding the auditors’ allowance 

of providing such NAS to audit clients. The auditor is not allowed to provide their audit 

client with such services as this is a ground for disqualification (Company Law, 9 ch, 17 

§). The result is presented below in table 14-16.  

Table 14: Bookkeeping  

 Frequency Percent 
 Yes 28 27,5 

No 53 51,0 
Don't know 21 20,6 
Total 102 100,0 

Can the auditor do the bookkeeping for an audit client? 

Twenty-eight companies believe that an auditor can do the bookkeeping for an audit 

client, see table 14. This is totally prohibited according to the Company Law, 9 ch, 17 §. 

The reason for this result may be that the companies lack knowledge and never 

experienced any difference between the auditor and the audit firm.   

Table 15: Preparation of the Financial Statements  

 Frequency Percent 
 Yes 66 64,7 

No 24 23,5 
Don't know 12 11,8 
Total 102 100,0 

Can the auditor prepare the financial statements for an audit client? 

Table 15 shows that 66 companies believe that an incumbent auditor is allowed to close 

an audit clients books. When further asking the companies whether their auditor 

actually prepares their company’s financial statement, as many as 64 companies said 

that the auditor is doing the preparation today. This sounds quite inconceivable as the 

auditors main function is to certify that company’s financial statements are recorded 

accurately (Hemraj, 2002). If the auditor prepared the financial statements and then 

reviews them, the auditor will then review his/her own work (self-review threat) which 
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is prohibited according to the Company Law, 9 ch, 17 §. There must be a reason for this 

result, one reason can be that the companies do not know the difference between the 

auditor and the audit firm, in the worst case violates many auditors the law. 

Table 16: Annual Report  

 Frequency Percent 
 Yes 68 66,7 

No 21 20,6 
Don't know 13 12,7 
Total 102 100,0 

Can the auditor draw up the annual report for an audit client? 

The majority, 66.7%, think that the auditor is allowed to draw up the annual report for 

an audit client, see table 16, and many of the companies (65) said that their auditor 

actually draws up their annual report today. The auditor is prohibited to draw up an 

audit clients annual report (Company Law, 9 ch, 17 §). In a situation where the auditor 

first draws up an audit client’s annual report and then reviews the same, a self-review 

threat occurs. There must be a reason for why 65 companies claims that their auditor 

draws up their annual report. The reason may be that the companies do not separate 

between the auditor and the audit firm.  

Over half of those responding to these questions stated that their auditor performs 

services that are considered as threats towards the auditor independence. Whether the 

managers in SMEs have little knowledge of what their auditor actually does or whether 

the auditor really performs such services can be seen as a serious problem. There are 

probably major defects in the auditor's independence towards SMEs if the case is that 

the auditors actually perform these services. A reason can be that the clients do not 

really know what the purchased service (audit) actually consist of. If the situation is that 

managers in SMEs know the auditors role and tasks, this result implies that the 

companies do not see any problem in auditors reviewing their own work.   

4.5 Auditor Independence Regulations and Auditor Independence 

Threats 

The auditor disqualification is regulated in the Company Law, 9 ch, 17 § and the 

Auditors Act 21 § regulates the auditor independence threats. The knowledge of these 

regulations was therefore studied. The companies had fist to tell their own perceived 
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knowledge of the regulations, see table 17 and 18.  This was followed up by questions 

regarding situations where the audit independence is threatened. These questions enable 

an examination of the companies’ actual knowledge in practice. 

4.5.1 The Company Law 

Table 17 shows that 49% of the companies answered that they have full or partial 

knowledge about the auditor independence regulation in the Company Law. Only 

17.7% of them consider themselves to have good knowledge in the regulations. The 

reminding 51% answered that they lack knowledge about the auditor independence 

regulation in the Company Law.  

Table 17: Knowledge of Auditor Independence Regulations in the Company Law 

 Frequency Percent 
 Yes, fully 17 16,7 

To some extent 33 32,3 

No, not at all 52 51,0 

Total 102 100,0 

Do you know of the conflict of interest rules in the Swedish Company Law, regarding 
the auditors’ limitations to the company where he/she is elected as auditor? 

The relationship between the companies knowledge of auditor independence regulation 

was tested towards illegal situations. The companies were asked whether their auditor is 

a member of the company´s board of directors. One fourth of the studied companies’ 

beliefs that an auditor can be in an audit clients board of director, see figure 4. Of these, 

13 companies claim that their auditor actually is a member of their board of directors. 

The Company Law regulates this and states that an auditor cannot be a member of an 

audit client’s board of directors. Several of those who indicated that they know the 

Company Law have responded that the auditor can be a member of the companies’ 

board of directors. 

The function of the board of directors is in small limited companies  not as distinctive as 

in public companies. In SMEs are the boardmembers usually the ones running the 

business, the function of the board of directors seems therefore unimportant (Seow, 

2001). This might be the reason for why managers in SMEs are unaware of the 

positions in a board and the fact that the auditor has an independent external role. This 
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can further be interpreted as 24 companies do not see any problem with having the 

auditor as a board member. Furthermore, this study shows that managers in SMEs do 

not concider the involvement by the auditor as a threat towards the auditor 

independence.    

Figure 4: The Swedish Company Law and the Auditor as a Board Member

 

The knowledge of the auditor’s restrictions concerning ownership in an audit client was 

further studied. Only 2 companies’ belief that the auditor is allowed to be a shareholder 

of an audit client and 27 answered that they do not know whether he/she is allowed to or 

not. However, all the studied companies stated that their auditor is not a shareholder of 

their company. 

The companies have more knowledge of the regulation that auditors are prohibited to be 

a shareholder of a client, than the regulations concerning auditor’s restrictions of being a 

board member of a client. This could be due to the lack of separation between 

ownership and control, as the agency theory usually falls apart in SMEs (Seow, 2001). 
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4.5.2 The Auditors Act 

58.8% of the interviewed persons answered that they have full or partial knowledge 

about the independence regulation in the Auditors Act, see table 18. The reminding 

41.2% said that they do not have any knowledge at all of the regulation.  

Table 18: Knowledge of Auditor Independence Regulations in the Auditors Act 

 Frequency Percent 
 Yes, fully 10 9,8 

To some extent 50 49,0 

No, not at all 42 41,2 

Total 102 100,0 

Do you know of the auditor independence regulations stated in the Auditors Act? 

All companies were asked about their knowledge of the auditor independence 

regulations in the Auditing Act 21 §, which contains the analysis model. All five threats 

(self-interest, self-review, advocacy, familiarity and intimidation threats) towards the 

auditor independence were studied. The knowledge of the threats was studied through 

given situations which all are considered as threats by the law. The answers to the 

situations were compared with the persons own perceived knowledge of the 

independence regulations. The results are present below in figure 5-9 and the graphs 

detailed data can be found in table 19-23, see appendix 5.  

Figure 5 shows the result for the self-interest threat question. The self-interest threat 

occurs when an auditor has a direct or indirect economic interest in the clients business 

(Auditors Act, 21 §). The majority argues that some action needs to be taken if the wife 

of your auditor has a 5% ownership interest in your company. However, there are 10 

companies that do not see this situation as a problem at all. The companies are, as 

mentioned before, aware of the auditors prohibition of being a shareholder of a client, 

but the companies where more uncertain of the situation where shares was owned by the 

auditor’s husband/wife. 
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Figure 5: The Self-Interest Threat 

 

Figure 6: The Self-Review Threat 
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The study’s result of the self-review threat is shown in Figure 6. The self-review threat 

occurs when the auditor has given advice which is not related to the audit and by that 

can cause a situation of self-review (Auditors Act, 21 §). As many as 91 companies 

answered that they are allowed to ask the auditor for advice regarding their accounting 

system. The result is quite frightened as the auditor is not allowed to give such advises, 

as it is considered to be a threat towards the auditor independence. The result further 

shows that even though the companies argue that they have knowledge about the 

regulation, they do not in reality have the perceived knowledge. Only 6 companies out 

of 100 know that the auditor is prohibited to give consulting in how an audit client can 

set up their internal control system, which indirect is a self-review situation. 

Figure 7: The Advocacy Threat 

 

Figure 7 shows the result for the advocacy threat. The advocacy threat occurs when the 

auditor or any other in the audit team promotes/demotes, or have promoted/demoted, a 

client´s position or opinion in a legal or financial question where there are differences of 

opinion or conflict of interest (Auditors Act, 21 §). More than half of the companies in 

this study believe that their auditor can take their standpoint and act as a witness in 

court. Only 21 companies said that the auditor is not allowed to do so. Many of the 
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companies believing that the auditor can take their companies standpoint have probably 

been thinking that the auditor has to turn up in court if he/she is called as whiteness 

Figure 8: The Familiarity Threat 

 

The result of the familiarity threat is presented in Figure 8. The familiarity threat occurs 

when the auditor has a close personal relationship to the client or any person in his 

management (Auditors Act, 21 §). Almost half of the companies do not see any problem 

with a close relationship between the auditor and the financial manager, even in the 

cases where they belief they have knowledge in the regulations. The result shows that 

the majority do not consider a close auditor-client relationship as a threat towards the 

auditor independence. The companies perceive that the auditor shows independence in 

appearance even though a close relationship exists.  

The intimidation threat is presented in Figure 9. The intimidation threat occurs when the 

auditor has been exposed to threats or other pressure intended to intimidate (Auditors 

Act, 21 §). Seventy companies find that some action needs to be taken when the auditor 

is threatened by their client, but had not any idea of what action. Twenty-six companies 

think that the auditor shall resign from the assignment while 6 think that the auditor 

should report this to some authority such as the police or the Swedish Tax Agency. A 
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last group of 5 think that the auditor should write a modified auditor’s report. The 

companies have most knowledge in this part of the auditor independence regulations in 

the Auditors Act. The reason can be that this threat is the most obvious and general 

unethical. This result may not prove that managers in SMEs are aware of the 

regulations, once can assume that the respondents have based their answer on what is 

likely to be the most logical. 

Figure 9: The Intimidation Threat  

 

The results shows, when looking into all the graphs regarding auditor independence 

regulations in the Auditors Act, that the knowledge about the content of the law is not 

related to SMEs managements own mentioned knowledge of the auditor independence 

regulations. The results further show that the management of SMEs feel that they have 

more knowledge about the auditor independence regulations than they actually have. 

4.6 Auditor Independence in Small and Medium-Sized Enterprises 

Managers in SMEs indicated that they have limited knowledge in the auditor 

independence regulations. This study’s result shows that the managers in SMEs do have 

little knowledge about auditor independence regulations. The result further shows that 
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managers in SMEs do not see all auditor independence threat as real threats. However, 

they further consider some auditor independence threats important. The result can 

depend on the fact that small companies often lack knowledge in business 

administration and related business areas (Deakins et al. 2001). Managers may therefore 

only seek information related to their own interest. As the auditor is the one who have to 

make sure the regulations follows, the managers will probably never face the auditor 

independence regulations in the same way as the auditors.  

The audit was mandatory for all limited companies in Sweden until November 2010 

(SOU 2008:32). The managers might never have reflected over the auditors work as the 

audit was just statutory. This can be a reason why managers in SMEs do not know the 

auditor independence regulations. Given that really small companies has been abolished 

from the mandatory statutory audit, the auditors’ status as an external part can be seen 

as less essential. The auditor independence in SMEs cannot as easily be justified when 

really small companies do not even need to have an auditor.  

This study shows that managers in SMEs have more knowledge in the disqualifications 

regulated in the Company Law compared to the auditor independence threats regulated 

in the Auditors Act. This shows a tendency that SMEs management find some auditor 

independence regulations more important than others. However, this study clearly 

shows that the knowledge of auditor independence is low. Despite this, managers in 

Swedish SMEs do consider auditor independence important. It is questionable whether 

companies really think it is important with audit independence, as they have limited 

knowledge of what the auditor independence regulation implies. SMEs are the most 

common size of business both in Sweden and in the European Union. Therefore, SMEs 

are very important for the economy as they stand for innovation and provide many 

employments (European Commission, 2005). It should be in the interest of the society 

that the management of SMEs has knowledge of the auditors work and the auditor’s 

regulations.  

The audit profession needs to take action before their reputation starts to be affected. 

Sweeney (1997) propose that the auditors need to educate the society in order to reduce 

the expectation gap. The auditors need to inform SMEs managers about the purpose of 

audit, the auditors’ profession and how the audit will benefit the client. The auditors 
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work and the work done by others from the same audit firm needs be clearly separated 

for the client.  

This study also shows that managers in SMEs believe that the purpose of the audit is for 

the company itself and for the company’s stakeholders. At the same time, the companies 

demands consulting services from their auditor. This partially, because in-house 

competencies often are week in smaller firms, they are therefore dependent on getting 

business advice from external sources (Gooderham et al. 2004). The auditor is a person 

with expert knowledge, associated with trustworthiness and integrity, and thereby a 

natural source for business advice. SMEs choice of source for business advice is, in 

accordance with Bennet and Robson (1999), based upon the relationship to and trust in 

the source. In cases where the audit client also purchases NAS from their incumbent 

audit firm, the knowledge spillover will be beneficial for the client. Some previous 

studies have concluded that NAS impair the auditor independence (Mautz & Sharaf, 

1961; Wines, 2012), and some have concluded that the auditor independence not impair 

auditor independence (Arruñada, 1999; Ashbaugh et al. 2003; Craswell, 1999; DeFond 

et al. 2002). When looking at the results in this thesis, the companies do not consider 

NAS as a threat towards the auditor independence.  

4.7 Importance of Auditor Independence in Small and Medium-
Sized Enterprises 

Large companies have often dispersed ownership with several shareholders (Seow, 

2001). The independent audit in these companies enables the shareholders to monitor 

that the managers are working in the best interest of the owners (Moore et al. 2006).  

This study shows that Swedish SMEs do not find the independent audit to be a 

safeguard for the company’s owners. This shows that SMEs view an audit differently 

than traditional large firm audit where the ownership and control is separated.  

The knowledge of the Company Law and the Auditors Act show that managers in 

SMEs do not experience situations that threaten auditor independence as real threats. 

Several do not find any problems with auditors doing the company’s annual report. 

They do not either find a long term auditor-client relationship as something that can 

impact on the auditor independence. This clearly shows that managers in SMEs do not 

demand rigorous auditor independence. The current auditor independence regulations 

can therefore be seen as not that necessary for SMEs.   
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5 Conclusion 

This chapter will conclude this research by answering the research questions that are 

presented in the introduction.  

 

Does the management of small Swedish companies perceive audit independence as 

important? 

Management in SMEs consider auditor independence as important. However, the result 

of the interviews shows that companies’ views of independence can be questioned. 

Evidence show that management in SMEs consider some auditor independence threats 

to be less important than others. The length of the audit engagement and provision of 

non audit services are not seen as major threats towards the auditor independence. 

Threats that are considered to impair the auditor independence is indirect and direct 

economic interest in an audit client, auditor holding shares in the audit client, and 

situation where the auditor is obviously threatened by the client. 

Are Swedish small and medium sized enterprises who require an auditor aware of the 

auditor independence regulations? 

The management in Swedish SMEs has very limited knowledge in the auditor 

independence regulation. In many of the cases where the companies have identified a 

threat, they seldom know the consequence of a situation where the auditor independence 

is impaired. Certain amount of knowledge in the auditor independence regulations can 

be viewed as common knowledge. The management in SMEs overestimates their own 

degree of knowledge in the auditor independence regulations.  
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6 Further Research 

When doing this study we found that it is common to have long-term auditor-client 

relationship which creates familiarity. This can impair the auditor independence as the 

audit engagement should be an independent relation between the auditor and the client. 

The authors have got indications of that companies choose to follow their auditor when 

he/she switch audit firm. The clients’ reason to follow the auditor is the good personal 

relationship they have to their “independent” auditor. This could be a good research 

focus, as this definitely is a threat towards the auditor independence.   

This study did only focus on SMEs in the Jönköping County. Other further research can 

be to do the same study on SMEs in another region in Sweden or to do the same study 

on Swedish large non public firms to see if similar auditor independence problems exist. 

Audit firms provision of nine types of consulting services, including bookkeeping, has 

been prohibited in the U.S since 2002. Audit firms in Sweden are allowed to have 

partial involvement in their audit clients bookkeeping, if the company is a SME. This 

study concluded that ~11% of Swedish SMEs have their auditor firm doing parts of 

their accounting. The reasons why audit clients choose their incumbent audit firm to do 

their accounting could be further studied in combination with the regulatory bodies 

incentives for this allowance.  

Another research topic of interest is the audit firms’ provision of NAS to the incumbent 

audit clients. This study shows that SMEs do purchase NAS from their incumbent 

auditor. If the audit client has purchased consulting services from other sources than 

their incumbent audit firm, auditor independence would not be as threatened as it is 

today. The background of the regulations could be an interesting topic to study further. 

Why do the regulations allow audit firms provision of NAS to their audit clients when 

this is an obvious threat towards the auditor independence?  
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Appendix 1: Interview Questions (Translated Version) 

1. Has your company an auditor? 
� Yes � No 

 
2. What is your position within the business? 

� Owner 
� Financial manager 
� Accounting manager 
� Other: 

 
3. Who does your company's bookkeeping? 

� Internal function within the company 
� The same agency that makes the audit 
� Other accounting consultant 

 
4. Besides the audit, do you hire your auditor also for consulting services? 

� Only audit 
� Audit and consulting services  
 

5. How many times during the last year was the company in contact with the 
auditor? 

� A few times per year 
� Once a month 
� Several times per month 

 
6. How many times during the last year did the company contact the auditor 

for advisory? 
� A few times per year 
� Once a month 
� Several times per month 

 
7. For how many years has your company worked with the current auditor? 

� 0-1 years 
� 2-4 years 
� 5-7 years 
� 8 years or more 

 
8.  Do you think it would be good if one single agency are doing both the 

accounting and auditing for you? 
� Yes �  No 
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9.  Who do you believe the auditors work is for? 
 

10. Are there situations where you feel you can influence your auditor? 
� Yes  �  No 
If YES, in what situation? 

 
11. An important tool for an auditor is his/her independence. Do you think 

your auditor demonstrates that? 
� Yes �  No  
If NO, in what way turns it out? 

 
12. Do you think it is important that the auditor is independent towards to your 

company? 
� Yes �  No 

 
13. Do you know of the auditor independence regulations stated in the Auditors 

Act? 
� Yes, fully  �  To some extent �  No, not at all 

 
14. Do you know of the conflict of interest rules in the Swedish Company Law, 

regarding the auditor’s limitations to the company where he/she is elected 
as auditor? 

� Yes, fully  �  To some extent �  No, not at all 
 

15. Do you think that your auditor can be completely independent when you 
pay him/her for the work? 

� Yes �  No �No opinion 
If NO, why not? 

 
16. Has your auditor provided you assistance with any of the following 

services? The attendant questions concern the case where the auditor is 
hired to do the statutory audit. The answering alternatives to the following 
questions are “Yes”, “No” and “Don’t know”.  

 
A1. Have your auditor attended the inventory? 
A2. Can the auditor attend the company´s inventory?  
 
B1. Have your auditor prepared your tax return? 
B2. Can the auditor draw up tax return?  
 
C1. Have your auditor contributed with solutions to accounting problems? 
C2. Can the auditor make necessary adjustments?  
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D1. Have your auditor given improvement suggestions in connection to the audit? 
D2. Can the auditor give suggestions for improvement in connection to the audit?
  
E1. Have your auditor closed the company’s books? 
E2. Can the auditor prepare the financial statements for an audit client?  
 
F1. Have your auditor drawn up you company’s annual report? 
F2. Can the auditor draw up annual report for an audit client? 
 
G1. Have your auditor informed you about applicable accounting standards?  
G2. Can the auditor inform about applicable accounting standards? 
 
H1. Have your auditor informed you about different valuation methods? 
H2. Can the auditor inform about valuation methods?  
 
 

17. Has your auditor any of the following relationships to the company? 
 

A1. Is your auditor a member of the company's board of directors? 
A2. Can the auditor be a member in an audit clients’ board of directors? 
 
B1. Do you auditor own shares in your company? 
B2. Can the auditor be a shareholder of an audit client? 
 

18. What would you do in the following situations? Note that you should take a 
position based on all involved parties’ perspectives. 
 

18A. The wife of your auditor has a 5% ownership interest in your company. What 
action, if any, needs to be taken? 
 
18B. Your company is looking for a new accounting system and you would like to have 
a system that well suits you business, can you ask your auditor for advice? 
 
� Yes � No � Don’t know 
 
18C. A customer has sued your company and you now need someone who can testify in 
court, can you ask your accountant to set up as a witness? 
 
� Yes � No � Don’t know 
 
18D. Your new financial manager appears to be a close friend of the company’s auditor. 
What action, if any, needs to be taken? 
 
18E. You tell your auditor that if she does not agree with your calculation of your 
allowance for bad debts you will fire her from your audit and tell your friends not to 
hire her in the future. What action, if any, needs to be taken? 
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Appendix 2: Interview Questions (Original Version) 

1. Har företaget revisor? 
� Ja  �  Nej 

 
2. Vilken position har Du i företaget? 

� Ägare 
� Ekonomichef 
� Redovisningsansvarig 
� Annan: 

 
3. Vem gör företagets bokföring? 

� Intern funktion på företaget 
� Samma byrå som gör er revision 
� Annan redovisningskonsult 

 
4. Förutom revision, anlitar ni revisorn även för rådgivning? 

� Endast revision 
� Revision och rådgivning 

 
5. Hur många gånger under det senaste året var företaget i kontakt med 

revisorn? 
� Ett fåtal gånger per år 
� En gång per månad 
� Flera gånger per månad 

 
6. Hur många gånger under det senaste året kontaktade företaget revisorn för 

rådgivning? 
� Ingen gång 
� Ett fåtal gånger per år 
� En gång per månad 
� Flera gånger per månad 

 
7. Hur länge har företaget samarbetat med den nuvarande revisorn?  

� 0-1 år 
� 2-4 år 
� 5-7 år 
� 8år eller längre 

 

8. Tycker Du att det skulle vara bra att en och samma byrå gör både 
redovisningen och revisionen?  

� Ja �  Nej 
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9. Vem upplever ni att revisorns arbete är till för?  
 

10. Finns det situationer där ni känner att ni kan påverka er revisor? 
� Ja  �  Nej 
Om JA, i vilken situation?  

 
11. Ett viktigt redskap för en revisor är dennes oberoende ställning. Tycker Du 

att Er revisor visar prov på detta? 
� Ja �  Nej  
Om NEJ, på vilket sätt visar det sig?  
 

12. Tycker Du att det är viktigt att revisorn är oberoende gentemot ert företag? 
� Ja �  Nej 

 
13. Känner Du till Revisorslagens regler gällande revisorns oberoende? 

� Ja, till fullo  �  Till viss del �  Nej, inte alls 
 

14. Känner Du till ABLs jävsregler angående revisorns relationsbegränsningar 
till de bolag denne är vald revisor i? 

� Ja, till fullo  �  Till viss del �  Nej, inte alls 
 

15. Anser Du att Er revisor kan vara helt oberoende då företaget betalar 
revisorn arvode för utfört arbete? 

� Ja �  Nej �  Ingen åsikt 
Om NEJ, varför inte?  
 

16. Har Er revisor någon gång varit er behjälplig med följande tjänst? 
Följdfrågorna avser det fall då revisorn är anlitad för att göra den 
lagstadgade revisionen. Svarsalternativen för de följande frågorna är ”Ja”, 
”Nej” eller ”Vet ej”  
    

A1. Har er revisor deltagit vid inventering?   
A2. Får revisorn delta vid en revisionskunds inventering?  
 
B1. Har revisorn upprättat er skattedeklaration? 
B2. Får revisorn upprätta skattedeklarationen för en revisionskund? 

 
C1. Har er revisor bidragit till lösningar på bokföringsproblem?  
C2. Får ett företags revisor bokföra åt sin revisionskund?  
 
D1. Har er revisor lämnat förbättringsförslag i samband med revisionen?  
D2. Får en revisor lämna förbättringsförslag i samband revision?  
 
E1. Har er revisor upprättat ert bokslut?   
E2. Får revisorn upprätta bokslutet för sin revisionskund? 
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F1. Har revisorn upprättat er årsredovisning? 
F2. Får revisorn upprätta årsredovisningen för sin revisionskund? 
  
G1. Har er revisor informerat om redovisningsstandarder?  
G2. Får revisorn informera sin revisionskund om redovisningsstandarder?  
 
H1. Har er revisor informerat om olika värderingsmetoder? 
H2. Får revisorn informera sin revisionskung om olika värderingsmetoder?  
 

17. Har Er revisor följande relationer till företaget? 
 
A1. Sitter er revisor i ert företags styrelse?  
A2. Får en revisor sitta med i en revisionskunds styrelse? 
 
B1. Har er revisorn aktier i ert företag? 
B2. Får en revisor äga aktier i de företag denne är revisor i?  
 

18. Ta ställning till följande situationer. Observera att du ska ta ställning 
utifrån alla involverade parters perspektiv.  
 

18a. Din revisors fru har en ägarandel på 5 % i ditt företag. Vilken åtgärd, om någon, 
behöver vidtas? 
 
18b. Ditt företag ska investera i ett nytt bokföringsprogram och du letar efter ett som är 
väl anpassat till din verksamhet, kan du fråga din revisor om råd? 
 
� Ja � Nej � Vet ej 
 
18c. En kund har stämt ditt företag och du behöver nu någon som kan vittna i rätten, kan 
du då be din revisor att ställa upp som vittne? 
 
� Ja � Nej � Vet ej 
 
18d. Din nyanställde ekonomiansvarige visar sig vara nära vän med företagets revisor. 
Vilken åtgärd, om någon, behöver vidtas? 
 
18e. I årets bokslut har du gjort reservationer för osäkra kundfordringar. Du säger nu till 
din revisor att om hon inte godkänner dessa kommer du att byta revisor samt säga åt 
dina vänner att inte anlita henne i framtiden. Vilken åtgärd, om någon, behöver vidtas? 
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Appendix 3: Interview Guide (Translated Version) 

Hi, my name is Andrea/Camilla and I am calling from the Jönköping International 

Business School. I am looking for the person that has the responsibility for the 

company’s finances. 

 

I am studying my last semester and am currently writing my master thesis within the 

field of small business owners and their relationship to their auditor. Your company has 

been randomly selected and I am wondering if you are able to answer a few questions? 

 

YES 

 

All responses will be kept confidential and will remain anonymous. The study will be 

published on the university website in the summer if you want to know about the 

results. 

 

PERFORM INTERVIEW 

 

Thank you for your time. Have a nice day! 
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Appendix 4: Interview Guide (Original Version) 

Hej, mitt namn är Andréa/Camilla och jag ringer ifrån Handelshögskolan i Jönköping. 

Jag söker den i företaget som har det yttersta ansvaret för ekonomin och står i kontakt 

med företagets revisor.  

Jag läser min sista termin och gör nu en studie om småföretagare och deras relation till 

sin revisor. Ert företag har blivit slumpmässigt utvalt och jag undrar om du har 

möjlighet att svara på några frågor? 

JA 

Alla svar vi får kommer att hanteras konfidentiellt och dina svar kommer att förbli 

anonyma. Studien kommer att publiceras på högskolans hemsida i sommar om du vill ta 

del av resultatet.  

UTFÖR INTERVJUN 

Tack för att du tog dig tid. Ha en bra dag! 
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Appendix 5: Empirical Data – Auditors Act 

 
Table 19: The Self-Interest Threat 

 

Do you know of the auditor independence 
regulations stated in the Auditors Act? 

Total 
Understand law 

fully 
Understand law 

some 
Not understand 

law 
The wife of your 
auditor has a 5% 
ownership interest 
in your company. 
What action, if any, 
needs to be taken? 

Action Count 7 25 25 57 

%  12,3% 43,9% 43,9% 100,0% 

No action Count 1 5 4 10 

%  10,0% 50,0% 40,0% 100,0% 

Don't 
know 

Count 2 18 12 32 

%  6,3% 56,3% 37,5% 100,0% 

Total Count 10 48 41 99 

%  10,1% 48,5% 41,4% 100,0% 

 

 
Table 20: The Self-Review Threat 

 

Do you know of the auditor independence 
regulations stated in the Auditors Act? 

Total 
Understand law 

fully 
Understand law 

some 
Not understand 

law 
Your company is 
looking for a new 
accounting system 
and you would like 
to have a system 
that well suits you 
business, can you 
ask your auditor for 
advice? 

Yes Count 9 46 36 91 

%  9,9% 50,5% 39,6% 100,0% 

No Count 1 3 2 6 

%  16,7% 50,0% 33,3% 100,0% 

Don't 
know 

Count 0 0 3 3 

%  ,0% ,0% 100,0% 100,0% 

Total Count 10 49 41 100 

%  10,0% 49,0% 41,0% 100,0% 
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Table 21: The Advocacy Threat 

 

Do you know of the auditor independence 
regulations stated in the Auditors Act? 

Total 
Understand law 

fully 
Understand law 

some 
Not understand 

law 
A customer has 
sued your company 
and you now need 
someone who can 
testify in court, can 
you ask your 
auditor to step up as 
a witness? 

Yes Count 5 33 18 56 

%  8,9% 58,9% 32,1% 100,0% 

No Count 4 7 10 21 

%  19,0% 33,3% 47,6% 100,0% 

Don't 
know 

Count 1 9 12 22 

%  4,5% 40,9% 54,5% 100,0% 

Total Count 10 49 40 99 

%  10,1% 49,5% 40,4% 100,0% 

 

 
Table 22: The Familiarity Threat 

 

Do you know of the auditor independence 
regulations stated in the Auditors Act? 

Total 
Understand law 

fully 
Understand law 

some 
Not understand 

law 
Your new financial 
manager appears to 
be a close friend of 
the company's 
auditor. What 
action, if any needs 
to be taken? 

Action Count 5 11 11 27 

%  18,5% 40,7% 40,7% 100,0% 

No action Count 3 29 15 47 

%  6,4% 61,7% 31,9% 100,0% 

Don't 
know 

Count 2 8 14 24 

%  8,3% 33,3% 58,3% 100,0% 

Total Count 10 48 40 98 

%  10,2% 49,0% 40,8% 100,0% 
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Table 23: The Intimidation Threat 

 

Do you know of the auditor independence 
regulations stated in the Auditors Act? 

Total 
Understand law 

fully 
Understand law 

some 
Not understand 

law 
You tell your auditor 
that if she does not 
agree with your 
calculation of your 
allowance for bad 
debts you will fire her 
from your audit and 
tell your friends not to 
hire her in the future. 
What action, if any 
needs to be taken? 

Action Count 7 37 26 70 

%  10,0% 52,9% 37,1% 100,0% 

No action Count 0 4 3 7 

%  ,0% 57,1% 42,9% 100,0% 

Don't 
know 

Count 3 7 12 22 

%  13,6% 31,8% 54,5% 100,0% 

Total Count 10 48 41 99 

%  10,1% 48,5% 41,4% 100,0% 

 


